Andrew E. Lemanski & Associates
Attorney at Law

September 29, 2012

Supreme Court Advisory Committee
c¢/o Charles L. “Chip” Babcock
Jackson Walker L.L.P.

1401 McKinney, Suite 1900
Houston, Texas 77010

Re:  Small Claims Court Rules
Dear Mr. Chairman and Members of the Committee:

Thank you for the opportunity to provide comments on the proposed small claims
court rules.

Small damage personal injury claims filed in small claims court should not be the
subject of extensive discovery. Expenses can easily create a barrier to accessing courts in
these types of cases. Also, they allow young attorneys the opportunity to sharpen their trial
skills in a relatively informal and low risk setting. Rule 504 should include language stating
that a court has to weigh the actual cost to the parties before applying the Rules of Evidence.

Similarly, Rule 507 should include language stating that a court has to weigh the
actual cost to the parties before requiring formal discovery. A rule requiring the requesting
party to pay for all discovery (depositions, expert fees, subpoenas, etc.) could also help
alleviate this burden.

Rule 526, Summary Disposition, should require that some form of sworn statement be
filed in response to a motion. A party should be allowed some notice of what the other side
1s going to argue at a hearing. Furthermore, because they are not courts of record, litigants
are sometimes willing to say far more in JP court than they will swear to under oath. Any
concerns about confusion can be handled by allowing for an automatic reset of the motion if
a party does not file a sworn response.

Rule 564 should be changed to *“New Matter Cannot Be Pleaded on Appeal” or similar
language to more closely follow the rule and prevent confusion.
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Rule 565 should make it clear the same procedures and relaxed standards should be
used in county court in a trial de novo. Otherwise, the purpose of small claims court is
obviated and the requirement of a fast, inexpensive trial is not met.

I have attached three sets of documents. Exhibit “A” is an excerpt from the Federal
Register regarding the Fair and Accurate Credit Transactions Act of 2003. The “Red Flag
Rules™ it discusses protect against identity theft and ensure that financial institutions have
accurate data. This document is provided to show the Committee just some of the safeguards
and protections that banks have in place to protect against someone wrongly being saddled
with a debt.

Exhibits “B” and “C” are responses and counterclaims in two debt cases. I have
redacted the information that would allow one to identify the plaintiff, defendant, or the
defendant’s attorney. The case in Exhibit “B” involved a debt of just under $2,500. The case
in Exhibit “C” involved a debt of just under $3,500. Because of the vigorous defense, and
the counterclaims, both cases settled on terms very favorable to the debtors. The settlements
had nothing to do with the merits of either case. Exhibits “B” and “C” are provided to show
the Committee how debtors can easily and unfairly turn the tables on creditors by making the
cost of recovery so high that creditors are put in the position of either dropping the case or
losing a significant amount of money. Cases should be determined on the merits, and not on
the basis of legal maneuvering. If a creditor’s access to small claims courts is going to be
severely limited by the rules, then a debtor’s access to filing counterclaims should be
similarly limited. The rules should require very specific pleadings and attaching evidence of
counterclaims.

Simien v. Unifund CCR Ptnrs, 321 S.W.3d 235 (Tex.App.—Houston[ 1st Dist.] 2010,
no pet.) was not about debt collection cases. It was about how modern society works. Every
day, businesses reasonably rely on other businesses’ records. This basic fact was recognized
by the Simien court and then applied in the context of debt collection cases. Bank records are
reliable and should be admissible under the Rules of Evidence. Their credibility can be
argued all day long to a fact finder. This distinction is being lost under the small claims rules
for debt cases, as admissibility and credibility seem to merge into one for the purposes of a
default judgment.

Even the most skilled, brightest and articulate lawyer., on their best day, cannot
compete with a judge who had made up their mind. The rules fundamentally alter our court
system that has been in place for well over 150 years by turning the judge into an advocate
and requiring the judge to determine if evidence is deemed worthy of credit. While this is
normal in the context of a bench trial, it should have no place in the context of a default
judgment.



Almost without exception, defaults occur because debtors know they owe the debt.
There is no point in paying a lawyer to defend against a debt that is owed unless the court
system is little more than a game.

If the fundamental purpose of a court strays from deciding cases on the merits, and
instead focuses on jumping through legally mandated hoops, then our court system becomes
little more than a game. The small claims court rules on debt cases are not just about what
goes on in small claims courts. They represent a fundamental shift in the role of a judge. No
longer is a judge a neutral; someone who enforces the rules and considers arguments from
both sides. Now, the judge sits as a policy maker, who decides what is and is not good for
private parties, even in the absence of a dispute. That decision should be left in the hands of
private parties.

If you have any questions, or require any additional information, please feel free to

contact me at (713) 515-2826.

ANDREW E. LEMANSKI
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DEPARTMENT OF THE TREASURY

Office of the Comptroller of the
Currency

12 CFR Part 41
[Docket ID OCC-2007-0017]
RIN 1557-AC87

FEDERAL RESERVE SYSTEM

12 CFR Part 222
[Docket No. R—1255]

FEDERAL DEPOSIT INSURANCE
CORPORATION

12 CFR Parts 334 and 364

RIN 3064-AD00

DEPARTMENT OF THE TREASURY
Office of Thrift Supervision

12 CFR Part 571
[Docket No. OTS-2007-0019]
RIN 1550-AC04

NATIONAL CREDIT UNION
ADMINISTRATION

12 CFR Part 717
FEDERAL TRADE COMMISSION

16 CFR Part 681
RIN 3084-AA94

Identity Theft Red Flags and Address
Discrepancies Under the Fair and
Accurate Credit Transactions Act of
2003

AGENCIES: Office of the Comptroller of
the Currency, Treasury (OCC); Board of
Governors of the Federal Reserve
System (Board); Federal Deposit
Insurance Corporation (FDIC); Office of
Thrift Supervision, Treasury (OTS);
National Credit Union Administration
(NCUA); and Federal Trade Commission
(FTC or Commission).

ACTION: Joint final rules and guidelines.

SUMMARY: The OCC, Board, FDIC, OTS,
NCUA and FTC {the Agencies) are
jointly issuing final rules and guidelines
implementing section 114 of the Fair
and Accurate Credit Transactions Act of
2003 (FACT Act) and final rules
implementing section 315 of the FACT
Act. The rules implementing section
114 require each financial institution or
creditor to develop and implement a
written Identity Theft Prevention
Program {Program]) to detect, prevent,

and mitigate identity theft in connection
with the opening of certain accounts or
certain existing accounts. In addition,
the Agencies are issuing guidelines to
assist financial institutions and
creditors in the formulation and
maintenance of a Program that satisfies
the requirements of the rules. The rules
implementing section 114 also require
credit and debit card issuers to assess
the validity of notifications of changes
of address under certain circumstances,
Additionally, the Agencies are issuing
joint rules under section 315 that
provide guidance regarding reasonahle
policies and procedures that a user of
consumer reports must employ when a
consumer reporting agency sends the
user a notice of address discrepancy.

DATES: The joint final rules and
guidelines are effective January 1, 2008.
The mandatory compliance date for this
rule is November 1, 2008.

FOR FURTHER INFORMATION CONTACT:
OCC: Amy Friend, Assistant Chief
Counsel, {202) 874-5200; Deborah Katz,

Senior Counsel, or Andra Shuster,
Special Counsel, Legislative and
Regulatory Activities Division, (202)
874-5090; Paul Utterback, Compliance
Specialist, Compliance Department,
(202) 874-5461; or Aida Plaza Carter,
Director, Bank Information Technology,
(202) 874—4740, Office of the
Comptroller of the Currency, 250 E
Street, SW., Washington, DC 20219.

Board: David A. Stein or Ky Tran-
Trong, Counsels, or Amy Burke,
Attorney, Division of Consumer and
Community Affairs, (202) 452-3667;
Kara L. Handzlik, Attorney, Legal
Division, (202) 452~3852; or John
Gibbons, Supervisory Financial Analyst,
Division of Banking Supervision and
Regulation, (202) 452-6409, Board of
Governors of the Federal Reserve
System, 20th and C Streets, NW.,
Washington, DC 20551.

FDIC: Jeffrey M. Kopchik, Senior
Policy Analyst, (202) 898-3872, or
David P. Lafleur, Policy Analyst, (202)
8986569, Division of Supervision and
Consumer Protection; Richard M.
Schwartz, Counsel, (202) 898-7424, or
Richard B. Foley, Counsel, {202) 898~
3784, Legal Division, Federal Deposit
Insurance Corporation, 550 17th Street,
NW., Washington, DC 20429.

OTS: Ekita Mitchell, Consumer
Regulations Analyst, Compliance and
Consumer Protection, (202) 906-6451;
Kathleen M. McNulty, Technology
Program Manager, Information
Technology Risk Management, (202)
906—-6322; or Richard Bennett, Senior
Compliance Counsel, Regulations and
Legislation Division, (202} 906-7409,

Office of Thrift Supervision, 1700 G
Street, NW., Washington, DC 20552,

NCUA: Regina M. Metz, Staff
Attorney, Office of General Counsel,
(703) 518-6540, National Credit Union
Administration, 1775 Duke Street,
Alexandria, VA 22314-3428.

FTC: Naomi B. Lefkovitz, Attorney, or
Pavneet Singh, Attorney, Division of
Privacy and Identity Protection, Bureau
of Consumer Protection, {202) 326—
2252, Federal Trade Commission, 600
Pennsylvania Avenue, NW,, Washington
DC 20580.

SUPPLEMENTARY INFORMATION:

L. Introduction

The President signed the FACT Act
into law on December 4, 2003.1 The
FACT Act added several new provisions
to the Fair Credit Reporting Act of 1970
(FCRA), 15 U.S.C. 1681 et seq. Section
114 of the FACT Act, 15 U.S.C.
1681m(e), amends section 615 of the
FCRA, and directs the Agencies to issue
joint regulations and guidelines
regarding the detection, prevention, and
mitigation of identity theft, including
special regulations requiring debit and
credit card issuers to validate
notifications of changes of address
under certain circumstances.? Section
315 of the FACT Act, 15 U.S.C.
1681c(h), adds a new section 605(h){2)
to the FCRA requiring the Agencies to
issue joint regulations that provide
guidance regarding reasonable policies
and procedures that a user of a
consumer report should employ when
the user receives a notice of address
discrepancy.

On July 18, 2008, the Agencies
published a joint notice of proposed
rulemaking (NPRM) in the Federal
Register (71 FR 40786) proposing rules
and guidelines to implement section
114 and proposing rules to implement
section 315 of the FACT Act. The public
comment period closed on September
18, 2006. The Agencies collectively
received a total of 129 comments in
response to the NPRM, although many
commenters scnt copies of the same
letter to each of the Agencies. The
comments included 63 from financial
institutions, 12 from financial
institution holding companies, 23 from
financial institution trade associations,
12 from individuals, nine from other
trade associations, five from other
business entities, three from consumer

“Pub. L. 108~159.

2Section 111 of the FACT Act defines “identity
theft” as ““a fraud committed using the identifying
information of another person, subject to such
further definition as the {Federal Trade]
Commission may prescribe, by regulation.” 15
U.8.C. 1681alg){3}.
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groups,? one from a member of
Congress, and one from the United
States Small Business Administration
(SBA).

II. Section 114 of the FACT Act
A. Red Flag Regulations and Guidelines

1. Background

Section 114 of the FACT Act requires
the Agencies to jointly issue guidelines
for financial institutions and creditors
regarding identity theft with respect to
their account holders and customers.
Section 114 also directs the Agencies to
prescribe joint regulations requiring
each financial institution and creditor to
establish reasonable policies and
procedures for implementing the
guidelines, to identify possible risks to
account holders or customers or to the
safety and soundness of the institution
or “customer.”4

In developing the guidelines, the
Agencies must identify patterns,
practices, and specific forms of activity
that indicate the possible existence of
identity theft. The guidelines must be
updated as often as necessary, and
cannot be inconsistent with the policies
and procedures issued under section
326 of the USA PATRIOT Act,5 31
U.S.C. 5318(1), that require verification
of the identity of persons opening new
accounts. The Agencies also must
consider including reasonable
guidelines that would apply when a
transaction occurs in connection with a
consumer’s credit or deposit account
that has been inactive for two years.
These guidelines would provide that in
such circumstances, a financial
institution or creditor “shall follow
reasonable policies and procedures” for
notifying the consumer, “in a manner
reasonably designed to reduce the
likelihood of identity theft.”

2. Overview of Proposal and Comments
Received

The Agencies proposed to implement
section 114 through regulations
requiring each financial institution and
creditor to implement a written Program
to detect, prevent and mitigate identity
theft in connection with the opening of
an account or any existing account. The
Agencies also proposed guidelines that
identified 31 patterns, practices, and
specific forms of activity that indicate a
possible risk of identity theft. The
proposed regulations required each
financial institution and creditor to
incorporate into its Program relevant

2 One of these letters represented the comments
of five consumer groups.

+Use of the term “‘customer,”” here, appears to be
a drafting error and likely should read “creditor.”

5 Pub. L. 107-58.

indicators of a possible risk of identity
theft (Red Flags), including indicators
from among those listed in the
guidelines. To promote flexibility and
responsiveness to the changing nature of
identity theft, the proposed rules also
stated that covered entities would need
to include in their Programs relevant
Red Flags from applicable supervisory
guidance, their own experiences, and
methods that the entity had identified
that reflect changes in identity theft
risks.

The Agencies invited comment on all
aspects of the proposed regulations and
guidelines implementing section 114,
and specifically requested comment on
whether the elements described in
section 114 had been properly allocated
between the proposed regulations and
the proposed guidelines.

Consumer groups maintained that the
proposed regulations provided too
much discretion to financial institutions
and creditors to decide which accounts
and Red Flags to include in their
Programs and how to respond to those
Red Flags. These commenters stated that
the flexible and risk-based approach
taken in the proposed rulemaking
would permit “business as usual.”

Some small financial institutions also
expressed concern about the flexibility
afforded by the proposal. These
commenters stated that they preferred to
have clearer, more structured guidance
describing exactly how to develop and
implement a Program and what they
would need to do to achieve
compliance.

Most commenters, however, including
many financial institutions and
creditors, asserted that the proposal was
overly prescriptive, contained
requirements beyond those mandated in
the FACT Act, would be costly and
burdensome to implement, and would
complicate the existing efforts of
financial institutions and creditors to
detect and prevent identity theft. Some
industry commenters asserted that the
rulemaking was unnecessary because
large businesses, such as banks and
telecommunications companies, already
are motivated to prevent identity theft
and other forms of fraud in order to
limit their own financial losses.
Financial institution commenters
maintained that they are already doing
most of what would be required by the
proposal as a result of having to comply
with the customer identification
program (CIP) regulations implementing
section 326 of the USA PATRIOT Act®
and other existing requirements. These

6 See, e.g., 31 CFR 103.121 (applicable to banks,
thrifts and credit unions and certain non-federally
regulated banks).

commenters suggested that the
regulations and guidelines take the form
of broad objectives modeled on the
objectives set forth in the “Interagency
Guidelines Establishing Information
Security Standards” (Information
Security Standards).” A few financial
institution commenters asserted that the
primary cause of identity theft is the
lack of care on the part of the consumer.
They stated that consumers should be
held responsible for protecting their
own identifying information.

The Agencies have modified the
proposed rules and guidelines in light of
the comments received. An overview of
the final rules, guidelines, and
supplement, a discussion of the
comments, and the specific manner in
which the proposed rules and
guidelines have been modified, follows.

3. Overview of final rules and
guidelines

The Agencies are issuing final rules
and guidelines that provide both
flexibility and more guidance to
financial institutions and creditors. The
final rules also require the Program to
address accounts where identity theft is
most likely to occur. The final rules
describe which financial institutions
and creditors are required to have a
Program, the objectives of the Program,
the elements that the Program must
contain, and how the Program must be
administered.

Under the final rules, only those
financial institutions and creditors that
offer or maintain “covered accounts”
must develop and implement a written
Program. A covered account is (1) an
account primarily for personal, family,
or household purposes, that involves or
is designed to permit multiple payments
or transactions, or (2) any other account
for which there is a reasonably
foreseeable risk to customers or the
safety and soundness of the financial
institution or creditor from identity
theft. Each financial institution and
creditor must periodically determine
whether it offers or maintains a
“covered account.”

The final regulations provide that the
Program must be designed to detect,
prevent, and mitigate identity theft in
connection with the opening of a
covered account or any existing covered
account. In addition, the Program must
be tailored to the entity’s size,
complexity and nature of its operations.

712 CFR part 30, app. B (national banks); 12 CFR
part 208, app. D-2 and part 225, app. F (state
member banks and holding companies); 12 CFR
part 364, app. B (state non-member banks); 12 CFR
part 570, app. B (savings associations); 12 CFR part
748, App. A [oredit unions).

{
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The final regulations list the four
basic elements that must be included in
the Program of a financial institution or
creditor. The Program must contain
“reasonable policies and procedures”
to:

e Identify relevant Red Flags for
covered accounts and incorporate those
Red Flags into the Program;

¢ Detect Red Flags that have been
incorporated into the Program;

* Respond appropriately to any Red
Flags that are detected to prevent and
mitigate identity theft; and

¢ Ensure the Program is updated
periodically, to reflect changes in risks
to customers or to the safety and
soundness of the financial institution or
creditor from identity theft.

The regulations also enumerate
certain steps that financial institutions
and creditors must take to administer
the Program. These steps include
obtaining approval of the initial written
Program by the board of directors or a
committee of the board, ensuring
oversight of the development,
implementation and administration of
the Program, training staff, and
overseeing service provider
arrangements.

In order to provide financial
institutions and creditors with more
flexibility in developing a Program, the
Agencies have moved certain detail
formerly contained in the proposed
regulations to the guidelines located in
Appendix J. This detailed guidance
should assist financial institutions and
creditors in the formulation and
maintenance of a Program that satisfies
the requirements of the regulations to
detect, prevent, and mitigate identity
theft. Each financial institution or
creditor that is required to implement a
Program must consider the guidelines
and include in its Program those
guidelines that are appropriate. The
guidelines provide policies and
procedures for use by institutions and
creditors, where appropriate, to satisfy
the requirements of the final rules,
including the four elements listed
above. While an institution or creditor
may determine that particular
guidelines are not appropriate to
incorporate into its Program, the
Program must nonetheless contain
reasonable policies and procedures to
meet the specific requirements of the
final rules. The illustrative examples of
Red Flags formerly in Appendix | are
now listed in a supplement to the
guidelines.

4. Section-by-Section Analysis ®
Section__.90(a) Purpose and Scope

Proposed § .90(a) described the
statutory authority for the proposed
regulations, namely, section 114 of the
FACT Act. It also defined the scope of
this section; each of the Agencies
proposed tailoring this paragraph to
describe those entities to which this
section would apply. The Agencies
received no comments on this section,
and it is adopted as proposed.

Section__.90(b) Definitions

Proposed § .90(b) contained
definitions of various terms that applied
to the proposed rules and guidelines.
While § .90(b) of the final rules
continues to describe the definitions
applicable to the final rules and
guidelines, changes have been made to
address the comments, as follows.

Section_.90(b)(1) Account. The
Agencies proposed using the term
“account” to describe the relationships
covered by section 114 that an account
holder or customer may have with a
financial institution or creditor.® The
proposed definition of “account’” was “a
continuing relationship established to
provide a financial product or service
that a financial holding company could
offer by engaging in an activity that is
financial in nature or incidental to such
a financial activity under section 4(k) of
the Bank Holding Company Act, 12
U.S.C. 1843(k}).” The definition also
gave examples of types of “accounts.”

Some commenters stated that the
regulations do not need a definition of
“account” to give effect to their terms.
Some commenters maintained that a
new definition for “account” would be
confusing as this term is already defined
inconsistently in several regulations and
in section 615(e) of the FCRA. These
commenters recommended that the

8 The QCC, Board, FDIC, OTS and NCUA are
placing the regulations and guidelines
implementing section 114 in the part of their
regulations that implement the FCRA—12 CFR
parts 41, 222, 334, 571, and 717, respectively. In
addition, the FDIC cross-references the regulations
and guidelines in 12 CFR part 364. For ease of
reference, the discussion in this preamble uses the
shared numerical suffix of each of these agency’s
regulations. The FTC also is placing the final
regulations and guidelines in the part of its
regulations implementing the FCRA, specifically 16
CFR part 681. However, the FTC uses different
numerical suffixes that equate to the numerical
suffixes discussed in the preamble as follows:
preamble suffix .82 = FTC suffix .1, preamble suffix
.90 = FTC suffix .2, and preamble suffix .91 = FTC
suffix .3. In addition, Appendix J referenced in the
preamble is the FTC’s Appendix A.

9 The Agencies acknowledged that section 114
does not use the term “account” and, in other
contexts, the FCRA defines the term “account”
narrowly to describe certain consumer deposit or
asset accounts. See 15 U1.8.C. 1681alr){4).

Agencies use the term “continuing
relationship” instead, and define this
phrase in a manner consistent with the
Agencies’ privacy rules 0
implementing Title V of the Gramm-
Leach-Bliley Act (GLBA), 15 U.S.C.
6801.21 These commenters urged that
the definition of “account’ not be
expanded to include relationships that
are not “continuing.” They stated that it
would be very burdensome to gather
and maintain information on non-
customers for one-time transactions.
Other commenters suggested defining
the term “account” in a manner
consistent with the CIP rules.

Many commenters stated that defining
“account” to cover both consumer and
business accounts was too broad,
exceeded the scope of the FACT Act,
and would make the regulation too
burdensome. These commenters
recommended limiting the scope of the
regulations and guidelines to cover only
consumer financial services, specifically
accounts established for personal,
family and household purposes, because
these types of accounts typically are
targets of identity theft. They asserted
that identity theft has not historically
been common in connection with
business or commercial accounts.

Consumer groups maintained that the
proposed definition of “account’” was
too narrow. They explained that because
the proposed definition was tied to
financial products and services that can
be offered under the Bank Holding
Company Act, it inappropriately
excluded certain transactions involving
creditors that are not financial
institutions that should be covered by
the regulations. Some of these
commenters recommended that the
definition of “account” include any
relationship with a financial institution
or creditor in which funds could be
intercepted or credit could be extended,
as well as any other transaction which
could obligate an individual or other
covered entity, including transactions
that do not result in a continuing
relationship. Others suggested that there
should be no flexibility to exclude any
account that is held by an individual or
which generates information about
individuals that reflects on their
financial or credit reputations.

The Agencies have modified the
definition of “account” to address these
comments. First, the final rules now
apply to “covered accounts,” a term that
the Agencies have added to the
definition section to eliminate

10 See 12 CFR 40 (OCC); 12 CFR 218 {Board); 12
CFR 332 (FDIC}; 12 CFR 573 (OTS): 12 CFR 716
{NCUA}; and 18 CFR 313 (FTC}.

11 Pyub, L. 106-102.
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confusion between these rules and other
rules that apply to an “account.” The
Agencies have retained a definition of
“account” simply to clarify and provide
context for the definition of “covered
account.”

Section 114 provides broad discretion
to the Agencies to prescribe regulations
and guidelines to address identity theft.
The terminology in section 114 is not
confined to “consumer’ accounts.
While identity theft primarily has been
directed at consumers, the Agencies are
aware that small businesses also have
been targets of identity theft. Over time,
identity theft could expand to affect
other types of accounts. Thus, the
definition of “account”” in § .90(b}(1)
of the final rules continues to cover any
relationship to obtain a product or
service that an account holder or
customer may have with a financial
institution or creditor.?2 Through
examples, the definition makes clear
that the purchase of property or services
involving a deferred payment is
considered to be an account.

Although the definition of “account”
includes business accounts, the risk-
based nature of the final rules allows
each financial institution or creditor
flexibility to determine which business
accounts will be covered by its Program
through a risk evaluation process.

The Agencies also recognize that a
person may establish a relationship with
a creditor, such as an automobile dealer
or a telecommunications provider,
primarily to obtain a product or service
that is not financial in nature. To make
clear that an “account” includes
relationships with creditors that are not
financial institutions, the definition is
no longer tied to the provision of
“financial” products and services.
Accordingly, the Agencies have deleted
the reference to the Bank Holding
Company Act.

The definition of “account” still
includes the words “continuing
relationship.” The Agencies have
determined that, at this time, the burden
that would be imposed upon financial
institutions and creditors by a
requirernent to detect, prevent and
mitigate identity theft in connection
with single, non-continuing transactions
by non-customers would outweigh the
benefits of such a requirement. The
Agencies recognize, however, that
identity theft may occur at the time of
account opening. Therefore, as detailed
below, the obligations of the final rule
apply not only to existing accounts,
where a relationship already has been

1z Accordingly, the definition of “account” still
applies to fiduciary, agency, custodial, brokerage

and investment advisory activities,

established, but also to account
openings, when a relationship has not
yet been established.

Section__.90(b)(2) Board of Directors.
The proposed regulations discussed the
role of the board of directors of a
financial institution or creditor. For
financial institutions and creditors
covered by the regulations that do not
have boards of directors, the proposed
regulations defined “board of directors™
to include, in the case of a branch or
agency of a foreign bank, the managing
official in charge of the branch or
agency. For other creditors that do not
have boards of directors, the proposed
regulations defined “board of directors™
as a designated employee.

Consumer groups objected to the
proposed definition as it applied to
creditors that do not have boards of
directors. These commenters
recommended that for these entities,
“board of directors” should be defined
as a designated employee at the level of
senior management. They asserted that
otherwise, institutions that do not have
a board of directors would be given an
unfair advantage for purposes of the
substantive provisions of the rules,
because they would be permitted to
assign any employee to fulfill the role of
the “board of directors.”

The Agencies agree this important
role should be performed by an
employee at the level of senior
management, rather than any designated
employee. Accordingly, the definition of
“board of directors” has been revised in
§ .90(b)(2) of the final rules so that, in
the case of a creditor that does not have
a board of directors, the term “board of
directors” means “a designated
employee at the level of senior
management.”’

Section __.90(b)(3) Covered Account.
As mentioned previously, the Agencies
have added a new definition of
“covered account” in § _.90(b)(3) to
describe the type of “account” covered
by the final rules. The proposed rules
would have provided a financial
institution or creditor with broad
flexibility to apply its Program to those
accounts that it determined were
vulnerable to the risk of identity theft,
and did not mandate coverage of any
particular type of account.

Consumer group commenters urged
the Agencies to limit the discretion
afforded to financial institutions and
creditors by requiring them to cover
consumer accounts in their Programs.
While seeking to preserve their
discretion, many industry commenters
requested that the Agencies limit the
final rules to consumer accounts, where
identity theft is most likely to accur.

The Agencies recognize that
consumer accounts are presently the
most common target of identity theft
and acknowledge that Congress
expected the final regulation to address
risks of identity theft to consumers.3
For this reason, the final rules require
each Program to cover accounts
established primarily for personal,
family or household purposes, that
involve or are designed to permit
multiple payments or transactions, i.e.,
consumer accounts. As discussed above
in connection with the definition of
“account,” the final rules also require
the Programs of financial institutions
and creditors to cover any other type of
account that the institution or creditor
offers or maintains for which there is a
reasonably foreseeable risk from identity
theft.

Accordingly, the definition of
‘“covered account” is divided into two
parts. The first part refers to “an account
that a financial institution or creditor
offers or maintains, primarily for
personal, family, or household
purposes, that involves or is designed to
permit multiple payments or
transactions.” The definition provides
examples to illustrate that these types of
consumer accounts include, “a credit
card account, mortgage loan, automobile
loan, margin account, cell phone
account, utility account, checking
account, or savings account.”14

The second part of the definition
refers to “any other account that the
financial institution or creditor offers or
maintains for which there is a
reasonably foreseeable risk to customers
or to the safety and soundness of the
financial institution or creditor from
identity theft, including financial,
operational, compliance, reputation, or
litigation risks.” This part of the
definition reflects the Agencies’ belief
that other types of accounts, such as
small business accounts or sole
proprietorship accounts, may be
vulnerable to identity theft, and,
therefore, should be considered for
coverage by the Program of a financial
institution or creditor.

In response to the proposed definition
of “‘account,” a trade association
representing credit unions suggested
that the term “customer” in the
definition be revised to refer to

13 See S. Rep. No. 108-166 at 13 (Oct. 17, 2003)
{accompanying S. 1753).

14 These examples reflect the fact that the rules
are applicable to a variety of financial institutions
and creditors. They are not intended to confer any
additional powers on covered entities. Nonetheless,
some of the Agencies have chosen to limit the
examples in their rule texts to those products
covered entities subject to their jurisdiction are
legally permitted to offer.
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“member” to better reflect the
ownership structure of some financial
institutions or to “consumer” to include
all individuals doing business at all
types of financial institutions. The
definition of “account” in the final rules
no longer makes reference to the term
“customer”; however, the definition of
“covered account” continues to employ
this term, to be consistent with section
114 of the FACT Act, which uses the
term “customer.” Of course, in the case
of credit unions, the final rules and
guidelines will apply to the accounts of
members that are maintained primarily
for personal, family, or household
purposes, and those that are otherwise
subject to a reasonably foreseeable risk
of identity theft.

Sections __.90(b)(4) and (b)(5) Credit
and Creditor. The proposed rules
defined these terms by cross-reference
to the relevant sections of the FCRA.
There were no comments on the
definition of “credit” and § .90(b)(4)
of the final rules adopts the definition
as proposed.

Some commenters asked the Agencies
to clarify that the term “creditor” does
not caver third-party debt collectors
who regularly arrange for the extension,
renewal, or continuation of credit.

Section 114 applies to financial
institutions and creditors. Under the
FCRA, the term “creditor” has the same
meaning as in section 702 of the Equal
Credit Opportunity Act (ECOA), 15
U.5.C. 1691a.15 ECOA defines
“creditor” to include a person who
arranges for the extension, renewal, or
continuation of credit, which in some
cases could include third-party debt
collectors. 15 U.S.C. 1691a(e).
Therefore, the Agencies are not
excluding third-party debt collectors
from the scope of the final rules, and
§__.90(b)(5) of the final rules adopts the
definition of “creditor” as proposed.

Section _.90(b)(6) Customer. Section
114 of the FACT Act refers to “account
holders” and “customers” of financial
institutions and creditors without
defining either of these terms. For ease
of reference, the Agencies propased to
use the term “customer” to encompass
both “customers” and “account
holders.” “Customer” was defined as a
person that has an account with a
financial institution or creditor. The
proposed definition of “customer”
applied to any “persen,” defined by the
FCRA as any individual, partnership,
corporation, trust, estate, cooperative,
association, government cr
governmental subdivision or agency, or
other entity.1® The proposal explained

i3 See 15 U.S.C. 1681a(r){5].
16 See 15 11.5.C. 1681alb).

that the Agencies chose this broad
definition because, in addition to
individuals, various types of entities
{e.g., small businesses) can be victims of
identity theft. Under the proposed
definition, however, a financial
institution or creditor would have had
the discretion to determine which type
of customer accounts would be covered
under its Program, since the proposed
regulations were risk-based.?”

As noted above, most industry
commenters maintained that including
all persons, not just consumers, within
the definition of “customer” would
impose a substantial financial burden
on financial institutions and creditors,
and make compliance with the
regulations more burdensome. These
commenters stated that business
identity theft is rare, and maintained
that financial institutions and creditors
should be allowed to direct their fraud
prevention resources to the areas of
highest risk. They also noted that
businesses are more sophisticated than
consumers, and are in a better position
to protect themselves against fraud than
consumers, both in terms of prevention
and in enforcing their legal rights.

Some financial institution
coramenters were concerned that the
broad definition of “customer” would
create opportunities for commercial
customers to shift responsibility from
themselves to the financial institution
for not discovering Red Flags and
alerting business customers about
embezzlement or other fraudulent
transactions by the commercial
customer’s own employees. These
commenters suggested narrowing the
definition to cover natural persons and
to exclude business customers. Some of
these commenters suggested that the
definition of “customer” should be
consistent with the definition of this
term in the Information Security
Standards and the Agencies’ privacy
rules.

Consumer groups commented that the
proposed definition of “customer’” was
too narrow. They reconmended that the
definition be amended, so that the
regulations would not only protect
persons who are already customers of a
financial institution or creditor, but also
persons whose identities are used by an
imposter to open an account.

Section __.90(b)(6) of the final rule
defines “customer” to mean a person
that has a “covered account” with a
financial institution or creditor. Under
the definition of “covered account,” an

1 Proposed § .90{d){1) required this
determination to be substantiated by a risk
evaluation that takes into consideration which
customer accounts of the financial institution or
creditor are subject to a risk of identity theft.

individual who has a consumer account
will always be a “‘customer.” A
“customer’’ may also be a person that
has another type of account for which

a financial institution or creditor
determines there is a reasonably
foreseeable risk to its customers or to its
own safety and soundness from identity
theft.

The Agencies note that the
Information Security Standards and the
privacy rules implemented various
sections of Title V of the GLBA, 15
U.S.C. 6801, which specifically apply
only to customers who are consumers.
By contrast, section 114 does not define
the term “customer.” Because the
Agencies continue to believe that a
business customer can be a target of
identity theft, the final rules contain a
risk-based process designed to ensure
that these types of customers will be
covered by the Program of a financial
institution or creditor, when the risk of
identity theft is reasonably foreseeable.

The definition of “customer” in the
final rules continues to cover only
customers that already have accounts.
The Agencies note, however, that the
substantive provisions of the final rules,
described later, require the Program of
a financial institution or creditor to
detect, prevent, and mitigate identity
theft in connection with the opening of
a covered account as well as any
existing covered account. The final rules
address persons whose identities are
used by an imposter to open an account
in these substantive provisions, rather
than through the definition of
“customer.”

Section __.90(b)(7) Financial
Institution. The Agencies received no
comments on the proposed definition of
“financial institution.” It is adopted in
§__.90(b)(7), as proposed, with a cross-
reference to the relevant definition in
the FCRA.

Section __.90(b)(8) Identity Theft. The
proposal defined “identity theft” by
cross-referencing the FTC’s rule that
defines “identity theft” for purposes of
the FCRA.18

Most industry commenters objected to
the breadth of the proposed definition of
“identity theft.” They recommended
that the definition include only actual
fraud committed using identifying
information of a consumer, and exclude
attempted fraud, identity theft
committed against businesses, and any
identity fraud involving the creation of
a fictitious identity using fictitious data
combined with real information from

1559 FR 63922 (Nov. 3, 2004} {codified at 16 CFR
603.2{a)). Section 111 of the FACT Act added
several new definitions to the FCRA, including
“identity theft,” and authorized the FTC to further

define this term. See 15 U.S.C. 1881a.
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multiple individuals. By contrast,
consumer groups supported a broad
interpretation of “identity theft,”
including the incorporation of
“attempted fraud” in the definition.

Section  .90(b)(8) of the final rules
adopts the definition of “identity theft”
as proposed. The Agencies believe that
it is important to ensure that all
provisions of the FACT Act that address
identity theft are interpreted in a
consistent manner. Therefore, the final
rule continues to define identity theft
with reference to the FTC’s regulation,
which as currently drafted provides that
the term “identity theft” means “a fraud
committed or attempted using the
identifying information of another
person without authority.” 19 The FTC
defines the term “identifying
information” to mean ‘‘any name or
number that may be used, alone or in
conjunction with any other information,
to identify a specific person, including
any—

(1) Name, social security number, date
of birth, official State or government
issued driver’s license or identification
number, alien registration number,
government passport number, employer
or taxpayer identification number;

(2) Unique biometric data, such as
fingerprint, voice print, retina or iris
image, or other unique physical
representation;

(3) Unique electronic identification
number, address, or routing code; or

(4) Telecommunication identifying
information or access device (as defined
in 18 U.S.C. 1629(e)).

Thus, under the FTC’s regulation, the
creation of a fictitious identity using any
single piece of information belonging to
a real person falls within the definition
of “identity theft” because such a fraud
involves “using the identifying
information of another person without
authority.” 20

Section __.90(b)(9) Red Flag. The
proposed regulations defined “Red
Flag” as a pattern, practice, or specific
activity that indicates the possible risk
of identity theft. The preamble to the
proposed rules explained that indicators
of a “possible risk” of identity theft
would include precursors to identity
theft such as phishing.?? and security
breaches involving the theft of personal
information, which often are a means to
acquire the information of another
person for use in committing identity
theft. The preamble explained that the
Agencies included such precursors to

19 See 16 CFR 603.2(a).

20 Sge 16 CFR 603.2(b).

21 Electronic messages to customers of financial
institutions and creditors directing them to provide
personal information in response to a fraudulent
e-mail.

identity theft as “Red Flags” to better
position financial institutions and
creditors to stop identity theft at its
inception.

Most industry commenters objected to
the broad scope of the definition of
“Red Flag,” particularly the phrase
“‘possible risk of identity theft.” These
commenters believed that this definition
would require financial institutions and
creditors to identify all risks and
develop procedures to prevent or
mitigate them, without regard to the
significance of the risk. Thev asserted
that the statute does not support the use
of “possible risk” and suggested
defining a “Red Flag” as an indicator of
significant, substantial, or the probable
risk of identity theft. These commenters
stated that this would allow a financial
institution or creditor to focus
compliance in areas where it is most
needed.

Most industry commenters also stated
that the inclusion of precursors to
identity theft in the definition of “Red
Flag” would make the regulations even
broader and more burdensome. They
stated that financial institutions and
creditors do not have the ability to
detect and respond to precursors, such
as phishing, in the same manner as
other Red Flags that are more indicative
of actual ongoing identity theft.

By contrast, consumer groups
supported the inclusion of the phrase
“possible risk of identity theft” and the
reference to precursors in the proposed
definition of “Red Flag.” These
commenters stated that placing
emphasis on detecting precursors to
identity theft, instead of waiting for
proven cases, is the right approach.

The Agencies have concluded that the
phrase “possible risk” in the proposed
definition of “Red Flag” is confusing
and could unduly burden entities with
limited resources. Therefore, the final
rules define “Red Flag” in § _.90(b)(9)
using language derived directly from
section 114, namely, “a pattern,
practice, or specific activity that
indicates the possible existence of
identity theft.” 22

The Agencies continue to believe,
however, that financial institutions and
creditors should consider precursors to
identity theft in crder to stop identity
theft before it occurs. Therefore, as
described below, the Agencies have
chosen to address precursors direcily,
through a substantive provision in
section IV of the guidelines titled
“Prevention and Mitigation,” rather
than through the definition of “Red
Flag.” This provision states that a
financial institution or creditor should

2215 U.S.C. 1681mici{2}(A).

consider aggravating factors that may
heighten the risk of identity theft in
determining an appropriate response to
the Red Flags it detects.

Section __.90(b)(10) Service Provider.
The proposed regulations defined
“service provider” as a person that
provides a service directly to the
financial institution or creditor. This
definition was based upon the
definition of “service provider” in the
Information Security Standards.23

One commenter agreed with this
definition. However, two other
commenters stated that the definition
was too broad. They suggested
narrowing the definition of “service
provider” to persons or entities that
have access to customer information.

Section _.90(b)(10) of the final rules
adopts the definition as proposed. The
Agencies have concluded that defining
“service provider” to include only
persons that have access to customer
information would inappropriately
narrow the coverage of the final rules.
The Agencies have interpreted section
114 broadly to require each financial
institution and creditor to detect,
prevent, and mitigate identity theft not
only in connection with any existing
covered account, but also in connection
with the opening of an account. A
financial institution or creditor is
ultimately responsible for complying
with the final rules and guidelines even
if it outsources an activity to a third-
party service provider. Thus, a financial
institution or creditor that uses a service
provider to open accounts will need to
provide for the detection, prevention,
and mitigation of identity theft in
connection with this activity, even
when the service provider has access to
the information of a person who is not
yet, and may not become, a “customer.”

Section __.90(c) Periodic Identification
of Covered Accounts

To simplify compliance with the final
rules, the Agencies added a new
provision in § _.90(c) that requires each
financial institution and creditor to
periodically determine whether it offers
or maintains any covered accounts. As
a part of this determination, a financial
institution or creditor must conduct a
risk assessment to determine whether it

23 The Information Security Standards define
“'service provider’’ to mean any person or entity
that maintains, processes, or otherwise is permitted
access to customer information or consumer
information through the provision of services
directly to the financial institution. 12 CFR part 30,
app. B {national banks}; 12 CFR part 208, app. D~
2 and part 225, app. ¥ (state member banks and
holding companies}); 12 CFR part 364, app. B {state
non-mewmiber banks); 12 CFR part 570, app. B
(savings associations); 12 CFR part 748, App. A
{credit unions).
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offers or maintains covered accounts
described in § _.90(b)(3)(ii) (accounts
other than consumer accounts), taking
into consideration:

e The methods it provides to open its
accounts;

s The methods it provides to access
its accounts; and

« Its previous experiences with
identity theft.

Thus, a financial institution or
creditor should consider whether, for
example, a reasonably foreseeable risk
of identity theft may exist in connection
with business accounts it offers or
maintains that may be opened or
accessed remotely, through methods
that do not require face-to-face contact,
such as through the internet or
telephone. In addition, those
institutions and creditors that offer or
maintain business accounts that have
been the target of identity theft should
factor those experiences with identity
theft into their determination.

This provision is modeled on various
process-oriented and risk-based
regulations issued by the Agencies, such
as the Information Security Standards.
Compliance with this type of regulation
is based upon a regulated entity’s own
preliminary risk assessment. The risk
assessment required here directs a
financial institution or creditor to
determine, as a threshold matter,
whether it will need to have a
Program.?* If a financial institution or
creditor determines that it does need a
Program, then this risk assessment will
enable the financial institution or
creditor to identify those accounts the
Program must address. This provision
also requires a financial institution or
creditor that initially determines that it
does not need to have a Program to
reassess periodically whether it must
develop and implement a Program in
light of changes in the accounts that it
offers or maintains and the various other
factors set forth in the provision.

Section __.90(d)(1) Identity Theft
Prevention Program Requirement

Proposed § .90(c) described the
primary objectives of a Program. It
stated that each financial institution or
creditor must implement a written
Program that includes reasonable
policies and procedures to address the
risk of identity theft to its customers and
to the safety and soundness of the
financial institution or creditor, in the
manner described in proposed

24 The Agencies anticipate that some financial
institutions and creditors, such as various creditors
regualted by the FTC that solely engage in business-
to-business transactions, will be able to determine
that they do not need to develop end implement a
Program.

§ _.90(d), which described the
development and implementation of a
Program. It also stated that the Program
must address financial, operational,
compliance, reputation, and litigation
risks and be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities.

Some commenters believed that the
proposed regulations exceeded the
scope of section 114 by covering deposit
accounts and by requiring a response ta
the risk of identity theft, not just the
identification of the risk of identity
theft. One commenter expressed
concern about the application of the
Program to existing accounts.

The SBA commented that requiring
all small businesses covered by the
regulations to create a written Program
would be overly burdensome. Several
financial institution commenters
objected to what they perceived as a
proposed requirement that financial
institutions and creditors have a written
Program solely to address identity theft.
They recommended that the final
regulations allow a covered entity to
simply maintain or expand its existing
fraud prevention and information
security programs as long as they
included the detection, prevention, and
mitigation of identity theft. Some of
these commenters stated that requiring
a written program would merely focus
examiner attention on documentation
and cause financial institutions to
produce needless paperwork.

While commenters generally agreed
that the Program should be appropriate
to the size and complexity of the
financial institution or creditor, and the
nature and scope of its activities, many
industry commenters objected to the
prescriptive nature of this section. They
urged the Agencies to provide greater
flexibility to financial institutions and
creditors by allowing them to
implement their own procedures as
opposed to those provided in the
proposed regulations. Several other
commenters suggested permitting
financial institutions and creditors to
take into account the cost and
effectiveness of policies and procedures
and the institution’s history of fraud
when designing its Program.

Several ?inancial institution
commenters maintained that the
Program required by the proposed rules
was not sufficiently flexible. They
maintained that a true risk-based
approach would permit institutions to
prioritize the importance of various
controls, address the most important
risks first, and accept the good [aith
judgments of institutions in
differentiating among their options for

conducting safe, sound, and compliant
operations. Some of these commenters
urged the Agencies to revise the final
rules and guidelines and adopt an
approach similar to the Information
Security Standards which they
characterized as providing institutions
with an outline of issues to consider
without requiring specific approaches.

Although a few commenters believed
that the proposed requirement to update
the Program was burdensome and
should be eliminated, most commenters
agreed that the Program should be
designed to address changing risks over
time. A number of these commenters,
Lhowever, objected to the requirement
that the Program must be designed to
address changing identity theft risks “‘as
they arise,” as too burdensome a
standard. Instead, they recommended
that the final regulations require a .
financial institution or creditor to
reassess periodically whether to adjust
the types of accounts covered or Red
Flags to be detected based upon any
changes in the types and methods of
identity theft that an institution or
creditor has experienced.

Section _.90(d) of the final rules
requires each financial institution or
creditor that offers or maintains one or
more covered accounts to develop and
implement a written Program that is
designed to detect, prevent, and mitigate
identity theft in connection with the
opening of a covered account or any
existing covered account. To signal that
the final rules are flexible, and allow
smaller financial institutions and
creditors to tailor their Programs to their
operations, the final rules state that the
Program must be appropriate to the size
and complexity of the financial
institution or creditor and the nature
and scope of its activities.

The guidelines are appended to the
final rules to assist financial institutions
and creditors in the formulation and
maintenance of a Program that satisfies
the requirements of the regulation.
Section I of the guidelines, titled “The
Program,” makes clear that a covered
entily may incorporate into its Program,
as appropriate, its existing processes
that control reasonably foreseeable risks
to customers or to the safety and
soundness of the financial institution or
creditor from identity theft, such as
those already developed in connection
with the entity’s fraud prevention
program. This will avoid duplication
and allow covered entities to benefit
from existing policies and procedures.

The Agencies do not agree with those
commenters who asserted that the scope
of the proposed regulations {and hence
the final rules that adopt the identical
approach with respect to these issues)
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exceed the Agencies” statutory
mandate. First, section 114 clearly
permits the Agencies to issue
regulations and guidelines that address
more than the mere identification of the
risk of identity theft. Section 114
contains a broad mandate directing the
Agencies to issue gnidelines “regarding
identity theft” and to prescribe
regulations requiring covered entities to
establish reasonable policies and
procedures for implementing the
guidelines. Second, two provisions in
section 114 indicate that Congress
expected the Agencies to issue final
regulations and guidelines requiring
financial institutions and creditors to
detect, prevent, and mitigate identity
theft.

The first relevant provision is codified
in section 615(e)(1)(C) of the FCRA,
where Congress addressed a particular
scenario involving card issuers. In that
provision, Congress directed the
Agencies to prescribe regulations
requiring a card issuer to take specific
steps to assess the validity of a change
of address request when it receives such
a request and, within a short period of
time, also receives a request for an
additional or replacement card. The
regulations must prohibit a card issuer
from issuing an additional or
replacement card under such
circumstances, unless it notifies the
cardholder or ““uses other means of
assessing the validity of the change of
address in accordance with reasonable
policies and procedures established by
the card issuer in accordance with the
regulations prescribed [by the Agencies]
* * * This provision makes clear
that Congress contemplated that the
Agencies’ regulations would require a
financial institution or creditor to have
policies and procedures not only to
identify Red Flags, but also, to prevent
and mitigate identity theft.

The second relevant provision is
codified in section 615(e)(2)(B) of the
FCRA, and directs the Agencies to
consider addressing in the identity theft
guidelines transactions that occur with
respect to credit or deposit accounts that
have been inactive for more than two
years. The Agencies must consider
whether a creditor or financial
institution detecting such activity
should “follow reasonable policies that
provide for notice to be given to the
consumer in a manner reasonably
designed to reduce the likelihood of
identity theft with respect to such
account.” This provision signals that the
Agencies are authorized to prescribe
regulations and guidelines that
comprehensively address identity
theft—in a manner that goes beyond the
mere identification of possible risks.

The Agencies’ interpretation of
section 114 is also supported by the
legislative history that indicates
Congress expected the Agencies to issue
regulations and guidelines for the
purposes of “identifying and preventing
identity theft.” 25

Finally, the Agencies’ interpretation
of section 114 is broad, based on a
public policy perspective that
regulations and guidelines addressing
the identification of the risk of identity
theft, without addressing the prevention
and mitigation of identity theft, would
not be particularly meaningful or
effective.

The Agencies also have concluded
that the scope of section 114 does not
only apply to credit transactions, but
also applies, for example, to deposit
accounts. Section 114 refers to the risk
of identity theft, generally, and not
strictly in connection with credit.
Because identity theft can and does
occur in connection with various types
of accounts, including deposit accounts,
the final rules address identity theft in
a comprehensive manner,

Furthermore, nothing in section 114
indicates that the regulations must only
apply to identity theft in connection
with account openings. The FTC has
defined “identity theft” as “a fraud
committed or attempted using the
identifying information of another
person without authority.” 26 Such
fraud may occur in connection with
account openings and with existing
accounts. Section 615(e)(3) states that
the guidelines that the Agencies
prescribe “shall not be inconsistent’”
with the policies and procedures
required under 31 U.S.C. 5318(1), a
reference to the CIP rules which require
certain financial institutions to verify
the identity of customers opening new
accounts. However, the Agencies do not
read this phrase to prevent them from
prescribing rules directed at existing
accounts. To interpret the provision in
this manner would solely authorize the
Agencies to prescribe regulations and
guidelines identical to and duplicative
of those already issued—making the
Agencies’ regulatory authority in this
area superfluous and meaningless.2”

2% See S. Rep. No. 108-166 at 13 {Oct. 17, 2003}
{accompanying S. 1753).

2516 CFR 603.2{a).

27 The Agencies’ conclusion is also supported by
case law interpreting similar terminology, albeit in
a different context, finding that “inconsistent”
means it is impossible to comply with two laws
simultaneously, or one law frustrates the purposes
and objectives of another. See, e.g., Davenport v,
Farmers Ins. Group, 378 F.3d 839 (8th Cir, 2004);
Retail Credit Co. v. Dade County, Florida, 393 F.
Supp. 577 (S.D. Fla. 1975); Alexiou v. Brad Benson
Mitsubishi, 127 F. Supp.2d 557 (D.N.]. 2000).

The Agencies recognize that requiring
a written Program will impose some
burden. However, the Agencies believe
the benefit of being able to assess a
covered entity’s compliance with the
final rules by evaluating the adequacy
and implementation of its written
Program outweighs the burdens
imposed by this requirement.

Moreover, although the final rules
continue to require a written Program,
as detailed below, the Agencies have
substantially revised the proposal to
focus the final rules and guidelines on
reasonably foreseeable risks, make the
final rules less prescriptive, and provide
financial institutions and creditors with
more discretion to develop policies and
procedures to detect, prevent, and
mitigate identity theft.

Proposed § __.90(c) also provided that
the Program must address changing
identity theft risks as they arise based
upon the experience of the financial
institution or creditor with identity theft
and changes in: Methods of identity
theft; methods to detect, prevent, and
mitigate identity theft; the types of
accounts the financial institution or
creditor offers; and its business
arrangements, such as mergers and
acquisitions, alliances and joint
ventures, and service provider
arrangements.

The Agencies continue to believe that,
to ensure a Program’s continuing
effectiveness, it must be updated, at
least periodically. However, in order to
simplify the final rules, the Agencies
moved this requirement into the next
section, where it is one of the required
elements of the Program, as discussed
below.

Development and Implementation of
Identity Theft Prevention Program

The remaining provisions of the
proposed rules were set forth under the
above-referenced section heading. Many
commenters asserted that the Agencies
should simply articulate certain
objectives and provide financial
institutions and creditors the flexibility
and discretion to design policies and
procedures to fulfill the objectives of the
Program without the level of detail
required under this section.

As described earlier, to ensure that
financial institutions and creditors are
able to design Programs that effectively
address identity theft in a manner
tailored to their own operations, the
Agencies have made significant changes
in the proposal by deleting whole
provisions or moving them into the
guidelines in Appendix J. More
specifically, the Agencies abbreviated
the proposed requirements formerly
located in the provisions titled
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“Identification and Evaluation of Red
Flags” and “Identity Theft Prevention
and Mitigation” and have placed them
under a section of the final rules titled
“Elements of a Program.” The proposed
requirements on “Staff Training,”
“Oversight of Service Provider
Arrangements,” and “Involvement of
Board of Directors and Senior
Management” are now in a section of
the final rules titled “Administration of
the Program.” The guidelines in
Appendix J elaborate on these
requirements. A discussion of the
comments received on these sections of
the proposed rules, and the
corresponding sections of the final rules
and guidelines follows.

Section __.90(d)(2)(i) Element I of the
Program: Identification of Red Flags

Proposed §__.90(d)(1)(i) required a
Program to include policies and
procedures to identify which Red Flags,
singly or in combination, are relevant to
detecting the possible risk of identity
theft to customers or to the safety and
soundness of the financial institution or
creditor, using the risk evaluation
described in § .90(d)(1)(ii). It also
required the Red Flags identified to
reflect changing identity theft risks to
customers and to the financial
institution or creditor as they arise.

Proposed § __.90(d)(1){i) provided that
each financial institution and creditor
must incorporate into its Program
relevant Red Flags from Appendix J.
The preamble to the proposed rules
acknowledged that some Red Flags that
are relevant today may become obsolete
as time passes. The preamble stated that
the Agencies expected to update
Appendix ] periodically,28 but that it
may be difficult to do so quickly enough
to keep pace with rapidly evolving
patterns of identity theft or as quickly as
financial institutions and creditors
experience new types of identity theft.
Therefore, proposed § _.90(d)(1)(i) also
provided that each financial institution
and creditor must incorporate into its
Program relevant Red Flags from
applicable supervisory guidance,
incidents of identity thefi that the
financial institution or creditor has
experienced, and methods of identity
theft that the financial institution or
creditor has identified that reflect
changes in identity theft risks.

Some commenters objected to the
proposed requirement that the Program
contain policies and procedures to
identify which Red Flags, singly or in
combination, are relevant to detecting

28 Section 114 directs the Agencies to update the
guidelines as often as necessary. See 15 U.S.C.
1681mie}{1)(a).

the possible risk of identity theft to
customers or to the safety and
soundness of the financial institution or
creditor, They criticized the phrase
“possible risk’” as too broad and stated
that it was unrealistic to impose upon
covered entities a continuing obligation
to incorporate into their Programs Red
Flags to address virtually any new
identity theft incident or trend and
potential fraud prevention measure.
These commenters stated that this
would be a burdensome compliance
exercise that would limit flexibility and
add costs, which in turn, would take
away limited resources from the
ultimate objective of combating identity
theft.

Many commenters objected to the
proposed requirement that the Red Flags
identified by a financial institution or
creditor reflect changing identity theft
risks to customers and to the financial
institution or creditor “as they arise.”
These commenters requested that the
final rules permit financial institutions
and creditors a reasonable amount of
time to adjust the Red Flags included in
their Programs.

Some commenters agreed that the
enumerated sources of Red Flags were
appropriate. A few commenters stated
that financial institutions and creditors
should not be required to include in
their Programs any Red Flags except for
those set forth in Appendix J or in
supervisory guidance, or that they had
experienced. However, most
commenters objected to the requirement
that, at a minimum, the Program
incorporate any relevant Red Flags from
AppendixJ.

Some financial institution
commenters urged deletion of the
proposed requirement to include a list
of relevant Red Flags in their Program.
They stated that a financial institution
shiould be able to assess which Red
Flags are appropriate without having to
justify to an examiner why it failed to
include a specific Red Flag on a list.
Other commenters recommended that
the list of Red Flags in Appendix ] be
illustrative only. These commenters
recommended that a financial
institution or creditor be permitted to
include any Red Flags on its list that it
concludes are appropriate. They
suggested that the Agencies encourage
institutions to review the list of Red
Flags, and use their own experience and
expertise to identify other Red Flags that
become apparent as fraudsters adapt
and develop new techniques. They
maintained that in this manner,
institutions and creditors would be able
to identify the appropriate Red Flags
and not waste limited resources and
effort addressing those Red Flags in

Appendix ] that were obsolete or not
appropriate for their activities.

By contrast, consumer groups
criticized the flexibility and discretion
afforded to financial institutions and
creditors in this section of the proposed
rules. These commenters urged the
Agencies to make certain Red Flags from
Appendix ] mandatory, such as a fraud
alert on a consumer report.

Proposed § __.80(d)(1)(ii) provided
that in order to identify which Red Flags
are relevant to detecting a possible risk
of identity theft to its customers or to its
own safety and soundness, the financial
institution or creditor must consider:

A. Which of its accounts are subject
to a risk of identity theft;

B. The methods it provides to open
these accounts;

C. The methods it provides to access
these accounts; and

D. Its size, location, and customer
base.

While some industry commenters
thought the enumerated factors were
appropriate, other commenters stated
that the factors on the list were not
necessarily the ones used by financial
institutions to identify risk and were
irrelevant to any determination of
identity theft or actual fraud. These
commenters maintained that this
proposed requirement would require
financial institutions to develop entirely
new programs that may not be as
effective or efficient as those designed
by anti-fraud experts. Therefore, they
recommended that the final rules
provide financial institutions and
creditors with wide latitude to
determine what factors they should
consider and how they categorize them.
These commenters urged the Agencies
to refrain from providing a list of factors
that financial institutions and creditors
would have to consider because a finite
list could limit their ability to adapt to
new forms of identity theft.

Some commenters suggested that the
risk evaluation include an assessment of
other factors such as the likelihood of
harm, the cost and operational burden
of using a particular Red Flag and the
effectiveness of a particular Red Flag for
that institution or creditor. Some
commenters suggested that the faciors
refer to the likely risk of identity theft,
while others suggested that the factors
be modified to refer to the possible risk
of identity theft to which each type of
account offered by the financial
institution or creditor is subject. Other
commenters, including a trade
association representing small financial
institutions, asked the Agencies fo
provide guidelines on how to conduct a
risk assessment.
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The final rules continue to address
the identification of relevant Red Flags,
but simply state that the first element of
a Program must be reasonable policies
and procedures to identify relevant Red
Flags for the covered accounts that the
financial institution or creditor offers or
maintains. The final rules also state that
a financial institution or creditor must
incorporate these Red Flags into its
Program.

The final rules do not require policies
and procedures for identifying which
Red Flags are relevant to detecting a
“possible risk” of identity theft.
Moreover, as described below, a covered
entity’s obligation to update its Red
Flags is now a separate element of the
Program. The section of the proposed
rules describing the various factors that
a financial institution or creditor must
consider to identify relevant Red Flags,
and the sources from which a financial
institution or creditor must derive its
Red Flags, are now in section II of the
guidelines titled * Identifying Relevant
Red Flags.”

The Agencies acknowledge that
establishing a finite list of factors that a
financial institution or creditor must
consider when identifying relevant Red
Flags for covered accounts could limit
the ability of a financial institution or
creditor to respond to new forms of
identity theft. Therefore, section II of the
guidelines contains a list of factors that
a financial institution or creditor
“should consider * * *as
appropriate” in identifying relevant Red
Flags.

The Agencies also modified the list in
order to provide more appropriate
examples of factors for consideration by
a financial institution or creditor
determining which Red Flags may be
relevant. These factors are:

» The types of covered accounts it
offers or maintains;

¢ The methods it provides to open its
covered accounts;

¢ The methods it provides to access
its covered accounts; and

« lIts previous experiences with
identity theft.

Thus, for example, Red Flags relevant
to deposit accounts may differ from
these relevant to credit accounts, and
those applicable to consumer accounts
may differ from those applicable to
business accounts. Red Flags
appropriate for accounts that may be
opened or accessed remotely may differ
from those that require face-to-face
contact. In addition, a financial
institution or creditor should consider
identifying as relevant those Red Flags
that directly relate to its previous
experiences with identity theft.

Section II of the guidelines also gives
examples of sources from which
financial institutions and creditors
should derive relevant Red Flags, rather
than requiring that the Program
incorporate relevant Red Flags strictly
from the four sources listed in the
proposed rules. Section I states that a
financial institution or creditor should
incorporate into its Program relevant
Red Flags from sources such as: (1)
Incidents of identity theft that the
financial institution or creditor has
experienced; (2) methods of identity
theft that the financial institution or
creditor has identified that reflect
changes in identity theft risks; and (3)
applicable supervisory guidance.

The Agencies have deleted the
reference to the Red Flags in Appendix
] as a source. Instead, a separate
provision in section II of the guidelines,
titled “Categories of Red Flags,” states
that the Program of a financial
institution or creditor “should include”
relevant Red Flags from five particular
categories “as appropriate.” The
Agencies have included these
categories, which summarize the
various types of Red Flags that were
previously enumerated in Appendix]J,
in order to provide additional non-
prescriptive guidance regarding the
identification of relevant Red Flags.

Section II of the guidelines also notes
that “examples” of individual Red Flags
from each of the five categories are
appended as Supplement A to
Appendix J. The examples in
Supplement A are a list of Red Flags
similar to those found in the proposed
rules. The Agencies did not intend for
these examples to be a comprehensive
list of all types of identity theft that a
financial institution or creditor may
experience. When identifying Red Flags,
financial institutions and creditors must
consider the nature of their business
and the type of identity theft to which
they may be subject. For instance,
creditors in the health care field may be
at risk of medical identity theft (i.e.,
identity theft for the purpose of
obtaining medical services) and,
therefore, must identify Red Flags that
reflect this risk.

The Agencies also have decided not to
single out any specific Red Flags as
mandatory for all financial institutions
and creditors. Rather, the final rule
continues to follow the risk-based, non-
prescriptive approach regarding the
identification of Red Flags that was set
forth in the proposal. The Agencies
recognize that the final rules and
guidelines cover a wide variety of
financial institutions and creditors that
offer and maintain many different
products and services, and require the

flexibility to be able to adapt to rapidly
changing risks of identity theft.

Sections __.90(d)(2)(ii) and (ii1)
Elements II and Ill of the Program:
Detection of and Response to Red Flags

Proposed § _.90(d)(2) stated that the
Program must include reasonable
policies and procedures designed to
prevent and mitigate identity theft in
connection with the opening of an
account or any existing account. This
section then described the policies and
procedures that the Program must
include, some of which related solely to
account openings while others related to
existing accounts.

Some financial institution
commenters acknowledged that
reference to prevention and mitigation
of identity theft was generally a good
objective, but they urged that the final
rules refrain from prescribing how
financial institutions must achieve it.
Others noted that the CIP rules and the
Information Security Standards already
required many of the steps in the
proposal. They recommended that the
final rules recognize this and clarify that
compliance with parallel requirements
would be sufficient for compliance
under these rules.

Section _.90(d)(1) of the final rules
requires financial institutions and
creditors to develop and implement a
written Program to detect, prevent, and
mitigate identity theft in connection
with the opening of a covered account
or any existing covered account.
Therefore, the Agencies concluded that
it was not necessary to reiterate this
requirement in § .90(d)(2). The
Agencies have deleted the prefatory
language from proposed § .90(d)(2) on
prevention and mitigation in order to
streamline the final rules. The various
provisions addressing prevention and
mitigation formerly in this section,
namely, verification of identity,
detection of Red Flags, assessment of
the risk of Red Flags, and responses to
the risk of identity theft, have been
incorporated into the final rules as
“Elements of the Program”™ and into the
guidelines elaborating on these
provisions. Comments received
regarding these provisions and the
manner in which they have been
integrated into the final rules and
guidelines follows.

Detecting Red Flags

Proposed § .90(d)(2)(i) stated that
the Program must include reasonable
policies and procedures to obtain
identifving information about, and
verify the identity of, a person opening
an account. This provision was
designed to address the risk of identity
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theft to a financial institution or creditor
that occurs in connection with the
opening of new accounts.

The proposed rules stated that any
financial institution or creditor would
be able to satisfy the proposed
requirement in §__.90(d)(2){) by using
the policies and procedures for identity
verification set forth in the CIP rules.
The preamble to the proposed rules
explained that although the CIP rules
exclude a variety of entities from the
definition of “customer” and exclude a
number of products and relationships
from the definition of “account,” 29 the
Agencies were not proposing any
exclusions from either of these terms
given the risk-based nature of the
regulations.

Most commenters supported this
provision. Many of these commenters
urged the Agencies to include in the
final rules a clear statement
acknowledging that financial
institutions and creditors complying
with the CIP rules would be deemed to
be in compliance with this provision’s
requirements. Some of these
commenters encouraged the Agencies to
place the exemptions from the CIP rules
in these final rules for consistency in
implementing both regulatory mandates.

Some commenters, %owever, believed
the requirement to verify the identity of
a person opening an account duplicated
the requirements in the CIP rules and
urged elimination of this redundancy.
Other entities not already subject to the
CIP rules stated that complying with
those rules would be very costly and
burdensome. These commenters asked
that the Agencies provide them with
additional guidance regarding the CIP
rules.

Consumer groups were concerned that
use of the CIP rules would not
adequately address identity theft. They
stated that the CIP rules allow accounts
to be opened before identity is verified,
which is not the proper standard to
prevent identity theft.

As described below, the Agencies
have moved verification of the identity
of persons opening an account into
section III of the guidelines where it is
described as one of the policies and
procedures that a financial institution or
creditor should have to detect Red Flags
in connection with the opening of a
covered account.

Proposed § .90(d)(2)(ii) stated that
the Program must include reasonable
policies and procedures to detect the
Red Flags identified pursuant to
paragraph § _ .90(d)(1). The Agencies
did not receive any specific comments
on this provision.

2% See, g.g., 31 CFR 103.121(s).

In the final rules, the detection of Red
Flags is the second element of the
Program. The final rules provide that a
Program must contain reasonable
policies and procedures to detect the
Red Flags that a financial institution or
creditor has incorporated into its
Program.

Section III of the guidelines provides
examples of various means to detect Red
Flags. It states that the Program’s
policies and procedures should address
the detection of Red Flags in connection
with the opening of covered accounts,
such as by obtaining identifying
information about, and verifying the
identity of, a person opening a covered
account, for example, using the policies
and procedures regarding identification
and verification set forth in the CIP
rules. Section III also states that the
Program’s policies and procedures
should address the detection of Red
Ilags in connection with existing
covered accounts, such as by
authenticating customers, monitoring
transactions, and verifying the validity
of change of address requests, in the
case of existing covered accounts.

Covered entities subject to the CIP
rules, the Federal Financial Institution’s
Examination Council’s guidance on
authentication,3° the Information
Security Standards, and Bank Secrecy
Act (BSA) rules ®? may already be
engaged in detecting Red Flags. These
entities may wish to integrate the
policies and procedures already
developed for purposes of complying
with these issuances into their
Programs. However, such policies and
procedures may need to be
supplemented. For example, the CIP
rules were written to implement section
32632 of the USA PATRIOT Act,33 an
Act directed toward facilitating the
prevention, detection, and prosecution
of international money laundering and
the financing of terrorism. Certain types
of “accounts,” ‘“customers,” and
products are exempted or treated
specially in the CIP rules because they
pose a lower risk of money laundering
or terrorist financing. Such special
treatment may not be appropriate to
accomplish the broader objective of
detecting, preventing, and mitigating
identity theft. Accordingly, the Agencies
expect all financial institutions and
creditors to evaluate the adequacy of

20 *“‘Authentication in an Internet Banking

Envirenment” {October 12, 2005) available at
hitp/lwww ffiec gov/press/pr101205 htm.

91 See, e.g. 12 CFR 21.21 (national banks); 12 CFR
208.63 {state member banks}; 12 CFR 326.8 {state
non-member banks); 12 CFR 563.177 {savings
associations}); and 12 CFR 748.2 {credit unions).

3231 U.S.C. 5318{1).

22 Pub. L, 107-56.

existing policies and procedures and to
develop and implement risk-based
policies and procedures that detect Red
Flags in an effective and comprehensive
manner.

Responding to Red Flags

Proposed § .90(d)(2)(iii) stated that
to prevent and mitigate identity theft,
the Program must include policies and
pracedures to assess whether the Red
Flags the financial institution or creditor
detected pursuant to proposed
§ .90(d)(2)(ii) evidence a risk of
identity theft. It also stated that a
financial institution or creditor must
have a reasonable basis for concluding
that a Red Flag (detected) does not
evidence a risk of identity theft.

Financial institution commenters
expressed concern that this standard
would force an institution to justify to
examiners why it did not take measures
to respond to a particular Red Flag,.
Some consumer groups believed it was
appropriate to require a financial
institution or creditor to have a
reasonable basis for concluding that a
particular Red Flag detected does not
evidence a risk of identity theft. Other
consumer groups believed that this was
too weak a standard and that mandating
the detection of certain Red Flags would
be more effective and preventive.

Some commenters mistakenly read
the proposed provision as requiring a
financial institution or creditor to have
a reasonable basis for excluding a Red
Flag listed in Appendix J from its
Program requiring the mandatory review
and analysis of each and every Red Flag.
These commenters urged the Agencies
to delete this provision.

Proposed § .90(d)(2)(iv) stated that
to prevent and mitigate identity theft,
the Program must include policies and
procedures that address the risk of
identity theft to the customer, the
financial institution, or creditor,
commensurate with the degree of risk
posed. The proposed regulations also
provided an illustrative list of measures
that a financial institution or creditor
could take, including;:

* Monitoring an account for evidence
of identity theft;

¢ Contacting the customer;

« Changing any passwords, security
codes, or other security devices that
permit access to a customer’s account;

* Reopening an account with a new
account number;

« Not opening a new account;

» Closing an existing account;

* Notifying law enforcement and, for
those that are subject to 31 U.S.C.
5318(g}, filing a Suspicious Activity
Report in accordance with applicable
law and regulation;
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» Implementing any requirements
regarding limitations on credit
extensions under 15 U.S.C. 1681c~1(h),
such as declining to issue an additional
credit card when the financial
institution or creditor detects a fraud or
active duty alert associated with the
opening of an account, or an existing
account; or

e Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.S.C.
1681s~2, o correct or update inaccurate
or incomplete information.

Some commenters agreed that
financial institutions and creditors
should be able to use their own
judgment to determine which measures
to take depending upon the degree of
risk that is present. However, consumer
groups believed that the final rules
should require notification of
consumers in every case where a Red
Flag that requires a response has been
detected.

Other commenters objected to some of
the examples given as measures that
financial institutions and creditors
could take to address the risk of identity
theft. For example, one commenter
objected to the inclusion, as an example,
of the requirements regarding
limitations on credit extensions under
15 U.S.C. 1681c~1(h). The commenter
stated that this statutory provision is
confusing, useless, and should not be
referenced in the final rules. Other
commenters suggested that the Agencies
clarify that the inclusion of this
statutory provision in the proposed
rules as an example of how to address
the risk of identity theft did not make
this provision discretionary.

The final rules merge the concepts
previously in proposed § .90(d)(2)(iii)
and § .90(d)(2)(iv) into the third
element of the Program: reasonable
policies and procedures to respond
appropriately to any Red Flags that are
detected pursuant to paragraph (d)(2)(ii)
of this section to prevent and mitigate
identity theft.

In order to “respond appropriately,” it
is implicit that a financial institution or
creditor must assess whether the Red
Flags detected evidence a risk of
identity theft, and must have a
reasonable basis for concluding that a
Red Flag does not evidence a risk of
identity theft. Therefore, the Agencies
concluded that it is not necessary to
specify any such separate assessment,
and, accordingly, deleted the language
from the proposal regarding assessing
Red Flags and addressing the risk of
identity theft.

Most of the examples of measures for
preventing and mitigating identity theft
previously listed in proposed

§ .80(d)(2)(iv) are now located in
section IV of the guidelines, titled
“Prevention and Mitigation of Identity
Theft.”” Section IV states that the
Program’s policies and procedures
should provide for appropriate
responses to the Red Flags the financial
institution or creditor has detected that
are commensurate with the degree of
risk posed. In addition, as described
earlier, the final rules do not define Red
Flags to include indicators of a
“possible risk” of identity theft
(including “precursors” to identity
theft). Instead, section IV states that in
determining an appropriate response, a
financial institution or creditor should
consider aggravating factors that may
heighten the risk of identity theft, and
provides examples of such factors.

The Agencies also modified the
examples of appropriate responses as
follows. First, the Agencies added “not
attempting to collect on a covered
account or not selling a covered account
to a debt collector™ as a possible
response to Red Flags detected. Second,
the Agencies added ““determining that
no response is warranted under the
particular circumstances” to make clear
that an appropriate response may be no
response, especially, for example, when
a financial institution or creditor has a
reasonable basis for concluding that the
Red Flags detected do not evidence a
risk of identity theft.

In addition, the Agencies moved the
proposed examples, that referenced
responses mandated by statute, to
section VII of the guidelines titled
“Other Applicable Legal Requirements”
to highlight that certain responses are
legally required.

The section of the proposal listing
examples of measures to address the
risk of identity theft included a footnote
that discussed the relationship between
a consumer’s placement of a fraud or
active duty alert on his or her consumer

report and ECOA, 15 U.S.C. 1691, et seq.

A few commenters objected to this
footnote. Some commenters believed
that creditors had a right to deny credit
automatically whenever a fraud or
active duty alert appears on the
consumer report of an applicant. Other
commenters believed that the footnote
raised complex issues under the ECOA
and FCRA that required more thorough
consideration, and questioned the need
and appropriateness of addressing
ECOA in the context of this rulemaking.
Under ECOA, it is unlawful for a
creditor to discriminate against any
applicant for credit because the
applicant has in good faith exercised
any right under the Consumer Credit
Protection Act (CCPA), 15 U.S.C.
1691(a). A consumer who requests the

inclusion of a fraud alert or active duty
alert in his or her credit file is exercising
a right under the FCRA, which is a part
of the CCPA, 15 U.S.C. 1601, et seq.
When a credit file contains a fraud or
active duty alert, section 605A of the
FCRA, 15 U.S.C. 1681c—1(h)}, requires a
creditor to take certain steps before
extending credit, increasing a credit
limit, or issuing an additional card on
an existing credit account. For an initial
or active duty alert, these steps include
utilizing reasonable policies and
procedures to form a reasonable belief
that the creditor knows the identity of
the consumer and, where a consumer
has specified a telephone number for
identity verification purposes,
contacting the consumer at that
telephone number or taking reasonable
steps to verify the consumer’s identity
and confirm that the application is not
the result of identity theft, 15 U.S.C.
1681c-1(h)(1)(B).

The purpose of the footnote was to
remind financial institutions and
creditors of their legal responsibilities in
circumstances where a consumer has
placed a fraud or active duty alert on his
or her consumer report. In particular,
the Agencies have concerns that in some
cases, creditors have adopted policies of
automatically denying credit to
consumers whenever an initial fraud
alert or an active duty alert appears on
an applicant’s consumer report. The
Agencies agree that this rulemaking is
not the appropriate vehicle for
addressing issues under ECOA.
However, the Agencies will continue to
evaluate compliance with ECOA
through their routine examination or
enforcement processes, including issues
related to fraud and active duty alerts.

Section __.90(d)(2)(iv) Element IV of
the Program: Updating the Program

To ensure that the Program of a
financial institution or creditor remains
effective over time, the final rules
provide a fourth element of the Program:
policies and procedures to ensure the
Program (including the Red Flags
determined to be relevant) is updated
periodically to reflect changes in risks to
customers and to the safety and
soundness of the financial institution or
creditor from identity theft. As
described earlier, this element replaces
the requirements formerly in proposed
§ .90(c)(2) which stated that the
Program must be designed to address
changing identity theft risks as they
arise, and proposed § _.90(d}(1)(i)
which stated that the Red Flags
included in a covered entity’s Program
must reflect changing identity theft risks
to customers and to the financial
institution or creditor as they arise.
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Unlike the proposed provisions,
however, this element only requires
“periodic” updating. The Agencies
concluded that requiring financial
institutions and creditors to
immediately and continuously update
their Programs would be overly
burdensome.

Section V of the guidelines elaborates
on the obligation to ensure that the
Program is periodically updated. It
reiterates the factors previously in
proposed § .90(c)(2) that should cause
a financial institution or creditor to
update its Program, such as its own
experiences with identity theft, changes
in methods of identity theft, changes in
methods to detect, prevent and mitigate
identity theft, changes in accounts that
it offers or maintains, and changes in its
business arrangements.

Section __.90(e] Administration of the
Program

The final rules group the remaining
provisions of the proposed rules under
the heading “Administration of the
Program,” albeit in a different order
than proposed. This section of the final
rules describes the steps that financial
institutions and creditors must take to
administer the Program, including:
Obtaining approval of the initial written
Program; ensuring oversight of the
development, implementation and
administration of the Program; training
staff; and overseeing service provider
arrangements.

A number of commenters criticized
each of the proposed provisions
regarding administration of the Program,
arguing they were not specifically
required by section 114. The Agencies
believe the mandate in section 114 is
broad, and provides the Agencies with
an ample basis to issue rules and
guidelines containing these provisions
because they are critical to ensuring the
effectiveness of a Program. Therefore,
the Agencies have retained these
elements in the final rules and
guidelines with some modifications, as
follows.

Sections __.90{e}{(1} and (2]
Involvement of the Board of Directors
and Senior Management

Proposed § _.90(d}{5) highlighted the
responsibility of the board of directors
and senior management to develop,
implement, and oversee the Program.
Proposed § _.80(d)(5)(i) specifically
required the board of directors or an
appropriale committee of the board to
approve the written Program. Proposed
§_.50(d)(5)(ii) required that the board,
an appropriate committee of the board,
or senior management be charged with
overseeing the development,

implementation, and maintenance of the
Program, including assigning specific
responsibility for its implementation.
The proposal also provided that persons
charged with overseeing the Program
must review reports prepared at least
annually by staff regarding compliance
by the financial institution or creditor
with the regulations.

Proposed § _.90{d)(5)(iii) stated that
reports must discuss material matters
related to the Program and evaluate
issues such as: The effectiveness of the
policies and procedures of the financial
institution or creditor in addressing the
risk of identity theft in connection with
the opening of accounts and with
respect to existing accounts; service
provider arrangements; significant
incidents involving identity theft and
management’s response; and
recommendations for changes in the
Program.

Some commenters agreed that identity
theft is an important issue, and the
board, therefore, should be involved in
the overall development, approval, and
oversight of the Program. These
commenters suggested that the final
rules make clear that the board need not
be responsible for the day-to-day
operations of the Program.

Most industry commenters opposed
the proposed requirement that the board
or board committee approve the
Program and receive annual reports
about compliance with the Program.
These commenters asserted that the
statute does not mandate such
requirements, and that compliance with
these rules did not warrant more board
attention than other regulations. They
asserted that such requirements would
impede the ability of a financial
institution or creditor to keep up with
the fast-paced changes and
developments inherent with instances
of fraud and identity theft. They stated
that boards of directors should not be
required to consider the minutiae of the
fraud prevention efforts of a financial
institution or creditor and suggested the
task be delegated to senior management
with expertise in this area. Some
commenters suggested the final rules
provide a covered entity with the
discretion to assign oversight
responsibilities in a manner consistent
with the institution’s own risk
evaluation.

One commenter suggested that the
final rules permit the board of directors
of a holding company to approve and
oversee the Program for the entire
organization. The commenter explained
that this approach would eliminate the
need for redundant actions by a
multiplicity of boards, and help to

insure uniformity of policy throughout
large organizations.

Some commenters stated that the
preparation of reports for board review
would be costly and burdensome. The
SBA suggested that the FTC consider a
one-page certification option for small
low-risk entities to minimize the burden
of reports. One commenter opined that
it would be sufficient if the Agencies
mandated that covered entities
continuously review and evaluate the
policies and procedures they adopted
pursuant to the regulations and modify
them as necessary. Consumer groups
suggested that the final rules
specifically require financial
institutions and creditors to adjust their
Programs to address deficiencies raised
by their annual reports,

Commenters generally took the
position that reports to the board, a
board committee, or senior management
regarding compliance with the final
rules should be prepared at most on a
yearly basis, or when significant
changes have occurred that alter the
institution’s risk. One commenter
recommended a clarification that any
reporting to the board of materjal
information relating to the Program
could be combined with reporting
obligations required under the
Information Security Standards.

Section _.90(e)(1) of the final rules
continues to require approval of the
written Program by the board of
directors or an appropriate committee of
the board. However, to ensure that this
requirement does not hamper the ability
of a financial institution or creditor to
update its Program in a timely manner,
the final rules provide that the board or
an appropriate committee must approve
only the initial written Program.
Thereafter, at the discretion of the
covered entity, the board, a committee,
or senior management may update the
Program.

Bank holding companies and their
bank and non-bank subsidiaries will be
governed by the principles articulated
in connection with the banking
agencies” Information Security
Standards:

The Agencies agree that subsidiaries
within a holding company can use the
security program developed at the holding
company level. However, if subsidiary
institutions choose to use a security program
developed at the holding company level, the
board of directors or an appropriate
committee at each subsidiary institution
must conduct an independent review to
ensure that the program is suitable and
complies with the requirements prescribed
by the subsidiary’s primary regulator * * * |

66 FR 8620 (Feb. 1, 2001) {Preamble to
final Information Security Standards.)
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The Agencies recognize that boards of
directors have many responsibilities and
it generally is not feasible for a board to
involve itself in the detailed oversight,
development, implementation, and
administration of the Program.
Accordingly, § .90(e)(2) of the final
rules provides discretion to a financial
institution or creditor to determine who
will be responsible for these aspects of
the Program. It states that a financial
institution or creditor must involve the
board of directors, an appropriate
committee thereof, or a designated
employee at the level of senior
management in the oversight,
development, implementation, and
administration of the Program.

Section VI of the guidelines elaborates
on this provision of the final rules. The
guidelines note that such oversight
should inciude assigning specific
responsibility for the Program’s
implementation and reviewing reports
prepared by staff on compliance by the
financial institution or creditor with this
section. As suggested by commenters,
the guidelines also state that oversight
should include approving material
changes to the Program as necessary to
address changing identity theft risks.
Section VI also provides that reports
should be prepared at least annually
and describes the contents of a report as
proposed in § _ .90(d)(5)(iii)(B).

These steps are modeled on sections
of the Information Security Standards.3*
As noted previously, financial
institutions and creditors subject to
these Standards may combine elements
required under the final rules and
guidelines, including reports, with those
required by the Standards, as they see
fit.

Section __.90(e)(3) Staff Training

Proposed § _.90(d)(3) required each
financial institution or creditor to train
staff to implement its Program.

Consumer groups believed that this
provision should be more detailed and
specifically require monitoring,
oversight, and auditing of a covered
entity’s training efforts. By contrast, a
number of industry commenters
recommended that the Agencies
withdraw this provision because they
believed it was burdensome. Some of
these commenters asserted that the
Agencies had not taken into account the
limited personnel and resources

34 A hoard approval requirement is also found in
the BSA rules of the Federal banking agencies and
the NCUA. See 12 CFR 21.21; (OCC}); 12 CFR 208.63
(Board); 12 CFR 326.8 {FDIC); 12 CFR 563.177
(OTS}); and 12 CFR 748.2 {NCUA). Thus, contrary
to the assertion of some commenters, this rule is
being treated in a manner similar to other rules.

available to smaller institutions to
provide training.

Some financial institution
commenters stated that it was not clear
why staff training would be specifically
required under the final rules, absent a
specific statutory requirement. They
maintained that financial institutions
have sufficient incentives to ensure that
appropriate staff is trained. Other
commenters suggested that the Agencies
clarify that this provision would only
require training for relevant staff and
would permit training on identity theft
that is integrated into overall staff
training on similar or overlapping
matters such as fraud prevention.

One commenter objected to an
example in the preamble to the
proposed rules which stated that staff
should be trained to detect “anomalous
wire transfers in connection with a
customer’s deposit account.” The
commenter stated that this example
potentially exposed financial
institutions to significant and
unintended liability, predicting that
customers and law enforcement would
use the rules to support claims that
financial institutions are responsible for
authorizing transactions by fraudsters.
The commenter asserted that financial
institutions do not have systems that
can detect these transactions because
they fall outside the usual fraud filter
parameters.

Section _.90(e)(3) of the final rules
provides that a covered entity must train
staff, as necessary, to effectively
implement the Program. There is no
corresponding section of the guidelines.

The Agencies continue to believe
proper training will enable staff to
address the risk of identity theft.
However, this provision requires
training of only relevant staff. In
addition, staff that has already been
trained, for example, as a part of the
anti-fraud prevention efforts of the
financial institution or creditor, do not
need to be re-trained except “as
necessary.”

The Agencies recognize that some of
the examples, such as detecting
“anomalous wire transfers in
connection with a customer’s deposit
account” may fall outside the usual
fraud filter parameters. However, the
Agencies expect that compliance with
the final rules will improve the ability
of financial institutions and creditors to
detect, prevent, and mitigate identity
theft.

Section _.80(e}(4) Oversight of Service

Provider Arrangements

Proposed § .90(d)(4) stated that,
whenever a financial institution or
creditor engaged a service provider to

perform an activity on its behalf and the
requirements of the Program applied to
that activity, the financial institution or
creditor would be required to take steps
designed to ensure the activity is
conducted in compliance with a
Program that satisfies the regulations.
The preamble to the proposed rules
explained that this provision would
allow a service provider serving
multiple financial institutions and
creditors to conduct activities on behalf
of these entities in accordance with its
own program to prevent identity theft,
as Jong as the program meets the
requirements of the regulations. The
service provider would not need to
apply the particular Program of each
individual financial institution or
creditor to whom it is providing
services.

Several commenters asserted it would
be costly and burdensome for financial
institutions and creditors to ensure third
party compliance with the final rules
and therefore, this provision should be
eliminated. They urged that financial
institutions and creditors be given
maximum flexibility to manage service
provider relationships.

Some financial institution
commenters also suggested that the
Agencies withdraw this provision. They
stated that the FACT Act does not
address this issue and asserted that
there already is no doubt that if a
financial institution delegates any of its
operations to a third party, the
institution will remain responsible for
related regulatory compliance.

Other commenters stated that it
should remain a contractual matter
between the parties whether the service
provider may implement a program that
is different from its financial institution
client.

Consumer groups asked the Agencies
to ensure that the decision of a financial
institution or creditor to outsource
would not lead to lower Red Flag
standards. These commenters suggested
the final rules state that the Program
musl also meet the requirements that
would apply if the activity were
performed without the use of a service
provider. They also suggested the final
rules clarify that, in addition to any
responsibility on the service provider
imposed by law, regulation, or contract,
the financial institution or creditor
would be responsible for a failure to
comply with the Program.

Most commenters, however, agreed
with the proposal and stated that a
service provider must have the
flexibility to meet the objectives of the
rules without having to tailor its
services to the Program requirements of
each company for which it provides
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service. These commenters noted that
this proposed approach was the same as
that used in the Information Security
Standards.

The Agencies believe it is important
to retain a provision in the final rules
addressing service providers to remind
financial institutions and creditors that
they continue to remain responsible for
compliance with the final rules, even if
they outsource operations to a third
party. However, the Agencies have
simplified the service provider
provision in the final rules and moved
the remaining parts of proposed
§ .90(d)(4) to the guidelines.

Section __.90{e)(4) of the final rules
provides that a covered entity must
exercise appropriate and effective
oversight of service provider
arrangements, without further
elaboration. This provision provides
maximum flexibility to financial
institutions and creditors in managing
their service provider arrangements,
while making clear that a covered entity
cannot escape its obligations to comply
with the final rules and to include in its
Program those guidelines that are
appropriate by simply outsourcing an
activity.

Section VI{c) of the guidelines
provides that, whenever a financial
institution or creditor engages a service
provider to perform an activity in
connection with one or more covered
accounts, the financial institution or
creditor should take steps to ensure that
the activity of the service provider is
conducted in accordance with
reasonable policies and procedures
designed to detect, prevent, and mitigate
the risk of identity theft. Thus, the
guidelines make clear that a service
provider that provides services to
multiple financial institutions and
creditors may do so in accordance with
its own program to prevent identity
theft, as long as the program meets the
requirements of the regulations. The
guidelines also provide an example of
how a covered entity may comply with
this provision. The guidelines state that
a financial institution or creditor could
require the service provider, by contract,
to have policies and procedures to
detect relevant Red Flags that may arise
in the performance of the service
provider’s activities and either report
the Red Flags to the financial institution
or creditor or take appropriate steps to
prevent or mitigate identity theft.
Section __.90(f) Consideration of
Guidelines in Appendix J

The Agencies have added a provision
to the final rules that explains the
relationship of the rules to the
guidelines. Section __.90(f] states that

each financial institution or creditor
that is required to implement a Program
must consider the guidelines in
Appendix J and include in its Program
those guidelines that are appropriate.

Each of the guidelines corresponds to
a provision of the final rules. As
mentioned earlier, the guidelines were
issued to assist financial institutions
and creditors in the development and
implementation of a Program that
satisfies the requirements of the final
rules. The guidelines provide policies
and procedures that financial
institutions and creditors should use,
where appropriate, to satisfy the
regulatory requirements of the final
rules. While an institution or a creditor
may determine that a particular
guideline is not appropriate for its
circumstances, it nonetheless must
ensure its Program contains reasonable
policies and procedures to fulfill the
requirements of the final rules. This
approach provides financial institutions
and creditors with the flexibility to
determine “how best to develop and
implement the required policies and
procedures.” 35

Supplement A to Appendix J: Examples
of Red Flags

Section 114 of the FACT Act states
that, in developing the guidelines, the
Agencies must identify patterns,
practices, and specific forms of activity,
that indicate the possible existence of
identity theft. The Agencies proposed
implementing this provision by
requiring the Program of a financial
institution or creditor to include
policies and procedures for the
identification and detection of Red Flags
in connection with an account opening
or an existing account, including from
among those listed in AppendixJ.

The Agencies compiled the Red Flags
enumerated in Appendix J from a
variety of sources, such as literature on
the topic, information from credit
bureaus, financial institutions, creditors,
designers of fraud detection software,
and the Agencies’ own experiences. The
preamble to the proposed rules stated
that some of the Red Flags, by
themselves, may be reliable indicators
of identity theft, while others are more
reliable when detected in combination
with other Red Flags.

The preamble to the proposed rules
explained that the Agencies recognized
that a wide range of financial
institutions and creditors, and a broad
variety of accounts would be covered by
the regulations. Therefore, the Agencies

35 5ee HLR. Rep. No. 108-263 at 43 {Sept. 4, 2003}
{accompanying H.R. 2622); S. Rep. No. 108166 at
13 (Oct. 17, 2003) (accompanying S. 1733},

proposed to afford each financial
institution and creditor flexibility to
determine which Red Flags were
relevant for their purposes to detect
identity theft, including from among
those listed in Appendix J.

As mentioned previously, consumer
groups criticized the discretion in the
proposal that permitted financial
institutions and creditors to choose Red
Flags relevant to detecting the risk of
identity theft based upon the list of
enumerated factors. These groups urged
the Agencies to make certain Red Flags
in Appendix ] mandatory. In addition,
consumer groups suggested a number of
additional Red Flags for inclusion in
Appendix J.

Some commenters agreed that the list
of examples of Red Flags was
appropriate because, in their view, it
was designed to be flexible. Some
industry commenters, including a
number of small financial institutions,
stated that the Red Flags set forth in
Appendix ] would assist them in
developing and improving their identity
theft prevention programs. Other
commenters suggested deleting the list
of Red Flags or modifying the list in a
manner appropriate to the nature of
their own operations.

The Agencies have retained the list of
examples of Red Flags because section
114 states that the Agencies “shall
identify patterns, practices, and specific
forms of activity that indicate the
possible existence of identity theft.” The
Agencies also retained the list because
some commenters indicated that having
examples of Red Flags would be helpful
to them. However, the examples of Red
Flags are now set forth in a separate
supplement to the guidelines. The list of
examples is similar to that which the
Agencies proposed, however, the Red
Flags that the Agencies identified as
precursors to identity theft have been
deleted and are now addressed in
section IV of the guidelines. Moreover,
in response to a Congressional
commenter, the Agencies added, as an
example of a Red Flag, an application
that gives the appearance of having been
destroyed and reassembled.

The introductory language to the
supplement clarifies that the
enumerated Red Flags are examples.
Thus, a financial institution or creditor
may tailor the Red Flags it chooses for
its Program to its own operations. A
financial institution or creditor will not
need to justify to an Agency its failure
to include in the Program a specific Red
Flag from the list of examples. However,
a covered entity will have to account for
the overall effectiveness of a Program
that is appropriate to its size and
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complexity and the nature and scope of
its activities.

Inactive Accounts

Section 114 also directs the Agencies
to consider whether to include
reasonable guidelines for notifying the
consumer when a transaction occurs in
connection with a consumer’s credit or
deposit account that has been inactive
for two years, in order to reduce the
likelihood of identity theft. The
preamble to the proposed rules noted
that the Agencies believed that the two-
year limit was not always an accurate
indicator of identity theft given the wide
variety of credit and deposit accounts
that would be covered by the provision.
Therefore, in place of guidelines on
inactive accounts, the Agencies
proposed incorporating a Red Flag on
inactive accounts into Appendix J that
was flexible and was designed to take
into consideration the type of account,
the expected pattern of usage of the
account, and any other relevant factors.

Some consumer groups suggested that
a new section be added to the guidelines
requiring notice to the consumer when
a transaction occurs in connection with
a consumer’s credit or deposit account
that has been inactive for two years
unless this pattern would be expected
for a particular type of account. Other
commenters agreed with the Agencies’
proposal to simply make activity on an
inactive account a Red Flag. They also
agreed that the Agencies should not use
two years of inactivity as a hard and fast
rule, and allow financial institutions
and creditors to use their own standards
to determine when an account is
inactive.

In the final rules, the Agencies
continue to list activity on an inactive
account as a Red Flag. Given the variety
of covered accounts to which the final
rules and guidelines will apply, the
Agencies concluded that the two-year
period suggested in section 114 would
not necessarily be a useful indicator of
identity theft. Therefore, the Agencies
have not included a provision in the
guidelines regarding notification when a
transaction occurs in connection with a
consumer’s credit or deposit account
that has been inactive for two years.

B. Special Rules for Card Issuers
1. Background

Section 114 also requires the Agencies
to prescribe joint regulations generally
requiring credit and debit card issuers to
assess the validity of change of address
notifications. In particular, these
regulations must ensure that if the card
issuer receives a notice of change of
address for an existing account and,

within a short period of time (during at
least the first 30 days), receives a
request for an additional or replacement
card for the same account, the issuer
must follow reasonable policies and
procedures to assess the validity of the
change of address through one of three
methods. The card issuer may not issue
the card unless it: (1) Notifies the
cardholder of the request at the
cardholder’s former address and
provides the cardholder with a means to
promptly report an incorrect address; (2)
notifies the cardholder of the address
change request by another means of
communication previously agreed to by
the issuer and the cardholder; or (3)
uses other means of evaluating the
validity of the address change in
accordance with the reasonable policies
and procedures established by the card
issuer to comply with the joint
regulations described earlier regarding
identity theft.

For this reason, the Agencies also
proposed special rules that required
credit and debit card issuers to assess
the validity of change of address
notifications by notifying the cardholder
or through certain other means. The
proposed regulations stated that a
financial institution or creditor that is a
card issuer may incorporate the
requirements of § .91 into its Program.

As described in the section-by-section
analysis that follows, commenters
generally requested changes that would
make the proposed rules more flexible.

2. Section-by-Section Analysis
Section __.91(a) Scope

The proposed rules stated that this
section applies to a person, described in
proposed § _.90(a), that issues a debit
or credit card. The Agencies did not
receive any comments on this section.

In the final rules, for clarity, the
Agencies deleted the cross-reference to
§ _.90(a). Each Agency also revised its
scope paragraph to list the entities over
which it has jurisdiction that are subject
.91 applies to any debit or credit card
issuer (card issuer) that is subject to an
Agency’s jurisdiction.

Section __.91(b) Definitions

The proposed rules included two
definitions solely applicable to the
special rules for card issuers:
“cardholder” and “clear and
conspicuous.” Section __.91(b) of the
final rules also contains these
definitions as follows.

Section .91(bj{1) Cardholder

Under section 114, the Agencies must
prescribe regulations requiring a card

issuer to follow reasonable policies and
procedures to assess the validity of a
change of address, before issuing an
additional or replacement card. Section
114 provides that a card issuer may
satisfy this requirement by notifying
“the cardholder.” The term
“cardholder” is not defined in the FACT
Act. The preamble to the proposed rules
explained that the legislative record
relating to this provision indicates that
“issuers of credit cards and debit cards
who receive a consumer request for an
additional or replacement card for an
existing account”’ may assess the
validity of the request by notifying “the
cardholder.” 36 As the preamble noted,
the request, presumably, will be valid if
the consumer making the request and
the cardholder are one and the same
“consumer.” Therefore, the proposal
defined “cardholder” as a consumer
who has been issued a credit or debit
card. The preamble to the proposed
rules also explained that, because
“consumer” is defined in the FCRA as
an “individual,” 37 the proposed
regulations applied to any request for an
additional or replacement card by an
individual, including a card for a
business purpose, such as a corporate
card.

Some commenters asked the Agencies
to clarify that this definition does not
apply to holders of stored value cards,
such as payroll and gift cards, or to
cards used to access a home equity line
of credit. Another commenter urged that
the final rules exclude credit and debit
cards for a business purpose.

The final rules continue to define
“cardholder” as a consumer who has
been issued a credit or debit card. Both
“credit card” and “debit card” are
defined in section 603(r) of the FCRA. 38
The definition of “credit card” is
defined by cross-reference to section
103 of the Truth in Lending Act, 15
U.S.C. 1601, et seq.3° The definition of
“debit card” is any card issued by a
financial institution to a consumer for
use in initiating an electronic fund
transfer from the account of the
consumer at such financial institution
for the purposes of transferring money
between accounts or obtaining money,
property, labor, or services. 40

Section 603(r) of the FCRA provides
that “account” and “‘electronic fund
transfer’” have the same meaning as
those terms have in the Electronic
Funds Transfer Act (EFTA}, 15 U.S.C.

3% See 149 Cong. Rec. E2513 {daily ed. December
8, 2003] {staterment of Rep. Oxley) (emphasis
added].

3715 U.8.C. 16B1alc).

3815 1.5.C. 1681a.

3% See 15 U.S.C. 1681alr)(2},

4615 U.8.C. 1681a{ri{3].
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1693, et seq. The EFTA, and Regulation
E, 12 CFR part 205, govern electronic
fund transfers. In contrast to section
603(r) of the FCRA, neither the EFTA
nor Regulation E defines the term ‘“debit
card.” Instead, coverage under the EFTA
and Regulation E depends upon
whether electronic fund transfers can be
made to or from an “account,” meaning
a checking, savings, or other consumer
asset account established primarily for
personal, family or household purposes.
The Board recently issued a final rule
expanding the definition of “account”
under Regulation E to cover payroll card
accounts. 41 Therefore, a holder of a
payroll card is a ““cardholder” for
purposes of § _ .91(b)(1), provided that
the card issuer is a ““financial
institution” as defined in section 603(t)
of the FCRA.

The Board decided not to cover other
types of prepaid cards as accounts
under Regulation E at the time it issued
the payroll card rule. Therefore, the
definition of “cardholder” does not
include the holder of a gift card or other
prepaid card product, unless and until
the Board elects to cover such cards as
accounts under Regulation E.

The definition of “cardholder” would
also include a recipient of a home
equity loan if the holder is able to access
the proceeds of the loan with a credit or
debit card within the meaning of 15
U.S.C. 1681a(r).

Identity theft may occur in connection
with a card that a consumer uses for a
business purpose and may affect the
consumer’s personal credit standing.
Additionally, the definition of
“consumer” under the FCRA is simply
an “individual.” 42 For this reason, the
Agencies continue to believe that the
protections of this provision must
extend to consumers who hold a card
for a personal, household, family or
business purpose.

Section __.91(bj{2) Clear and
conspicuous

The second proposed definition was
for the phrase “'clear and conspicuous.
Proposed § .91 included a provision
that required any written or electronic
notice provided by a card issuer to the
consumer pursuant to the regulations to
be given in a “clear and conspicuous
manner.” The proposed regulations
defined ““clear and conspicuous™ based
on the definition of this phrase found in
the Agencies’ privacy rules.

The Agencies received no comments
on the phrase “clear and conspicuous,”
and have adopted the definition as
proposed in §  .91(b)(2).

5

41 See 71 FR 51,437 (August 10, 2008).
4215 U.8.C. 1681alc).

Sections __.91(c) and (d) Address
Validation

Proposed § __.91(c) simply restated
the statutory requirements described
above with some minor stylistic
changes. A number of commenters
noted that the requirements of this
section would be difficult and
expensive to implement. They stated
that millions of address changes are
processed every year, though very few
turn out to be fraudulent.

By contrast, consumer groups
suggested that the final regulations
should require the card issuer to notify
the consumer of a request for an address
change followed by the request for an
additional or replacement card, unless
there are special circumstances that
prevent doing so in a timely manner.

Many commenters recommended that
the final rules provide credit and debit
card issuers with greater flexibility to
verify address changes. For example,
they stated it is not clear that an address
change linked with a request for an
additional card is a significant indicator
of identity theft. Therefore, they
recommended the rules (1) specifically
permit card issuers to satisfy the
requirements of this section by verifying
the address at the time the address
change notification is received, whether
or not the notification is linked to a
request for an additional or replacement
card; or (2) verify the address whenever
a request for an additional or
replacement card is made, whether or
not the card issuer receives notification
of an address change.

One commenter suggested that the
rules should only apply to card issuers
that receive direct notification of an
address change rather than an address
change notification {rom the U.S. Postal
Service. The commenter asserted that
there is a higher risk of fraud with a
direct request for a change of address.

Consumer groups also recommended
that the Agencies set a period longer
than the 30-day minimum for card
issuers to be on alert after an address
change request. These commenters
recommended that, because of billing
cycles and the time it takes to issue a
new card, an issuer should be required
to assess the validity of an address
change if it receives a request for an
additional or replacement card within at
least 90 days after the request for the
address change.

Some commenters asked the Agencies
to clarify what “other means” would be
acceptable in assessing the validity of a
change in address. One commenter
stated that it is not cost effective to
contact the customer, therefore, most
card issuers would use “other means” of

assessing the validity of the change of
address in accordance with the policies
and procedures the card issuer
establishes pursuant to § _.90.

Commenters also asked the Agencies
to clarify that the obligation to assess
the validity of a request for an address
change is not triggered unless the card
issuer actually changes the cardholder’s
address.

Some commenters asked the Agencies
to clarify whether electronic notices
would be acceptable if the cardholder
had previously contracted for electronic
communications. Consumer groups
recommended electronic notification be
permitted only when the consumer
consents in accordance with the E-Sign
Act.

The Agencies note that the statutory
provision being implemented here is
quite specific. Congress mandated that
the requirements set forth in section
615(e)(1)(C) of the FCRA apply to
notifications of changes of address,
which would necessarily include both
those received directly from consumers
and those received from the Postal
Service. Congress also statutorily
provided various methods to card
issuers for assessing the validity of a
change of address. 43 Accordingly, the
final rules reflect these methods.

Under § _.91(c) of the final rules, a
card issuer that receives an address
change notification and, within at least
30 days, a request for an additional or
replacement card, may not issue an
additional or replacement card unti] it
has notified the cardholder or has
otherwise assessed the validity of the
change of address in accordance with
the policies and procedures the card
issuer has established pursuant to
§ _.90. The Agencies have concluded
that card issuers should be granted
additional flexibility. Therefore,
§__.91(d) clarifies that a card issuer may
satisfy the requirements of § .91(c) by
validating an address, according to the
methods set forthin § .91(c)(1) or (2),
when it receives an address change
notification, before it receives a request
for an additional or replacement card.
The rules do not require a card issuer
that issues an additional or replacement
card to validate an address whenever it
receives a request for such a card,
because section 114 only requires the
validation of an address when the card
issuer also has received a notification of
a change of address.

43 See S. Rep. No. 108-166 at 14 {October 17,
2003]{accompanying S. 1753)(stating that a card
issuer may rely on authentication procedures that
do not involve a separate communication with the
cardholder so long as the issuer has reasonably
assessed the validity of the address change.}
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The Agencies also revised § .91 to
clarify that a card issuer must provide
to the cardholder a “reasonable’” means
of promptly reporting incorrect address
changes whenever the card issuer
notifies the cardholder of the request for
an additional or replacement card. 44

The Agencies declined to adopt the
recommendation that an issuer assess
the validity of an address change if it
receives a request for an additional or
replacement card within “at least 90
days” after an address change
notification, as “at least 30 days’ may
be a reasonable period of time in some
cases. However, a card issuer that does
not validate an address when it receives
an address change notification may find
it prudent to validate the address before
issuing an additional or replacement
card, even when it receives a request for
such a card meore than 30 days after the
notification of address change. In sum,
the Agencies expect card issuers to
exercise diligence commensurate with
their own experiences with identity
theft.

The Agencies also confirm that a card
issuer is not obligated to assess the
validity of a notification of an address
change after receiving a request for an
additional or replacement card if it
previously determined not to change the
cardholder’s address because the
address change request was
fraudulent. 45

Section __.91(e} Form of Notice

In the preamble to the proposed rules,
the, Agencies noted that Congress had
singled out this scenario involving card
issuers and placed it in section 114
because it is perceived to be a possible
indicator of identity theft. To highlight
the important and urgent nature of
notice that a consumer receives from a
card issuer pursuant to § .91(c), the
Agencies also proposed requiring that
any written or electronic notice that a
card issuer provides under this
paragraph must be clear and
conspicuous and provided separately
from its regular correspondence with
the cardholder. The preamble to the
proposed rules stated that a card issuer
could also provide notice orally, in
accordance with the policies and

# See 5. Rep. No. 108-166 at 14 {October 17,
2003) (accompanying S. 1753) (stating that a means
of reporting an incorrect change could be through
the mail, by telephone, or electronically.)

45 This position is consistent with the legislative
history of this section. See S. Rep. No. 108-166 at
14 (Oct. 17, 2003) {accompanying S. 1753) (stating
that it would not be necessary for the card issuer
to take these steps “'if, despite receiving a request
for an address change, the issuer did not actually
change the cardholder’s address for any reason {e.g.,
the card issuer had previcusly determined that the
request for an address change was invalid]”].

procedures the card issuer has
established.

A few commenters recommended that
this proposed requirement apply only if
the issuer notifies the cardholder of the
change of address request at the
cardholder’s former address. These
commenters stated that, otherwise, the
provision would prohibit other types of
notices, such as those in periodic
statements. Another commenter stated
that this provision was not necessary
because card issuers would send such
notices separately in any event.

The Agencies are not convinced that
such a notice would be provided
separately from a card issuer’s regular
correspondence with the cardholder
unless required. Moreover, the Agencies
do not agree that this requirement
should apply only if a card issuer
chooses to notify the cardholder of the
change of address request at the
cardholder’s former address in
accordance with § .91(c)(1). Even
where the card issuer and cardholder
agree to some other means for notice,
this alternative means does not change
the important nature of the notice.
Therefore, § .91(e) of the final rules
provides that any written or electronic
notice that the card issuer provides
under this paragraph must be clear and
conspicuous, and provided separately
from its regular correspondence with
the cardholder.

I11. Section 315 of the FACT Act
A. Background

Section 315 of the FACT Act amends
section 605 of the FCRA, 15 U.S.C.
1681c, by adding a new subsection (h).
Section 605(h)(1) requires that, when
providing a consumer report to a person
that requests the report (the user), a
nationwide consumer reporting agency,
as defined in section 603(p) of the
FCRA, (CRA) must provide a notice of
the existence of a discrepancy if the
address provided by the user in its
request “‘substantially differs” from the
address the CRA has in the consumer’s
file.

Section 605(h)(2) requires the
Agencies to issue joint regulations that
provide guidance regarding reasonable
policies and procedures a user of a
consumer report should employ when
the user receives a notice of address
discrepancy. These regulations must
describe reasonable policies and
procedures for a user of a consumer
report to employ to (i) enable it to form
a reasonable belief that the user knows
the identity of the person for whom it
has obtained a consumer report, and (ii)
reconcile the address of the consumer
with the CRA, if the user establishes a

continuing relationship with the
consumer and regularly and in the
ordinary course of business furnishes
information to the CRA.

B. Section-by-Section Analysis
Section __.82{a) Scope

Proposed § _ .82(a) noted that the
scope of section 315 differs from the
scope of section 114 and explained that
section 315 applies to “‘users of
consumer reports” and “persons
requesting consumer reports”
(hereinafter referred to as “users’’), as
opposed to financial institutions and
creditors. Therefore, section 315 does
not apply to a financial institution or
creditor that does not use consumer
reports. The Agencies did not receive
any comments aon this section and have
adopted it as proposed in the final rules.

Section __.82(b) Definition

Proposed § .82(b) defined “notice of
address discrepancy” as “a notice sent
to a user of a consumer report by a CRA
pursuant to 15 U.S.C. 1681c(h)(1), that
informs the user of a substantial
difference between the address for the
consumer provided by the user in
requesting the consumer report and the
address or addresses the CRA has in the
consumer’s file.” 46

In the preamble to the proposed rules,
the Agencies noted that section
605(h)(1) requiring CRAs to provide
notices of address discrepancy became
effective on December 1, 2004. To the
extent CRAs each have developed their
own standards for delivery of notices of
address discrepancy, the proposal noted
that it is important for users to be able
to recognize and receive notices of
address discrepancy, especially if they
are being delivered electronically by
CRAs. For example, CRAs may provide
consumer reports with some type of a
code to indicate an address discrepancy.
Users must be prepared to recognize the
code as an indication of an address
discrepancy.

While some commenters agreed with
the proposed definition, a number of
commenters suggested that the Agencies
clarify that only a “‘substantial”
discrepancy would trigger the
requirements in this provision and that
obvious errors would not. Some
commenters also suggested that the
Agencies provide examples of what
constitutes a “substantial difference.”
One commenter stated that users should
be able to determine when there is a
substantial difference.

4% All other terms used in this section have the
same meanings as set forth in the FCRA (15 U.S.C.
1681a).
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As noted earlier, section 605(h)(1)
requires a CRA to send a notice of
address discrepancy when it determines
that the address provided to the CRA by
a user “substantially differs” from the
address the CRA has in the consumer’s
file. The phrase “substantially differs*”
is not defined in the statute. Instead, the
statute allows each CRA to construe this
phrase as it chooses and, accordingly, to
set the standard it will use to determine
when it will send a notice of address
discrepancy.

As required by section 605(h)(2), this
rulemaking focuses on the obligations of
users that receive a notice of address
discrepancy from a CRA. The statute
does not indicate that the Agencies are
to define the phrase “‘substantially
differs” for CRAs or to permit users to
define that phrase themselves.
Therefore, the final rules adopt the
proposed definition of “notice of
address discrepancy” without change.

Section __.82(c) Requirement to form a
reasonable belief

Proposed § __.82(c) implemented the
requirement in section 605(h)(2)(B)(i)
that the Agencies prescribe regulations
describing reasonable policies and
procedures to enable the user to form a
reasonable belief that the user knows
“the identity of the person to whom the
consumer report pertains” when the
user receives a notice of address
discrepancy. Proposed § .82(c) stated
that a user must develop and implement
reasonable policies and procedures for
“verifying the identity of the consumer
for whom it has obtained a consumer
report” whenever it receives a notice of
address discrepancy. The proposal
stated further that these policies and
procedures must be designed to enable
the user to form a reasonable belief that
it knows the identity of the consumer
for whom it has obtained a consumer
report, or determine that it cannot do so.

A number of commenters stated that
the statutory requirement that a user
form a reasonable belief that it knows
the identity of the consumer for whom
it obtained a consumer report should
only apply in situations where the user
establishes a continuing relationship
with the consumer.

A consumer group suggested that the
language in the proposed regulation
permitting a user to determine that it
cannot form a reasonable belief of the
identity of the consumer should be
deleted because the statute specifically
requires a reasonable belief to be
formed. This commenter stated that the
purpose of the statute was to reduce the
number of new accounts opened using
false addresses, and that permitting a
user to satisfy its abligations under the

regulations by simply determining it
cannot form a reasonable belief would
allow the user to open an account,
effectively rendering the statute
meaningless.

The purpose of section 315 is to
enhance the accuracy of consumer
information, specifically to ensure that
the user has obtained the correct
consumer report for the consumer about
whom it has requested such a report. To
implement this concept more clearly,
§_.82(c) of the final rules provides that
a user must develop and implement
reasonable policies and procedures
designed to enable the user to form a
reasonable belief that a consumer report
relates to the consumer about whom it
has requested the report when the user
receives a notice of address
discrepancy.*”

The Agencies do not agree with
commenters who suggested that the
proposed provision should apply only
in connection with the establishment of
a continuing relationship with a
consumer, in other words, when a user
is opening a new account. The statutory
requirement in section 605(h)(2)(B)(i)
that a user form a reasonable belief that
it knows the identity of the consumer
for whom it obtained a consumer report
applies whether or not the user
subsequently establishes a continuing
relationship with the consumer, This is
in contrast to the additional statutory
requirement in section 605(h)(2)(B)(ii)
that a user reconcile the address of the
consumer with the CRA, only when the
user establishes a continuing
relationship with the consumer.

In addition, a user may receive a
notice of address discrepancy with a
consumer report, both in connection
with the opening of an account and in
other circumstances when the user
already has a relationship with the
consumer, such as when the consumer
applies for an increased credit line. The
Agencies believe it is important for a
user to form a reasonable belief that a
consumer report relates to the consumer
about whom it has requested the report
in both of these cases. Accordingly, the
final rules do not limit this provision
solely to the establishment of new
accounts.

Proposed § _ .82(c} also provided that
if a user employs the policies and
procedures regarding identification and
verification set forth in the CIP rules,*?
it would satisfy the requirement to have

#? The Agencies acknowledge that an address
discrepancy also may be an indicator of identity
theft. To address this problem, the Agencies
included address discrepancies as an example of a
Red Flag in connection with the Identity Theft Red
Flag regulations.

48 See, e.g., 31 CFR 103.121(b}{2){i) and (ii).

policies and procedures to verify the
identity of the consumer. This provision
took into consideration the fact that
many users already may be subject to
the CIP rules, and have in place
procedures to comply with those rules,
at least with respect to the opening of
accounts. Thus, a user could rely upon
its existing CIP policies and procedures
to satisfy this requirement, so long as it
applied them in all situations where it
receives a notice of address discrepancy.
The proposal also stated that any user,
such as a landlord or employer, may
adopt the CIP rules and apply them in
all situations where it receives a notice
of address discrepancy to meet this
requirement, even if it is not subject to

a CIP rule.

The Agencies requested comment on
whether the CIP procedures would be
sufficient to enable a user that receives
a notice of address discrepancy with a
consumer report to form a reasonable
belief that it knows the identity of the
consumer for whom it obtained the
report, both in connection with the
opening of an account, as well as in
other circumstances where a user
obtains a consumer report, such as
when a user requests a consumer report
to determine whether to increase the
consumer’s credit line, or in the case of
a landlord or employer, to determine a
consumer’s eligibility to rent housing or
for employment.

Many commenters supported the use
of CIP to satisfy this requirement. Some
commenters, however, asked the
Agencies to clarify that once a
consumer’s identity was verified using
CIP, it would not be necessary to re-
verify that consumer’s identity under
this provision.

Some commenters found the
proposal’s preamble language confusing.
These commenters did not understand
why a user would need to use its CIP
policies in every situation where a
notice of address discrepancy was
received in order to comply with this
requirement; they felt that it might be
possible to form a reasonable belief
without using CIP in some
circumstances.

Other commenters noted that the CIP
rules, which were issued for different
purposes, are not the appropriate
standard for investigating a consumer’s
identity after a notice of address
discrepancy because those rules permit
verification of an address to occur after
an account is opened and do not require
contacting the consumer. One
commenter stated that it was not clear
whether a user relying on the CIP rules
to satisfy the obligations under the
regulation must comply with some or all
of the requirements in the CIP rules,
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including those that require policies and
procedures to address circumstances
when a user cannot form a reasonable
belief it knows the identity of the
consumer.

The Agencies believe that comparing
information provided by a CRA to
information the user obtains and uses
(or has obtained and used) to verify a
consumer’s identity pursuant to the
requirements set forth in the CIP rules
is an appropriate way to satisfy this
obligation, particularly in connection
with the opening of a new account.
However, when a user receives a notice
of address discrepancy in connection
with an existing account, after already
having identified and verified the
consumer in accordance with the CIP
rules, the Agencies would not expect a
user to employ the CIP procedures
again. To address this issue and provide
users with flexibility, § .82(c) of the
final rule provides examples of
reasonable policies and procedures that
a user may employ to enable the user to
form a reasonable belief that a consumer
report relates to the consumer about
whom it has requested the report. These
examples include comparing
information provided by the CRA with
information the user: (1) Obtains and
uses to verify the consumer’s identity in
accordance with the requirements of the
CIP rules; (2) maintains in its own
records, such as applications, change of
address notifications, other customer
account records, or retained CIP
documentation; or (3) obtains from
third-party sources. Another example is
to verify the information in the
consumer report provided by the CRA
with the consumer.

If auser cannot establish a reasonable
belief that the consumer report relates to
the consumer about whom it has
requested the report, the Agencies
expect the user will not use that report.
While section 605(h)(2)(B)(1) is silent on
this point, other laws may be applicable
in such a situation. For example, in the
case of account openings, a user that is
subject to the CIP rules generally will
need to document how it has resolved
the discrepancy between the address
provided by the consumer and the
address in the consumer report.*9 If the
user cannot establish a reasonable belief
that it knows the true identity of the
consumer, it will need to implement the
policies and procedures for addressing
these circumstances as required by the
CIP rules, which may involve not
opening an account or closing an
account.®® If a user is a “financial
institution” or “creditor” as defined by

50 See, £.g., 31 CFR 103.121(L)(2){11).

the FCRA, a notice of address
discrepancy may be a Red Flag and
require an appropriate response to
prevent and mitigate identity theft
under the user’s [dentity Theft
Prevention Program.

Section __.82(d}(1) Requirement To
Furnish Consumer’s Address to a
Consumer Reporting Agency

Proposed § _ .82(d)(1) provided that a
user must develop and implement
reasonable policies and procedures for
furnishing to the CRA from whom it
received the notice of address
discrepancy an address for the
consumer that the user has reasonably
confirmed is accurate when the
following three conditions are satisfied.
The first condition, in proposed
§ .82(d)(1)(1), was that the user must
be able to form a reasonable belief that
it knows the identity of the consumer
for whom the consumer report was
obtained. This condition would have
ensured the user would furnish a new
address for the consumer to the CRA
only after the user had formed a
reasonable belief that it knew the
identity of the consumer, using the
policies and procedures set forth in
paragraph § .82(c).

The second condition, in proposed
§ .82(d)(1)(ii), was that the user
furnish the address to the CRA if it
establishes or maintains a continuing
relationship with the consumer. Section
315 specifically requires that the user
furnish the consumer’s address to the
CRA if the user establishes a continuing
relationship with the consumer.
Therefore, proposed § .82(d)(1)(ii)
reiterated this requirement. However,
because a user also may obtain a notice
of address discrepancy in connection
with a consumer with whom it already
has an existing relationship, the
proposal also provided that the user
must furnish the consumer’s address to
the CRA from whom the user has
received a notice of address discrepancy
when the user maintains a continuing
relationship with the consumer.

Finally, the third condition, in
proposed §_.82(d)(1)(iii), provided that
if the user regularly and in the ordinary
course of business furnishes information
to the CRA from which a notice of
address discrepancy pertaining to the
consumer was obtained, the consumer’s
address must be communicated to the
CRA as part of the information the user
regularly provides.

A majority of commenters
recommended that the requirement to
furnish a confirmed address should not
apply to existing accounts. These
commenters maintained that such a
requirement would exceed the scope of

the statute. They also noted that users
often do not obtain full consumer
reports for existing customers—just
credit scores. These commenters noted
that limited reports often do not contain
an address for a customer. Some
commenters also felt existing
relationships should be excluded
because users already would have
verified a consumer’s address at the
time of account opening.

The Agencies have modified this
section as follows. The final rules
continue to provide that a user must
develop and implement reasonable
policies and procedures for furnishing
an address for the consumer that the
user has reasonably confirmed is
accurate to the CRA when three
conditions are present. The first
condition, in § _.82(d)(1)(i), has been
revised to be consistent with the earlier
changes in section § _.82(c) that focus
more narrowly on accuracy and require
that a user form a reasonable belief that
a consumer report relates to the
consumer about whom it requested the
report. The second condition, in
§_.82(d)(1)(ii), now applies only to new
accounts and states that a confirmed
address must be furnished if the user
“‘establishes™ a continuing relationship
with the consumer. The reference to “or
maintains” a continuing relationship
has been deleted. The Agencies agree
with commenters that section
605(h)(2)(B)(ii) does not require the
reporting of a confirmed address to a
CRA in connection with existing
relationships. The Agencies have
concluded that users are more likely
than a CRA to have an accurate address
for an existing customer and, therefore,
should not be required by these rules to
take additional steps to confirm the
accuracy of the customer’s address.
Users already have an ongoing duty to
correct and update information for their
existing customers under section 623 of
the FCRA, 15 U.S.C. 1681s—2.
Accordingly, under the final rules, the
obligation to furnish a confirmed
address for the consumer to the CRA is
applicable only to new relationships.
The third condition, in § _.82{d)(1)(iii),
has been adopted in the final rule
without substantive change.

Section __.82(d)(2) Requirement To
Confirm Consumer’s Address

In the preamble to the proposal, the
Agencies noted that section 315 requires
them to prescribe regulations describing
reasonable policies and procedures for a
user “‘to reconcile the address of the
consumer”” about whom it has obtained
a notice of address discrepancy with the
CRA “by furnishing such address” to
the CRA. (Emphasis added.) The
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Agencies noted that, even when the user
is able to form a reasonable belief that

it knows the identity of the consumer,
there may be many reasons the initial
address furnished by the consumer is
incorrect. For example, a consumer may
have provided the address of a
secondary residence or inadvertently
reversed a street number. To ensure that
the address furnished to the CRA is
accurate, the Agencies proposed to
interpret the phrase, “such address,” as
an address the user has reasonably
confirmed is accurate. This
interpretation would have required a
user to take steps to “reconcile” the
address it initially received from the
consumer when it receives a notice of
address discrepancy, rather than simply
furnishing the initial address it received
from the consumer to the CRA.
Proposed § .82(d)(2) contained the
following list of illustrative measures
that a user may employ to reasonably
confirm the accuracy of the consumer’s
address:

¢ Verifying the address with the
person to whom the consumer report
pertains;

e Reviewing its own records of the
address provided to request the
consumer report;

¢ Verifying the address through third-
party sources; or

o Using other reasonable means.

The Agencies solicited comment on
whether these examples were necessary,
or whether different or additional
examples should be listed.

A number of commenters stated that
requiring a user to confirm the address
furnished exceeded the scope of the
statute. They asserted that the benefit of
improvements in the accuracy of
addresses and the prevention of identity
theft would not outweigh the additional
burden of this requirement. A few
commenters noted that complying with
the CIP rules should be sufficient to
verify the address. Commenters also felt
that users should have the flexibility to
establish their own validation processes
based on risk.

As stated earlier, the Agencies believe
the purpose of the statute is to enhance
the accuracy of information relating to
consumers by requiring the user to
furnish an address that the user has
reasonably confirmed is accurate.??
Simply providing the CRA with the
initial address supplied to the user by
the consumer, and which caused the
CRA to send a notice of address
discrepancy, would not serve this

51 This requirement is consistent with the
legislative history which provides that this section
is intended to obligate the user to utilize reasonable
policies and procedures to resolve discrepancies.
See H.R. Rep. No. 108-263 at 46 (Sept. 4, 2003)
(accompanying H.R. 2622).

purpose. The Agencies believe the
options for confirmation listed in the
regulation provide sufficient flexibility
for users to confirm consumers’
addresses. For this reason, they have
been adopted in the final rule as
proposed, with minor technical
changes. Section __.82(d)(2)(i) has been
revised to conform the language with
§_.82(c). Section __.82(d)(2)(ii) has
been revised to emphasize the
verification of the consumer’s address
rather than the review of the user’s
records to determine whether the
address given by the consumer is the
same.

Section __.82(d)(3) Timing

Section 315 specifies when a user
must furnish the consumer’s address to
the CRA. It states that this information
must be furnished for the reporting
period in which the user’s relationship
with the consumer is established.
Accordingly, proposed § _.82(d)(3)(i)
stated that, with respect to new
relationships, the policies and
procedures a user develops in
accordance with § .82(d)(1) must
provide that a user will furnish the
consumer’s address that it has
reasonably confirmed to the CRA as part
of the information it regularly furnishes
for the reporting period in which it
establishes a relationship with the
consumer.

The proposed rule also addressed
other situations when a user may
receive a notice of address discrepancy.
Proposed § _.82(d)(3)(ii) stated that in
other circumstances, such as when the
user already has an existing relationship
with the consumer, the user should
furnish this information for the
reporting period in which the user has
reasonably confirmed the accuracy of
the address of the consumer for whom
it has obtained a consumer report.

The Agencies also noted that, in order
to satisfy the requirements of both
employing the CIP rules would have to
establish a continuing relationship and
verify the identity of the consumer
during the same reporting period.

The Agencies recognized the timing
provision for newly established
relationships could be problematic for
users hoping to take full advantage of
the flexibility in timing for verification
of identity afforded by the CIP rules. As
required by statute, proposed
§ .82(d)(3)() stated that the reconciled
address must be furnished for the
reporting period in which the user
establishes a relationship with the
consumer. Proposed § _.82(d)(1), which
also mirrored the requirement of the
statute, required the reconciled address
to be furnished to the CRA only when

the user both establishes a continuing
relationship with the consumer and
forms a reasonable belief that it knows
the identity of the consumer to whom
the consumer report relates. Typically,
the CIP rules permit an account to be
opened (i.e., relationship to be
established) if certain identifying
information is provided. Verification to
establish the true identity of the
customer is required within a
reasonable period of time after the
account has been opened. As explained
in the preamble to the proposed rules,
to satisfy the requirements of both

§ .82(d)(1)and § .82(d)(3)(i), a user
employing the CIP rules would have to
verify the identity of the consumer
using the identifying information it
obtained in accordance with the CIP
rules within the same reporting period
that the user opens the account and
establishes a continuing relationship
with the consumer.

The Agencies requested comment on
whether the timing for responding to
notices of address discrepancy received
in connection with newly established
relationships and in connection with
circumstances other than newly
established relationships is appropriate.
One commenter objected to the
requirement that a user employing the
CIP rules would have to both establish
a continuing relationship and a
reasonable belief that it knows the
consumer’s identity during the same
reporting period. A few commenters
noted that the timing for reporting
should simply be “reasonable,” such as
the next reporting cycle.

Because the Agencies have
determined that the requirement to
furnish a confirmed address will apply
only to newly established accounts, the
Agencies have revised § .82(d)(3) to
remove the references to the timing for
furnishing reports in connection with
other accounts, contained in the
proposal. The final rules reflect the
language in section 605(h)(2)(B)(ii), and
state that a user’s policies and
procedures must provide that the user
will furnish the consumer’s address that
the user has reasonably confirmed is
accurate to the consumer reporting
agency as part of the information it
regularly furnishes for the reporting
period in which it establishes a
relationship with the consumer.

A timing issue still exists for a user
that chooses to compare the information
in the consumer report with information
that the user obtains and uses to verify
the consumer’s identity in accordance
with the CIP rules for the purpose of
forming a reasonable belief that a
consumer report relates to the consumer
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about whom it has requested the report.
However, the Agencies believe that the
benefits of being able to use CIP for this
purpose should outweigh any additional
burden of having to establish a
reasonable belief that a consumer report
relates to the consumer about whom it
has requested the report within the
same reporting period that the user
opens the account and establishes a
continuing relationship with the
COTISUINET.

IV. General Provisions

The OCC, the Board, the FDIC, the
OTS, and the NCUA 52 proposed to
amend the first sentence in § .3,
which contains the definitions that are
applicable throughout this part. This
sentence stated that the list of
definitions in § .3 apply throughout
the part “unless the context requires
otherwise.” These agencies proposed to
amend this introductory sentence to
make clear that the definitions in § .3
apply “for purposes of this part, unless
explicitly stated otherwise.” Thus, these
definitions apply throughout the part
unless defined differently in an
individual subpart. There were no
comments on this proposal, and the
change to § .3 is adopted as proposed.

OTS proposed nonsubstantive,
technical changes to its rule sections on
purpose and scope (§571.1) and
disposal of consumer information
(§ 571.83). OTS explained that these
changes were necessary in light of the
proposed incorporation of the address
discrepancy section into subpart L
There were no comments on these
proposed changes and they are adopted
substantially as proposed. Further, since
these changes render the definition of
“you” in § 571.3(0) superfluous, OTS is
removing that definition.

The OCC’s final rules add a purpose
section at §41.1. The final rules are
simply restoring the purpose section of
part 41 that was inadvertently deleted
when “‘subpart D-Medical Information”
was added to this part.

V. Effective Date

The Agencies received a number of
comments regarding the effective date of
the final regulations and guidelines,
although the proposed rulemaking did
not address this issue. While consumer
groups recommended that the effective
date for compliance with the regulations
be the minimum time allowed by law,
many financial institutions and
creditors requested the time for
compliance be extended from between
12 to 24 months from issuance of the

52 The equivalent language for the FTC already
exists in 16 CFR 603.1.

final rules. These commenters felt they
needed time to take an inventory of
their existing systems and develop new
programs necessary for compliance.
Some commenters noted that they likely
would use technological solutions to
comply with the rules and that it is
necessary to schedule such projects well
in advance. Commenters also noted that
compliance with the final rules may
require systemic and operational
changes across business lines and could
affect relationships with vendors and
third party service providers that would
require time to change.

Neither section 114 nor section 315 of
the FACT Act specifically addresses the
effective date of the regulations issued
pursuant to these sections. Under the
Administrative Procedure Act (APA), 5
U.S.C. 553(d), agencies must generally
publish a substantive rule not less than
30 days before its effective date. In
addition, under section 302 of the Riegle
Community Development and
Regulatory Improvement Act of 1994
(CDRIA),52 rules issued by the Federal
banking agencies that impose additional
reporting, disclosure, or other new
requirements on financial institutions
generally will take effect on the first day
of a calendar quarter that begins on or
after the date on which the regulations
are published in the Federal Register.
Because these final rules are substantive
and impose additional requirements on
financial institutions, the Agencies have
provided for an effective date of
[January 1, 2008], consistent with the
APA and CDRIA.

At the same time, the Agencies have
determined that it is appropriate to
provide all covered entities with a
delayed compliance date of November
1, 2008, to comply with the
requirements of the final rulemaking.
Some financial institutions and
creditors already employ a variety of
measures that satisfy the requirements
of the final rulemaking because these
are usual and customary business
practices to minimize losses due to
fraud, or as a result of already
complying with other existing
regulations and guidance that relate to
information security, authentication,
identity theft, and response programs.
However, the Agencies recognize that
these entities may still need time to
evaluate their existing programs, and to
integrate appropriate elements from
them into the Program and into the
other policies and procedures required
by this final rulemaking. Further, the
Agencies recognize that some covered
entities have not previously been
subject to any related regulations or

55 Pub. L. 103-325; 12 U.S.C. §4802(b).

guidance, and thus may need more time
to implement the final rules and
guidelines. Therefore, the Agencies are
providing covered entities with a
transition period to comply with the
requirements contained in the final
rulemaking.

VI. Regulatory Analysis
A. Paperwork Reduction Act

In accordance with the requirements
of the Paperwork Reduction Act of 1995
(PRA) (44 U.S.C. 3501 et seq., 5 CFR
part 1320 Appendix A.1), the Agencies
have reviewed the final rulemaking and
determined that it contains collections
of information subject to the PRA. The
Board made this determination under
authority delegated to the Board by the
Office of Management and Budget
(OMB). The information collection
requirements in the final rulemaking
may be found in 12 CFR 41.82, 41.90,
41.91, 222.82, 222.90, 222.91, 334.82,
334.90, 334.91,571.82,571.90, 571.91,
717.82,717.90; and 717.91; and 16 CFR
681.1, 681.2, and 681.3.

An agency may not conduct or
sponsor, and a respondent is not
required to respond to, an information
collection unless it displays a currently
valid OMB control number. The
information collection requirements
contained in this joint final rule were
submitted by the OCC, FDIC, OTS,
NCUA, and FTC to OMB for review and
approval under the Paperwork
Reduction Act of 1995. OMB assigned
the following control numbers to the
collections of information: OMB Control
Nos. 1557-0237 (OCC), 3064-0152
(FDIC), 1550~0113 (OTS), 3133-0175
(NCUAJ, and 3084-0137 (FTC). The
Board’s OMB Control No. is 7100~
0308.54

Description of the Collection

Section 114: The proposed rules
implementing section 114 required each
financial institution and creditor to (1)
create an Identity Theft Prevention
Program (Program); (2) report to the
board of directors, a committee thereof
or senior management, at least annually,
on compliance with the proposed
regulations; and (3) train staff to
implement the Program.

In addition, the proposed rules
required each credit and debit card
issuer (card issuer) to establish policies
and procedures to (1) assess the validity

53 The information collections (ICs) in this rule
will be incorporated with the Board’s Disclosure
Requirements Associated with Regulation V(OMB
No. 7100-0308). The burden estimates provided in
this rule pertain only to the ICs associated with this
final rulemaking. The current OMB inventory for
Regulation V is available at: hitp://www.reginfo.gov/
public/do/PRAMain.
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of a change of address notification
before honoring a request for an
additional or replacement card received
during at least the first 30 days after it
receives the notification; and (2) notify
the cardholder in writing, electronically,
or orally, or use another means of
assessing the validity of the change of
address.

Section 315: The proposed rules
implementing section 315 required each
user of consumer reports to (1) develop
reasonable policies and procedures it
would employ when it receives a notice
of address discrepancy from a CRA; and
(2) to furnish an address the user
reasonably confirmed is accurate to the
CRA from which it receives a notice of
address discrepancy.

The information collections in the
final rulemaking are the same as those
in the proposal.

Comments Received

The Agencies sought comment on the
burden estimates for the information
collections described in the proposal.
The Agencies received approximately
129 comments on the proposed
rulemaking. Most commenters
maintained that proposal would impose
additional regulatory burden and
asserted that the estimates of the cost of
compliance should be considerably
higher than the Agencies projected. A
few of these commenters specifically
addressed PRA burden, however, they
did not provide specific estimates of
additional burden hours that would
result from the proposal. Some of these
commenters stated that staff training
estimates were significantly
underestimated. Other commenters
stated that the costs of compliance
failed to consider the cost to third-party
service providers that the commenters
characterized as being required to
implement the Program.

Explanation of Burden Estimates Under
the Final Rulemaking

The Agencies believe that many of the
comments received regarding burden
stemmed from commenters’ misreading
of the requirements of the proposed
rulemaking. The final rulemaking
clarifies these requirements, including
those that relate to the information
collections. It also differs from the
proposal as described below.

The Agencies continue to believe that
most covered entities already emplov a
variety of measures to detect and
address identity theft that are required
by section 114 of the final rulemaking
because these are usual and customary
business practices that they employ to
minimize losses due to fraud. In
addition, the Agencies believe that

many financial institutions and
creditors already have implemented
some of the requirements of the final
rules implementing section 114 as a
result of having to comply with other
existing regulations and guidance, such
as the CIP regulations implementing
section 326 of the USA PATRIOT Act,
31 U.S.C. 5318(1) that require
verification of the identity of persons
opening new accounts),?s the
Information Security Standards that
implement section 501(b) of the Gramm-
Leach-Bliley Act (GLBA), 15 U.S.C.
6801, and section 216 of the FACT Act,
15 U.S.C. 1681w,56 and guidance issued
by the Agencies or the Federal Financial
Institutions Examination Council
regarding information security,
authentication, identity theft, and
response programs.?” The final
rulemaking underscores the ability of a
financial institution or creditor to
incorporate into its Program its existing
processes that control reasonably
foreseeable risks to customers or to its
own safety and soundness from identity
theft, such as those already developed
in connection with the covered entity’s
fraud prevention program. Thus, the
burden estimate attributable to the
creation of a Program is unchanged.

%5 See, e.g., 31 CFR 103.121 {banks, savings
associations, credit unions, and certain non-
federally regulated banks); 31 CFR 103.122 (broker-
dealers); 31 CFR 103.123 (futures commission
merchants).

5612 CFR part 30, app. B {national banks}); 12 CFR
part 208, app. D-2 and part 225, app. F (state
member banks and holding companies); 12 CFR
part 364, app. B (state non-member banks); 12 CFR
part 570, app. B {savings associations); 12 CFR part
748, app. A and B, and 12 CFR 717 (credit unions);
16 CFR part 314 (financial institutions that are not
regulated by the Board, FDIC, NCUA, OCC and
OTS}.

%7 See, e.g.,, 12 CFR part 30, supp. A to app. B
{national banks); 12 CFR part 208, supp. A to app.
D-2 and part 225, supp. A to app. F (stale member
banks and holding companies); 12 CFR part 364,
supp. A to app. B (state non-member banks}); 12 CFR
part 570, supp. A to app. B (savings associations);
12 CFR 748, app. A and B {credit unions); Federal
Financial Institutions Examinatiou Council (FFIEC)
Information Technelogy Examination Handhook’s
Information Security Booklet {the “IS Booklet™”)
available at http://www.ffiec.gov/guides. him; FFIEC
“Authentication in an Internet Banking
Environment” available at http://www ffiec.gov/
pdf/authentication_guidance.pdf. Board SR 01-11
{Supp] (Apr. 26, 2001) evailable at: http://
www federalreserve gov/boarddocs/srletters/2001/
sr0111.htm; “Guidance on Identity Theft and
Pretext Calling,” OCC AL 20014 (April 30, 2001};
“Identity Theft and Pretext Calling,” OTS CEOQ
Letter #139 {(May 4, 2001}; NCUA Letter to Credit
Unions 01-CU-09, “Identity Theft and Pretext
Calling” {Sept. 2001}; OCC 2005~24, “Threats from
Fraudulent Bank Web Sites: Risk Mitigation and
Response Guidance for Weh Site Spoofing
Incidents,” (July 1, 2005); “Phishing and E-mail
Scams,” OTS CEO Letter #193 {(Mar. 8, 2004);
NCUA Letter to Credit Unions 04-CU-12,
“Phishing Guidance for Credit Unions” {Sept.
2004},

The final rulemaking also clarifies
that only relevant staff need be trained
to implement the Program, as
necessary—meaning that staff already
trained, for example, as a part of a
covered entity's anti-fraud prevention
efforts do not need to be re-trained
except as necessary. Despite this
clarification, in response to comments
received, the Agencies are increasing
the burden estimates attributable to
training from two to four hours.

The Agencies’ estimates attribute all
burden to covered entities, which are
entities directly subject to the
requirements of the final rulemaking. A
covered entity that outsources activities
to a third-party service provider is, in
effect, reallocating to that service
provider the burden that it would
otherwise have carried itself. Under
these circumstances, burden is, by
contract, shifted from the covered entity
to the service provider, but the total
amount of burden is not increased.
Thus, third-party service provider
burden is already included in the
burden estimates provided for covered
entities.

The Agencies continue to believe that
card issuers already assess the validity
of change of address requests and, for
the most part, have automated the
process of notifying the cardholder or
using other means to assess the validity
of changes of address. Further, as
commenters requested, the final
rulemaking clarifies that card issuers
may satisfy the requirements of this
section by verifying the address at the
time the address change notification is
received, before a request for an
additional or replacement card.
Therefore, the estimates attributable to
this portion of the rulemaking are
unchanged.

Regarding the final rules
implementing section 315, the Agencies
recognize that users of consumer reports
will need to develop policies and
procedures to employ upon receiving a
notice of address discrepancy in order
to: (1) Ensure that the user has obtained
the correct consumer report for the
consumer; and (2) confirm the accuracy
of the address the user furnishes to the
CRA. However, under the final rules, a
user only must furnish a confirmed
address to a CRA for new relationships.
Thus, the required policies and
procedures will no longer need to
address the furnishing of confirmed
addresses for existing relationships, and
users will not need to furnish to the
CRA in connection with existing
relationships an address the user
reasonably confirmed is accurate.

The Agencies believe that users of
credit reports covered by the final rules,
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on a regular basis, already furnish
information to CRAs in response to
notices of address discrepancy because
it is a usual and customary business
practice——except in connection with
new deposit relationships. For the
proposed rulemaking, the Agencies had
estimated that there would be no
implementation burden associated with
furnishing confirmed addresses to
CRAs. However, as the result of
additional research, the Agencies now
believe that some burden should be
attributable to this collection, to account
for information furnished to CRAs for
new deposit relationships. Because this
burden is offset by the reduction in
burden described above, the estimates
for the collections attributable to the
final rules implementing section 315
remain unchanged.

The Agencies continue to believe that
25 hours to develop a Program, four
hours to prepare an annual report, four
hours to develop policies and
procedures to assess the validity of
changes of address, and four hours to
develop policies and procedures to
respond to notices of address
discrepancy, are reasonable estimates.

The potential respondents are
national banks and Federal branches
and agencies of foreign banks and
certain of their subsidiaries (OCC); state
member banks, uninsured state agencies
and branches of foreign banks,
commercial lending companies owned
or controlled by foreign banks, and Edge
and agreement corporations (Board);
insured nonmember banks, insured state
branches of foreign banks, and certain of
their subsidiaries (FDIC); savings
associations and certain of their
subsidiaries (OTS); Federally-chartered
credit unions (NCUA); state-chartered
credit unions, non-bank lenders,
mortgage brokers, motor vehicle dealers,
utility companies, and any other person
that regularly participates in a credit
decision, including setting the terms of
credit (FTC).

Burden Estimates

The Agencies estimate the annual
burden per respondent is 41 hours (25
hours to develop a Program, four hours
to prepare an annual report, four hours
for training, four hours for developing
policies and procedures to assess the
validity of changes of address, and four
hours for developing policies and
procedures to respond to notices of
address discrepancy). The Agencies
attribute total burden to covered entities
as follows:

OCC:

Number of respondents: 1,806.

Total estimated annual burden:
74,046.

Board:
Number of respondents: 1,172,
Total Estimated Annual Burden:

FDIC:

Number of respondents: 5,260.

Total Estimated Annual Burden:
215,660 hours.

OTS:

Number of respondents: 832,

Total Estimated Annual Burden:
34,112,

NCUA:

Number of respondents: 5,103.

Total Estimated Annual Burden:
209,223.

FTC Estimated Burden:58

Section 114:

Estimated Hours Burden:

As discussed above, the final
regulations require financial institutions
and creditors to conduct a risk
assessment periodically to determine
whether they have covered accounts,
which include, at a minimum,
consumer accounts. If the financial
institutions and creditors determine that
they have covered accounts, the final
regulations require them to create a
written Identity Theft Prevention
Program (Program) and they should
report to the board of directors, a
committee thereof, or senior
management at least annually on
compliance with the final regulations.
The FCRA defines “creditor” to have
the same meaning as in section 702 of
the Equal Credit Opportunity Act
(ECOA).59 Under Regulation B, which
implements the ECOA, a creditor means
a person who regularly participates in a
credit decision, including setting the
terms of credit. Regulation B defines
credit as a transaction in which the
party has a right to defer payment of a
debt, regardless of whether the credit is
for personal or commercial purposes.50
Given the broad scope of entities
covered, it is difficult to determine
precisely the number of financial
institutions and creditors that are
subject to the FTC’s jurisdiction. There
are numerous small businesses under
the FTC’s jurisdiction, and there is no
formal way to track them; moreover, as
a whole, the entities under the FTC’s
jurisdiction are so varied that there are
no general sources that provide a record
of their existence. Nonetheless, FTC
staff estimates that the proposed
regulations implementing section 114

58 Due to the varied nature of the entities subject

to the jurisdiction of the FTC, this Estimated
Burden section reflects enly the view of the FTC.
The banking regulatory agencies have jointly
prepared a separate analysis.

59 U.S.C. 1681a{r}{5).

6 Regulation B Equal Credit Opportunity, 12 CFR
202 (as amended effective Apr. 15, 2003}

will affect over 3,500 financial
institutions 1 and over 11 million
creditors 62 subject to the FTC’s
jurisdiction, for a combined total of
approximately 11.1 million affected
entities. As detailed below, FTC staff
estimates that the average annual
information collection burden during
the three-year period for which OMB
clearance was sought will be 4,466,000
hours (rounded to the nearest
thousand). The estimated annual labor
cost associated with this burden is
$142,925,000 (rounded to the nearest
thousand).

For the proposed rule, FTC staff had
divided affected entities into two
categories: entities that are subject to a
high risk of identity theft and entities
that are subject to a low risk of identity
theft. Based on comments as well as
changes in the final rule, FTC staff
believes that the affected entities can be
categorized in three groups, based on
the nature of their businesses: entities
subject to a high risk of identity theft,
entities subject to a low risk of identity
theft, but having consumer accounts
that will require them to have a written
Program, and entities subject to a low
risk of identity theft, but not having
consumer accounts,63

A. High-Risk Entities

In drafting its PRA analysis for the
proposed regulations, FTC staff believed
that because motor vehicle dealers”
loans typically are financed by financial
institutions also subject to those
regulations, the dealers were likely to
use the latter’s programs as a basis to
develop their own. Therefore, although
subject to a high risk of identity theft,
their burden would be less than other
high-risk entities. Commenters,
however, noted among other concerns
that some motor vehicle dealers finance

51 Under the FCRA, the only financial institutions
over which the FTC has jurisdiction are state-
chartered credit unions. 15 U.S.C. 1681s. As of
December 31, 2005, there were 3,302 state-chartered
federally-insured credit unions and 362 state-
chartered nonfederally insured credit unions,
totaling 3,664 financial institutions. See
www.ncua.gov/news/quick_facts/quick_facts html
and “Disclosures for Non-Federally Insured
Depaository Institutions under the Federal Deposit
Insurance Corporation Improvement Act {(FDICIA},”
70 FR 12823 {Mar. 16, 2005).

52 This estimate is derived from an analysis of a
database of U.S. businesses based on NAICS codes
for businesses that market goods or services to
consumers or other businesses, which totaled
11,078,463 creditors subject to the FTC’s
jurisdiction.

53In general, high-risk entities may provide
consumer financial services or other goods or
services of value to identity thieves such as
telecommunication services or goods that are easily
convertible to cash, whereas low-risk entities may
do husiness primarily with other businesses or
provide non-financial services or goods that are not
easily convertible to cash.
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their own loans. Thus, for this burden
estimate, FTC staff no longer is
considering motor vehicle dealers
separately from other high-risk entities.

As noted above, the Agencies
continue to believe that many of the
high-risk entities, as part of their usual
and customary business practices,
already take steps to minimize losses
due to fraud. The final rulemaking
clarifies that only relevant staff need be
trained to implement the Program, as
necessary meaning, for example, that
staff already trained as a part of a
covered entity’s anti-fraud prevention
efforts do not need to be re-trained
except as incrementally needed.
Notwithstanding this clarification, in
response to comments received, the
Agencies are increasing the burden
estimates attributable to training from
two to four hours, as is the FTC for high-
risk entities in their initial year of
implementing the Program, but FTC
staff continues to believe that one hour
of recurring annual training remains a
reasonable estimate.

The FTC staff maintains its estimate
of 25 hours for high-risk entities to
create and implement a written
Program, with an annual recurring
burden of 1 hour. As before, FTC staff
anticipates that these entities will
incorporate policies and procedures that
they likely already have in place. The
FTC staff continues to believe that
preparation of an annual report will take
high-risk entities 4 hours initially, with
an annual recurring burden of 1 hour.

B. Low-Risk Entities

A few commenters believed that FTC
staff had underestimated the amount of
time it would take low-risk entities to
comply with the proposed regulations.
These commenters estimated that the
amount of time would range from 6 to
20 hours to create a program and 1 hour
each to train employees and draft the
annual report. The FTC staff believes
these estimates were based on a
misunderstanding of the requirements
of the proposed regulations, including
that the list of 31 Red Flags in the
proposed guidelines was intended to be
a checklist. The final regulations clarify
that the list of Red Flags is illustrative
only. Moreover, the emphasis of the
written Program, as required under the
final regulations, is to identify risks of
identity theft. To the extent that entities
with consumer accounts determine that
they have a minimal risk of identity
theft, they would be tasked only with
developing a streamlined Program.
Therefore, the FTC staff does not believe
that it would take such an entity 6 to 20
hours to develop a Program, 1 hour to
train employees, and 1 hour to draft an

annual report on risks of identity theft
which are minimal or non-existent.
Nonetheless, FTC staff believes that it
may have underestimated the time low-
risk entities may need to initially apply
the final rule to develop a Program.
Thus, FTC staff has increased from 20
minutes to 1 hour its previously stated
estimate for this activity.

The final regulations have been
revised from the proposed regulations to
alleviate the burden of creating a written
Program for entities that determine that
they do not have any covered accounts.
The FTC staff believes that entities
subject to a low risk of identity theft, but
not having consumer accounts, will
likely determine that they do not have
covered accounts. Such entities would
not be required to develop a written
Program, and thus will not incur PRA
burden. The FTC staff estimates that
approximately 9,191,496 4 of the
10,813,525 low-risk entities subject to
the requirement to create a written
Program under the proposed regulations
will not have covered accounts under
the final rute. Therefore, these 9,191,496
low-risk entities will not be required to
develop a written Program, thereby
substantially reducing the original
burden hours estimate in the NPRM for
low-risk entities.

The FTC staff believes that for entities
subject to a low risk of identity theft, but
having consumer accounts that will
require them to have a written Program,
it will take such entities 1 hour to
review the final regulations and create
a streamlined Program, with an annual
recurring burden of 5 minutes. The FTC
staff believes that training staff to be
attentive to any future risks of identity
theft will take low-risk entities 10
minutes, with an annual recurring
burden of 5 minutes. The FTC staff
believes that preparing an annual report
will take low-risk entities 10 minutes,
with an annual recurring burden of 5
minutes.

Accordingly, FTC staff estimates that
the final regulations implementing
seclion 114 affect the following: 266,602
Ligh-risk entities subject to the FTC’s
jurisdiction at an average annual burden
of 13 hours per entity [average annual
burden over 3-year clearance period for
creation and implementation of Program
((25+1+1)/3) plus average annual
burden over 3-year clearance period for
staff training ((4+1+1)/3) plus average

&4 This estimate is derived from an analysis of a

database of U.S. businesses based on NAICS codes
for businesses that market goods or services to
censumers or other businesses, net of the number
of creditors subject to the FTC's jurisdiction, an
estimated subset of which comprise anticipated
low-risk entities not having covered accounts under
the final rule.

annual burden over 3-year clearance
period for preparing annual report
((4+1+1)/3)], for a total of 3,466,000
hours (rounded to the nearest
thousand); and 1,622,029 low-risk
entities that have consumer accounts
subject to the FTC’s jurisdiction at an
average annual burden of approximately
37 minutes per entity [average annual
burden over 3-year clearance period for
creation and implementation of
streamlined Program ((60+5+5)/3) plus
average annual burden over 3-year
clearance period for staff training
((10+5+5)/3) plus average annual
burden over 3-year clearance period for
preparing annual report ((10+5+5)/3],
for a total of 1,000,000 hours (rounded
to the nearest thousand).

The proposed regulations
implementing Section 114 also require
credit and debit card issuers to establish
policies and procedures to assess the
validity of a change of address request,
including notifying the cardholder or
using another means of assessing the
validity of the change of address. The
FTCreceived no comments on its
burden estimates in the NPRM and FTC
staff does not believe that the changes
made to the final regulation have altered
its original burden estimates.
Accordingly, FTC staff maintains that it
will take 100 credit or debit card issuers
4 hours to develop and implement
policies and procedures to assess the
validity of a change of address request
for a total burden of 400 hours.

Estimated Cost Burden:

The FTC staff derived labor costs by
applying appropriate estimated hourly
cost figures to the burden hours
described above. It is difficult to
calculate with precision the labor costs
associated with the proposed
regulations, as they entail varying
compensation levels of management
and/or technical staff among companies
of different sizes. In the NPRM, FTC
staff had estimated that low-risk entities
would use administrative support
personnel at an hourly cost of $16.00. A
few commenters disagreed that low-risk
entjties would use administrative
support personnel, arguing instead that
the Program would be implemented at
a managerial level, and the labor cost
should be at least $32.00 and possibly
even $48.00. Therefore, in calculating
the cost figures, FTC staff assumes that
for all entities, professional technical
personnel and/or managerial personnel
will create and implement the Program,
prepare the annual report, train
employees, and assess the validity of a
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change of address request, at an hourly
rate of $32.00.55

Based on the above estimates and
assumptions, the total annual labor
costs for all categories of covered
entities under the final regulations
implementing section 114 are
$142,925,000 (rounded to the nearest
thousand) {(3,466,000 hours + 400 hours
+ 1,000,000 hours) x $32.00)].

Section 315:

Estimated Hours Burden:

The Commission did not receive any
comments relating to its original burden
estimates for the information collection
requirements under section 315.
Although the final regulations were
modified such that they no longer
require users to furnish a confirmed
address to a CRA for existing
relationships, FTC staff does not believe
that this modification will significantly
alter its original burden estimates.
Therefore, FTC staff burden estimates
remain unchanged under section 315
from the estimates proposed in the
NPRM. Accordingly, FTC staff estimates
that the average annual information
collection burden during the three-year
period for which OMB clearance was
sought will be 831,000 hours (rounded
to the nearest thousand). The FTC staff
continues to assume that the policies
and procedures for notice of address
discrepancy and furnishing the correct
address will be set up by administrative
support personnel at an hourly rate of
$16.66 Thus, the estimated annual labor
cost associated with this burden is
$13,296,000 (rounded to the nearest
thousand).

The Agencies have a continuing
interest in the public's opinions of our
collections of information. At any time,
comments regarding the burden
estimate, or any other aspect of this
collection of information, including
suggestions for reducing the burden,
may be sent to:

OCC: Communications Division,
Office of the Comptroller of the
Currency, Public Information Room,
Mail stop 1-5, Attention: 15570237,
250 E Street, SW., Washington, DC
20219. In addition, comments may be
sent by fax to 202-874-4448, or by
electronic mail to
regs.comments@occ.treas.gov. You can

65 The cost is derived from a mid-range among the
reported 2006 Bureau of Labor Statistics rates for
likely positions within the professional technical
and managerial categories. See June 2006 Bureau of
Labor Statistics National Compensation Survey for
occupational wages in the United States at htip://
www.bls.gov/ncs/ocs/sp/neblogl0.pdf (' June 2006
BLS NCS Survey'}.

65 This hourly wage is a conservative inflation-
adjusted updating of hourly mean wages ($14.86)
shown for administrative support personnel in the
fune 2006 BLS NCS Survey.

inspect and photocopy the comments at
the OCC’s Public Information Room, 250
E Street, SW., Washington, DC 20219.
For security reasons, the OCC requires
that visitors make an appointment to
inspect comments. You may do so by
calling 202-874~5043. Upon arrival,
visitors will be required to present valid
government-issued photo identification
and submit to security screening in
order to inspect and photocopy
comments.

Board: You may submit comments,
identified by R~1255, by any of the
following methods:

Agency Web site: http://
www.federalreserve.gov. Follow the
instructions for submitting comments
on http://www.federalreserve.gov/
generalinfo/foia/ProposedRegs.cfm.

Federal eRulemaking Portal: http://
www.regulations.gov. Follow the
instructions for submitting comments.

E-mail:
regs.comments@federalreserve.gov.
Include docket number in the subject
line of the message.

Fax: 202-452-3819 or 202-452-3102.

Mail: Jennifer J. Johnson, Secretary,
Board of Governors of the Federal
Reserve System, 20th Street and
Constitution Avenue, NW., Washington,
DC 20551.

All public comments are available
from the Board’s Web site at hitp://
www.federalreserve.gov/generalinfo/
foia/ProposedRegs.cfm as submitted,
unless modified for technical reasons.
Accordingly, your comments will not be
edited to remove any identifying or
contact information. Public comments
may also be viewed electronically or in
paper form in Room MP-500 of the
Board’s Martin Building (20th and C
Streets, NW.) between 9 a.m. and 5 p.m.
on weekdays.

FDIC: You may submit written
comments, which should refer to 3064
ADOO, by any of the following methods:

Agency Web site: http://
www fdic.gov/regulations/laws/federal/
propose.html.

Follow the instructions for submitting
comments on the FDIC Web site.

Federal eRulemaking Portal: hitp://
www.regulations.gov. Follow the
instructions for submitting comments,

E-mail: Comments@FDIC.gov.

Mail: Robert E. Feldman, Executive
Secretary, Attention: Comments, FDIC,
550 17th Street, NW., Washington, DC
20429.

Hand Delivery/Couricr: Guard station
at the rear of the 550 17th Street
Building (located on F Street) on
business days between 7 a.m. and 5 p.m.

Public Inspection: All comments
received will be posted without change
to http://www.fdic.gov/regulations/laws/

federal/propose/html including any
personal information provided.
Comments may be inspected at the FDIC
Public Information Center, Room 100,
801 17th Street, NW., Washington, DC,
between 9 a.m. and 4:30 p.m. on
business days.

OTS: Information Collection
Comments, Chief Counsel’s Office,
Office of Thrift Supervision, 1700 G
Street, NW., Washington, DC 20552;
send a facsimile transmission to (202)
906-6518; or send an e-mail to related
index on the OTS Internet site at htip://
www.ots.treas.gov. In addition,
interested persons may inspect the
comments at the Public Reading Room,
1700 G Street, NW., by appointment. To
make an appointment, call (202) 906~
5922, send an e-mail to
publicinfo@ots.treas.gov, or send a
facsimile transmission to (202) 906—
7755.

NCUA: You may submit comments by
any of the following methods (Please
send comments by one method only):

Federal eRulemaking Portal: http://
www.regulations.gov.

Follow the instructions for submitting
comments.

NCUA Web site: htip://
www.ncua.gov/
RegulationsOpinionsLaws/
proposedregs/proposedregs.html,

Follow the instructions for submitting
comments.

E-mail: Address to
regcomments@ncua.gov. Include “[Your
name] Comments on -,” in the e-mail
subject line.

Fax: (703) 518-6319. Use the subject
line described above for e-mail.

Mail: Address to Mary F. Rupp,
Secretary of the Board, National Credit
Union Administration, 1775 Duke
Street, Alexandria, VA 22314-3428.

Hand Delivery/Courier: Same as mail
address.

Additionally, commenters may send a
copy of their comments to the OMB
desk officer for the OCC, Board, FDIC,
OTS, and NCUA by mail to the Office
of Information and Regulatory Affairs,
U.S. Office of Management and Budget,
New Executive Office Building, Room
10235, 725 17th Street, NW.,
Washington, DC 20503, or by fax to
(202) 395-6974.

FTC: Comments should refer to “The
Red Flags Rule: Project No. R611019,”
and may be submitted by any of the
following methods. However, if the
comment contains any material for
which confidential treatment is
requested, it must be filed in paper
form, and the first page of the document
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must be clearly labeled
“Confidential.” 67

E-mail: Comments filed in electronic
form should be submitted by clicking on
the following Web link: https://
secure.commentworks.com/ftc-redflags
and following the instructions on the
Web-based form. To ensure that the
Commission considers an electronic
comment, you must file it on the Web-
based form at https://
secure.commentworks.com/ftc-redflags.

Federal eRulemaking Portal: If this
notice appears at hitp://
www.regulations.gov, you may also file
an electronic comment through that
Web site. The Commission will consider
all comments that regulations.gov
forwards to it.

Mail or Hand Delivery: A comment
filed in paper form should include “The
Red Flags Rule, Project No. R611019,”
both in the text and on the envelope and
should be mailed or delivered, with two
complete copies, to the following
address: Federal Trade Commission/
Office of the Secretary, Room H-135
(Annex M), 600 Pennsylvania Avenue,
NW., Washington, DC 20580. Because
paper mail in the Washington area and
at the Commission is subject to delay,
please consider submitting your
comments in electronic form, as
prescribed above. The FTC is requesting
that any comment filed in paper form be
sent by courier or overnight service, if
possible.

Comments on any proposed filing,
recordkeeping, or disclosure
requirements that are subject to
paperwork burden review under the
Paperwork Reduction Act should
additionally be submitted to: Office of
Management and Budget, Attention:
Desk Officer for the Federal Trade
Commission. Comments should be
submitted via facsimile to (202) 395—
6974 because U.S. Postal Mail is subject
to lengthy delays due to heightened
security precautions.

The FTC Act and other laws the
Commission administers permit the
collection of public comments to
consider and use in this proceeding as
appropriate. All timely and responsive
public comments, whether filed in
paper or electronic form, will be
considered by the Commission, and will
be available to the public on the FTC
Web site, to the extent practicable, at

7 Commission Rule 2.2(d}, 16 CFR 4.2(d). The
comment must be accompanied by an explicit
request for confidential treatment, including the
factual and legal basis for the request, and must
identify the specific portions of the comment to be
be granted or denied by the Commission’s General
Counsel, consistent with applicable law and the
public interest. See Commission Rule 4.9(c), 16 CFR
4.9{c).

http://www.ftc.gov/os/
publiccomments.htm. As a matter of
discretion, the FTC makes every effort to
remove home contact information for
individuals from the public comments it
receives before placing those comments
on the FTC Web site. More information,
including routine uses permitted by the
Privacy Act, may be found in the FTC's
privacy policy, at http://www.ftc.gov/
fte/privacy. htm.

Members of the public also can
request additional information or a copy
of the collection from:

OCC: Mary Gottlieb, OCC Clearance
Officer, (202) 874-5090, Legislative and
Regulatory Activities Division, Office of
the Comptroller of the Currency, 250 E
Street, SW., Washington, DC 20219.

Board: Michelle Shore, Clearance
Officer, Division of Research and
Statistics (202) 452-3829.

EFDIC: Steven F. Hanft, Clearance
Officer, Legal Division, (202-898-3907).

OTS:Ira L. Mills, OTS Clearance
Officer, Litigation Division, Chief
Counsel’s Office, at
Ira. Mills@ots.treas.gov, (202) 906—6531,
or facsimile number (202) 906-6518.

NCUA: Regina M. Metz, Staff
Attorney, Office of General Counsel,
(703) 518-6540.

FTC: See FOR FURTHER INFORMATION
CONTACT above.

B. Regulatory Flexibility Act

OCC: Under section 605(b) of the
Regulatory Flexibility Act (RFA), 5
U.S8.C. 605(b), the OCC must either
publish a Final Regulatory Flexibility
Analysis (FRFA) for a final rule or
certify, along with a statement providing
the factual basis for such certification,
the rule will not have a significant
economic impact on a substantial
number of small entities. The Small
Business Administration has defined
“small entities” for banking purposes as
a bank or savings institution with assets
of $165 million or less. See 13 CFR
121.201.

Based on its analysis and for the
reasons stated below, the OCC certifies
that this final rulemaking will not have
a significant economic impact on a
substantial number of small entities.

Rules Implementing Secticn 114

The proposed regulations
implementing section 114 required the
development and establishment of a
written identity theft prevention
program to detect, prevent, and mitigate
identity theft. The proposed regulations
also required card issuers to assess the
validity of a notice of address change
under certain circumstances.

In connection with the proposed
rulemaking, the OCC concluded that the

proposed regulations implementing
section 114, if adopted as proposed,
would not impose undue costs on
national banks and would not have a
substantial economic impact on a
substantial number of small national
banks. The OCC noted that national
banks already employ a variety of
measures that satisfy the requirements
of the rulemaking because (1) such
measures are a good business practice
and generally are a part of a bank’s
efforts to reduce losses due to fraud, and
(2) national banks already comply with
other regulations and guidance that
relate to information security,
authentication, identity theft, and
response programs. For example,
national banks are already subject to CIP
rules requiring them to verify the
identity of a person opening a new
account #8 and already have various
systems in place to detect certain
patterns, practices and specific activities
that indicate the possible existence of
identity theft in connection with the
opening of new accounts. Similarly,
national banks complying with the
“Interagency Guidelines Establishing
Information Security Standards’ 9 and
guidance recently issued by the FFIEC
titled “Authentication in an Internet
Banking Environment” 70 already have
policies and procedures in place to
detect attempted and actual intrusions
into customer information systems and
to detect patterns, practices and specific
activities that indicate the possible
existence of identity theft in connection
with existing accounts. Banks
complying with the OCC’s “Guidance
on Identity Theft and Pretext Calling’ 71
already have policies and procedures to
verify the validity of change of address
requests on existing accounts.
Nonetheless, the OCC specifically
requested comment and specific data on
the size of the incremental burden
creating an identity theft prevention
program would have on small national
banks, given banks” current practices
and compliance with existing
requirements. The OCC also requested
comment on how the final regulations
might minimize any burden imposed to
the extent consistent with the
requirements of the FACT Act.
Commenters confirmed that the
proposed regulations implementing
section 114 of the FACT Act are
consistent with banks” usual and
customary business practices used to
minimize losses due to fraud in
connection with new and existing

6831 CFR 103.121; 12 CFR 21.21 (national banks}.
8912 CFR part 30, app. B (national banks].

76QCC Bulletin 2005-35 (Oct. 12, 2005).

71 0CC AL 20014 {April 30, 2001}
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accounts. They also confirmed that
banks have implemented measures to
address many of the proposed
requirements as a result of having to
comply with existing regulations and
guidance. However, commenters also
asserted that the Agencies had
underestimated the incremental burden
imposed by the proposed rules. They
highlighted aspects of the proposal that
they maintained would have required
banks to alter their current practices and
implement duplicative policies and
procedures.

Only a few commenters provided
estimates of additional burden that
would result from the proposed rules.
Many of these comments stemmed from
a misreading of the requirements of the
proposed rules. Further, many
commenters confused the Agencies’
PRA estimates with the Agencies’
overall conclusions regarding regulatory
burden.?”?

The OCC believes that the final rules
substantially address the concerns of the
commenters as follows:

¢ The final rules allow a covered
entity to tailor its Program to its size,
complexity and nature of its operations.
The final rules and guidelines do not
require the use of any specific
technology, systems, processes or
methodology.

¢ The final rules list the four
elements that must be a part of a
Program, and the steps that a covered
entity must take to administer the
Program. The rules provide covered
entities with greater discretion to
determine how to implement these
mandates.

¢ Additional requirements previously
in the proposed rules are now in
guidelines that are located in Appendix
J. The guidelines describe various
policies and procedures that a financial
institution or creditor must consider
and include in its Program, where
appropriate, to satisfy the requirements
of the final rules. The preamble to the
rules explains that an institution or
creditor may determine that particular
guidelines are not appropriate to
incorporate into its Program as long as
its Program contains reasonable policies
and procedures to meet the specific
requirements of the final rules.

e The guidelines clarify that a
covered entity need not create duplicate
policies and procedures and may
incorporate into its Program, as
appropriate, its existing processes that
control reasonably foreseeable risks to

72 The PRA focuses more narrowly on the time,
effort, and financial resources expended by persons
to generale, maintain, or provide information to or
for a Federal agency. See 44 U.S.C. 3501 et seq.

customers or to the safety and
soundness of the financial institution or
creditor from identity theft, such as
those already developed in connection
with the entity’s fraud prevention
program.

o The final rules clarify that a
Program (including the Red Flags
determined to be relevant) may be
periodically, rather than continually,
updated to reflect changes in risks to
customers and to the safety and
soundness of the financial institution or
creditor from identity theft.

o The rules focus on consumer
accounts, and require a Program to
include only other accounts “for which
there is a reasonably foreseeable risk to
customers or to the safety and
soundness of the financial institution or
creditor from identity theft.”

» The definition of “Red Flags’ no
longer includes reference to the
“possible risk” of identity theft and no
longer incorporates precursors to
identity theft.

¢ The final rules clarify that the Red
Flags in Supplement A are examples
rather than a mandatory checklist.

« Supplement A includes a Red Flag
for activity on an inactive account in
place of a separate guideline.

» The final rules clarify that the
Board of Directors or a committee
thereof must approve only the initial
written Program. The rules provide a
covered entity with the discretion to
determine whether the Board or
management will approve changes to
the Program and the extent of Board
involvement in oversight of the
Program.

» The final rules clarify that only
relevant staff must be trained to
implement the Program, as necessary.

¢ Card issuers may satisfy the
requirements of this section by verifying
the address at the time the address
change notification is received, whether
or not the notification is linked to a
request for an additional or replacement
card—building on issuers’ existing
procedures.

» Covered entities need not comply
with the final rules until November 1,
2008.

The Agencies did consider whether it
would be appropriate to extend different
treatment or exempt small covered
entities from the requirements of this
section of the final rulemaking. The
Agencies note that identity theft can
occur in small entities as well as large
ones. The Agencies do not believe that
an exemption for small entities is
appropriate given the flexibility built
into the final rules and guidelines and
the importance of the statutory goals
and mandate of section 114,

As aresult of the changes and
clarifications noted above, this section
of the final rule is far more flexible and
less burdensome than that in the
proposed rules while still fulfilling the
statutory mandates enumerated in
section 114. Moreover, the OCC has
concluded that the incremental cost of
these final rules and guidelines will not
impose undue costs and will not have
a significant economic impact on a
substantial number of small entities.

Rules Implementing Section 315

The proposed regulations
implementing section 315 required a
user of consumer reports to have
policies and procedures to enable the
user to form a reasonable belief that it
knows the identity of the consumer for
whom it has obtained a consumer
report. The proposed rules also required
the user to furnish to the CRA from
whom it received the notice of address
discrepancy an address for the
consumer that the user has reasonably
confirmed is accurate when the user: (1)
Is able to form a reasonable belief that
it knows the identity of the consumer
for whom the consumer report was
obtained; (2) establishes or maintains a
continuing relationship with the
consumer; and (3) regularly and in the
ordinary course of business furnishes
information to the CRA from which a
notice of address discrepancy pertaining
to the consumer was obtained.

In connection with the proposed
rulemaking the OCC noted that the
FACT Act already requires CRAs to
provide notices of address discrepancy
to users of credit reports. The OCC
stated that with respect to new
accounts, a national bank already is
required by the CIP rules to ensure that
it knows the identity of a person
opening a new account and to keep a
record describing the resolution of any
substantive discrepancy discovered
during the verification process. The
OCC also stated that as a matter of good
business practice, most national banks
currently have policies and procedures
in place to respond to notices of address
discrepancy when they are provided in
connection with both new and existing
accounts, by furnishing an address for
the consumer that the bank has
reasonably confirmed is accurate to the
CRA from which it received the notice
of address discrepancy.

The OCC specifically requested
comment on whether the proposed
requirements differ from small banks’
current practices and whether the
proposed requirements on users of
consumer reports to have policies and
procedures to respond to the receipt of
an address discrepancy could be altered
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to minimize any burden imposed to the
extent consistent with the requirements
of the FACT Act.

Many suggestions received in
response to this solicitation for
comment would have required a
statutory change. However, many
commenters noted that section 315 does
not require the reporting of a confirmed
address to a CRA for a notice of address
discrepancy received for an existing
account. These commenters stated that
the leve] of regulatory burden imposed
by this requirement would be significant
and would force users to reconcile and
verify addresses millions of times a year
in connection with routine account
maintenance. Commenters maintained
that this would result in enormous costs
that provide relatively little benefit to
consumers. The final rules address these
comments and accordingly, under the
rules implementing section 315, a user
is not obligated to furnish a confirmed
address for the consumer to the CRA in
connection with existing accounts.

Although, a bank will likely have to
modify its existing procedures to add a
new procedure for promptly reporting to
CRAs the reconciled address for new
deposit accounts, the OCC has
concluded that the final rules
implementing section 315 will not
impose undue costs on national banks
and will have not have a significant
economic impact on a substantial
number of small entities. Finally, as
mentioned earlier, the final rules
provide a transition period and do not
require covered entities to fully comply
with these requirements until November
1, 2008.

Board: The Board prepared an initial
regulatory flexibility analysis as
required by the Regulatory Flexibility
Act (RFA) (5 U.S.C. 601 ef seq.) in
connection with the July 18, 2006
proposed rule. The Board received one
comment on its regulatory flexibility
analysis.

Under Section 605(b) of the RFA, 5
U.S.C. 605(b), the regulatory flexibility
analysis otherwise required under
Section 604 of the RFA is not required
if an agency certifies, along with a
statement providing the factual basis for
such certification, that the rule will not
have a significant economic impact on
a substantial number of small entities.
Based on its analysis and for the reasons
stated below, the Board certifies that
this final rule will not have a significant
economic impact on a substantial
number of small entities.

1. Statement of the need for, and
objectives of, the final rule.

The FACT Act amends the FCRA and
was enacted, in part, for the purpose of
helping to reduce identity theft. Section

114 of the FACT Act amends section
615 of the FCRA and directs the Board,
together with the other Agencies, to
issue joint regulations and guidelines
regarding the detection, prevention, and
mitigation of identity theft, including
special regulations requiring debit and
credit card issuers to validate
notifications of changes of address
under certain circumstances. Section
315 of the FACT Act adds section
605(h})(2] to the FCRA and requires the
Agencies to issue joint regulations that
provide guidance regarding reasonable
policies and procedures that a user of a
consumer report should employ when
the user receives a notice of address
discrepancy. The Board received no
comments on the reasons for the
proposed rule. The Board is adopting
the final rule to implement sections 114
and 315 of the FACT Act. The
SUPPLEMENTARY INFORMATION above
contains information on the objectives
of the final rule.

2. Summary of issues raised by
comments In response to the initial
regulatory flexibility analysis.

In accordance with Section 3(a) of the
RFA, the Board conducted an initial
regulatory flexibility analysis in
connection with the proposed rule. One
commenter, the Mortgage Bankers
Association (MBA), responded to the
initial regulatory flexibility analysis and
stated that contrary to the Agencies’
belief, the proposed rule would have a
significant economic impact on a
substantial number of affected small
entities. The MBA stated that
commercial and multifamily mortgage
lenders should not be subject to the
proposed rule because it would
constitute useless regulatory burden.
Three commenters (Independent
Community Bankers of America, The
Financial Services Roundtable and
BITS, and KeyCorp) believed that the
Board and the other Agencies had
underestimated the costs of compliance.
The issues raised by these commenters
did not apply uniquely to small entities
and are described in the Paperwork
Reduction Act section above.

Some small financial institutions
expressed concern about the flexibility
granted by the proposal. As stated in the
Overview of Proposal and Comments
Received, these commenters preferred to
have more structured guidance that
describes how to develop and
implement a Program and what they
would need to do to achieve
compliance. In addition, one commenter
expressed concern that smaller
institutions would be particularly
burdened by the proposal’s requirement
that the Program be designed to address
changing identity risks “as they arise.”

3. Description and estimate of small
entities affected by the final rule.

The final rule applies to all banks that
are members of the Federal Reserve
System (other than national banks) and
their respective operating subsidiaries,
branches and Agencies of foreign banks
(other than Federal branches, Federal
Agencies, and insured State branches of
foreign banks), commercial lending
companies owned or controlled by
foreign banks, and organizations
operating under section 25 or 25A of the
Federal Reserve Act (12 U.S.C. 601 et
seq., and 611 et seq.). The Board’s rule
will apply to the following institutions
(numbers approximate): State member
banks (881), operating subsidiaries that
are not functionally regulated with in
the meaning of section 5(c)(5) of the
Bank Holding Company Act of 1956, as
amended (877), U.S. branches and
agencies of foreign banks (219),
commercial lending companies owned
or controlled by foreign banks (3), and
Edge and agreement corporations (64),
for a total of approximately 2,044
institutions. The Board estimates that
more than 1,448 of these institutions
could be considered small entities with
assets of $165 million or less.

4. Recordkeeping, reporting, and other
compliance requirements.

Section 114 requires the Board to
prescribe regulations that require
financial institutions and creditors to
establish reasonable policies and
procedures to implement guidelines
established by the Board and other
federal agencies that address identity
theft with respect to account holders
and customers. This would be
implemented by requiring a covered
financial institution or creditor to create
an Identity Theft Prevention Program
that detects, prevents and mitigates the
risk of identity theft applicable to its
accounts.

Section 114 also requires the Board to
adopt regulations applicable to credit
and debit card issuers to implement
policies and procedures to assess the
validity of change of address requests.
The final rule implements this by
requiring credit and debit card issuers to
establish reasonable policies and
procedures to assess the validity of a
change of address if it receives
notification of a change of address for a
debit or credit card account and, within
a short period of time afterwards (during
at least the first 30 days after it receives
such notification), the issuer receives a
request for an additional or replacement
card for the same account.

Section 315 requires the Board to
prescribe regulations that provide
guidance regarding the reasonable
policies and procedures that a user of
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consumers’ reports should employ to
verify the identity of a consumer when
a consumer reporting agency provides a
notice of address discrepancy with the
consumer reporting agency in certain
circumstances. The final rule requires
users of consumer reports to develop
and implement reasonable policies and
procedures for verifying the identity of
a consumer for whom it has obtained a
consumer report and for whom it
receives a notice of address discrepancy
and to reconcile an address discrepancy
with the appropriate consumer
reporting agency in certain
circumstances.

5. Steps taken to minimize the
economic impact on small entities.

The Board and the other Agencies
have attempted to minimize the
economic impact on small entities by
providing more flexibility in developing
a Program and moving certain detail
contained in the proposed regulations to
the guidelines. In addition, to allow
small entities and creditors to tailor
their Programs to their operations, the
final rules provide that the Program
must be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities. The Board has also
eliminated the requirement for
institutions to update their Program in
response to changing identity theft risks
“as they arise.” The final rule instead
requires “periodic” updating.

FDIC: The FDIC prepared an initial
regulatory flexibility analysis as
required by the Regulatory Flexibility
Act (RFA) (5 U.S.C. 601 et seq.) in
connection with the July 18, 2006
proposed rule. Under Section 605(b) of
the RFA, 5 U.S.C. 605(b), the regulatory
flexibility analysis otherwise required
under Section 604 of the RFA is not
required if an agency certifies, along
with a statement providing the factual
basis for such certification, that the rule
will not have a significant economic
impact on a substantial number of small
entities (defined for purposes of the
RFA to include banks with less than
$165 in assets). Based on its analysis
and for the reasons stated below, the
FDIC certifies that this final rule will
not have a significant economic impact
on a substantial number of small entities

Under the final rule implementing
FACT Act Section 114, financial
institutions and creditors must have a
written program that includes controls
to address the identity theft risks they
have identified. Credit and debit card
issuers must also have additional
policies and procedures to assess the
validity of change of address requests.

The final rule would apply to all
FDIC-insured state nonmermber banks,

approximately 3,260 of which are small
entities. The rule is drafted in a flexible
manner that allows institutions to
develop and implement different types
of programs based upon their size,
complexity, and the nature and scope of
their activities. The final rules and
guidelines do not require the use of any
specific technology, systems, processes
or methodology.

The guidelines clarify that a covered
entity need not create duplicate policies
and procedures and may incorporate
into its Program, as appropriate, its
existing processes that control
reasonably foreseeable risks to
customers or to the safety and
soundness of the financial institution or
creditor from identity theft, such as
those already developed in connection
with the entity’s fraud prevention
program. The FDIC believes that many
institutions have already implemented a
significant portion of the detection and
mitigation efforts required by the rule.

With respect to the portion of the rule
covering card issuers, those entities may
satisfy the requirements of this section
by verifying the address at the time the
address change notification is received,
whether or not the notification is linked
to a request for an additional or
replacement card—building on issuers”
existing procedures.

Under the final rule implementing
FACT Act Section 315, a user of
consumer reports (which constitutes
most, if not all, FDIC-insured state
nonmember banks) must have policies
and procedures to enable the user to
form a reasonable belief that it knows
the identity of the consumer for whom
it has obtained a consumer report.
Although, a bank will likely have to
modify its existing procedures to add a
new procedure for promptly reporting to
consumer reporting agencies the
reconciled address for new deposit
accounts, the FDIC has concluded that
the final rules implementing section
315—which only obligates a user to
furnish a confirmed address for the
consumer to the consumer reporting
agency in connection with new, and not
existing, accounts—will not impose
undue costs on banks and will not have
a significant economic impact on a
substantial number of small entities.

Moreover, the final rules provide a
transition period and do not require
covered entities to fully comply with
these requirements until November 1,
2008.

OTS: Under section 605(b) of the
Regulatory Flexibility Act (RFA), 5
U.S.C. 605(b}, OTS must either publish
a Final Regulatory Flexibility Analysis
{(FRFA) for a final rule or certify, along
with a statement providing the factual

basis for such certification, the rule will
not have a significant economic impact
on a substantial number of small
entities. The Small Business
Administration has defined “small
entities” to include savings associations
with total assets of $165 million or less.
13 CFR 121.201.

The rule will implement section 114
and 315 of the FACT Act and will apply
to all savings associations (and federal
savings associations operating
subsidiaries that are not functionally
regulated within the meaning of section
5{c)(5) of the Bank Holding Company
Act), 424 of which have assets of less
than or equal to $165 million. Based on
its analysis and for the reasons stated
below, OTS certifies that this final
rulemaking will not have a significant
economic impact on a substantial
number of small entities.

Rules Implementing Section 114

The proposed regulations
implementing section 114 required the
development and establishment of a
written identity theft prevention
program to detect, prevent, and mitigate
identity theft. The proposed regulations
also required card issuers to assess the
validity of a notice of address change
under certain circumstances.

In connection with the proposed
rulemaking, OTS concluded that the
proposed regulations implementing
section 114, if adopted as proposed,
would not impose undue costs on
savings associations and would not have
a substantial economic impact on a
substantial number of small savings
associations. OTS noted that savings
associations already employ a variety of
measures that satisfy the requirements
of the rulemaking because (1) such
measures are a good business practice
and generally are a part of a thrift’s
efforts to reduce losses due to fraud, and
(2) savings associations already comply
with other regulations and guidance that
relate to information security,
authentication, identity theft, and
response programs. For example,
savings associations are already subject
to CIP rules requiring them to verify the
identity of a person opening a new
account 73 and already have various
systems in place to detect certain
patterns, practices and specific activities
that indicate the possible existence of
identity theft in connection with the
opening of new accounts. Similarly,
savings associations complying with the
“Interagency Guidelines Establishing

7331 CFR 103.121; 12 CFR 563.177 {savings
associations).
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Information Security Standards’ 74 and
guidance recently issued by the FFIEC
titled “Authentication in an Internet
Banking Environment” 75 already have
policies and procedures in place to
detect attempted and actual intrusions
into customer information systems and
to detect patterns, practices and specific
activities that indicate the possible
existence of identity theft in connection
with existing accounts. Savings
associations complying with OTS’s
guidance on “Identity Theft and Pretext
Calling” 7% already have policies and
procedures to verify the validity of
change of address requests on existing
accounts.

Nonetheless, OTS specifically
requested comment and specific data on
the size of the incremental burden
creating an identity thefl prevention
program would have on small saving
associations, given their current
practices and compliance with existing
requirements. OTS also requested
comment on how the final regulations
might minimize any burden imposed to
the extent consistent with the
requirements of the FACT Act.

Commenters confirmed that the
proposed regulations implementing
section 114 of the FACT Act are
consistent with savings associations’
usual and customary business practices
used to minimize losses due to fraud in
connection with new and existing
accounts. They also confirmed that
savings associations have implemented
measures to address many of the
proposed requirements as a result of
having to comply with existing
regulations and guidance. However,
commenters also asserted that the
Agencies had underestimated the
incremental burden imposed by the
proposed rules. They highlighted
aspects of the proposal that they
maintained would have required
savings associations to alter their
current practices and implement
duplicative policies and procedures.

Only a few commenters provided
estimates of additional burden that
would result from the proposed rules.
Many of these comments stemmed from
a misreading of the requirements of the
proposed rules. Further, many
commenters confused the Agencies’
PRA estimates with the Agencies’
overall conclusions regarding regulatory
burden.?”

7412 CFR part 570, app. B {savings associations}.

73 0TS CEO Letter 228 {Oct. 12, 2005).

76 QTS CEO Letter 139 (May 4, 2001).

77 The PRA focuses more narrowly on the time,
effort, and financial resources expended by persons
o generate, maintain, or provide information to or
for a Federal agency. See 44 U.S.C. 3501 et seq.

OTS believes that the final rules
substantially address the concerns of the
commenters as follows:

¢ The final rules allow a covered
entity to tailor its Program to its size,
complexity and nature of its operations.
The final rules and guidelines do not
require the use of any specific
technology, systems, processes or
methodology.

¢ The final rules list the four
elements that must be a part of a
Program, and the steps that a covered
entity must take to administer the
Program. The rules provide covered
entities with greater discretion to
determine how to implement these
mandates.

» Additional requirements previously
in the proposed rules are now in
guidelines that are located in Appendix
J. The guidelines describe various
policies and procedures that a financial
institution or creditor must consider
and include in its Program, where
appropriate, to satisfy the requirements
of the final rules. The preamble to the
rules explains that an institution or
creditor may determine that particular
guidelines are not appropriate to
incorporate into its Program as long as
its Program contains reasonable policies
and procedures to meet the specific
requirements of the final rules.

e The guidelines clarify that a
covered entity need not create duplicate
policies and procedures and may
incorporate into its Program, as
appropriate, its existing processes that
contro] reasonably foreseeable risks to
customers or to the safety and
soundness of the financial institution or
creditor from identity theft, such as
those already developed in connection
with the entity’s fraud prevention
program.

» The final rules clarify that a
Program (including the Red Flags
determined to be relevant) may be
periodically, rather than continually,
updated to reflect changes in risks to
customers and to the safety and
soundness of the financial institution or
creditor from identity theft,

« The rules focus on consumer
accounts, and require a Program to
include only other accounts “for which
there is a reasonably foreseeable risk to
customers or to the safety and
soundness of the financial institution or
creditor from identity theft.”

¢ The definition of “Red Flags” no
longer includes reference to the
“possible risk’* of identity theft and no
longer incorporates precursors to
identity theft.

¢ The final rules clarify that the Red
Flags in Supplement A are examples
rather than a mandatory checklist.

¢ Supplement A includes a Red Flag
for activity on an inactive account in
place of a separate guideline.

e The final rules clarify that the
Board of Directors or a committee
thereof must approve only the initial
written Program. The rules provide a
covered entity with the discretion to
determine whether the Board or
management will approve changes to
the Program and the extent of Board
involvement in oversight of the
Program.

» The final rules clarify that only
relevant staff must be trained to
implement the Program, as necessary.

¢ Card issuers may satisfy the
requirements of this section by verifying
the address at the time the address
change notification is received, whether
or not the notification is linked to a
request for an additional or replacement
card—building on issuers’ existing
procedures.

» Covered entities need not comply
with the final rules until November 1,
2008.

The Agencies did consider whether it
would be appropriate to extend different
treatment or exempt small covered
entities from the requirements of this
section of the final rulemaking. The
Agencies note that identity theft can
occur in small entities as well as large
ones. The Agencies do not believe that
an exemption for small entities is
appropriate given the flexibility built
into the final rules and guidelines and
the importance of the statutory goals
and mandate of section 114.

As aresult of the changes and
clarifications noted above, this section
of the final rule is far more flexible and
less burdensome than that in the
proposed rules while still fulfilling the
statutory mandates enumerated in
section 114. Moreover, OTS has
concluded that the incremental cost of
these final rules and guidelines will not
impose undue costs and will not have
a significant economic impact on a
substantial number of small entities.

Rules Implementing Section 315

The proposed regulations
implementing section 315 required a
user of consumer reports to have
policies and procedures to enable the
user to form a reasonable belief that it
knows the identity of the consumer for
whom it has obtained a consumer
report. The proposed rules also required
the user to furnish to the CRA from
whoim it received the notice of address
discrepancy an address for the
consumer that the user has reasonably
confirmed is accurate when the user: (1)
Is able to form a reasonable belief that
it knows the identity of the consumer
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for whom the consumer report was
obtained; (2) establishes or maintains a
continuing relationship with the
consumer; and (3) regularly and in the
ordinary course of business furnishes
information to the CRA from which a
notice of address discrepancy pertaining
to the consumer was obtained.

In connection with the proposed
rulemaking OTS noted that the FACT
Act already requires CRAs to provide
notices of address discrepancy to users
of credit reports. OTS stated that with
respect to new accounts, a savings
association already is required by the
CIP rules to ensure that it knows the
identity of a person opening a new
account and to keep a record describing
the resolution of any substantive
discrepancy discovered during the
verification process. OTS also stated
that as a matter of good business
practice, most savings associations
currently have policies and procedures
in place to respond to notices of address
discrepancy when they are provided in
connection with both new and existing
accounts, by furnishing an address for
the consumer that the association has
reasonably confirmed is accurate to the
CRA from which it received the notice
of address discrepancy.

OTS specifically requested comment
on whether the proposed requirements
differ from small savings associations’
current practices and whether the
proposed requirements on users of
consumer reports to have policies and
procedures to respond to the receipt of
an address discrepancy could be altered
to minimize any burden imposed to the
extent consistent with the requirements
of the FACT Act.

Many suggestions received in
response to this solicitation for
comment would have required a
statutory change. However, many
commenters noted that section 315 does
not require the reporting of a confirmed
address to a CRA for a notice of address
discrepancy received for an existing
account. These commenters stated that
the level of regulatory burden imposed
by this requirement would be significant
and would force users to reconcile and
verity addresses millions of times a year
in connection with routine account
maintenance. Commenters maintained
that this would result in enormous costs
that provide relatively little benefit to
consumers. The final rules address these
comments and, accordingly, under the
rules implementing section 315, a user
is not obligated to furnish a confirmed
address for the consumer to the CRA in
connection with existing accounts.

Although, a savings association will
likely have to modify its existing
procedures to add a new procedure for

promptly reporting to CRAs the
reconciled address for new deposit
accounts, OTS has concluded that the
final rules implementing section 315
will not impose undue costs on savings
associations and will have not have a
significant economic impact on a
substantial number of small entities.
Finally, as mentioned earlier, the final
rules provide a transition period and do
not require covered entities to fully
comply with these requirements until
November 1, 2008.

FTC: The Regulatory Flexibility Act
("RFA”), 5 U.S.C. 601-612, requires that
the Commission provide an Initial
Regulatory Flexibility Analysis
(“IRFA”) with a proposed rule and a
Final Regulatory Flexibility Analysis
(“FRFA™), if any, with the final rule,
unless the Commission certifies that the
rule will not have a significant
economic impact on a substantial
number of small entities. See 5 U.S.C.
603-605.

The Commission hereby certifies that
the final regulations will not have a
significant economic impact on-a
substantial number of small business
entities. The Comunission recognizes
that the final regulations will affect a
substantial number of small businesses.
We do not expect, however, that the
final regulations will have a significant
economic impact on these small
entities.

The Commission continues to believe
that a precise estimate of the number of
small entities that fall under the final
regulations is not currently feasible.
Based on changes made to the final
regulations in response to comments
received, however, and the
Commission’s own experience and
knowledge of industry practices, the
Commission also continues to believe
that the cost and burden to small
business entities of complying with the
final regulations are minimal.
Accordingly, this document serves as
notice to the Small Business
Administration of the agency’s
certification of no effect. Nonetheless,
the Commission has decided to publish
a FRFA with these final regulations.
Therefore, the Commission has prepared
the following analysis:

1. Need for and Objectives of the Rule

The FTC is charged with enforcing the
requirements of sections 114 and 315 of
the Fair and Accurate Credit
Transactions Act of 2003 (FACT Act)
{15 U.S.C. §§1681m(e) and 1681c(h)(2)),
which require the FTC to establish
guidelines for financial institutions and
creditors identifying patterns, practices,
and specific forms of activity, that
indicate the possible existence of

identity theft, and regulations requiring
each financial institution and creditor to
establish policies and procedures for
implementing the guidelines. In
addition, section 114 requires credit and
debit card issuers to establish policies
and procedures to assess the validity of
a change of address request. Section 315
requires the FTC to develop policies and
procedures that a user of consumer
reports must employ when such a user
receives a notice of address discrepancy
from a consumer reporting agency
described in section 603(p) of the FCRA.
In this action, the FTC promulgates final
rules that would implement these
requirements of the FACT Act.

2. Significant Issues Received by Public
Comment

The Commission received a number
of comments on the effect of the
proposed regulations. Some of the
comments addressed the effect of the
proposed regulations on businesses
generally, and did not identify small
businesses as a particular category. The
FTC staff, therefore, has included all
comments in this FRFA that raised
potentially significant compliance
issues for small businesses, regardless of
whether the commenter identified small
businesses as being an affected category.

In drafting its PRA analysis for the
proposed regulations, FTC staff believed
that because motor vehicle dealers’
loans typically are financed by financial
institutions also subject to those
regulations, the dealers were likely to
use the latter’s programs as a basis to
develop their own. Therefore, although
subject to a high risk of identity theft,
their burden would be less than other
high-risk entities. Commenters,
however, noted among other concerns
that some motor vehicle dealers finance
their own loans. Thus, FTC staff no
longer is considering motor vehicle
dealers separately from other high-risk
entities.

As noted in the PRA analysis, the
Agencies continue to believe that many
of the high-risk entities, as part of their
usual and customary business practices,
already take steps to minimize losses
due to fraud. The final rulemaking
clarifies that only relevant staff need be
trained to implement the Program, as
necessary—meaning, for example, that
staff already trained as a part of a
covered entity’s anti-fraud prevention
efforts do not need to be re-trained
except as incrementally needed.
Notwithstanding this clarification, in
response to comments received, the
Agencies are increasing the burden
estimates attributable to training from
two to four hours, as is the FTC for high-
risk entities in their initial year of
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implementing the Program, but FTC
staff continues to believe that one hour
of recurring annual training remains a
reasonable estimate.

A few commenters believed that FTC
staff had underestimated the amount of
time it would take low-risk entities to
comply with the proposed regulations.
These commenters estimated that the
amount of time would range from 6 to
20 hours to create a program and 1 hour
each to train employees and draft the
annual report. The FTC staff believes
these estimates were based on a
misunderstanding of the requirements
of the proposed regulations, including
that the list of 31 Red Flags in the
proposed guidelines was intended to be
a checklist. The final regulations clarify
that the list of Red Flags is illustrative
only. Moreover, the emphasis of the
written Program, as required under the
final regulations, is to identify risks of
identity theft. To the extent that entities
with consumer accounts determine that
they have a minimal risk of identity
theft, they would be tasked only with
developing a streamlined Program.
Therefore, FTC staff does not believe
that it would take such an entity 6 to 20
hours to develop a Program, 1 hour to
train employees, and 1 hour to draft an
annual report on risks of identity theft
which are minimal or non-existent.
Nonetheless, FTC staff believes that it
may have underestimated the time low-
risk entities may need to initially apply
the final rule to develop a Program.
Thus, FTC staff has increased from 20
minutes to 1 hour its previously stated
estimate for this activity.

In addition, the final regulations have
been revised from the proposed
regulations to alleviate the burden of
creating a written Program for entities
that determine that they do not have any
covered accounts. The FTC staff
believes that entities subject to a low
risk of identity theft, but not having
consumer accounts, will likely
determine that they do not have covered
accounts. Such entities would not be
required to develop a written Program.
The FTC staff estimates that
approximately 9,191,496 78 of the
10,813,525 low-risk entities subject to
the requirement to create a written
Program under the proposed regulations
will not have covered accounts under
the final rule. Therefore, although these
9,191,496 low-risk entities will have to

78 This estimate is derived from an analysis of a
database of U.S. businesses based on NAICS codes
for businesses that market goods or services to
consumers or other businesses, net of the number
of creditors subject to the FTC’s jurisdiction, an
estimated subset of which comprise anticipated
low-risk entities not having covered accounts under
the final rule.

conduct a periodic risk assessment to
determine if they covered accounts, they
will not be required to develop a written
Program, thereby substantially reducing
the original burden estimate in the
NPRM for low-risk entities.

The FTC received additional
comments on its IRFA requesting that
the FTC delay implementation of the
final rules for small businesses by a
minimum of six months, consider
creating a certification form for low-risk
entities, and develop a small business
compliance guide. The Agencies have
set a mandatory compliance deadline of
November 1, 2008, thereby providing all
entities with well over six months in
which to implement the final
regulations. The FTC staff will be
developing a small business compliance
guide prior to the mandatory
compliance deadline of November 1,
2008. The FTC staff will consider
whether to include any model forms in
such guide.

The FTC did not receive any
comments on its IRFA for the proposed
regulations implementing section 114
requiring credit and debit card issuers to
establish policies and procedures to
assess the validity of a change of
address request, including notifying the
cardholder or using another means of
assessing the validity of the change of
address. The FTC staff does not believe
that the changes made to the final
regulation have altered its original
burden estimates.

The FTC did not receive any
comments on its IRFA relating to the
proposed regulations under section 315.

3. Small Entities to Which the Final
Rule Will Apply

The final regulations apply to a wide
variety of business categories under the
Small Business Size Standards.
Generally, the final regulations would
apply to financial institutions, creditors,
and users of consumer reports. In
particular, entities under FTC’s
jurisdiction covered by section 114
include State-chartered credit unions,
non-bank lenders, mortgage brokers,
automobile dealers, utility companies,
telecommunications companies, and
any other person that regularly
participates in a credit decision,
including setting the terms of credit.
The section 315 requirements apply to
State-chartered credit unions, non-bank
lenders, insurers, landlords, employers,
mortgage brokers, automobile dealers,
collection agencies, and any other
person who requests a consumer report
from a consumer reporting agency
described in section 603(p) of the FCRA.

Given the coverage oftﬁe final rules,
a very large number of small entities

across almost every industry could be
subject to the final rules. For the
majority of these entities, a small
business is defined by the Small
Business Administration as one whose
average annual receipts do not exceed
$6.5 million or who have fewer than 500
employees.”®

Section 114: As discussed in the PRA
section of this Notice, given the broad
scope of section 114’s requirements, it is
difficult to determine with precision the
number of financial institutions and
creditors that are subject to the FTC's
jurisdiction. There are numerous small
businesses under the FTC’s jurisdiction
and there is no formal way to track
them; moreover, as a whole, the entities
under the FTC’s jurisdiction are so
varied that there are no general sources
that provide a record of their existence.
Nonetheless, FTC staff estimates that the
final regulations implementing section
114 will affect over 3500 financial
institutions and over 11 million
creditors 89 subject to the FTC’s
jurisdiction, for a combined total of
approximately 11.1 million affected
entities. Of this total, the FTC staff
expects that well over 90% of these
firms qualify as small businesses under
existing size standards (i.e., $165
million in assets for financial
institutions and $6.5 million in sales for
many creditors).

One commenter acknowledged that
the FTC’s estimates as to the number of
small entities that will be affected were
accurate, but did not provide precise
numbers.

The final regulations implementing
section 114 also require credit and debit
card issuers to establish policies and
procedures to assess the validity of a
change of address request. Indeed, the
final regulations require credit and debit
card issuers to notify the cardholder or
to use another means of assessing the
validity of the change of address. FTC
staff believes that there may be as many
as 3,764 credit or debit card issuers that
fall under the jurisdiction of the FTC
and that well over 80% of these firms
qualify as small businesses under
existing size standards (i.e., $165
million in assets for financial

78 These numbers represent the size standards for
most retail and service industries ($6.5 million total
receipts) and manufacturing industries (500
employees). A list of the SBA’s size standards for
all industries can be found at http://www.sha.gov/
size/summary-whatis. html.

80 This estimate is derived from census data of
U.S. businesses based on NAICS codes for
businesses that market goods or services to
consumers and businesses. 2003 County Business
Patterns, U.S. Census Bureau (hitp://
censtats.census.gov/cgi- bin/chpnaic/chpsel pl); and
2002 Economic Census, Bureau (htip://
www.census. gov/econ/census02/].
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institutions and $6.5 million in sales for
many creditors).

The Commission did not receive any
comments to the IRFA on the latter
credit or debit card issuers that would
allow it to determine the precise
number of small entities that will be
affected.

Section 315: As discussed in the PRA
section of this Notice, given the broad
scope of section 315’s requirements, it is
difficult to determine with precision the
number of users of consumer reports
that are subject to the FTC’s jurisdiction.
There are numerous small businesses
under the FTC’s jurisdiction and there
is no formal way to track them;
moreover, as a whole, the entities under
the FTC’s jurisdiction are so varied that
there are no general sources that provide
a record of their existence. Nonetheless,
FTC staff estimates that the final
regulations implementing section 315
will affect approximately 1.6 million
users of consumer reports subject to the
FTC’s jurisdiction 81 and that well over
90% of these firms qualify as small
businesses under existing size standards
(i.e., $165 million in assets for financial
institutions and $6.5 million in sales for
many creditors).

The Commission did not receive any
comments to the IRFA on the proposed
regulations under Section 315 that
would allow it to determine the precise
number of small entities that will be
affected.

4. Projected Reporting, Recordkeeping
and Other Compliance Requirements

The final requirements will involve
some increased costs for affected
parties. Most of these costs will be
incurred by those required to conduct
periodic risk assessments, and draft
identity theft Programs and annual
reports. There will also be costs
associated with training, and for credit
and debit card issuers to establish
policies and procedures to assess the
validity of a change of address request.
In addition, there will be costs related
to developing reasonable policies and
procedures that a user of consumer
reports must employ when a user
receives a notice of address discrepancy
from a consumer reporting agency, and
for furnishing an address that the user
has reasonably confirmed is accurate.
The Commission does not expect,
however, that the increased costs

81 This estimate is derived from census data of
U.S. businesses based on NAICS codes for
businesses that market goods or services to
consumers and businesses. 2003 County Business
Patterns, U.S. Census Bursau (http//
censtats.census.gov/cgi-bin/chpnaic/chpsel pl); and
2002 Economic Census, Bureau (hitp://
WWW.CENEUS. gOV/econ/censusiz/).

associated with the final regulations
will be significant as explained below.

Section 114: The FTC staff estimates
that there may be as many as 90% of the
businesses affected by the proposed
rules under section 114 that are subject
to a high risk of identity theft that
qualify as small businesses. It is likely
that many such entities already engage
in various activities to minimize losses
due to fraud as part of their usual and
customary business practices.
Accordingly, the impact of the proposed
requirements would be merely
incremental and not significant. In
particular, the rule will direct many of
these entities to consolidate their
existing policies and procedures into a
written Program and may require some
additional staff training.

The FTC expects that well over 90%
of the businesses affected by the
proposed rules under section 114 that
are subject to a low risk of identity theft
qualify as small businesses under
existing size standards (i.e., $165
million in assets for financial
institutions and $6.5 million in sales for
many creditors). The final requirements
are drafted in a flexible manner that
limits the burden on a substantial
majority of low-risk entities to
conducting periodic risk assessments for
covered accounts, and allows the
remaining minority of low-risk entities
to develop and implement different
types of programs based upon their size,
complexity, and the nature and scope of
their activities. As a result, the FTC staff
expects that the burden on these low-
risk entities will be minimal (i.e., not
significant). The final regulations would
require low-risk entities that have
covered accounts that have no existing
identity theft procedures to state in
writing their low-risk of identity theft,
train staff to be attentive to future risks
of identity theft, and, if appropriate,
prepare an annual report. The FTC staff
believes that, for the affected low-risk
entities, such activities will be not be
complex or resource-intensive tasks.

The final regulations implementing
section 114 also require credit and debit
card issuers to establish policies and
procedures to assess the validity of a
change of address request. It is likely
that most of the entities have automated
the process of notifying the cardholder
or using other means to assess the
validity of the change of address such
that implementation will pose no
further burden. For those that do not,
the FTC staff expects that a small
number of such entities {100) will need
to develop policies and procedures to
assess the validity of a change of
address request. The impacts on such

entities should not be significant,
however.

In calculating the costs, FTC staff
assumes that for all entities,
professional technical personnel and/or
managerial personnel will conduct the
periodic risk assessment, create and
implement the Program, prepare the
annual report, train employees, and
assess the validity of a change of
address request.

Section 315: The final regulations
implementing section 315 provide
guidance regarding reasonable policies
and procedures that a user of consumer
reports must employ when a user
receives a notice of address discrepancy
from a consumer reporting agency. The
final regulations also require a user of
consumer reports to furnish an address
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from which it receives a notice
of address discrepancy, but only to the
extent that such user regularly and in
the ordinary course of business
furnishes information to such consumer
reporting agency. The FTC staff believes
that the impacts on users of consumer
reports that are small businesses will
not be significant. As discussed in the
PRA section of the NPRM, the FTC staff
believes that it will not take users of
consumer reports under FTC
jurisdiction a significant amount of time
to develop policies and procedures that
they will employ when they receive a
notice of address discrepancy. FTC staff
believes that only 10,000 of such users
of consumer reports furnish information
to consumer reporting agencies as part
of their usual and customary business
practices and that approximately 20% of
these entities qualify as small
businesses. Therefore, the staff estimates
that 2,000 small businesses will be
affected by this portion of the final
regulation that requires furnishing the
correct address. As discussed in the
PRA section of this NPRM, FTC staff
estimates that it will not take such users
of consumer reports a significant
amount of time to develop the policies
and procedures for furnishing the
correct address to the consumer
reporting agencies pursuant to the final
regulations for implementing section
315. The FTC staff estimates that the
costs associated with these impacts will
not be significant.

In calculating these costs, FTC staff
assumes that the policies and
procedures for notice of address
discrepancy and furnishing the correct
address will be set up by administrative
support personnel.
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5. Steps Taken To Minimize Significant
Economic Impact of the Rule on Small
Entities

The Commission considered whether
any significant alternatives, caonsistent
with the purposes of the FACT Act,
could further minimize the final
regulations’ impact on small entities.
The FTC asked for comment on this
issue. The final requirements are drafted
in a flexible manner that limits the
burden on a substantial majority of low-
risk entities to conducting periodic risk
assessments for covered accounts and
allows the remaining minority of low-
risk entities to develop and implement
different types of programs based upon
their size, complexity, and the nature
and scope of their activities. In addition,
a commenter requested that the FTC
delay implementation of the final rules
for small businesses by a minimum of
six months, produce a shortened Red
Flags list, consider creating a
certification form for low-risk entities,
and develop a small business
compliance guide. The Agencies have
set a mandatory compliance deadline of
November 1, 2008, thereby providing all
entities with well over six months in
which to implement the final
regulations. As discussed in the PRA
analysis infra, the Agencies have
clarified that the Red Flags Supplement
is illustrative only, and is not intended
to be used as a checklist. Therefore, the
Agencies did not consider it necessary
to alter the Red Flags listed. The FTC
staff will be developing a small business
compliance guide prior to the
mandatory compliance deadline of
November 1, 2008. The FTC staff will
consider whether to include any model
forms in such guide.

C. OCC and OTS Executive Order 12866
Determination

The OCC and the OTS each have
independently determined that the final
rule is not a “significant regulatory
action” as defined in Executive Order
12866 because the annual effect on the
ecanomy is less than $100 million.
Accordingly, a regulatory assessment is
not required.

D. OCC and OTS Executive Order 13132
Determination

The OCC and the OTS each has
determined that these final rules do not
have any federalism implications for
purposes of Executive Order 13132.

E. NCUA Executive Order 13132
Determination

Executive Order 13132 encourages
independent regulatory agencies to
consider the impact of their actions on
State and local interests. In adherence to

fundamental federalism principles, the
NCUA, an independent regulatory
agency as defined in 44 U.S.C. 3502(5)
voluntarily complies with the Executive
Order. These final rules apply only to
federally chartered credit unions and
wauld not have substantial direct effects
on the States, on the connection
between the national government and
the States, or on the distribution of
power and responsibilities among the
various levels of government. The
NCUA has determined that these final
rules do not constitute a policy that has
federalism implications for purposes of
the Executive Order.

F. OCC and OTS Unfunded Mandates
Reform Act of 1995 Determination

Section 202 of the Unfunded
Mandates Reform Act of 1995, Public
Law 104—4 (Unfunded Mandates Act)
requests that an agency prepare a
budgetary impact statement before
promulgating a rule that includes a
federal mandate that may result in
expenditure by State, local, and tribal
governments, in the aggregate, or by the
private section, of $100 million or more
in any one year. If a budgetary impact
statement is required, section 205, of the
Unfunded Mandates Act also requires
an agency to identify and consider a
reasonable number of regulatory
alternatives before promulgating a rule.

The OCC and OTS each has
determined that this rule will not result
in expenditures by State, local, and
tribal governments, or by the private
sector, of $100 million or more. National
banks and savings associations already
employ a variety of measures that satisfy
the requirements of the final rulemaking
because, as described earlier, these are
usual and customary business practices
to minimize losses due to fraud, or
because, as described earlier, they
already comply with other existing
regulations and guidance that relate to
information security, authentication,
identity theft, and response programs.
Accordingly, neither the OCC not the
OTS has prepared a budgetary impact
statement or specifically addressed the
regulatory alternatives considered.

G. NCUA: The Treasury and General
Government Appropriations Act, 1999—
Assessment of Federal Regulations and
Policies on Families

The NCUA has determined that these
final rules will not affect family well-
being within the meaning of section 654
of the Treasury and General
Government Appropriations Act, 1999,
Pub. L. 105-277, 112 Stat. 2681 (1998).

H. NCUA: Small Business Regulatory
Enforcement Fairness Act of 1996
(SBREFA) Determination

A SBREFA (Pub. L. 104-121)
reporting requirement is triggered in
instances where NCUA issues a final
rule as defined by section 551 of the
Administrative Procedure Act, 5 U.S.C.
551. NCUA has determined this final
rule is not a major rule for purposes of
SBREFA and the Office of Management
and Budget (OMB) has concurred.

I Plain Language

Section 722 of the Gramm-Leach-
Bliley Act (12 U.S.C. 4809) requires the
Federal banking agencies and the NCUA
to use “'plain language” in all proposed
and final rules published in the Federal
Register. The Agencies received no
comments on how to make the rules
easier to understand, and believe the
final rules are presented in a clear and
straightforward manner.

List of Subjects
12 CFR Part 41

Banks, banking, Consumer protection,
National Banks, Reporting and
recordkeeping requirements.

12 CFR Part 222

Banks, banking, Holding companies,
state member banks.

12 CFR Part 334

Administrative practice and
procedure, Bank deposit insurance,
Banks, banking, Reporting and
recordkeeping requirements, Safety and
soundness.

12 CFR Part 364

Administrative practice and
procedure, Bank deposit insurance,
Banks, banking, Reporting and
recordkeeping requirements, Safety and
Soundness.

12 CFR Part 571

Consumer protection, Credit, Fair
Credit Reporting Act, Privacy, Reporting
and recordkeeping requirements,
Savings associations.

12 CFR Part 717

Consumer protection, Credit unions,
Fair credit reporting, Privacy, Reporting
and recordkeeping requirements.

16 CFR Part 681

Fair Credit Reporting Act, Consumer
reports, Consumer report users,
Consumer reporting agencies, Credit,
Creditars, Information furnishers,
Identity theft, Trade practices.
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Department of the Treasury

Office of the Comptroller of the
Currency

12 CFR Chapter I
Authority and Issuance

m For thereasons discussed in the joint
preamble, the Office of the Comptroller
of the Currency amends Part 41 of title
12, chapter I, of the Code of Federal
Regulations as follows:

PART 41—FAIR CREDIT REPORTING

m 1. The authority citation for part 41
continues to read as follows:

Authority: 12 U.S.C. 1 et seq., 24 (Seventh),
93a, 481, 484, and 1818; 15 U.S.C. 1681a,
1681b, 1681¢, 1681m, 1681s, 1681s-3, 1681,
1681w, Sec. 214, Pub. L. 108-159, 117 Stat.
1952.

Subpart A—General Provisions

m 2. Section 41.1 is added to read as
follows:

§41.1 Purpose.

(a) Purpose. The purpose of this part
is to establish standards for national
banks regarding consumer report
information. In addition, the purpose of
this part is to specify the extent to
which national banks may obtain, use,
or share certain information. This part
also contains a number of measures
national banks must take to combat
consumer fraud and related crimes,
including identity theft.

(b) [Reserved]

m 3. Amend § 41.3 by revising the
introductory text to read as follows:

§41.3 Definitions.

For purposes of this part, unless

explicitly stated otherwise:
* * * * *

m 4. Revise the heading for Subpart [ to
read as follows:

Subpart I—Duties of Users of
Consumer Reports Regarding Address
Discrepancies and Records Disposal

m 5. Add §41.82 to read as follows:

§41.82 Duties of users regarding address
discrepancies.

{a) Scope. This section applies to a
user of consumer reports (user) that
receives a notice of address discrepancy
from a consumer reporting agency, and
that is a national bank, Federal branch
or agency of a foreign bank, or any of
their operating subsidiaries that are not
functionally regulated within the
meaning of section 5(c)(5) of the Bank
Holding Company Act of 1956, as
amended (12 U.S.C. 1844(c)(5)).

(b) Definition. For purposes of this
section, a notice of address discrepancy
means a notice sent to a user by a
consumer reporting agency pursuant to
15 U.S.C. 1681c(h)(1), that informs the
user of a substantial difference between
the address for the consumer that the
user provided to request the consumer
report and the address(es) in the
agency'’s file for the consumer.

(c) Reasonable belief. (1) Requirement
to form a reasonable belief. A user must
develop and implement reasonable
policies and procedures designed to
enable the user to form a reasonable
belief that a consumer report relates to
the consumer about whom it has
requested the report, when the user
receives a notice of address discrepancy.

(2) Examples of reasonable policies
and procedures. (i) Comparing the
information in the consumer report
provided by the consumer reporting
agency with information the user:

(A) Obtains and uses to verify the
consumer’s identity in accordance with
the requirements of the Customer
Information Program (CIP) rules
implementing 31 U.S.C. 5318(]) (31 CFR
103.121);

(B) Maintains in its own records, such
as applications, change of address
notifications, other customer account
records, or retained CIP documentation;
or

(C) Obtains from third-party sources;
or

(ii) Verifying the information in the
consumer report provided by the
consumer reporting agency with the
consumer.

(d) Consumer’s address. (1)
Requirement to furnish consumer’s
address to a consumer reporting agency.
A user must develop and implement
reasonable policies and procedures for
furnishing an address for the consumer
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from whom it received the
notice of address discrepancy when the
user:

(i) Can form a reasonable belief that
the consumer report relates to the
consumer about whom the user
requested the report;

(ii) Establishes a continuing
relationship with the consumer; and

(iii) Regularly and in the ordinary
course of business furnishes information
to the consumer reporting agency from
which the notice of address discrepancy
relating to the consumer was obtained.

(2) Examples of confirmation
methods. The user may reasonably
confirm an address is accurate by:

(i) Verifying the address with the
consumer about whom it has requested
the report;

(if) Reviewing its own records to
verify the address of the consumer;

(iii) Verifying the address through
third-party sources; or

(iv) Using other reasonable means.

(3) Timing. The policies and
procedures developed in accordance
with paragraph (d)(1) of this section
must provide that the user will furnish
the consumer’s address that the user has
reasonably confirmed is accurate to the
consumer reporting agency as part of the
information it regularly furnishes for the
reporting period in which it establishes
a relationship with the consumer.

m 6. Add Subpart J to part 41 to read as
follows:

Subpart J—Identity Theft Red Flags

Sec.

41.90 Duties regarding the detection,
prevention, and mitigation of identity
theft.

41.91 Duties of card issuers regarding
changes of address.

Subpart J—ldentity Theft Red Flags

§41.90 Duties regarding the detection,
prevention, and mitigation of identity theft.
(a) Scope. This section applies to a
financial institution or creditor that is a
national bank, Federal branch or agency

of a foreign bank, and any of their
operating subsidiaries that are not
functionally regulated within the
meaning of section 5(c)(5) of the Bank
Holding Company Act of 1956, as
amended (12 U.S.C. 1844(c)(5)).

(b) Definitions. For purposes of this
section and Appendix J, the following
definitions apply:

(1) Account means a continuing
relationship established by a person
with a financial institution or creditor to
obtain a product or service for personal,
family, household or business purposes.
Account includes:

(i) An extension of credit, such as the
purchase of property or services
involving a deferred payment; and

(ii) A deposit account.

(2) The term board of directors
includes:

(i) In the case of a branch or agency
of a foreign bank, the managing official
in charge of the branch or agency; and

(ii) In the case of any other creditor
that does not have a board of directors,
a designated employee at the level of
senior management.

(3) Covered account means:

(i) An account that a financial
institution or creditor offers or
maintains, primarily for personal,
family, or household purposes, that
involves or is designed to permit
multiple payments or transactions, such
as a credit card account, mortgage loan,
automobile loan, margin account, cell
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phone account, utility account,
checking account, or savings account;
and

{ii) Any other account that the
financial institution or creditor offers or
maintains for which there is a
reasonably foreseeable risk to customers
or to the safety and soundness of the
financial institution or creditor from
identity theft, including financial,
operational, compliance, reputation, or
litigation risks.

(4) Credit has the same meaning as in
15 U.S.C. 1681a(r}(5).

(5) Creditor has the same meaning as
in 15 U.S.C. 1681a(r)(5), and includes
lenders such as banks, finance
companies, automobile dealers,
mortgage brokers, utility companies,
and telecommunications companies.

{6) Customer means a person that has
a covered account with a financial
institution or creditor.

(7) Financial institution has the same
meaning as in 15 U.S.C, 1681a(t).

(8) Identity theft has the same
meaning as in 16 CFR 603.2(a).

(9) Red Flag means a pattern, practice,
or specific activity that indicates the
possible existence of identity theft.

(10) Service provider means a person
that provides a service directly to the
financial institution or creditor.

(c) Periodic Identification of Covered
Accounts. Each financial institution or
creditor must periodically determine
whether it offers or maintains covered
accounts. As a part of this
determination, a financial institution or
creditor must conduct a risk assessment
to determine whether it offers or
maintains covered accounts described
in paragraph (b)(3)(ii) of this section,
taking into consideration:

(1) The methods it provides to open
its accounts;

(2) The methods it provides to access
its accounts; and

(3) Its previous experiences with
identity theft.

(d) Establishment of an Identity Theft
Prevention Program. (1) Program
requirement. Each financial institution
or creditor that offers or maintains one
or more covered accounts must develop
and implement a written Identity Theft
Prevention Program (Program) that is
designed to detect, prevent, and mitigate
identity theft in connection with the
opening of a covered account or any
existing covered account. The Program
must be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities.

(2) Elements of the Program. The
Program must include reasonable
policies and procedures to:

(i) Identify relevant Red Flags for the
covered accounts that the financial
institution or creditor offers or
maintains, and incorporate those Red
Flags into its Program;

(ii) Detect Red Flags that have been
incorporated into the Program of the
financial institution or creditor;

(iii) Respond appropriately to any Red
Flags that are detected pursuant to
paragraph {d)(2)(ii) of this section to
prevent and mitigate identity theft; and

(iv) Ensure the Program (including the
Red Flags determined to be relevant) is
updated periodically, to reflect changes
in risks to customers and to the safety
and soundness of the financial
institution or creditor from identity
theft.

(e) Administration of the Program.
Each financial institution or creditor
that is required to implement a Program
must provide for the continued
administration of the Program and must:

(1) Obtain approval of the initial
written Program from either its board of
directors or an appropriate committee of
the board of directors;

(2) Involve the board of directors, an
appropriate committee thereof, or a
designated employee at the level of
senior management in the oversight,
development, implementation and
administration of the Program;

(3) Train staff, as necessary, to
effectively implement the Program; and

(4) Exercise appropriate and effective
oversight of service provider
arrangements.

(f) Guidelines. Each financial
institution or creditor that is required to
implement a Program must consider the
guidelines in Appendix J of this part
and include in its Program those
guidelines that are appropriate.

§41.91 Duties of card issuers regarding
changes of address.

(a) Scope. This section applies to an
issuer of a debit or credit card (card
issuer) that is a national bank, Federal
branch or agency of a foreign bank, and
any of their operating subsidiaries that
are not functionally regulated within the
meaning of section 5(c)(5) of the Bank
Holding Company Act of 1956, as
amended (12 U.S.C. 1844(c)(5)).

(b) Definitions. For purposes of this
section:

(1) Cardholder means a consumer
who has been issued a credit or debit
card.

(2) Clear and conspicuous means
reasonably understandable and
designed to call attention to the nature
and significance of the information
presented.

(c) Address validation requirements.
A card issuer must establish and

implement reasonable policies and
procedures to assess the validity of a
change of address if it receives
notification of a change of address for a
consumer’s debit or credit card account
and, within a short period of time
afterwards (during at least the first 30
days after it receives such notification),
the card issuer receives a request for an
additional or replacement card for the
same account. Under these
circumstances, the card issuer may not
issue an additional or replacement card,
until, in accordance with its reasonable
policies and procedures and for the
purpose of assessing the validity of the
change of address, the card issuer:

(1)(i) Notifies the cardholder of the
request:

(A) At the cardholder’s former
address; or

{B) By any other means of
communication that the card issuer and
the cardholder have previously agreed
to use; and

(ii) Provides to the cardholder a
reasonable means of promptly reporting
incorrect address changes; or

(2) Otherwise assesses the validity of
the change of address in accordance
with the policies and procedures the
card issuer has established pursuant to
§41.90 of this part.

(d) Alternative timing of address
validation. A card issuer may satisfy the
requirements of paragraph (c) of this
section if it validates an address
pursuant to the methods in paragraph
(c)(1) or (c)(2) of this section when it
receives an address change notification,
before it receives a request for an
additional or replacement card.

(e) Form of notice. Any written or
electronic notice that the card issuer
provides under this paragraph must be
clear and conspicuous and provided
separately from its regular
correspondence with the cardholder.

Appendices D-T [Reserved]

m 7. Add and reserve appendices D
through I to part 41.

m 8. Add Appendix ] to part 41 to read
as follows:

Appendix | to Part 41—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Section 41.90 of this part requires each
financial institution and creditor that offers
or maintaius one or more covered accounts,
as defined in § 41.90(b}{3) of this part, to
develop and provide for the continued
administration of a written Program to detect,
prevent, and mitigate identity theft in
connection with the opening of a covered
account or any existing covered account.
These guidelines are intended to assist
financial institutions and creditors in the
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formulation and maintenance of a Program
that satisfies the requirements of § 41.90 of
this part.

I. The Program

In designing its Program, a financial
institution or creditor may incorporate, as
appropriate, its existing policies, procedures,
and other arrangements that control
reasonably foreseeable risks to customers or
to the safety and soundness of the financial
institution or creditor from identity theft.

II. Identifying Relevant Red Flags

(a) Risk Factors. A financial institution or
creditor should consider the following factors
in identifying relevant Red Flags for covered
accounts, as appropriate:

(1) The types of covered accounts it offers
or maintains;

{2} The methods it provides to open its
covered accounts;

(3) The methods it provides to access its
covered accounts; and

(4) Its previous experiences with identity
theft.

(b} Sources of Red Flags. Financial
institutions and creditors should incorporate
relevant Red Flags from sources such as:

(1) Incidents of identity theft that the
financial institution or creditor has
experienced;

(2) Methods of identity theft that the
financial institution or creditor has identified
that reflect changes in identity theft risks;
and

(3) Applicable supervisory guidance.

(c} Categories of Red Flags. The Program
should include relevant Red Flags from the
following categories, as appropriate.
Examples of Red Flags from each of these
categories are appended as Supplement A to
this Appendix J.

(1) Alerts, notifications, or other warnings
received from consumer reporting agencies or
service providers, such as fraud detection
services;

(2} The presentation of suspicious
documents;

(3) The presentation of suspicious personal
identifying information, such as a suspicious
address change;

(4) The unusual use of, or other suspicious
activity related to, a covered account; and

(5) Notice from customers, victims of
identity theft, law enforcement authorities, or
other persons regarding possible identity
theft in connection with covered accounts
held by the financial institution or creditor.

[IL. Detecting Red Flags

The Program’s policies and procedures
should address the detection of Red Flags in
connection with the opening of covered
accounts and existing covered accounts, such
as by:

(a) Obtaining identifying information -
about, and verifying the identity of, a person
opening a covered account, for example,
using the policies and procedures regarding
identification and verification set forth in the
Customer Identification Program rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121}; and

(b) Authenticating customers, monitoring
transactions, and verifying the validity of
1ge of address requests, in the case of
existing covered accounts.

IV. Preventing and Mitigating Identity Theft

The Program'’s policies and procedures
should provide for appropriate responses to
the Red Flags the financial institution or
creditor has detected that are commensurate
with the degree of risk posed. In determining
an appropriate response, a financial
institution or creditor should consider
aggravating factors that may heighten the risk
of identity theft, such as a data security
incident that results in unauthorized access
to a customer’s account records held by the
financial institution, creditor, or third party,
or notice that a customer has provided
information related to a covered account held
by the financial institution or creditor to
someone fraudulently claiming to represent
the financial institution or creditor or to a
fraudulent website. Appropriate responses
may include the following:

(a) Monitoring a covered account for
evidence of identity theft;

(b} Contacting the customer;

(c) Changing any passwords, security
codes, or other security devices that permit
access to a covered account;

(d) Reopening a covered account with a
new account number;

(e) Not opening a new covered account;

(f) Closing an existing covered account;

(g} Not attempting to collect on a covered
account or not selling a covered account to
a debt collector;

(h) Notifying law enforcement; or

(i) Determining that no response is
warranted under the particular
circumstances.

V. Updating the Program

Financial institutions and creditors should
update the Program (including the Red Flags
determined to be relevant) periodically, to
reflect changes in risks to customers or to the
safety and soundness of the financial
institution or creditor from identity theft,
based on factors such as:

(a) The experiences of the financial
institution or creditor with identity theft;

(b} Changes in methods of identity theft;

(c} Changes in methods to detect, prevent,
and mitigate identity theft;

(d) Changes in the types of accounts that
the financial institution or creditor offers or
maintains; and

(e} Changes in the business arrangements
of the financial institution or creditor,
including mergers, acquisitions, alliances,
joint ventures, and service provider
arrangements.

VI. Methods for Administering the Program

{a) Oversight of Program. Qversight by the
board of directors, an appropriate committee
of the board, or a designated employee at the
level of senior management should include:

(1} Assigning specific responsibility for the
Program’s implementation;

(2) Reviewing reports prepared by staff
regarding compliance by the financial
institution or creditor with § 41.90 of this
part; and

(3) Approving material changes to the
Program as necessary to address changing
identity theft risks.

(b} Reports. (1) In general. Staff of the
financial institution or creditor responsible
for development, implementation, and

administration of its Program should report
to the board of directors, an appropriate
committee of the board, or a designated
employee at the level of senior management,
at least annually, on compliance by the
financial institution or creditor with § 41.90
of this part.

{2} Contents of report. The report should
address material matters related to the
Program and evaluate issues such as: the
effectiveness of the policies and procedures
of the financial institution or creditor in
addressing the risk of identity theft in
connection with the opening of covered
accounts and with respect to existing covered
accounts; service provider arrangements;
significant incidents involving identity theft
and management’s response; and
recommendations for material changes to the
Program.

(c) Oversight of service provider
arrangements. Whenever a financial
institution or creditor engages a service
provider to perform an activity in connection
with one or more covered accounts the
financial institution or creditor should take
steps to ensure that the activity of the service
provider is conducted in accordance with
reasonable policies and procedures designed
to detect, prevent, and mitigate the risk of
identity theft. For example, a financial
institution or creditor could require the
service provider by contract to have policies
and procedures to detect relevant Red Flags
that may arise in the performance of the
service provider’s activities, and either report
the Red Flags to the financial institution or
creditor, or to take appropriate steps to
prevent or mitigate identity theft.

VIIL Other Applicable Legal Requirements

Financial institutions and creditors should
be mindful of other related legal
requirements that may be applicable, such as:

(a) For financial institutions and creditors
that are subject to 31 U.S.C. 5318(g), filing a
Suspicious Activity Report in accordance
with applicable law and regulation;

(b} Implementing any requirements under
15 U.5.C. 1681c-1(h) regarding the
circumstances under which credit may be
extended when the financial institution or
creditor detects a fraud or active duty alert;

(¢) Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.S.C. 1681s-2,
for example, to correct or update inaccurate
or incomplete information, and to not report
information that the furnisher has reasonable
cause to believe is inaccurate; and

{d) Complying with the prohibitions in 15
U.S.C. 1681m on the sale, transfer, and
placement for collection of certain debts
resulting from identity theft.

Supplement A to Appendix |

In addition to incorporating Red Flags from
the sources recommended in section ILb. of
the Guidelines in Appendix J of this part,
each financial institution or creditor may
consider incorporating into its Program,
whether singly or in combination, Red Flags
from the following illustrative examples in
connection with covered accounts:
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Alerts, Notifications or Warnings from a
Consumer Reporting Agency

1. A fraud or active duty alert is included
with a consumer report.

2. A consumer reporting agency provides a
notice of credit freeze in response to a
request for a consumer report.

3. A consumer reporting agency provides a
notice of address discrepancy, as defined in
§41.82(bJ of this part.

4. A consumer report indicates a pattern of
activity that is inconsistent with the history
and usual pattern of activity of an applicant
or customer, such as:

a. A recent and significant increase in the
volume of inquiries;

b. An unusual number of recently
established credit relationships;

c. A material change in the use of credit,
especially with respect to recently
established credit relationships; or

d. An account that was closed for cause or
identified for abuse of account privileges by
a financial institution or creditor.

Suspicious Documents

5. Documents provided for identification
appear to have been altered or forged.

6. The photograph or physical description
on the identification is not consistent with
the appearance of the applicant or customer
presenting the identification.

7. Other information on the identification
is not consistent with information provided
by the person opening a new covered account
or customer presenting the identification.

8. Other information on the identification
is not consistent with readily accessible
information that is on file with the financial
institution or creditor, such as a signature
card or a recent check.

9. An application appears to have been
altered or forged, or gives the appearance of
having been destroyed and reassembled.

Suspicious Personal Identifying Information

10. Personal identifying information
provided is inconsistent when compared
against external information sources used by
the financial institution or creditor. For
example:

a. The address does not match any address
in the consumer report; or

b. The Social Security Number (SSN) has
not been issued, or is listed on the Social
Security Administration’s Death Master File.

11. Personal identifying information
provided by the customer is not consistent
with other personal identifying information
provided by the customer. For example, there
is a lack of correlation between the SSN
range and date of birth.

12. Personal identifying information
provided is associated with known
fraudulent activity as indicated by internal or
third-party sources used by the financial
institution or creditor. For example:

a. The address on an application is the
same as the address provided on a fraudulent
application; or

b. The phone number on an application is
the same as the number provided on a
fraudulent application.

13. Personal identifying information
provided is of a type commonly associated
with fraudulent activity as indicated by

internal or third-party sources used by the
financial institution or creditor. For example:

a. The address on an application is
fictitious, a mail drop, or a prison; or

b. The phone number is invalid, or is
associated with a pager or answering service.

14. The SSN provided is the same as that
submitted by other persons opening an
account or other customers.

15. The address or telephone number
provided is the same as or similar to the
account number or telephone number
submitted by an unusually large number of
other persons opening accounts or other
customers.

16. The person opening the covered
account or the customer fails to provide all
required personal identifying information on
an application or in response to notification
that the application is incomplete.

17. Personal identifying information
provided is not consistent with personal
identifying information that is on file with
the financial institution or creditor.

18. For financial institutions and creditors
that use challenge questions, the person
opening the covered account or the customer
cannot provide authenticating information
beyond that which generally would be
available from a wallet or consumer report.

Unusual Use of, or Suspicious Activity
Related to, the Covered Account

19. Shortly following the notice of a change
of address for a covered account, the
institution or creditor receives a request for
a new, additional, or replacement card or a
cell phone, or for the addition of authorized
users on the account.

20. A new revolving credit account is used
in a manner commonly associated with
known patterns of fraud patterns. For
example:

a. The majority of available credit is used
for cash advances or merchandise that is
easily convertible to cash (e.g., electronics
equipment or jewelry); or

b. The customer fails to make the first
payment or makes an initial payment but no
subsequent payments.

21. A covered account is used in a manner
that is not consistent with established
patterns of activity on the account. There is,
for example:

a. Nonpayment when there is no history of
late or missed payments;

b. A material increase in the use of
available credit;

c. A material change in purchasing or
spending patterns;

d. A material change in electronic fund
transfer patterns in connection with a deposit
account; or

e. A material change in telephone call
patterns in connection with a cellular phone
account.

22. A covered account that has been
inactive for a reasonably lengthy period of
time is used (taking into consideration the
type of account, the expected pattern of usage
and other relevant factors).

23. Mail sent to the customer is returned
repeatedly as undeliverable although
transactions continue to be conducted in
connection with the customer’s covered
account.

24. The financial institution or creditor is
notified that the customer is not receiving
paper account statements.

25. The financial institution or creditor is
notified of unauthorized charges or
transactions in connection with a customer’s
covered account.

Notice From Customers, Victims of Identity
Theft, Law Enforcement Authorities, or Other
Persons Regarding Possible Identity Theft in
Connection With Covered Accounts Held by
the Financial Institution or Creditor

26. The financial institution or creditor is
notified by a customer, a victim of identity
theft, a law enforcement authority, or any
other person that it has opened a fraudulent

account for a person engaged in identity
theft.

Board of Governors of the Federal
Reserve System

12 CFR Chapter IL
Authority and Issuance

m For the reasons set forth in the joint
preamble, part 222 of title 12, chapter II,
of the Code of Federal Regulations is
amended as follows:

PART 222—FAIR CREDIT REPORTING
(REGULATION V)

m 1. The authority citation for part 222
continues to read as follows:

Authority: 15 U.S.C. 1681a, 1681b, 1681c,
1681m, 1681s, 1681s~2, 16815—3, 1681t, and
1681w; Secs. 3 and 214, Pub. L. 108-159, 117
Stat. 1952.

Subpart A—General Provisions

m 2. Section 222.3 is amended by
revising the introductory text to read as
follows:

§222.3 Definitions.
For purposes of this part, unless
explicitly stated otherwise:

* * * * *

o 3. The heading for Subpart I isrevised
to read as follows:

Subpart I—Duties of Users of
Consumer Reports Regarding Address
Discrepancies and Records Disposal

m 4. Anew §222.821isadded toread as
follows:

§222.82 Duties of users regarding address
discrepancies.

(a) Scope. This section applies to a
user of consumer reports (user) that
receives a notice of address discrepancy
from a consumer reporting agency, and
that is a member bank of the Federal
Reserve System (other than a national
bank) and its respective operating
subsidiaries, a branch or agency of a
foreign bank (other than a Federal
branch, Federal agency, or insured State
branch of a foreign bank), commercial
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lending company owned or controlled
by a foreign bank, and an organization
operating under section 25 or 25A of the
Federal Reserve Act (12 U.S.C. 601 et
seq., and 611 et seq.).

(b) Definition. For purposes of this
section, a notice of address discrepancy
means a notice sent to a user by a
consumer reporting agency pursuant to
15 U.S.C. 1681c(h)(1), that informs the
user of a substantial difference between
the address for the consumer that the
user provided to request the consumer
report and the address(es) in the
agency’s file for the consumer.

(c) Reasonable belief. (1} Requirement
to form a reasonable belief. A user must
develop and implement reasonable
policies and procedures designed to
enable the user to form a reasonable
belief that a consumer report relates to
the consumer about whom it has
requested the report, when the user
receives a notice of address discrepancy.

(2) Examples of reasonable policies
and procedures. (i) Comparing the
information in the consumer report
provided by the consumer reporting
agency with information the user:

(A) Obtains and uses to verify the
consumer’s identity in accordance with
the requirements of the Customer
Information Program (CIP) rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121);

(B) Maintains in its own records, such
as applications, change of address
notifications, other customer account
records, or retained CIP documentation;
or

(C) Obtains from third-party sources;
or

(ii) Verifying the information in the
consumer report provided by the
consumer reporting agency with the
COTMSUMEr,

(d) Consumer’s address. (1)
Requirement to furnish consumer’s
address to a consumer reporting agency.
A user must develop and implement
reasonable policies and procedures for
furnishing an address for the consumer
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from whom it received the
notice of address discrepancy when the
user:

(i} Can form a reasonable belief that
the consumer report relates to the
consumer about whom the user
requested the report;

(ii) Establishes a continuing
relationship with the consumer; and

(iii) Regularly and in the ordinary
course of business furnishes information
to the consumer reporting agency from
which the notice of address discrepancy
relating to the consumer was obtained.

(2) Examples of confirmation
methods. The user may reasonably
confirm an address is accurate by:

(i) Verifying the address with the
consumer about whom it has requested
the report;

(ii) Reviewing its own records to
verify the address of the consumer;

(ii1) Verifying the address through
third-party sources; or

(iv) Using other reasonable means.

(3) Timing. The policies and
procedures developed in accordance
with paragraph (d)(1) of this section
must provide that the user will furnish
the consumer’s address that the user has
reasonably confirmed is accurate to the
consumer reporting agency as part of the
information it regularly furnishes for the
reporting period in which it establishes
a relationship with the consumer.

® 5. A new Subpart J is added to part
222 to read as follows:

Subpart J—Identity Theft Red Flags

Sec.

222.90 Duties regarding the detection,
prevention, and mitigation of identity
theft.

222.91 Duties of card issuers regarding
changes of address.

Subpart J—Identity Theft Red Flags

§222.90 Duties regarding the detection,
prevention, and mitigation of identity theft.

(a) Scope. This section applies to
financial institutions and creditors that
are member banks of the Federal
Reserve System (other than national
banks) and their respective operating
subsidiaries, branches and agencies of
foreign banks (other than Federal
branches, Federal agencies, and insured
State branches of foreign banks),
commercial lending companies owned
or controlled by foreign banks, and
organizations operating under section
25 or 25A of the Federal Reserve Act (12
U.S.C. 601 et seq., and 611 et seq.).

(b) Definitions. For purposes of this
section and Appendix J, the following
definitions apply:

(1) Account means a continuing
relationship established by a person
with a financial institution or creditor to
obtain a product or service for personal,
family, household or business purposes.
Account includes:

(i) An extension of credit, such as the
purchase of property or services
involving a deferred payment; and

(ii) A deposit account.

(2) The term board of directors
includes:

(i) In the case of a branch or agency
of a foreign bank, the managing official
in charge of the branch or agency; and

{ii) In the case of any other creditor
that does not have a board of directors,

a designated employee at the level of
senior management.

(3) Covered account means:

(i) An account that a financial
institution or creditor offers or
maintains, primarily for personal,
family, or household purposes, that
involves or is designed to permit
multiple payments or transactions, such
as a credit card account, mortgage loan,
automobile loan, margin account, cell
phone account, utility account,
checking account, or savings account;
and

(ii) Any other account that the
financial institution or creditor offers or
maintains for which there is a
reasonably foreseeable risk to customers
or to the safety and soundness of the
financial institution or creditor from
identity theft, including financial,
operational, compliance, reputation, or
litigation risks.

(4) Credit has the same meaning as in
15 U.S.C. 1681a(1)(5).

(5) Creditor has the same meaning as
in 15 U.S.C. 1681a(r)(5), and includes
lenders such as banks, finance
companies, automobile dealers,
mortgage brokers, utility companies,
and telecommunications companies.

(6) Customer means a person that has
a covered account with a financial
institution or creditor.

(7) Financial institution has the same
meaning as in 15 U.S.C. 1681aft).

(8) Identity theft has the same
meaning as in 16 CFR 603.2(a).

(9) Red Flag means a pattern, practice,
or specific activity that indicates the
possible existence of identity theft.

(10) Service provider means a person
that provides a service directly to the
financial institution or creditor.

(c) Periodic Identification of Covered
Accounts. Each financial institution or
creditor must periodically determine
whether it offers or maintains covered
accounts. As a part of this
determination, a financial institution or
creditor must conduct a risk assessment
to determine whether it offers or
maintains covered accounts described
in paragraph (b)(3)(ii) of this section,
taking into consideration:

(1) The methods it provides to open
its accounts;

(2) The methods it provides to access
its accounts; and

(3] Its previous experiences with
identity theft.

(d) Establishment of an Identity Theft
Prevention Prograin. (1) Program
requirement. Each financial institution
or creditor that offers or maintains one
or more covered accounts must develop
and implement a written Identity Theft
Prevention Program {Program) that is
designed to detect, prevent, and mitigate
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identity theft in connection with the
opening of a covered account or any
existing covered account. The Program
must be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities.

(2) Elements of the Program. The
Program must include reasonable
policies and procedures to:

(i) Identify relevant Red Flags for the
covered accounts that the financial
institution or creditor offers or
maintains, and incorporate those Red
Flags into its Program;

(ii) Detect Red Flags that have been
incorporated into the Program of the
financial institution or creditor;

(iii) Respond appropriately to any Red
Flags that are detected pursuant to
paragraph (d)(2)(ii) of this section to
prevent and mitigate identity theft; and

(iv) Ensure the Program (including the
Red Flags determined to be relevant) is
updated periodically, to reflect changes
in risks to customers and to the safety
and soundness of the financial
institution or creditor from identity
theft.

(e) Administration of the Program.
Each financial institution or creditor
that is required to implement a Program
must provide for the continued
administration of the Program and must:

(1) Obtain approval of the initial
written Program from either its board of
directors or an appropriate committee of
the board of directors;

(2) Involve the board of directors, an
appropriate committee thereof, or a
designated employee at the level of
senior management in the oversight,
development, implementation and
administration of the Program;

(3) Train staff, as necessary, to
effectively implement the Program; and

(4) Exercise appropriate and effective
oversight of service provider
arrangements.

(f) Guidelines. Each financial
institution or creditor that is required to
implement a Program must consider the
guidelines in Appendix J of this part
and include in its Program those
guidelines that are appropriate.

§222.91 Duties of card issuers regarding
changes of address.

(a) Scope. This section applies to a
person described in § 222.90(a) that
issues a debit or credit card (card
issuer).

(b) Definitions. For purposes of this
section:

(1) Cardholder means a consumer
who has been issued a credit or debit
card.

{2) Clear and conspicuous means
reasonably understandable and

designed to call attention to the nature
and significance of the information
presented.

(c) Address validation requirements.
A card issuer must establish and
implement reasonable policies and
procedures to assess the validity of a
change of address if it receives
notification of a change of address for a
consumer’s debit or credit card account
and, within a short period of time
afterwards (during at least the first 30
days after it receives such notification),
the card issuer receives a request for an
additional or replacement card for the
same account. Under these
circumstances, the card issuer may not
issue an additional or replacement card,
until, in accordance with its reasonable
policies and procedures and for the
purpose of assessing the validity of the
change of address, the card issuer:

(1)) Notifies the cardholder of the
request;

(A) At the cardholder’s former
address; or

(B) By any other means of
communication that the card issuer and
the cardholder have previously agreed
to use; and

(ii) Provides to the cardholder a
reasonable means of promptly reporting
incorrect address changes; or

(2) Otherwise assesses the validity of
the change of address in accordance
with the policies and procedures the
card issuer has established pursuant to
§222.90 of this part.

(d) Alternative timing of address
validation. A card issuer may satisfy the
requirements of paragraph (c) of this
section if it validates an address
pursuant to the methods in paragraph
(c)(1) or (c)(2) of this section when it
receives an address change notification,
before it receives a request for an
additional or replacement card.

(e) Form of notice. Any written or
electronic notice that the card issuer
provides under this paragraph must be
clear and conspicuous and provided
separately from its regular
correspondence with the cardholder.

Appendices D-I [Reserved]

m 6. Appendices D through I to part 222
are added and reserved.

M 7. Anew Appendix ] is added to part
222 to read as follows:

Appendix J to Part 222—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Section 222.90 of this part requires each
financial institution and creditor that offers
or maintains one or more covered accounts,
as defined in § 222.90(b}{3) of this part, to
develop and provide for the continued
administration of a written Program to detect,

prevent, and mitigate identity theft in
connection with the opening of a covered
account or any existing covered account.
These guidelines are intended to assist
financial institutions and creditors in the
formulation and maintenance of a Program
that satisfies the requirements of § 222.90 of
this part.

L. The Program

In designing its Program, a financial
institution or creditor may incorporate, as
appropriate, its existing policies, procedures,
and other arrangements that control
reasonably foreseeable risks to customers or
to the safety and soundness of the financial
institution or creditor from identity theft,

II. Identifying Relevant Red Flags

(a) Risk Factors. A financial institution or
creditor should consider the following factors
in identifying relevant Red Flags for covered
accounts, as appropriate:

(1) The types of covered accounts it offers
or maintains;

(2) The methods it provides to open its
covered accounts;

(3) The methods it provides to access its
covered accounts; and

(4} Its previous experiences with identity
theft.

(b} Sources of Red Flags. Financial
institutions and creditors should incorporate
relevant Red Flags from sources such as:

(1) Incidents of identity theft that the
financial institution or creditor has
experienced;

(2) Methods of identity theft that the
financial institution or creditor has identified
that reflect changes in identity theft risks;
and

(3) Applicable supervisory guidance.

(c} Categories of Red Flags. The Program
should include relevant Red Flags from the
following categories, as appropriate.
Examples of Red Flags from each of these
categories are appended as Supplement A to
this Appendix J.

(1} Alerts, notifications, or other warnings
received from consumer reporting agencies or
service providers, such as fraud detection
services;

(2) The presentation of suspicious
documents;

(3) The presentation of suspicious personal
identifying information, such as a suspicious
address change;

(4) The unusual use of, or other suspicious
activity related to, a covered account; and

(5} Notice from customers, victims of
identity theft, law enforcement authorities, or
other persons regarding possible identity
theft in connection with covered accounts
held by the financial institution or creditor.

III. Detecting Red Flags

The Program’s policies and procedures
should address the detection of Red Flags in
connection with the opening of covered
accounts and existing covered accounts, such
as by:

(a} Obtaining identifving information
about, and verifying the identity of, a person
opening a covered account, for example,
using the policies and procedures regarding
identification and verification set forth in the
Customer Identification Program rules
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implementing 31 U.S.C. 5318(1) (31 CFR
103.121); and

(b} Authenticating customers, monitoring
transactions, and verifying the validity of
change of address requests, in the case of
existing covered accounts.

IV. Preventing and Mitigating Identity Theft

The Program’s policies and procedures
should provide for appropriate responses to
the Red Flags the financial institution or
creditor has detected that are commensurate
with the degree of risk posed. In determining
an appropriate response, a financial
institution or creditor should consider
aggravating factors that may heighten the risk
of identity theft, such as a data security
incident that results in unauthorized access
to a customer’s account records held by the
financial institution, creditor, or third party,
or notice that a customer has provided
information related to a covered account held
by the financial institution or creditor to
someone fraudulently claiming to represent
the financial institution or creditor ar to a
fraudulent website. Appropriate responses
may include the following:

(a) Monitoring a covered account for
evidence of identity theft;

(b) Contacting the customer;

(c) Changing any passwords, security
codes, or other security devices that permit
access to a covered account;

(d) Reopening a covered account with a
new account number;

(e) Not opening a new covered account;

(f) Closing an existing covered account;

(g} Not attempting to collect on a covered
account or not selling a covered account to
a debt collector;

(h) Notifying law enforcement; or

(i) Determining that no response is
warranted under the particular
circumstances.

V. Updating the Program

Financial institutions and creditors should
update the Program (including the Red Flags
determined to be relevant) periodically, to
reflect changes in risks to customers or to the
safety and soundness of the financial
institution or creditor from identity theft,
based on factors such as:

{a) The experiences of the financial
institution or creditor with identity theft;

{b) Changes in methods of identity theft;

(c} Changes in methods to detect, prevent,
and mitigate identity theft;

{d} Changes in the types of accounts that
the financial institution or creditor offers or
maintains; and

{e} Changes in the business arrangements
of the financial institution or creditor,
including mergers, acquisitions, alliances,
joint ventures, and service provider
arrangements.

VI. Methods for Administering the Program

(a) Oversight of Program. Oversight by the
board of directors, an appropriate committee
of the board, or a designated employee at the
level of senior management should include:

(1) Assigning specific responsibility for the
Program’s implementation;

(2} Reviewing reports prepared by staff
regarding compliance by the financial
institution or creditor with § 222.90 of this
part; and

(3) Approving material changes to the
Program as necessary to address changing
identity theft risks.

(b} Reports. (1) In general. Staff of the
financial institution or creditor responsible
for development, implementation, and
administration of its Program should report
to the board of directors, an appropriate
committee of the board, or a designated
employee at the level of senior management,
at least annually, on compliance by the
financial institution or creditor with § 222.90
of this part.

(2} Contents of report. The report should
address material matters related to the
Program and evaluate issues such as: the
effectiveness of the policies and procedures
of the financial institution or creditor in
addressing the risk of identity theft in
connection with the opening of covered
accounts and with respect to existing covered
accounts; service provider arrangements;
significant incidents involving identity theft
and management’s response; and
recommendations for material changes to the
Program.

(c) Oversight of service provider
arrangements. Whenever a financial
institution or creditor engages a service
provider to perform an activity in connection
with one or more covered accounts the
financial institution or creditar should take
steps to ensure that the activity of the service
provider is conducted in accordance with
reasonable policies and procedures designed
to detect, prevent, and mitigate the risk of
identity theft. For example, a financial
institution or creditor could require the
service provider by contract to have policies
and procedures to detect relevant Red Flags
that may arise in the performance of the
service provider’s activities, and either report
the Red Flags to the financial institution or
creditor, or to take appropriate steps to
prevent or mitigate identity theft.

VIL Other Applicable Legal Requirements

Financial institutions and creditors should
be mindful of other related legal
requirements that may be applicable, such as:

(a) For financial institutions and creditors
that are subject to 31 U.S.C. 5318(g), filing a
Suspicious Activity Report in accordance
with applicable law and regulation;

(b} Implementing any requirements under
15 U.S.C. 1681¢~1(h) regarding the
circumstances under which credit may be
extended when the financial institution or
creditor detects a fraud or active duty alert;

{c] Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.5.C. 1681s-2,
for example, to correct or update inaccurate
or incomplete information, and to not report
information that the furnisher has reasonable
cause to believe is inaccurate; and

{d) Complying with the prohibitions in 15
U.S.C. 1681m on the sale, transfer, and
placement for collection of certain debts
resulting from identity theft.

Supplement A to Appendix |

In addition to incorporating Red Flags from
the sources recommended in section ILb. of
the Guidelines in Appendix ] of this part,
each financial institution or creditor may
consider incorporating into its Program,

whether singly or in combination, Red Flags
from the following illustrative examples in
connection with covered accounts:

Alerts, Notifications or Warnings from a
Consumer Reporting Agency

1. A fraud or active duty alert is included
with a consumer report.

2. A consumer reporting agency provides a
notice of credit freeze in response to a
request for a consumer report.

3. A consumer reporting agency provides a
notice of address discrepancy, as defined in
§222.82(b) of this part.

4. A consumer report indicates a pattern of
activity that is inconsistent with the history
and usual pattern of activity of an applicant
or customer, such as:

a. A recent and significant increase in the
volume of inquiries;

b. An unusual number of recently
established credit relationships;

c. A material change in the use of credit,
especially with respect to recently
established credit relationships; or

d. An account that was closed for cause or
identified for abuse of account privileges by
a financial institution or creditor.

Suspicious Documents

5. Documents provided for identification
appear to have been altered or forged.

6. The photograph or physical description
on the identification is not consistent with
the appearance of the applicant or customer
presenting the identification.

7. Other information on the identification
is not consistent with information provided
by the person opening a new covered account
or customer presenting the identification.

8. Other information on the identification
is not consistent with readily accessible
information that is on file with the financial
institution or creditor, such as a signature
card or a recent check.

9. An application appears to have been
altered or forged, or gives the appearance of
having been destroyed and reassembled.

Suspicious Personal Identifying Information

10. Personal identifying information
provided is inconsistent when compared
against external information sources used by
the financial institution or creditor. For
example:

a. The address does not match any address
in the consumer report; or

b. The Social Security Number (SSN) has
not been issued, or is listed on the Social
Security Administration’s Death Master File.

11. Personal identifying information
provided by the customer is not consistent
with other personal identifying information
provided by the customer. For example, there
is a lack of correlation between the SSN
range and date of birth.

12. Personal identifying information
provided is associated with known
fraudulent activity as indicated by internal or
third-party sources used by the financial
institution or creditor. For example:

a. The address on an application is the
same as the address provided on a fraudulent
application; or

b. The phone number on an application is
the same as the number provided on a
fraudulent application.
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13. Personal identifying information
provided is of a type commonly associated
with fraudulent activity as indicated by
internal or third-party sources used by the
financial institution or creditor. For example:

a. The address on an application is
fictitious, a mail drop, or a prison; or

b. The phone number is invalid, or is
associated with a pager or answering service.

14. The SSN provided is the same as that
submitted by other persons opening an
account or other customers.

15. The address or telephone number
provided is the same as or similar to the
account number or telephone number
submitted by an unusually large number of
other persons opening accounts or other
customers.

16. The person opening the covered
account or the customer fails to provide all
required personal identifying information on
an application or in response to notification
that the application is incomplete.

17. Personal identifying information
provided is not consistent with personal
identifying information that is on file with
the financial institution or creditor.

18. For financial institutions and creditors
that use challenge questions, the person
opening the covered account or the customer
cannot provide authenticating information
beyond that which generally would be
available from a wallet or consumer report.

Unusual Use of, or Suspicious Activity
Related to, the Covered Account

19. Shortly following the notice of a change
of address for a covered account, the
institution or creditor receives a request for
a new, additional, or replacement card or a
cell phone, or for the addition of authorized
users on the account.

20. A new revolving credit account is used
in a manner commonly associated with
known patterns of fraud patterns. For
example:

a. The majority of available credit is used
for cash advances or merchandise that is
easily convertible to cash {e.g., electronics
equipment or jewelry}; or

b. The customer fails to make the first
payment or makes an initial payment but no
subsequent payments.

21. A covered account is used in a manner
that is not consistent with established
patterns of activity on the account. There is,
for example:

a. Nonpayment when there is no history of
late or missed payments;

b. A material increase in the use of
available credit;

c. A material change in purchasing or
spending patterns;

d. A material change in electronic fund
transfer patterns in connection with a deposit
account; or

e. A material change in telephone call
patterns in connection with a cellular phone
account.

22. A covered account that has been
inactive for a reasonably lengthy period of
time is used {taking into consideration the
type of account, the expected pattern of usage
and other relevant factors).

23. Mail sent to the customer is returned
repeatedly as undeliverable although

transactions continue to be conducted in
connection with the customer’s covered
account.

24, The financial institution or creditor is
notified that the customer is not receiving
paper account statements.

25. The financial institution or creditor is
notified of unauthorized charges or
transactions in connection with a customer’s
covered account.

Notice from Customers, Victims of Identity
Theft, Law Enforcement Authorities, or Other
Persons Regarding Possible Identity Theft in
Connection with Covered Accounts Held by
the Financial Institution or Creditor

26. The financial institution or creditor is
notified by a customer, a victim of identity
theft, a law enforcement authority, or any
other person that it has opened a fraudulent
account for a person engaged in identity

theft.

Federal Deposit Insurance Corporation
12 CFR Chapter 111

Authority and Issuance

m For the reasons discussed in the joint
preamble, the Federal Deposit Insurance
Corporation is amending 12 CFR parts
334 and 364 of title 12, Chapter III, of
the Code of Federal Regulations as
follows:

PART 334—FAIR CREDIT REPORTING

m 1. The authority citation for part 334
is revised to read as follows:

Authority: 12 U.S.C. 1818, 1819 (Tenth)
and 1831p—1; 15 U.S.C. 1681a, 1681b, 1681c,
1681m, 1681s, 1681s~3, 1681t, 1681w, 6801
and 6805, Pub. L. 108~159, 117 Stat. 1952.

Subpart A—General Provisions

W 2. Amend § 334.3 by revising the
introductory text to read as follows:

§334.3 Definitions.

For purposes of this part, unless

explicitly stated otherwise:
* * * * *

m 3. Revise the heading for Subpart1as
shown below.

Subpart I—Duties of Users of
Consumer Reports Regarding Address
Discrepancies and Records Disposal

m 4. Add §334.82 toread as follows:

§334.82 Duties of users regarding address
discrepancies.

(a) Scope. This section applies to a
user of consumer reporfs (user) that
receives a notice of address discrepancy
from a consumer reporting agency and
that is an insured state nonmember
bank, insured state licensed branch of a
foreign bank, or a subsidiary of such
entities (except brokers, dealers, persons
providing insurance, investment
companies, and investment advisers).

(b) Definition. For purposes of this
section, a notice of address discrepancy
means a notice sent to a user by a
consumer reporting agency pursuant to
15 U.S.C. 1681c(h)(1), that informs the
user of a substantial difference between
the address for the consumer that the
user provided to request the consumer
report and the address(es) in the
agency’s file for the consumer.

{c) Reasonable belief. (1) Requirement
to form a reasonable belief. A user must
develop and implement reasonable
policies and procedures designed to
enable the user to form a reasonable
belief that a consumer report relates to
the consumer about whom it has
requested the report, when the user
receives a notice of address discrepancy.

(2) Examples of reasonable policies
and procedures. (i) Comparing the
information in the consumer report
provided by the consumer reporting
agency with information the user:

(A) Obtains and uses to verify the
consumer’s identity in accordance with
the requirements of the Customer
Information Program (CIP) rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121);

(B) Maintains in its own records, such
as applications, change of address
notifications, other customer account
records, or retained CIP documentation;
or

(C) Obtains from third-party sources;
or

(ii) Verifying the information in the
consumer report provided by the
consumer reporting agency with the
consuimer.

(d) Consumer’s address. (1)
Requirement to furnish consumer’s
address to a consumer reporting agency.
A user must develop and implement
reasonable policies and procedures for
furnishing an address for the consumer
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from whom it received the
notice of address discrepancy when the
user:

(i) Can form a reasonable belief that
the consumer report relates to the
consumer about whom the user
requested the report;

(ii) Establishes a continuing
relationship with the consumer; and

(iii) Regularly and in the ordinary
course of business furnishes information
to the consumer reporting agency from
which the notice of address discrepancy
relating to the consumer was obtained.

(2) Examples of confirmation
methods. The user may reasonably
confirm an address is accurate by:

(i) Verifying the address with the
consumer about whom it has requested
the report;
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(ii) Reviewing its own records to
verify the address of the consumer;

(ii1) Verifying the address through
third-party sources; or

(iv) Using other reasonable means.

(3) Timing. The policies and
procedures developed in accordance
with paragraph (d)(1) of this section
must provide that the user will furnish
the consumer’s address that the user has
reasonably confirmed is accurate to the
consumer reporting agency as part of the
information it regularly furnishes for the
reporting period in which it establishes
a relationship with the consumer.

m 5. Add Subpart ] to part 334 to read
as follows:

Subpart J—Identity Theft Red Flags

Sec.

334.90 Duties regarding the detection,
prevention, and mitigation of identity
theft.

334.91 Duties of card issuers regarding
changes of address.

Subpart J—Identity Theft Red Flags

§334.90 Duties regarding the detection,
prevention, and mitigation of identity theft.
(a) Scope. This section applies to a

financial institution or creditor that is
an insured state nonmember bank,
insured state licensed branch of a
foreign bank, or a subsidiary of such
entities (except brokers, dealers, persons
providing insurance, investment
companies, and investment advisers).

(b) Definitions. For purposes of this
section and Appendix J, the following
definitions apply:

(1) Account means a continuing
relationship established by a person
with a financial institution or creditor to
obtain a product or service for personal,
family, household or business purposes.
Account includes:

(i) An extension of credit, such as the
purchase of property or services
involving a deferred payment; and

(ii) A deposit account.

(2) The term board of directors
includes:

(i) In the case of a branch or agency
of a foreign bank, the managing official
in charge of the branch or agency; and

(ii) In the case of any other creditor
that does not have a board of directors,
a designated employee at the level of
senior management.

(3) Covered account means:

(i) An account that a financial
institution or creditor offers or
maintains, primarily for personal,
family, or household purposes, that
involves or is designed to permit
multiple payments or transactions, such
as a credit card account, mortgage loan,
automobile loan, margin account, cell
phone account, utility account,

checking account, or savings account;
and

(ii) Any other account that the
financial institution or creditor offers or
maintains for which there is a
reasonably foreseeable risk to customers
or to the safety and soundness of the
financial institution or creditor from
identity theft, including financial,
operational, compliance, reputation, or
litigation risks.

(4) Credit has the same meaning as in
15 U.S.C. 1681a(r)(5).

(5) Creditor has the same meaning as
in 15 U.S.C. 1681a(r)(5), and includes
lenders such as banks, finance
companies, automobile dealers,
mortgage brokers, utility companies,
and telecommunications companies.

(6) Customer means a person that has
a covered account with a financial
institution or creditor.

(7) Financial institution has the same
meaning as in 15 U.S.C. 1681a(t).

(8) Identity theft has the same
meaning as in 16 CFR 603.2(a).

(9) Red Flag means a pattern, practice,
or specific activity that indicates the
possible existence of identity theft.

(10) Service provider means a person
that provides a service directly to the
financial institution or creditor.

(c) Periodic Identification of Covered
Accounts. Each financial institution or
creditor must periodically determine
whether it offers or maintains covered
accounts. As a part of this
determination, a financial institution or
creditor must conduct a risk assessment
to determine whether it offers or
maintains covered accounts described
in paragraph (b)(3)(ii) of this section,
taking into consideration:

(1) The methods it provides to open
its accounts;

(2) The methods it provides to access
its accounts; and

(3) Its previous experiences with
identity theft.

(d) Establishment of an Identity Theft
Prevention Program—(1) Program
requirement. Each financial institution
or creditor that offers or maintains one
or more covered accounts must develop
and implement a written Identity Theft
Prevention Program (Program) that is
designed to detect, prevent, and mitigate
identity theft in connection with the
opening of a covered account or any
existing covered account. The Program
must be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities.

(2) Elements of the Program. The
Program must include reasonable
policies and precedures to:

(i) Identify relevant Red Flags for the
covered accounts that the financial

institution or creditor offers or
maintains, and incorporate those Red
Flags into its Program;

{ii) Detect Red Flags that have been
incorporated into the Program of the
financial institution or creditor;

(iii) Respond appropriately to any Red
Flags that are detected pursuant to
paragraph (d)(2)(ii) of this section to
prevent and mitigate identity theft; and

(iv) Ensure the Program (including the
Red Flags determined to be relevant) is
updated periodically, to reflect changes
in risks to customers and to the safety
and soundness of the financial
institution or creditor from identity
theft.

(e) Administration of the Program.
Each financial institution or creditor
that is required to implement a Program
must provide for the continued
administration of the Program and must:

(1) Obtain approval of the initial
written Program from either its board of
directors or an appropriate committee of
the board of directors;

(2) Involve the board of directors, an
appropriate committee thereof, or a
designated employee at the level of
senior management in the oversight,
development, implementation and
administration of the Program;

(3) Train staff, as necessary, to
effectively implement the Program; and

(4) Exercise appropriate and effective
oversight of service provider
arrangements.

(f) Guidelines. Each financial
institution or creditor that is required to
implement a Program must consider the
guidelines in Appendix J of this part
and include in its Program those
guidelines that are appropriate.

§334.91 Duties of card issuers regarding
changes of address.

(a) Scope. This section applies to an
issuer of a debit or credit card (card
issuer) that is an insured state
nonmember bank, insured state licensed
branch of a foreign bank, or a subsidiary
of such entities (except brokers, dealers,
persons providing insurance,
investment companies, and investment
advisers).

(b) Definitions. For purposes of this
section:

(1) Cardholder means a consumer
who has been issued a credit or debit
card.

(2) Clear and conspicuous means
reasonably understandable and
designed to call attention to the nature
and significance of the information
presented.

(c) Address validation requirements.
A card issuer must establish and
implement reasonable policies and
procedures to assess the validity of a
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change of address if it receives
notification of a change of address for a
consumer’s debit or credit card account
and, within a short period of time
afterwards (during at least the first 30
days after it receives such notification),
the card issuer receives a request for an
additional or replacement card for the
same account. Under these
circumstances, the card issuer may not
issue an additional or replacement card,
until, in accordance with its reasonable
policies and procedures and for the
purpose of assessing the validity of the
change of address, the card issuer:

(1)(i) Notifies the cardholder of the
request:

(A) At the cardholder’s former
address; or

(B) By any other means of
communication that the card issuer and
the cardholder have previously agreed
to use; and

(i1) Provides to the cardholder a
reasonable means of promptly reporting
incorrect address changes; or

(2) Otherwise assesses the validity of
the change of address in accordance
with the policies and procedures the
card issuer has established pursuant to
§334.90 of this part.

(d) Alternative timing of address
validation. A card issuer may satisfy the
requirements of paragraph (c) of this
section if it validates an address
pursuant to the methods in paragraph
(c)(1) or (c)(2) of this section when it
receives an address change notification,
before it receives a request for an
additional or replacement card.

(e) Form of notice. Any written or
electronic notice that the card issuer
provides under this paragraph must be
clear and conspicuous and provided
separately from its regular
correspondence with the cardholder.

Appendices D-I [Reserved]

m 6. Add and reserve appendices D
through I to part 334.

m 7. Add Appendix J to part 334 to read
as follows:

Appendix J to Part 334—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Section 334.90 of this part requires each
financial institution and creditor that offers
or maintains one or more covered accounts,
as defined in § 334.90(b)(3) of this part, to
develop and provide for the continued
administration of a written Program to detect,
prevent, and mitigate identity theft in
connection with the opening of a covered
account or any existing covered account.
These guidelines are intended to assist
financial institutions and creditors in the
formulation and maintenance of a Program
that satisfies the requirements of § 334.90 of
this part.

1. The Program

In designing its Program, a financial
institution or creditor may incorporate, as
appropriate, its existing policies, procedures,
and other arrangements that control
reasonably foreseeable risks to customers or
to the safety and soundness of the financial
institution or creditor from identity theft.

II. Identifying Relevant Red Flags

(a) Risk Factors. A financial institution or
creditor should consider the following factors
in identifying relevant Red Flags for covered
accounts, as appropriate:

(1) The types of covered accounts it offers
or maintains;

(2) The methods it provides to open its
covered accounts;

(3) The methods it provides to access its
covered accounts; and

(4) Its previous experiences with identity
theft.

(b) Sources of Red Flags. Financial
institutions and creditors should incorporate
relevant Red Flags from sources such as:

(1) Incidents of identity theft that the
financial institution or creditor has
experienced;

(2) Methods of identity theft that the
financial institution or creditor has identified
that reflect changes in identity theft risks;
and

(3) Applicable supervisory guidance.

{c) Categories of Red Flags. The Program
should include relevant Red Flags from the
following categories, as appropriate.
Examples of Red Flags from each of these
categories are appended as Supplement A to
this Appendix J.

(1) Alerts, notifications, or other warnings
received from consumer reporting agencies or
service providers, such as fraud detection
services;

{2} The presentation of suspicious
documents;

(3) The presentation of suspicious personal
identifying information, such as a suspicious
address change;

(4) The unusual use of, or other suspicious
activity related to, a covered account; and

(5) Notice from customers, victims of
identity theft, law enforcement authorities, or
other persons regarding possible identity
theft in connection with covered accounts
held by the financial institution or creditor.

1I1. Detecting Red Flags.

The Program’s policies and procedures
should address the detection of Red Flags in
connection with the opening of covered
accounts and existing covered accounts, such
as by:

(a) Obtaining identifying information
about, and verifying the identity of, a person
opening a covered account, for example,
using the policies and procedures regarding
identification and verification set forth in the
Customer Identification Program rules
implementing 31 U.S.C. 5318(1})(31 CFR
103.121); and

{b) Authenticating customers, monitoring
transactions, and verifying the validity of
change of address requests, in the case of
existing covered accounts.

IV. Preventing and Mitigating Identity Theft.

The Program’s policies and procedures
should provide for appropriate responses to
the Red Flags the financial institution or

creditor has detected that are commensurate
with the degree of risk posed. In determining
an appropriate response, a financial
institution or creditor should consider
aggravating factors that may heighten the risk
of identity theft, such as a data security
incident that results in unauthorized access
to a customer’s account records held by the
financial institution, creditor, or third party,
or notice that a customer has provided
information related to a covered account held
by the financial institution or creditor to
someone fraudulently claiming to represent
the financial institution or creditor or to a
fraudulent Web site. Appropriate responses
may include the following:

{a) Monitoring a covered account for
evidence of identity theft;

(b) Contacting the customer;

{c) Changing any passwords, security
codes, or other security devices that permit
access to a covered account;

{d) Reopening a covered account with a
new account number;

(e} Not opening a new covered account;

(f) Closing an existing covered account;

{g) Not attempting to collect on a covered
account or not selling a covered account to
a debt collector;

{h) Notifying law enforcement; or

(i) Determining that no response is
warranted under the particular
circumstances.

V. Updating the Programn.

Financial institutions and creditors should
update the Program (including the Red Flags
determined to be relevant} periodically, to
reflect changes in risks to customers or to the
safety and soundness of the financial
institution or creditor from identity theft,
based on factors such as:

(a) The experiences of the financial
institution or creditor with identity theft;

(b} Changes in methods of identity theft;

(c} Changes in methods to detect, prevent,
and mitigate identity theft;

(d) Changes in the types of accounts that
the financial institution or creditor offers or
maintains; and

(e) Changes in the business arrangements
of the financial institution or creditor,
including mergers, acquisitions, alliances,
joint ventures, and service provider
arrangements.

VI. Methods for Administering the Program

(a} Oversight of Program. Oversight by the
board of directors, an appropriate committee
of the board, or a designated employee at the
level of senior management should include:

{1) Assigning specific responsibility for the
Program’s implementation;

{2} Reviewing reports prepared by staff
regarding compliance by the financial
institution or creditor with § 334.90 of this
part; and

(3) Approving material changes to the
Program as necessary to address changing
identity theft risks.

(b} Reports. (1) In general. Staff of the
financial institution or creditor responsible
for development, implementation, and
administration of its Program should report
to the board of directors, an appropriate
committee of the board, or a designated
employee at the Jevel of senior management,
at least annually, on compliance by the
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financial institution or creditor with § 334.90
of this part.

(2} Contents of report. The report should
address material matters related to the
Program and evaluate issues such as: the
effectiveness of the policies and procedures
of the financial institution or creditor in
addressing the risk of identity theft in
connection with the opening of covered
accounts and with respect to existing covered
accounts; service provider arrangements;
significant incidents involving identity theft
and management’s response; and
recommendations for material changes to the
Program.

{c) Oversight of service provider
arrangements. Whenever a financial
institution or creditor engages a service
provider to perform an activity in connection
with one or more covered accounts the
financial institution or creditor should take
steps to ensure that the activity of the service
provider is conducted in accordance with
reasonable policies and procedures designed
to detect, prevent, and mitigate the risk of
identity theft. For example, a financial
institution or creditor could require the
service provider by caontract to have policies
and procedures to detect relevant Red Flags
that may arise in the performance of the
service provider’s activities, and either report
the Red Flags to the financial institution or
creditor, or to take appropriate steps to
prevent or mitigate identity theft.

VII. Other Applicable Legal Requirements

Financial institutions and creditors should
be mindful of other related legal
requirements that may be applicable, such as:

(a} For financial institutions and creditors
that are subject to 31 U.S.C. 5318(g), filing a
Suspicious Activity Report in accordance
with applicable law and regulation;

(b) Implementing any requirements under
15 U.S.C. 1681c~1(h) regarding the
circumstances under which credit may be
extended when the financial institution or
creditor detects a fraud or active duty alert;

(c} Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.S.C. 1681s-2,
for example, to correct or update inaccurate
or incomplete information, and to not report
information that the furnisher has reasonable
cause to believe is inaccurate; and

(d) Complying with the prohibitions in 15
U.S.C. 1681m on the sale, transfer, and
placement for collection of certain debts
resulting from identity theft.

Supplement A to Appendix |

In addition to incorporating Red Flags from
the sources recommended in section ILb. of
the Guidelines in Appendix J of this part,
each financial institution or creditor may
consider incorporating into its Program,
whether singly or in combination, Red Flags
from the following illustrative examples in
connection with covered accounts:

Alerts, Notifications or Warnings from a
Consumer Reporting Agency

1. A fraud or active duty alert is included
with a consumer report.

2. A consumer reporting agency provides a
notice of credit freeze in response to a
request for a consumer report.

3. A consumer reporting agency provides a
notice of address discrepancy, as defined in
§ 334.82(b) of this part.

4, A consumer report indicates a pattern of
activity that is inconsistent with the history
and usual pattern of activity of an applicant
or customer, such as:

a. A recent and significant increase in the
volume of inquiries;

b. An unusual number of recently
established credit relationships;

c. A material change in the use of credit,
especially with respect to recently
established credit relationships; or

d. An account that was closed for cause or
identified for abuse of account privileges by
a financial institution or creditor.

Suspicious Documents

5. Documents provided for identification
appear to have been altered or forged.

6. The photograph or physical description
on the identification is not consistent with
the appearance of the applicant or customer
presenting the identification. .

7. Other information on the identification
is not consistent with information provided
by the person opening a new covered account
or customer presenting the identification.

8. Other information on the identification
is not consistent with readily accessible
information that is on file with the financial
institution or creditor, such as a signature
card or a recent check.

9. An application appears to have been
altered or forged, or gives the appearance of
having been destroyed and reassembled.

Suspicious Personal Identifying Information

10. Personal identifying information
provided is inconsistent when compared
against external information sources used by
the financial institution or creditor. For
example:

a. The address does not match any address
in the consumer report; or

b. The Sacial Security Number (SSN) has
not been issued, or is listed on the Social
Security Administration’s Death Master File.

11. Personal identifying information
provided by the customer is not consistent
with other personal identifying information
provided by the customer. For example, there
is a lack of correlation between the SSN
range and date of birth.

12. Personal identifying information
provided is associated with known
fraudulent activity as indicated by internal or
third-party sources used by the financial
institution or creditor. For example:

a. The address on an application is the
same as the address provided on a fraudulent
application; or

b. The phone number on an application is
the same as the number provided on a
fraudulent application.

13. Personal identifying information
provided is of a type commonly associated
with fraudulent activity as indicated by
internal or third-party sources used by the
financial institution or creditor. For example:

a. The address on an application is
fictitious, a mail drop, or a prison; or

b. The phone number is invalid, or is
associated with a pager or answering service.

14. The SSN provided is the same as that
submitted by ather persons opening an
account or other customers.

15. The address or telephone number
provided is the same as or similar to the
account number ar telephone number
submitted by an unusually large number of
other persans opening accounts or other
customers.

16. The person opening the covered
account or the customer fails to provide all
required personal identifying information on
an application or in response to notification
that the application is incomplete.

17. Personal identifying information
provided is not consistent with personal
identifying information that is on file with
the financial institution or creditor.

18. For financial institutions and creditors
that use challenge questions, the person
opening the covered account or the customer
cannot provide authenticating information
beyond that which generally would be
available from a wallet or consumer report.

Unusual Use of, or Suspicious Activity
Related to, the Covered Account

19. Shortly following the notice of a change
of address for a covered account, the
institution or creditor receives a request for
a new, additional, or replacement card or a
cell phone, or for the addition of authorized
users on the account.

20. A new revolving credit account is used
in a manner commonly associated with
known patterns of fraud patterns. For
example:

a. The majority of available credit is used
for cash advances or merchandise that is
easily convertible to cash (e.g., electronics
equipment or jewelry); or

b. The customer fails to make the first
payment or makes an initial payment but no
subsequent payments.

21. A covered account is used in a manner
that is not consistent with established
patterns of activity on the account. There is,
for example:

a. Nonpayment when there is no history of
late or missed payments;

b. A material increase in the use of
available credit;

c. A material change in purchasing or
spending patterns;

d. A material change in electronic fund
transfer patterns in connection with a deposit
account; or

e. A material change in telephone call
patterns in connection with a cellular phone
account.

22. A covered account that has been
inactive for a reasonably lengthy period of
time is used (taking into consideration the
type of account, the expected pattern of usage
and other relevant factors).

23. Mail sent to the customer is returned
repeatedly as undeliverable although
transactions continue to be conducted in
connection with the customer’s covered
account.

24. The financial institution or creditor is
notified that the customer is not receiving
paper account statements.

25. The financial institution or creditor is
notified of unauthorized charges or
transactions in connection with a customer’s
covered account.
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Notice From Customers, Victims of Identity
Theft, Law Enforcement Authorities, or Other
Persons Regarding Possible Identity Theft in
Connection With Covered Accounts Held by
the Financial Institution or Creditor

26. The financial institution or creditor is
notified by a customer, a victim of identity
theft, a law enforcement authority, or any
other person that it has opened a fraudulent

account for a person engaged in identity
theft.

PART 364-—STANDARDS FOR SAFETY
AND SOUNDNESS

m 8. The authority citation for part 364

is revised to read as follows:
Authority: 12 U.S.C. 1818 and 1819

(Tenth), 1831p~1; 15 U.S.C. 1681b, 1681s,

1681w, 6801(b}, 6805(b)(1).

m 9. Add the following sentence at the

end of § 364.101(b):

§364.101 Standards for safety and
soundness.
* * * * *

(b) * * * The interagency regulations
and guidelines on identity theft
detection, prevention, and mitigation
prescribed pursuant to section 114 of
the Fair and Accurate Credit
Transactions Act of 2003, 15 U.S.C.
1681m(e), are set forth in §§ 334.90,
334.91, and Appendix J of part 334.

DEPARTMENT OF THE TREASURY
Office of Thrift Supervision
12 CFR Chapter V

Authority and Issuance

m For thereasons discussed in the joint
preamble, the Office of Thrift
Supervision is amending part 571 of
title 12, chapter V, of the Code of
Federal Regulations as follows:

PART 571—FAIR CREDIT REPORTING

u 1. Revise the authority citation for part
571 to read as follows:

Authority: 12 U.S.C. 1462a, 1463, 1464,
1467a, 1828, 1831p-1, and 1881-1884; 15
U.8.C. 1681b, 1681c, 1681m, 1681s, 168151,
1681t and 1681w; 15 U.S.C. 6801 and 6805;
Sec. 214 Pub. L. 108-159, 117 Stat. 1952.

Subpart A—General Provisions

m 2. Amend §571.1 by revising
paragraph (b)(9) and adding a new
paragraph (b)(10) to read as follows:

§571.1 Purpose and Scope.

* * * * *
(b) scope.
* * * * &

{9)(i) The scope of § 571.82 of Subpart
1 of this part is stated in §571.82(a) of
this part.

(ii) The scope of § 571.83 of Subpart
I of this part is stated in §571.83(a) of
this part.

(10)(i) The scope of §571.90 of
Subpart | of this part is stated in
§571.90(a) of this part.

(ii) The scope of § 571.91 of Subpart
J of this part is stated in §571.91(a) of
this part. :

m 3. Amend §571.3 by:

® a. Removing paragraph (o); and

m b. Revising the introductory text to
read as follows:

§571.3 Definitions.

For purposes of this part, unless
explicitly stated otherwise:
* * * * *

W 4. Revise the heading for Subpart I as
shown below.

Subpart I—Duties of Users of
Consumer Reports Regarding Address
Discrepancies and Records Disposal

m5.Add §571.82 toread as follows:

§571.82 Duties of users regarding address
discrepancies.

(a) Scope. This section applies to a
user of consumer reports (user) that
receives a notice of address discrepancy
from a consumer reporting agency, and
that is a savings association whose
deposits are insured by the Federal
Deposit Insurance Corporation or, in
accordance with § 559.3(h)(1) of this
chapter, a federal savings association
operating subsidiary that is not
functionally regulated within the
meaning of section 5(c)(5) of the Bank
Holding Company Act of 1956, as
amended (12 U.S.C. 1844(c)(5)).

(b) Definition. For purposes of this
section, a notice of address discrepancy
means a notice sent to a user by a
consumer reporting agency pursuant to
15 U.S.C. 1681¢(h)(1), that informs the
user of a substantial difference between
the address for the consumer that the
user provided to request the consumer
report and the address(es) in the
agency’s file for the consumer.

(c) Reasonable belief. (1) Requirement
to form a reasonable belief. A user must
develop and implement reasonable
policies and procedures designed to
enable the user to form a reasonable
belief that a consumer report relates to
the consumer about whom it has
requested the report, when the user
receives a notice of address discrepancy.

(2) Examples of reasonable policies
and procedures. (i) Comparing the
information in the consumer report
provided by the consumer reporting
agency with information the user:

(A) Obtains and uses to verify the
consumer’s identity in accordance with

the requirements of the Customer
Information Program (CIP) rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121);

(B) Maintains in its own records, such
as applications, change of address
notifications, other customer account
records, or retained CIP documentation;
or

(C) Obtains from third-party sources;
or

(ii) Verifying the information in the
consumer report provided by the
consumer reporting agency with the
consumer.

(d) Consumer’s address. (1)
Requirement to furnish consumer’s
address to a consumer reporting agency.
A user must develop and implement
reasonable policies and procedures for
furnishing an address for the consumer
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from whom it received the
notice of address discrepancy when the
user:

(i) Can form a reasonable belief that
the consumer report relates to the
consumer about whom the user
requested the report;

(1i) Establishes a continuing
relationship with the consumer; and

(iii) Regularly and in the ordinary
course of business furnishes information
to the consumer reporting agency from
which the notice of address discrepancy
relating to the consumer was obtained.

(2) Examples of confirmation
methods. The user may reasonably
confirm an address is accurate by:

(i) Verifying the address with the
consumer about whom it has requested
the report;

(ii) Reviewing its own records to
verify the address of the consumer;

(iii) Verifying the address through
third-party sources; or

(iv) Using other reasonable means.

(3) Timing. The policies and
procedures developed in accordance
with paragraph (d)(1) of this section
must provide that the user will furnish
the consumer’s address that the user has
reasonably confirmed is accurate to the
consumer reporting agency as part of the
information it regularly furnishes for the
reporting period in which it establishes
a relationship with the consumer.

m 6. Amend §571.83 by:

m a. Redesignating paragraphs (a) and
(b) as paragraphs (b) and (c),
respectively.

m b. Adding a new paragraph (a) to read
as follows:

§571.83 Disposal of consumer
information.

(a) Scope. This section applies to
savings associations whose deposits are
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insured by the Federal Deposit
Insurance Corporation and federal
savings association operating
subsidiaries in accordance with
§559.3(h)(1) of this chapter (defined as
“you”).

* * * * *

m 7. Add Subpart ] to part 571 to read
as follows:

Subpart J—Identity Theft Red Flags

Sec.

571.90 Duties regarding the detection,
prevention, and mitigation of identity
theft.

571.91 Duties of card issuers regarding
changes of address.

Subpart J—Identity Theft Red Flags

§571.80 Duties regarding the detection,
prevention, and mitigation of identity theit.
(a) Scope. This section applies to a
financial institution or creditor that is a
savings association whose deposits are

insured by the Federal Deposit
Insurance Corporation or, in accordance
with §559.3(h)(1) of this chapter, a
federal savings association operating
subsidiary that is not functionally
regulated within the meaning of section
5(c)(5) of the Bank Holding Company
Act of 1956, as amended (12 U.S.C.
1844(c)(5)).

(b) Definitions. For purposes of this
section and Appendix J, the following
definitions apply:

(1) Account means a continuing
relationship established by a person
with a financial institution or creditor to
obtain a product or service for personal,
family, household or business purposes.
Account includes:

(i) An extension of credit, such as the
purchase of property or services
involving a deferred payment; and

(ii) A deposit account.

(2) The term board of directors
includes:

(i) In the case of a branch or agency
of a foreign bank, the managing official
in charge of the branch or agency; and

(ii) In the case of any other creditor
that does not have a board of directors,
a designated employee at the level of
senior management.

(3} Covered account means:

(i) An account that a financial
institution or creditor offers or
maintains, primarily for personal,
family, or household purposes, that
involves or is designed to permit
multiple payments or transactions, such
as a credit card account, mortgage loan,
automobile loan, margin account, cell
phone account, utility account,
checking account, or savings account;
and

(ii) Any other account that the
financial institution or creditor offers or

maintains for which there is a
reasonably foreseeable risk to customers
or to the safety and soundness of the
financial institution or creditor from
identity theft, including financial,
operational, compliance, reputation, or
litigation risks.

(4) Credit has the same meaning as in
15 U.S.C. 1681a(r)(5).

(5) Creditor has the same meaning as
in 15 U.S.C. 1681a(r)(5), and includes
lenders such as banks, finance
companies, automobile dealers,
mortgage brokers, utility companies,
and telecommunications companies.

(6) Customer means a person that has
a covered account with a financial
institution or creditor.

(7) Financial institution has the same
meaning as in 15 U.S.C. 1681a(t).

(8) Identity theft has the same
meaning as in 16 CFR 603.2(a).

(9) Red Flag means a pattern, practice,
or specific activity that indicates the
possible existence of identity theft.

(10) Service provider means a person
that provides a service directly to the
financial institution or creditor.

(c) Periodic Identification of Covered
Accounts. Each financial institution or
creditor must periodically determine
whether it offers or maintains covered
accounts. As a part of this
determination, a financial institution or
creditor must conduct a risk assessment
to determine whether it offers or
maintains covered accounts described
in paragraph (b)(3)(ii) of this section,
taking into consideration:

(1) The methods it provides to open
its accounts;

(2) The methaods it provides to access
its accounts; and

(3) Its previous experiences with
identity theft.

(d) Establishment of an Identity Theft
Prevention Program. (1) Program
requirement. Each financial institution
or creditor that offers or maintains one
or more covered accounts must develop
and implement a written Identity Theft
Prevention Program (Program) that is
designed to detect, prevent, and mitigate
identity theft in connection with the
opening of a covered account or any
existing covered account. The Program
must be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities.

(2) Elements of the Program. The
Program must include reasonable
policies and procedures to:

(i) Identify relevant Red Flags for the
covered accounts that the financial
institution or creditor offers or
maintains, and incorporate those Red
Flags into its Program;

(ii) Detect Red Flags that have been
incorporated into the Program of the
financial institution or creditor;

(iii) Respond appropriately to any Red
Flags that are detected pursuant to
paragraph (d)(2)(ii) of this section to
prevent and mitigate identity theft; and

(iv) Ensure the Program (including the
Red Flags determined to be relevant) is
updated periodically, to reflect changes
in risks to customers and to the safety
and soundness of the financial
institution or creditor from identity
theft.

(e) Administration of the Program.
Each financial institution or creditor
that is required to implement a Program
must provide for the continued
administration of the Program and must:

(1) Obtain approval of the initial
written Program from either its board of
directors or an appropriate committee of
the board of directors;

(2) Involve the board of directors, an
appropriate committee thereof, or a
designated employee at the level of
senior management in the oversight,
development, implementation and
administration of the Program;

(3) Train staff, as necessary, to
effectively implement the Program; and

(4) Exercise appropriate and effective
oversight of service provider
arrangements.

() Guidelines. Each financial
institution or creditor that is required to
implement a Program must consider the
guidelines in Appendix J of this part
and include in its Program those
guidelines that are appropriate.

§571.81 Duties of card issuers regarding
changes of address.

(a) Scope. This section applies to an
issuer of a debit or credit card (card
issuer) that is a savings association
whose deposits are insured by the
Federal Deposit Insurance Corporation
or, in accordance with § 559.3(h)(1) of
this chapter, a federal savings
association operating subsidiary that is
not functionally regulated within the
meaning of section 5(c)(5) of the Bank
Holding Company Act of 1956, as
amended (12 U.S.C. 1844(c)(5)).

(b) Definitions. For purposes of this
section:

(1) Cardholder means a consumer
who has been issued a credit or debit
card.

(2) Clear and conspicuous means
reasonably understandable and
designed to call attention to the nature
and significance of the information
presented.

(c) Address validation requirements.
A card issuer must establish and
implement reasonable policies and
procedures to assess the validity of a
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change of address if it receives
notification of a change of address for a
consumer’s debit or credit card account
and, within a short period of time
afterwards (during at least the first 30
days after it receives such notification),
the card issuer receives a request for an
additional or replacement card for the
same account. Under these
circumstances, the card issuer may not
issue an additional or replacement card,
until, in accordance with its reasonable
policies and procedures and for the
purpose of assessing the validity of the
change of address, the card issuer:

{(1)(1) Notifies the cardholder of the
request:

(A) At the cardholder’s former
address; or

(B) By any other means of
communication that the card issuer and
the cardholder have previously agreed
to use; and

(ii) Provides to the cardholder a
reasonable means of promptly reporting
incorrect address changes; or

(2) Otherwise assesses the validity of
the change of address in accordance
with the policies and procedures the
card issuer has established pursuant to
§571.90 of this part.

(d) Alternative timing of address
validation. A card issuer may satisfy the
requirements of paragraph (c) of this
section if it validates an address
pursuant to the methods in paragraph
(c)(1) or (c)(2) of this section when it
receives an address change notification,
before it receives a request for an
additional or replacement card.

(e) Form of notice. Any written or
electronic notice that the card issuer
provides under this paragraph must be
clear and conspicuous and provided
separately from its regular
correspondence with the cardholder.

Appendices D-I [Reserved]

m 8. Add and reserve appendices D
through I to part 571.

m 9. Add Appendix J to part 571 to read
as follows:

Appendix J to Part 571—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Section 571.90 of this part requires each
financial institution and creditor that offers
or maintains ane or more covered accounts,
as defined in §571.90(b)(3) of this part, to
develop and provide for the continued
administration of a written Program to detect,
prevent, and mitigate identity theft in
connection with the opening of a covered
account or any existing covered account.
These guidelines are intended to assist
financial institutions and creditors in the
formulation and maintenance of a Program
that satisfies the requirements of § 571.90 of
this part.

L. The Program

In designing its Program, a financial
institution or creditor may incorparate, as
appropriate, its existing policies, procedures,
and other arrangements that control
reasonably foreseeable risks to customers or
to the safety and soundness of the financial
institution or creditor from identity theft.

II. Identifying Relevant Red Flags

(a) Risk Factors. A financial institution or
creditor should consider the following factors
in identifying relevant Red Flags for covered
accounts, as appropriate:

(1) The types of covered accounts it offers
or maintains;

(2) The methods it provides to open its
covered accounts;

(3) The methods it provides to access its
covered accounts; and

(4) Tts previous experiences with identity
theft.

(b} Sources of Red Flags. Financial
institutions and creditors should incorporate
relevant Red Flags from sources such as:

(1) Incidents of identity theft that the
financial institution or creditor has
experienced;

(2) Methods of identity theft that the
financial institution or creditor has identified
that reflect changes in identity theft risks;
and

(3) Applicable supervisory guidance.

{c) Categories of Red Flags. The Program
should include relevant Red Flags from the
following categories, as appropriate.
Examples of Red Flags from each of these
categories are appended as Supplement A to
this Appendix J.

{1} Alerts, notifications, or other warnings
received from consumer reporting agencies ar
service providers, such as fraud detection
services;

(2) The presentation of suspicious
documents;

(3) The presentation of suspicious personal
identifying information, such as a suspicious
address change;

{4) The unusual use of, or other suspicious
activity related to, a covered account; and

{5) Notice from customers, victims of
identity theft, law enforcement authorities, or
other persons regarding possible identity
theft in connection with covered accounts
held by the financial institution or creditor.

III. Detecting Red Flags

The Program’s policies and procedures
should address the detection of Red Flags in
connection with the opening of covered
accounts and existing covered accounts, such
as by:

{a) Obtaining identifying information
about, and verifying the identity of, a person
opening a covered account, for example,
using the policies and procedures regarding
identification and verification set forth in the
Customer Identification Program rules
implementing 31 U.S.C. 5318(]) (31 CFR
103.121); and

(b} Authenticating customers, monitoring
transactions, and verifying the validity of
change of address requests, in the case of
existing covered accounts.

IV. Preventing and Mitigating Identity Theft

The Program’s policies and procedures
should provide for appropriate responses to

the Red Flags the financial institution or
creditor has detected that are commensurate
with the degree of risk posed. In determining
an appropriate response, a financial
institution or creditor should consider
aggravating factors that may heighten the risk
of identity theft, such as a data security
incident that results in unauthorized access
to a customer’s account records held by the
financial institution, creditor, or third party,
or notice that a customer has provided
information related to a covered account held
by the financial institution or creditor to
someone fraudulently claiming to represent
the financial institution or creditor or to a
fraudulent website. Appropriate responses
may include the following:

(a) Monitoring a covered account for
evidence of identity theft;

(b) Contacting the customer;

(c) Changing any passwords, security
codes, or other security devices that permit
access to a covered account;

{d) Reopening a covered account with a
new account number;

(e} Not opening a new covered account;

{f) Closing an existing covered account;

(g} Not attempting to collect on a covered
account or not selling a covered account to
a debt collector;

(h) Notifying law enforcement; or

(i} Determining that no response is
warranted under the particular
circumstances.

V. Updating the Program

Financial institutions and creditors should
update the Program (including the Red Flags
determined to be relevant) periodically, to
reflect changes in risks to customers or to the
safety and soundness of the financial
institution or creditor from identity theft,
based on factors such as:

{a) The experiences of the financial
institution or creditor with identity theft;

(b) Changes in methods of identity theft;

(c) Changes in methods to detect, prevent,
and mitigate identity theft;

(d) Changes in the types of accounts that
the financial institution or creditor offers or
maintains; and

{e) Changes in the business arrangements
of the financial institution or creditor,
including mergers, acquisitions, alliances,
joint ventures, and service provider
arrangements.

VI. Methads for Administering the Program

(a) Oversight of Program. Oversight by the
board of directors, an appropriate committee
of the board, or a designated employee at the
level of senior management should include:

(1) Assigning specific responsibility for the
Program'’s implementation;

(2) Reviewing reports prepared by staff
regarding compliance by the financial
institution or creditor with § 571.90 of this
part; and

(3) Approving material changes to the
Program as necessary to address changing
identity theft risks.

(b} Reports. (1) In general. Staff of the
financial institution or creditor responsible
for development, implementation, and
administration of its Program should report
to the board of directors, an appropriate
committee of the board, or a designated
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emplovee at the level of senior management,
at least annually, on compliance by the
financial institution or creditor with §571.90
of this part.

(2} Contents of report. The report should
address material matters related to the
Program and evaluate issues such as: the
effectiveness of the policies and procedures
of the financial institution or creditor in
addressing the risk of identity theft in
connection with the opening of covered
accounts and with respect to existing covered
accounts; service provider arrangements;
significant incidents involving identity theft
and management’s response; and
recommendations for material changes to the
Program.

(c} Oversight of service provider
arrangements. Whenever a financial
institution or creditor engages a service
provider to perform an activity in connection
with one or more covered accounts the
financial institution or creditor should take
steps to ensure that the activity of the service
provider is conducted in accordance with
reasonable policies and procedures designed
to detect, prevent, and mitigate the risk of
identity theft. For example, a financial
institution or creditor could require the
service provider by contract to have policies
and procedures to detect relevant Red Flags
that may arise in the performance of the
service provider’s activities, and either report
the Red Flags to the financial institution or
creditor, or to take appropriate steps to
prevent or mitigate identity theft.

VIL QOther Applicable Legal Requirements

Financial institutions and creditors should
be mindful of other related legal
requirements that may be applicable, such as:

(a) For financial institutions and creditors
that are subject to 31 U.S.C. 5318(g), filing a
Suspicious Activity Report in accordance
with applicable law and regulation;

(b) Implementing any requirements under
15 U.5.C. 1681c—1(h) regarding the
circumstances under which credit may be
extended when the financial institution or
creditor detects a fraud or active duty alert;

{c) Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.S.C. 168152,
for example, to correct or update inaccurate
or incomplete information, and to not report
information that the furnisher has reasonable
cause to believe is inaccurate; and

(d)} Complying with the prohibitions in 15
U.S.C. 1681m on the sale, transfer, and
placement for collection of certain debts
resulting from identity theft.

Supplement A to Appendix |

In addition to incorporating Red Flags from
the sources reconimended in section ILb. of
the Guidelines in Appendix | of this part,
each financial institution or creditor may
consider incorporating into its Program,
whether singly or in combination, Red Flags
from the following illustrative examples in
connection with covered accounts:

Alerts, Notifications or Warnings from a
Consumer Reporting Agency

1. A fraud or active duty alert is included
with a consumer report.

2. A consumer reporting agency provides a
notice of credit freeze in response to a
request for a consumer report.

3. A consumer reporting agency provides a
notice of address discrepancy, as defined in
§571.82(b} of this part.

4. A consumer report indicates a pattern of
activity that is inconsistent with the history
and usual pattern of activity of an applicant
or customer, such as:

a. A recent and significant increase in the
volume of inquiries;

b. An unusual number of recently
established credit relationships;

c. A materia] change in the use of credit,
especially with respect to recently
established credit relationships; or

d. An account that was closed for cause or
identified for abuse of account privileges by
a financial institution or creditor.

Suspicious Documents

5. Documents provided for identification
appear to have been altered or forged.

6. The photograph or physical description
on the identification is not consistent with
the appearance of the applicant or customer
presenting the identification.

7. Other information on the identification
is not consistent with information provided
by the person opening a new covered account
or customer presenting the identification.

8. Other information on the identification
is not consistent with readily accessible
information that is on file with the financial
institution or creditor, such as a signature
card or a recent check.

9. An application appears to have been
altered or forged, or gives the appearance of
having been destroyed and reassembled.

Suspicious Personal Identifying Information

10. Personal identifying information
provided is inconsistent when compared
against external information sources used by
the financial institution or creditor. For
example:

a. The address does not match any address
in the consumer report; or

b. The Sacial Security Number (SSN) has
not been issued, or is listed on the Social
Security Administration’s Death Master File.

11. Personal identifying information
provided by the customer is not consistent
with other personal identifying information
provided by the customer. For example, there
is a lack of correlation between the SSN
range and date of birth.

12. Personal identifying information
provided is associated with known
frandulent activity as indicated by internal or
third-party sources used by the financial
institution or creditor. For example:

a. The address on an application is the
same as the address provided on a fraudulent
application; or

b. The phone number on an application is
the same as the number provided on a
fraudulent application.

13. Personal identifying information
provided is of a type commonly associated
with fraudulent activity as indicated by
internal or third-party sources used by the
financial institution or creditor. For example:

a. The address on an application is
fictitious, a mail drop, or a prisen; or

b. The phone number is invalid, or is
associated with a pager or answering service.
14. The SSN provided is the same as that
submitted by other persons opening an

account or other customers.

15. The address or telephone number
provided is the same as or similar to the
account number or telephone number
submitted by an unusually large number of
other persons opening accounts or other
customers.

16. The person opening the covered
account or the customer fails to provide all
required personal identifying information on
an application or in response to notification
that the application is incomplete.

17. Personal identifying information
provided is not consistent with personal
identifying information that is on file with
the financial institution or creditor.

18. For financial institutions and creditors
that use challenge questions, the person
opening the covered account or the customer
cannot provide authenticating information
beyond that which generally would be
available from a wallet or consumer report.

Unusual Use of, or Suspicious Activity
Related to, the Covered Account

19. Shortly following the notice of a change
of address for a covered account, the
institution or creditor receives a request for
a new, additional, or replacement card or a
cell phone, or for the addition of authorized
users on the account.

20. A new revolving credit account is used
in a manner commonly associated with
known patterns of fraud patterns. For
example:

a. The majority of available credit is used
for cash advances or merchandise that is
easily convertible to cash (e.g., electranics
equipment or jewelry); or

b. The customer fails to make the first
payment or makes an initial payment but no
subsequent payments.

21. A covered account is used in a manner
that is not consistent with established
patterns of activity on the account. There is,
for example:

a. Nonpayment when there is no history of
late or missed payments;

b. A material increase in the use of
available credit;

c. A material change in purchasing or
spending patterns;

d. A material change in electronic fund
transfer patterns in connection with a deposit
account; or

e. A material change in telephone call
patterns in connection with a cellular phone
account,

22. A covered account that has been
inactive for a reasonably lengthy period of
time is used {taking into consideration the
type of account, the expected pattern of usage
and other relevant factors).

23. Mail sent to the custowmer is returned
repeatedly as undeliverable although
transactions continue to be conducted in
connection with the customer's covered
account.

24. The financial institution or creditor is
notified that the customer is not receiving
paper account statements.

25. The financial institution or creditor is
notified of unauthorized charges or
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transactions in connection with a customer’s
covered account.

Notice from Customers, Victims of Identity
Theft, Law Enforcement Authorities, or Other
Persons Regarding Possible Identity Theft in
Connection With Covered Accounts Held by
the Financial Institution or Creditor

26, The financial institution or creditor is
notified by a customer, a victim of identity
theft, a law enforcement authority, or any
other person that it has opened a fraudulent

account for a person engaged in identity
theft.

National Credit Union Administration
12 CFR Chapter VII

Authority and Issuance

m For thereasons discussed in the joint
preamble, the National Credit Union
Administration is amending part 717 of
title 12, chapter VII, of the Code of
Federal Regulations as follows:

PART 717—FAIR CREDIT REPORTING

@ 1. The authority citation for part 717
is revised to read as follows:

Authority: 12 U.S.C. 1751 et seq.; 15 U.S.C.
1681a, 1681b, 1681c, 1681m, 1681s, 16815~
1,1681t, 1681w, 6801 and 6805, Pub. L. 108—
159, 117 Stat. 1952.

Subpart A—General Provisions

m 2. Amend § 717.3 by revising the
introductory text to read as follows:

§717.3 Definitions.

For purposes of this part, unless
explicitly stated otherwise:
* * * * *

m 3. Revise the heading for Subpart I as
shown below.

Subpart I—Duties of Users of
Consumer Reports Regarding Address
Discrepancies and Records Disposal

m 4. Add §717.82 toread as follows:

§717.82 Duties of users regarding address
discrepancies.

(a) Scope. This section applies to a
user of consumer reports (user) that
receives a notice of address discrepancy
from a consumer reporting agency, and
that is federal credit union.

(b) Definition. For purposes of this
section, a notice of address discrepancy
means a notice sent to a user by a
consumer reporting agency pursuant to
15 U.S.C. 1681c(h})(1), that informs the
user of a substantial difference between
the address for the consumer that the
user provided to request the consumer
report and the address(es) in the
agency’s file for the consumer.

(c) Reasonable belisf—(1)
HRequirement to form a reasonable belief.
A user must develop and implement

reasonable policies and procedures
designed to enable the user to form a
reasonable belief that a consumer report
relates to the consumer about whom it
has requested the report, when the user
receives a notice of address discrepancy.

(2) Examples of reasonable policies
and procedures. (i) Comparing the
information in the consumer report
provided by the consumer reporting
agency with information the user:

(A) Obtains and uses to verify the
consumer’s identity in accordance with
the requirements of the Customer
Information Program (CIP) rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121);

(B) Maintains in its own records, such
as applications, change of address
notifications, other member account
records, or retained CIP documentation:
or

(C) Obtains from third-party sources;
or

(ii) Verifying the information in the
consumer report provided by the
consumer reporting agency with the
consumer.

(d) Consumer’s address—(1)
Requirement to furnish consumer’s
address to a consumer reporting agency.
A user must develop and implement
reasonable policies and procedures for
furnishing an address for the consumer
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from whom it received the
notice of address discrepancy when the
user:

(i) Can form a reasonable belief that
the consumer report relates to the
consumer about whom the user
requested the report;

(ii) Establishes a continuing
relationship with the consumer; and

(iii) Regularly and in the ordinary
course of business furnishes information
to the consumer reporting agency from
which the notice of address discrepancy
relating to the consumer was obtained.

(2) Examples of confirmation
methods. The user may reasonably
confirm an address is accurate by:

(i) Verifying the address with the
consumer about whom it has requested
the report;

(ii) Reviewing its own records to
verify the address of the consumer;

(iii) Verifying the address through
third-party sources; or

(iv) Using other reasanable means.

{3) Timing. The policies and
procedures developed in accordance
with paragraph (d)(1) of this section
must provide that the user will furnish
the consumer’s address that the user has
reasonably confirmed is accurate to the
consumer reporting agency as part of the
information it regularly furnishes for the

reporting period in which it establishes
arelationship with the consumer.

m 5. Add Subpart J to part 717 to read

as follows:

Subpart J—Identity Theft Red Flags

Sec.

717.90 Duties regarding the detection,
prevention, and mitigation of identity
theft.

717.91 Duties of card issuers regarding
changes of address.

Subpart J—Identity Theft Red Flags

§717.90 Duties regarding the detection,
prevention, and mitigation of identity theft.
(a) Scope. This section applies to a
financial institution or creditor that is a

federal credit union.

{(b) Definitions. For purposes of this
section and Appendix J, the following
definitions apply:

(1) Account means a continuing
relationship established by a person
with a federal credit union to obtain a
product or service for personal, family,
household or business purposes.
Account includes:

(i) An extension of credit, such as the
purchase of property or services’
involving a deferred payment; and

(ii) A share or deposit account.

(2) The term board of directors refers
to a federal credit union’s board of
directors.

(3) Covered account means:

(i) An account that a federal credit
union offers or maintains, primarily for
personal, family, or household
purposes, that involves or is designed to
permit multiple payments or
transactions, such as a credit card
account, mortgage loan, automobile
loan, checking account, or share
account; and

(ii) Any other account that the federal
credit union offers or maintains for
which there is a reasonably foreseeable
risk to members or to the safety and
soundness of the federal credit union
from identity theft, including financial,
operational, compliance, reputation, or
litigation risks.

(4) Credit has the same meaning as in
15 U.S.C. 1681a(r)(5).

(5) Creditor has the same meaning as
in 15 U.S.C. 1681a(r)(5).

(6) Customer means a member that
has a covered account with a federal
credit union,.

(7) Financial institution has the same
meaning as in 15 U.S.C. 1681a(t).

(8) Identity theft has the same
meaning as in 16 CFR 603.2(a).

(9) Red Flag means a pattern, practice,
or specific activity that indicates the
possible existence of identity theft.

(10) Service provider means a person
that provides a service directly to the
federal credit union.
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(c) Periodic Identification of Covered
Accounts. Each federal credit union
must periodically determine whether it
offers or maintains covered accounts. As
a part of this determination, a federal
credit union must conduct a risk
assessment to determine whether it
offers or maintains covered accounts
described in paragraph (b)(3)(ii) of this
section, taking into consideration:

(1) The methods it provides to open
its accounts;

(2) The methods it provides to access
its accounts; and

(3) Its previous experiences with
identity theft.

(d) Establishment of an Identity Theft
Prevention Program. (1) Program
requirement. Each federal credit union
that offers or maintains one or more
covered accounts must develop and
implement a written Identity Theft
Prevention Program (Program) that is
designed to detect, prevent, and mitigate
identity theft in connection with the
opening of a covered account or any
existing covered account. The Program
must be appropriate to the size and
complexity of the federal credit union
and the nature and scope of its
activities.

(2) Elements of the Program. The
Program must include reasonable
policies and procedures to:

(i) Identify relevant Red Flags for the
covered accounts that the federal credit
union offers or maintains, and
incorporate those Red Flags into its
Program;

(i1) Detect Red Flags that have been
incorporated into the Program of the
federal credit union;

(iii) Respond appropriately to any Red
Flags that are detected pursuant to
paragraph (d)(2)(ii) of this section to
prevent and mitigate identity theft; and

(iv) Ensure the Program (including the
Red Flags determined to be relevant) is
updated periodically, to reflect changes
in risks to members and to the safety
and soundness of the federal credit
union from identity theft.

(e) Administration of the Program.
Each federal credit union that is
required to implement a Program must
provide for the continued
administration of the Program and must:

(1} Obtain approval of the initial
written Program from either its board of
directors or an appropriate committee of
the board of directors;

(2} Involve the board of directors, an
appropriate committee thereof, or a
designated employee at the level of
senior management in the oversight,
development, implementation and
administration of the Program;

(3] Train staff, as necessary, to
effectively implement the Program; and

(4) Exercise appropriate and effective
oversight of service provider
arrangements.

(f) Guidelines. Each federal credit
unjon that is required to implement a
Program must consider the guidelines in
Appendix J of this part and include in
its Program those guidelines that are
appropriate.

§717.91 Duties of card issuers regarding
changes of address.

(a) Scope. This section applies to an
issuer of a debit or credit card (card
issuer) that is a federal credit union.

(b) Definitions. For purposes of this
section:

(1) Cardholder means a member who
has been issued a credit or debit card.

(2) Clear and conspicuous means
reasonably understandable and
designed to call attention to the nature
and significance of the information
presented.

(c) Address validation requirements.
A card issuer must establish and
implement reasonable policies and
procedures to assess the validity of a
change of address if it receives
notification of a change of address for a
member’s debit or credit card account
and, within a short period of time
afterwards (during at least the first 30
days after it receives such notification),
the card issuer receives a request for an
additional or replacement card for the
same account. Under these
circumstances, the card issuer may not
issue an additional or replacement card,
until, in accordance with its reasonable
policies and procedures and for the
purpose of assessing the validity of the
change of address, the card issuer:

(1)(1) Notifies the cardholder of the
request:

(A) At the cardholder’s former
address; or

(B) By any other means of
communication that the card issuer and
the cardholder have previously agreed
to use; and

(ii) Provides to the cardholder a
reasonable means of promptly reporting
incorrect address changes; or

(2) Otherwise assesses the validity of
the change of address in accordance
with the policies and procedures the
card issuer has established pursuant to
§717.90 of this part.

(d) Alternative timing of address
validation. A card issuer may satisfy the
requirements of paragraph (c) of this
section if it validates an address
pursuant to the methods in paragraph
(c)(1) or (c)(2) of this section when it
receives an address change notification,
before it receives a request for an
additional or replacement card.

(e} Form of notice. Any written or
electronic notice that the card issuer

provides under this paragraph must be
clear and conspicuous and provided
separately from its regular
correspondence with the cardholder.

Appendices D-I [Reserved]

m 6. Add and reserve appendices D
through I to part 717.

m 7. Add Appendix ] to part 717 to read
as follows:

Appendix J to Part 717—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Section 717.90 of this part requires each
federal credit union that offers or maintains
one or more covered accounts, as defined in
§717.90(b}(3) of this part, to develop and
praovide for the continued administration of
a written Program to detect, prevent, and
mitigate identity theft in connection with the
opening of a covered account or any existing
covered account. These guidelines are
intended to assist federal credit unions in the
formulation and maintenance of a Program
that satisfies the requirements of §717.90 of
this part.

1. The Program

In designing its Program, a federal credit
union may incorporate, as appropriate, its
existing policies, procedures, and other
arrangements that control reasonably
foreseeable risks to members or to the safety
and soundness of the federal credit union
from identity theft.

IL. Identifying Relevant Red Flags

(a) Risk Factors. A federal credit union
should consider the following factors in
identifying relevant Red Flags for covered
accounts, as appropriate:

(1) The types of covered accounts it offers
or maintains;

(2) The methods it provides to open its
covered accounts;

(3) The methods it provides to access its
covered accounts; and

(4) Its previous experiences with identity
theft.

(b) Sources of Red Flags. Federal credit
unions should incorporate relevant Red Flags
from sources such as:

(1) Incidents of identity theft that the
federal credit union has experienced;

(2) Methods of identity theft that the
federal credit union has identified that reflect
changes in identity theft risks; and

(3) Applicable supervisory guidance.

(c} Categories of Red Flags. The Program
should include relevant Red Flags from the
following categories, as appropriate.
Examples of Red Flags from each of these
categories are appended as Supplement A to
this Appendix J.

(1} Alerts, notifications, or other warnings
received from consumer reporting agencies or
service providers, such as fraud detection
services;

(2) The presentation of suspicious
documents;

{3) The presentation of suspicious personal
identifying information, such as a suspicious
address change:

(4) The unusual use of, or other suspicious
activity related to, a covered account; and
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(5) Notice from members, victims of
identity theft, law enforcement authaorities, or
other persons regarding possible identity
theft in connection with covered accounts
held by the federal credit union.

III Detecting Red Flags

The Program’s policies and procedures
should address the detection of Red Flags in
connection with the opening of covered
accounts and existing covered accounts, such
as by:

{a) Obtaining identifying information
about, and verifying the identity of, a person
opening a covered account, for example,
using the policies and procedures regarding
identification and verification set forth in the
Customer Identification Program rules
implementing 31 U.S.C. 5318(1) {31 CFR
103.121); and

(b) Authenticating members, monitoring
transactions, and verifying the validity of
change of address requests, in the case of
existing covered accounts.

IV. Preventing and Mitigating Identity Theft

The Program’s policies and procedures
should provide for appropriate responses to
the Red Flags the federal credit union has
detected that are commensurate with the
degree of risk posed. In determining an
appropriate response, a federal credit union
should consider aggravating factors that may
heighten the risk of identity theft, such as a
data security incident that results in
unauthorized access to a member’s account
records held by the federal credit union or a
third party, or notice that a member has
provided information related to a covered
account held by the federal credit union to
someone fraudulently claiming to represent
the federal credit union or to a fraudulent
website. Appropriate responses may include
the following:

(a) Monitoring a covered account for
evidence of identity theft;

(b) Contacting the member;

(c) Changing any passwords, security
codes, or other security devices that permit
access to a covered account;

(d) Reopening a covered account with a
new account number;

{e) Not opening a new covered account;

{f]) Closing an existing covered account;

(g) Not attempting to collect on a covered
account or not selling a covered account to
a debt collector;

(h) Notifying law enforcement; or

(i) Determining that no response is
warranted under the particular
circumstances.

V. Updating the Program

Federal credit unions should update the
Program {including the Red Flags determined
to be relevant) periodically, to reflect changes
in risks to members or to the safety and
soundness of the federal credit union from
identity theft, based on factors such as:

{a) The experiences of the federal credit
union with identity theft;

{b) Changes in methods of identity theft;

{c} Changes in methods to detect, prevent,
and mitigate identity theft;

{d) Changes in the types of accounts that
the federal credit union offers or maintains;
and

(e} Changes in the business arrangements
of the federal credit union, including
mergers, acquisitions, alliances, joint
ventures, and service provider arrangements.
VI. Methods for Administering the Program

(a) Oversight of Program. Oversight by the
board of directors, an appropriate committee
of the board, or a designated employee at the
leve] of senior management should include:

(1) Assigning specific responsibility for the
Program’s implementation;

{2) Reviewing reports prepared by staff
regarding compliance by the federal credit
union with § 717.90 of this part; and

(3) Approving material changes to the
Program as necessary to address changing
identity theft risks.

(b) Reports. (1) In general. Staff of the
federal credit union responsible for
development, implementation, and
administration of its Program should report
to the board of directors, an appropriate
committee of the board, or a designated
employee at the level of senior management,
at least annually, on compliance by the
federal credit union with § 717.90 of this
part.

(2) Contents of report. The report should
address material matters related to the
Program and evaluate issues such as: the
effectiveness of the policies and procedures
of the federal credit union in addressing the
risk of identity theft in connection with the
opening of covered accounts and with
respect to existing covered accounts; service
provider arrangements; significant incidents
involving identity theft and management’s
response; and recommendations for material
changes to the Program.

(c) Oversight of service provider
arrangements. Whenever a federal credit
union engages a service provider to perform
an activity in connection with one or more
covered accounts the federal credit union
should take steps to ensure that the activity
of the service provider is conducted in
accordance with reasonable policies and
procedures designed to detect, prevent, and
mitigate the risk of identity theft. For
example, a federal credit union could require
the service provider by contract to have
policies and procedures to detect relevant
Red Flags that may arise in the performance
of the service provider’s activities, and either
report the Red Flags to the federal credit
union, or to take appropriate steps to prevent
or mitigate identity theft.

VIL Other Applicable Legal Requirements

Federal credit unions should be mindful of
other related legal requirements that may be
applicable, such as:

(a) Filing a Suspicious Activity Report
under 31 U.S.C. 5318(g) and 12 CFR 748.1(c});

{b) Implementing any requirements under
15 U.S.C. 1681c~1(h) regarding the
circumstances under which credit may be
extended when the federal credit union
detects a fraud or active duty alert;

{c) Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.5.C. 168152,
for example, to correct or update inaccurate
or incomplete information, and to not report
information that the furnisher has reasonable
cause to believe is inaccurate; and

(d) Complying with the prohibitions in 15
U.S.C. 1681m on the sale, transfer, and
placement for collection of certain debts
resulting from identity theft.

Supplement A to Appendix ]

In addition to incorporating Red Flags from
the sources recormmended in section ILb. of
the Guidelines in Appendix J of this part,
each federal credit union may consider
incorporating into its Program, whether
singly or in combination, Red Flags from the
following illustrative examples in connection
with covered accounts:

Alerts, Notifications or Warnings From a
Consumer Reporting Agency

1. A fraud or active duty alert is included
with a consumer report.

2. A consumer reporting agency provides a
notice of credit freeze in response to a
request for a consumer report.

3. A consumer reporting agency provides a
notice of address discrepancy, as defined in
§ 717.82(b) of this part.

4. A consumer report indicates a pattern of
activity that is inconsistent with the history
and usual pattern of activity of an applicant
or member, such as:

a. A recent and significant increase in the
volume of inquiries;

b. An unusual number of recently
established credit relationships;

c. A material change in the use of credit,
especially with respect to recently
established credit relationships; or

d. An account that was closed for cause or
identified for abuse of account privileges by
a financial institution or creditor.

Suspicious Documents

5. Documents provided for identification
appear to have been altered or forged.

6. The photograph or physical description
on the identification is not consistent with
the appearance of the applicant or member
presenting the identification.

7. Other information on the identification
is not consistent with information provided
by the person opening a new covered account
or member presenting the identification.

8. Other information on the identification
is not consistent with readily accessible
information that is on file with the federal
credit union, such as a signature card or a
recent check.

9. An application appears to have been
altered or forged, or gives the appearance of
having been destroyed and reassembled.

Suspicious Personal Identifving Information

10. Personal identifying information
provided is inconsistent when compared
against external information sources used by
the federal credit union. For example:

a. The address does not match any address
in the consumer report; or

b. The Social Security Number (SSN) has
not been issued, or is listed on the Social
Security Administration’s Death Master File.

11. Personal identifying information
provided by the member is not consistent
with other personal identifving information
provided by the member. For example, there
is a lack of correlation between the SSN
range and date of birth.
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12. Personal identifying information
provided is associated with known
fraudulent activity as indicated by internal or
third-party sources used by the federal credit
union. For example:

a. The address on an application is the
same as the address provided on a fraudulent
application; or

b. The phone number on an application is
the same as the number provided on a
fraudulent application.

13. Personal identifying information
provided is of a type commonly associated
with fraudulent activity as indicated by
internal or third-party sources used by the
federal credit union. For example:

a. The address on an application is
fictitious, a mail drop, or prison; or

b. The phone number is invalid, or is
associated with a pager or answering service.

14. The SSN provided is the same as that
submitted by other persons opening an
account or other members.

15. The address or telephone number
provided is the same as or similar to the
account number or telephone number
submitted by an unusually large number of
other persons opening accounts or other
members.

16. The person opening the covered
account or the member fails to provide all
required personal identifying information on
an application or in response to notification
that the application is incomplete.

17. Personal identifying information
provided is not consistent with personal
identifying information that is on file with
the federal credit unjon.

18. For federal credit unions that use
challenge questions, the person opening the
covered account or the member cannot
provide authenticating information beyond
that which generally would be available from
a wallet or consumer report.

Unusual Use of, or Suspicious Activity
Related to, the Covered Account

19, Shortly following the notice of a change
of address for a covered account, the
institution or creditor receives a request for
a new, additional, or replacement card or a
cell phone, or for the addition of authorized
users on the account.

20. A new revolving credit account is used
in a manner commonly associated with
known patterns of fraud patterns. For
example:

a. The majority of available credit is used
for cash advances or merchandise that is
easily convertible to cash (e.g., electronics
equipment or jewelry}; or

b. The member fails to make the first
payment or makes an initial payment but no
subsequent pavments.

21. A covered account is used in a manner
that is not consistent with established
patterns of activity on the account. There is,
for example:

a. Nonpayment when there is no history of
late or missed payvments;

b. A material increase in the use of
available credit;

¢. A material change in purchasing or
spending patterns;

d. A material change in electronic fund
transfer patterns in connection with a deposit
account; or

e. A material change in telephone call
patterns in connection with a cellular phone
account.

22. A covered account that has been
inactive for a reasonably lengthy period of
time is used (teking into consideration the
type of account, the expected pattern of usage
and other relevant factors).

23. Mail sent to the member is returned
repeatedly as undeliverable although
transactions continue to be conducted in
connection with the member’s covered
account.

24. The federal credit union is notified that
the member is not receiving paper account
statements.

25. The federal credit union is notified of
unauthorized charges or transactions in
connection with a member’s covered
account.

Notice From Members, Victims of Identity
Theft, Law Enforcement Authorities, or Other
Persons Regarding Possible Identity Theft in
Connection With Covered Accounts Held by
the Federal Credit Union

26. The federal credit union is notified by
a member, a victim of identity theft, a law
enforcement authority, or any other person
that it has opened a fraudulent account for
a person engaged in identity theft.

FEDERAL TRADE COMMISSION
16 CFR Part 681

Authority and Issuance

m For the reasons discussed in the joint
preamble, the Commission is adding
part 681 of title 16 of the Code of
Federal Regulations as follows:

PART 681—IDENTITY THEFT RULES

Sec.

681.1 Duties of users of consumer reports
regarding address discrepancies.

681.2 Dutles regarding the detection,
prevention, and mitigation of identity
theft.

681.3 Duties of card issuers regarding
changes of address.

Appendix A to Part 681—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Authority: Pub. L. 108~159, sec. 114 and
sec. 315; 15 U.5.C. 1681m(e) and 15 U.S.C.
1681c(h).

§681.1 Duties of users regarding address
discrepancies.

(a) Scope. This section applies to
users of consumer reports that are
subject to administrative enforcement of
the FCRA by the Federal Trade
Commission pursuant to 15 U.S.C.
1681s{a)(1) (users).

(b) Definition. For purposes of this
section, a notice of address discrepancy
means a notice sent to a user by a
consumer reporting agency pursuant to
15 U.S.C. 1681c(h)(1), that informs the
user of a substantial difference between
the address for the consumer that the
user provided to request the consumer

report and the address(es] in the
agency’s file for the consumer.

(c) Reasonable belief. (1) Requirement
to form a reasonable belief. A user must
develop and implement reasonable
policies and procedures designed to
enable the user to form a reasonable
belief that a consumer report relates to
the consumer about whom it has
requested the report, when the user
receives a notice of address discrepancy.

(2) Examples of reasonable policies
and procedures. (1) Comparing the
information in the consumer report
provided by the consumer reporting
agency with information the user:

(A) Obtains and uses to verify the
consumer’s identity in accordance with
the requirements of the Customer
Information Program (CIP) rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121);

(B) Maintains in its own records, such
as applications, change of address
notifications, other customer account
records, or retained CIP documentation;
or

(C) Obtains from third-party sources;
or

(ii) Verifying the information in the
consumer report provided by the
consumer reporting agency with the
consumer.

(d) Consumer’s address. (1)
Requirement to furnish consumer’s
address to a consumer reporting agency.
A user must develop and implement
reasonable policies and procedures for
Turnishing an address for the consumer
that the user has reasonably confirmed
is accurate to the consumer reporting
agency from whom it received the
notice of address discrepancy when the
user:

(i) Can form a reasonable belief that
the consumer report relates to the
consumer about whom the user
requested the report;

(ii) Establishes a continuing
relationship with the consumer; and

(1ii) Regularly and in the ordinary
course of business furnishes information
to the consumer reporting agency from
which the notice of address discrepancy
relating to the consumer was obtained.

(2) Examples of confirmation
methods. The user may reasonably
confirm an address is accurate by:

(i) Verifying the address with the
consumer about whom it has requested
the report;

(ii) Reviewing its own records to
verify the address of the consumer;

(iif) Verifying the address through
third-party sources; or

(iv) Using other reasonable means.

(3) Timing. The policies and
procedures developed in accordance
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with paragraph (d)(1) of this section
must provide that the user will furnish
the consumer’s address that the user has
reasonably confirmed is accurate to the
consumer reporting agency as part of the
information it regularly furnishes for the
reporting period in which it establishes
a relationship with the consumer.

§681.2 Duties regarding the detection,
prevention, and mitigation of identity theft.

(a) Scope. This section applies to
financial institutions and creditors that
are subject to administrative
enforcement of the FCRA by the Federal
Trade Commission pursuant to 15
U.S.C. 1681s(a)(1).

(b) Definitions. For purposes of this
section, and Appendix A, the following
definitions apply:

(1) Account means a continuing
relationship established by a person
with a financial institution or creditor to
obtain a product or service for personal,
family, household or business purposes.
Account includes:

(1) An extension of credit, such as the
purchase of property or services
involving a deferred payment; and

(ii) A deposit account.

(2) The term board of directors
includes:

(i) In the case of a branch or agency
of a foreign bank, the managing official
in charge of the branch or agency; and

(ii) In the case of any other creditor
that does not have a board of directors,
a designated employee at the level of
senior management,

(3) Covered account means:

(i) An account that a financial
institution or creditor offers or
maintains, primarily for personal,
family, or household purposes, that
involves or is designed to permit
multiple payments or transactions, such
as a credit card account, mortgage loan,
automobile loan, margin account, cell
phone account, utility account,
checking account, or savings account;
and

(ii) Any other account that the
financial instituticn or creditor offers or
maintains for which there is a
reasonably foreseeable risk to customers
or to the safety and soundness of the
financial institution or creditor from
identity theft, including financial,
operational, compliance, reputation, or
litigation risks.

(4] Credit has the same meaning as in
15 U.S.C. 1681a(r)(5).

(5) Creditor has the same meaning as
in 15 U.S.C. 1681a(r)(5), and includes
lenders such as banks, finance
companies, automabile dealers,
mortgage brokers, utility companies,
and telecommunications companies.

(6) Customer means a person that has
a covered account with a financial
institution or creditor.

(7) Financial institution has the same
meaning as in 15 U.S.C. 1681alt).

(8) Identity theft has the same
meaning as in 16 CFR 603.2(a).

(9) Red Flag means a pattern, practice,
or specific activity that indicates the
possible existence of identity theft.

(10} Service provider means a person
that provides a service directly to the
financial institution or creditor.

(c) Periodic Identification of Covered
Accounts. Each financial institution or
creditor must periodically determine
whether it offers or maintains covered
accounts. As a part of this
determination, a financial institution or
creditor must conduct a risk assessment
to determine whether it offers or
maintains covered accounts described
in paragraph (b)(3)(ii) of this section,
taking into consideration:

(1) The methods it provides to open
its accounts;

(2) The methods it provides to access
its accounts; and

(3) Its previous experiences with
identity theft,

(d) Establishment of an Identity Theft
Prevention Program. (1) Program
requirement. Each financial institution
or creditor that offers or maintains one
or more covered accounts must develop
and implement a written Identity Theft
Prevention Program (Program) that is
designed to detect, prevent, and mitigate
identity theft in connection with the
opening of a covered account or any
existing covered account. The Program
must be appropriate to the size and
complexity of the financial institution
or creditor and the nature and scope of
its activities.

(2) Elements of the Program. The
Program must include reasonable
policies and procedures to:

(i) Identify relevant Red Flags for the
covered accounts that the financial
institution or creditor offers or
maintains, and incorporate those Red
Flags into its Program;

(ii) Detect Red Flags that have been
incorporated into the Program of the
financial institution or creditor;

(iii) Respond appropriately to any Red
Flags that are detected pursuant to
paragraph (d}(2)(ii) of this section to
prevent and mitigate identity theft; and

(iv) Ensure the Program (including the
Red Flags determined to be relevant) is
updated periodically, to reflect changes
in risks to customers and to the safety
and soundness of the financial
institution or creditor from identity
theft.

(e) Administration of the Program.
Each financial institution or creditor

that is required to implement a Program
must provide for the continued
administration of the Program and must:

(1) Obtain approval of the initial
written Program from either its board of
directors or an appropriate committee of
the board of directors;

(2) Involve the board of directors, an
appropriate committee thereof, or a
designated employee at the level of
senior management in the oversight,
development, implementation and
administration of the Program;

(3) Train staff, as necessary, to
effectively implement the Program; and

(4) Exercise appropriate and effective
oversight of service provider
arrangements.

(f) Guidelines. Each financial
institution or creditor that is required to
implement a Program must consider the
guidelines in Appendix A of this part
and include in its Program those
guidelines that are appropriate.

§681.3 Duties of card issuers regarding
changes of address.

(a) Scope. This section applies to a
person described in § 681.2(a) that
issues a debit or credit card (card
issuer).

(b) Definitions. For purposes of this
section:

(1) Cardholder means a consumer
who has been issued a credit or debit
card.

(2) Clear and conspicuous means
reasonably understandable and
designed to call attention to the nature
and significance of the information
presented.

(c) Address validation requirements.
A card issuer must establish and
implement reasonable policies and
procedures to assess the validity of a
change of address if it receives
notification of a change of address for a
consumer’s debit or credit card account
and, within a short period of time
afterwards (during at least the first 30
days after it receives such notification),
the card issuer receives a request for an
additional or replacement card for the
same account. Under these
circumstances, the card issuer may not
issue an additional or replacement card,
until, in accordance with its reasonable
policies and procedures and for the
purpose of assessing the validity of the
change of address, the card issuer:

(1)(i) Notifies the cardholder of the
request:

{A) At the cardholder’s former
address; or

(B} By any other means of
communication that the card issuer and
the cardholder have previously agreed
to use; and
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(ii) Provides to the cardholder a
reasonable means of promptly reporting
incorrect address changes; or

(2) Otherwise assesses the validity of
the change of address in accordance
with the policies and procedures the
card issuer has established pursuant to
§681.2 of this part.

(d) Alternative timing of address
validation. A card issuer may satisfy the
requirements of paragraph (c) of this
section if it validates an address
pursuant to the methods in paragraph
(c)(1) or (c)(2) of this section when it
receives an address change notification,
before it receives a request for an
additional or replacement card.

(e) Form of notice. Any written or
electronic notice that the card issuer
provides under this paragraph must be
clear and conspicuous and provided
separately from its regular
correspondence with the cardholder.

Appendix A to Part 681—Interagency
Guidelines on Identity Theft Detection,
Prevention, and Mitigation

Section 681.2 of this part requires each
financial institution and creditor that offers
or maintains one or more covered accounts,
as defined in § 681.2(b)(3) of this part, to
develop and provide for the continued
administration of a written Program to detect,
prevent, and mitigate identity theft in
connection with the opening of a covered
account or any existing covered account.
These guidelines are intended to assist
financial institutions and creditors in the
formulation and maintenance of a Program
that satisfies the requirements of § 681.2 of
this part.

I. The Program

In designing its Program, a financial
institution or creditor may incorporate, as
appropriate, its existing policies, procedures,
and other arrangements that control
reasonably foreseeable risks to customers or
to the safety and soundness of the financial
institution or creditor from identity theft.

II. Identifying Relevant Red Flags

(a) Risk Factors. A financial institution or
creditor should consider the following factors
in identifying relevant Red Flags for covered
accounts, as appropriate:

(1) The types of covered accounts it offers
or maintains;

{2} The methods it provides to open its
covered accounts;

{3) The methods it provides to access its
covered accounts; and

{4) Its previous experiences with identity
theft.

(b) Sources of Red Flags. Financial
institutions and creditors should incorporate
relevant Red Flags from sources such as:

(1) Incidents of identity theft that the
financial institution or creditor has
experienced;

{2) Methods of identity theft that the
financial institution or creditor has identified
that reflect changes in identity theft risks;
and

{3) Applicable supervisory guidance.

(c} Categories of Red Flags. The Program
should include relevant Red Flags from the
following categories, as appropriate.
Examples of Red Flags from each of these
categories are appended as Supplement A to
this Appendix A.

(1} Alerts, notifications, or other warnings
received from consumer reporting agencies or
service providers, such as fraud detection
services;

{2) The presentation of suspicious
documents;

(3} The presentation of suspicious personal
identifying information, such as a suspicious
address change;

(4) The unusual use of, or other suspicious
activity related to, a covered account; and

{5) Notice from customers, victims of
identity theft, law enforcement authorities, or
other persons regarding possible identity
theft in connection with covered accounts
held by the financial institution or creditor.

III. Detecting Red Flags

The Program’s policies and procedures
should address the detection of Red Flags in
connection with the opening of covered
accounts and existing covered accounts, such
as by:

{a) Obtaining identifying information
about, and verifying the identity of, a person
opening a covered account, for example,
using the policies and procedures regarding
identification and verification set forth in the
Customer Identification Program rules
implementing 31 U.S.C. 5318(1) (31 CFR
103.121); and

(b) Authenticating customers, monitoring
transactions, and verifying the validity of
change of address requests, in the case of
existing covered accounts.

IV. Preventing and Mitigating Identity Theft

The Program’s policies and procedures
should provide for appropriate responses to
the Red Flags the financial institution or
creditor has detected that are commensurate
with the degree of risk posed. In determining
an appropriate response, a financial
institution or creditor should consider
aggravating factors that may heighten the risk
of identity theft, such as a data security
incident that results in unauthorized access
to a customer’s account records held by the
financial institution, creditor, or third party,
or notice that a customer has provided
information related to a covered account held
by the financial institution or creditor to
someone fraudulently claiming to represent
the financial institution or creditor or to a
fraudulent website. Appropriate responses
may include the following:

{a) Monitoring a covered account for
evidence of identity theft;

{b} Contacting the customer;

(c) Changing any passwords, security
codes, or other security devices that permit
access to a covered account;

{d) Reopening a covered account with a
new account number;

(e} Not opening a new covered account;

{f) Closing an existing covered account;

(g) Not attempting to collect on a covered
account or not selling a covered account to
a debt collector;

(h) Notifying law enforcement; or

(i) Determining that no response is
warranted under the particular
circumstances.

V. Updating the Program

Financial institutions and creditors should
update the Program (including the Red Flags
determined to be relevant) periodically, to
reflect changes in risks to customers or to the
safety and soundness of the financial
institution or creditor from identity theft,
based on factors such as:

{a} The experiences of the financial
institution or creditor with identity theft;

(b} Changes in methods of identity theft;

{c] Changes in methods to detect, prevent,
and mitigate identity theft;

(d) Changes in the tvpes of accounts that
the financial institution or creditor offers or
maintains; and

(e) Changes in the business arrangements
of the financial institution or creditor,
including mergers, acquisitions, alliances,
joint ventures, and service provider
arrangements.

VI. Methods for Administering the Program

{a) Oversight of Program. Oversight by the
board of directors, an appropriate committee
of the board, or a designated employee at the
level of senior management should include:

(1) Assigning specific responsibility for the
Program’s implementation;

(2) Reviewing reports prepared by staff
regarding compliance by the financial
institution or creditor with § 681.2 of this
part; and

(3) Approving material changes to the
Program as necessary to address changing
identity theft risks.

(b} Reports. (1) In general. Staff of the
financial institution or creditor responsible
for development, implementation, and
administration of its Program should report
to the board of directors, an appropriate
committee of the board, or a designated
employee at the level of senior management,
at least annually, on compliance by the
financial institution or creditor with § 681.2
of this part.

(2} Contents of report. The report should
address material matters related to the
Program and evaluate issues such as: The
effectiveness of the policies and procedures
of the financial institution or creditor in
addressing the risk of identity theft in
connection with the opening of covered
accounts and with respect to existing covered
accounts; service provider arrangements;
significant incidents involving identity theft
and management'’s response; and
recommendations for material changes to the
Program.

(c] Oversight of service provider
arrangements. Whenever a financial
institution or creditor engages a service
provider to perform an activity in connection
with one or more covered accounts the
financial institution or creditor should take
steps to ensure that the activity of the service
provider is conducted in accordance with
reasonable policies and procedures designed
to detect, prevent, and mitigate the risk of
identity theft. For example, a financial
institution or creditor could require the
service provider by contract to have policies
and procedures to detect relevant Red Flags
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that may arise in the performance of the
service provider’s activities, and either report
the Red Flags to the financial institution or
creditor, or to take appropriate steps to
prevent or mitigate identity theft.

VIL Other Applicable Legal Requirements

Financial institutions and creditors should
be mindful of other related legal
requirements that may be applicable, such as:

(a) For financial institutions and creditors
that are subject to 31 U.S.C. 5318(g), filing a
Suspicious Activity Report in accordance
with applicable law and regulation;

(b) Implementing any requirements under
15 U.S.C. 1681c~1(h] regarding the
circumstances under which credit may be
extended when the financial institution or
creditor detects a fraud or active duty alert;

{c) Implementing any requirements for
furnishers of information to consumer
reporting agencies under 15 U.S.C. 168152,
for example, to correct or update inaccurate
or incomplete information, and to not report
information that the furnisher has reasonable
cause to believe is inaccurate; and

(d) Complying with the prohibitions in 15
U.S.C. 1681m on the sale, transfer, and
placement for collection of certain debts
resulting from identity theft,

Supplement A to Appendix A

In addition to incorporating Red Flags from
the sources recommended in section ILb. of
the Guidelines in Appendix A of this part,
each financial institution or creditor may
consider incorporating into its Program,
whether singly or in combination, Red Flags
from the following illustrative examples in
connection with covered accounts:

Alerts, Notifications or Warnings from a
Consumer Reporting Agency

1. A fraud or active duty alert is included
with a consumer repaort.

2. A consumer reporting agency provides a
notice of credit freeze in response to a
request for a consumer report.

3. A consumer reporting agency provides a
notice of address discrepancy, as defined in
§681.1(b) of this part.

4. A consumer report indicates a pattern of
activity that is inconsistent with the history
and usual pattern of activity of an applicant
or customer, such as:

a. A recent and significant increase in the
valume of inquiries;

b. An unusual number of recently
established credit relationships;

c. A material change in the use of credit,
especially with respect to recently
established credit relationships; or

d. An account that was closed for cause or
identified for abuse of account privileges by
a financial institution or creditor.

Suspicious Documents

5. Documents provided for identification
appear to have been altered or forged.

6. The photograph or physical description
on the identification is not consistent with
the appearance of the applicant or customer
presenting the identification.

7. Other information on the identification
is not consistent with information provided
by the person opening a new covered account
or customer presenting the identification.

8. Other information on the identification
is not consistent with readily accessible
information that is on file with the financial
institution or creditor, such as a signature
card or a recent check.

9. An application appears to have been
altered or forged, or gives the appearance of
having been destroyed and reassembled.

Suspicious Personal Identifying Information

10. Personal identifying information
provided is inconsistent when compared
against external information sources used by
the financial institution or creditor. For
example:

a. The address does not match any address
in the consumer report; or

b. The Social Security Number {SSN) has
not been issued, or is listed on the Social
Security Administration’s Death Master File.

11. Personal identifying information
provided by the customer is not consistent
with other personal identifying information
provided by the customer. For example, there
is a lack of correlation between the SSN
range and date of birth.

12. Personal identifying information
provided is associated with known
fraudulent activity as indicated by internal or
third-party sources used by the financial
institution or creditor. For example:

a. The address on an application is the
same as the address provided on a frandulent
application; or

b. The phone number on an application is
the same as the number provided on a
fraudulent application.

13. Personal identifying information
provided is of a type commonly associated
with fraudulent activity as indicated by
internal or third-party sources used by the
financial institution or creditor. For example:

a. The address on an application is
fictitious, a mail drop, or a prison; or

b. The phone number is invalid, or is
associated with a pager or answering service.

14. The SSN provided is the same as that
submitted by other persons opening an
account or other customers.

15. The address or telephone number
provided is the same as or similar to the
account number or telephone number
submitted by an unusually large number of
other persons opening accounts or other
customers.

16. The person opening the covered
account or the customer fails to provide all
required personal identifying information on
an application or in response to notification
that the application is incomplete.

17. Personal identifying information
provided is not consistent with personal
identifying information that is on file with
the financial institution or creditor.

18. For financial institutions and creditors
that use challenge questions, the person
opening the covered account or the customer
cannot provide authenticating information
beyond that which generally would be
available from a wallet or consumer report.

Unusual Use of, or Suspicious Activity
Related to, the Covered Account

19. Shortly following the notice of a change
of address for a covered account, the
institution or creditor receives a request for

a new, additional, or replacement card or a
cell phone, or for the addition of authorized
users on the account.

20. A new revolving credit account is used
in a manner commonly associated with
known patterns of fraud patterns. For
example:

a. The majority of available credit is used
for cash advances or merchandise that is
easily convertible to cash (e.g., electronics
equipment or jewelry]); or

b. The customer fails to make the first
payment or makes an initial payment but no
subsequent payments.

21. A covered account is used in a manner
that is not consistent with established
patterns of activity on the account. There is,
for example:

a. Nonpayment when there is no history of
late or missed payments;

b. A material increase in the use of
available credit;

c. A material change in purchasing or
spending patterns;

d. A material change in electronic fund
transfer patterns in connection with a deposit
account; or

e. A material change in telephone call
patterns in connection with a cellular phone
account.

22. A covered account that has been
inactive for a reasonably lengthy period of
time is used (taking into consideration the
type of account, the expected pattern of usage
and other relevant factors).

23. Mail sent to the customer is returned
repeatedly as undeliverable although
transactions continue to be conducted in
connection with the customer’s covered
account.

24. The financial institution or creditor is
notified that the customer is not receiving
paper account statements.

25. The financial institution or creditor is
notified of unauthorized charges or
transactions in connection with a customer’s
covered account.

Notice from Customers, Victims of Identity
Theft, Law Enforcement Authorities, or Other
Persons Regarding Possible Identity Theft in
Connection With Covered Accounts Held by
the Financial Institution or Creditor

26. The financial institution or creditor is
notified by a customer, a victim of identity
theft, a law enforcement authority, or any
other person that it has opened a fraudulent
account for a person engaged in identity
theft.

Dated: October 5, 2007.

John C. Dugan,
Comptrofler of the Currency.

By order of the Board of Governors of the
Federal Reserve System, October 29, 2007.
Jennifer J. Johnson,

Secretary of the Board.

Dated at Washington, DC, this 16th day of
October, 2007.

By order of the Board of Directors.
Federal Deposit Insurance Corporation.
Robert E. Feldman,

Executive Secretary.

Dated: October 24, 2007.
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By the Office of Thrift Supervision.
John M. Reich,
Director.

By order of the National Credit Union
Administration Board, October 15, 2007.

Mary Rupp,
Secretary of the Board.
By direction of the Commission.
Donald S. Clark,
Secretary.
[FR Doc. 07-5453 Filed 11-8-07; 8:45 am]

BILLING CODE 4810-33~P; 6210-01-P; 6714-01-P;
6720-01-P; 7535-01-P; 6750-01-P
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CAUSE NO. s

R IN THE JUSTICE COURT
§
v § PRECINCT 1, PLACE 2
§
3 § HARRIS COUNTY, TEXAS

ANSWER - SET OFF & COUNTER-CLAIM

o the Honorable Court:

COMES NOW, defendant and counter-plaintiff herein referred to as “Defendant”
and files this, Answer and Counter-Claim in the above-styled and numbered cause of action
against plaintiff and counter-defendant herein referred to as “Plaintiff” and shows the Court
the following:

General Denial
1. Subject to such stipulations as many hereafter be made, Defendant asserts a general
denial to the allegations of Plaintiff contained under Rule 92, Texas Rules of Civil
Procedure, and asks for a trial of the issues before a jury. Defendant generally denies each
and every allegation in the Defendant’s Counter-Clainy, and demands strict proof of all
such allegations.
Facts
2. Defendant incorperates the fucls herein in this answer as if fully copied and set
forth at length to the paragraphs mentioned below and contends that one if not all of the

following occurred:

A Plaintiff has no evidence te offer by which it can deny the allegations contained in the
Defendanl’s Answer in this case.

b. Pluintiff has no witness to offer who ¢an deny the allegations contained in Defendant’s
Angwer filed in this case.

G. Plaintiff has no evidence ta offer by which it can prove any of the allegations contained
in the Plaintiff"s Original Petition filed in this case.

d. Plaintiff has no witness to offer who can prove any of the allegations contained in the
Plaintiff’s Operative Petition filed in this case.

c. Plaintiff is a *debt callector” as defined by Tex, Fin, Code § 392.001(6).

f, Plaintiff's designated agent, does not have personal knowledge of the matters set forth
and proper verification attached to Plaintiff’s Operative Petition did occur,

i Plaintiff"s claim against Defendant includes illepal penaltics disguised as liguidaled

damage ilems for various charges including, “late charges™, “over-limit charges”, and/or
“miscellaneous charges”, degigned to increase the credit card interest rate.

EXHIBIT «B”
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Prior to {iling suit, the Plaintiff obtained the services ol its attorney of record hereln to act
as its agent in Plaintiff’s collection efforts against the Defcndant.

Plaintiff’s allomey is a *debt collector™ ag definzd by 15 U.S.C.§1692a{6) and Tex. Fin.
Code §392.001(6).

Plaintiff’s altomey s a “third-party deht callector”™ as defined by Tex. Fin. Code
§392.001(7).

Plaind[Ts attorney is an “independent debt collector™ as per Tex. Fin, Code §392.304.
Plaintiff’s attorney filed this collection case for Plaintiff.

Plaintiff did not send Defendant an cffective 15 U.S.C. § 1692g(a) Netice.

Plaintiff did not send Detfendent an effective 13 U.S.C. § 1632p(a) Notice.

Plaintifl did not send Defendant an cffective 13 U.S.C. § 1692g validation,

Plaintiff did not send Defendant an effective 15 U,8.C. § 1652g name and address of the
orizinal creditor,

The Debt Collector for Plaintiff told the Defendant that the legal collection process would
contire witil the Defendant entered into a repayment agreement or Plaintiff obtained a
judgment,

The Debt Collector for Plaintiff told the Defendant that the judgment could result in a
lien placed against his home,

Plaintiff’s designated agent, did not review any documents either belore, or at the time,
he or she signed the statement attached to Plaintifl’s Qpcrative Petition,

Flaintiff employed a debt collector for Plaintiff,

The Debt Collector for Plaintiff spoke to Defendant on the telephone.

The Debt Collector tor Plaintiff toid the Defendant that the judgment could result in 2
len placed against his car.

The Debt Collector for Plaintiff told the Defendant thar the judgment could result in a
wage garnishment.

Plaintiff did not send Defendant an effective 15 U.8.C. § [692g validation.

Plaintiff did not send defendaut 15 U.S.C. § 18925 name and address of the original
creditor,

The Debt Colleetor for Plaintiff told the Defondant that PlaintifT could satisfy a judgment
from any asset Defendant has.

In violation of Tex. Fin. Code 392.301(g)(8), the Plaintiff threatened to take an action
prohibited by law,

In viglation of Tex. Fin. Code 392.301(a)(8), the Plaintiff misrcpresented the character of
a consurmer debt,

Deferdant’s home is not an asset available to Plaintiff (o satisfy a potential judgment in
this case.

Defendant’s car is not an asset available to Plaintifl Lo satisfy & potential judgment in this
case.

The Debt Collector for Plamtiff made misrepresentations 1o the Defendant,

Wage garmshment is not available to Plaintiff regarding its claim against Defendant,

[n violstion of 15 U.S.C. § 16%2d, the Plalptitf engaped in conduct the natural
consequence of which wus (o harass, oppress, or abuse a person in connection with the
collection of 2 debt.

In violation of 15 U.S.C. § 1692e, U.S.C. § 1692e(Z}A) and (B}, US.C § 1692e(4),
US.C. § 1692¢(5) and U.BLC, § 1692:(10) and the *“least sophisticated consumer
standard,” the Plaintiff used objectively false representations and/or false, deceptive, or
misleading representations or mes in comneclion with the collection of & consumer
debt,

Plainti(T failed to conduct an investigation of any dispute asserted by the Defendant.
Plaintift failed to admit, deny, or otherwise act on any dispute asscried by the Defendant,
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Plaintiff failed to furnish Defendant with any consumer forms for giving 4 Tex, Fin. Code
§ 392.202 notice,

Plaintiff failed to furnish Defendant with any assistance jn preparing a Tex. Fin. Code §
392.202 Notice.

Plaintiff has no written agreement with the Defendant.

Plaitiff has no agreement bearing the Defendant’s signature.

Plaintiff’ meintains an employment file on the Debt Collector who telephoned the
Defendant.

PlaintifT’s attorney is engaged directly or indirectly in consumer debt collection {any
action, conduct or practice in callecting debts alleged to be created by an individual
primanly for personal, family, or household purposes).

Plaintiff*s attorney has regularly collected or atterpted o collect, directly or indirectly,
consumer debts owed or due or asserted to be owed or due another.

Plaintiff’s attorney was required to obtain a debt collector’s bond and file 4 copy thereof
with the Texas Secretary of State,

The Tlaintiff was required 1o obtain a debt collector’s bond and file a copy thercof with
the Texas Secretary of Stale,

The Defendant notified Plaintiff’s attomey and/or the Plainfiff that the Debt was disputed
by the Defendant.

Afler the Defendant notified Plaintiff's attomey andfor the Plaintiff that the Debt was
dispuled by the defendant, the Plaintiff and/or Plaintiff’s attorney continuved to report the
Debt ta consumer credit reporting bureaus.

The Plaitiff and/or its attorney(ies) never reported to any consumer eredit reporting
burcau that the Debt was being disputed by the Defendant.

The Plaintiff’s claim against Defendant is barred by limjtations.

Plaint T nover sent the Defendant any validation for the amount duc on the Debt,

Plainti{l never satisfied any 15 U.8.C. § 1692g(b) request made by the Defendant.
Plajntiff failed to supervise, its agents, debt collectors, altorney and assigns...”

Unconscionable Acts

In so doing, plaintiff acted with knowledge, actual or constructive, of the facts,

and with the intent to mduce Plaintiff to act on the false representation/concealment of

material facts, Defendant was without knowledge of the facts, and had no means of

abtaining knowledge of the facts to Defendant's detriment and damags.

Additional Answer

A. Tor further answer, if such be necessary, Delendant further alleges that Plaintiff"s
claims are barred by the applicable statutes of limitation.

B. For further answer, if' such be necessary, Defendsnt further alleges that Plaintifls
claims are barred by the stature of frauds,

C. For further answer, if such be necessary, Defondant specially denies each and every
item in PlainilCs sccount, which is the basls of Plaintiff's action, and demands strict
proo[ of all fiems in the account.



D. Fop further answer, if such be necessary, Defendant would show that all of Plaintiff's
allegations allering & conlract are barred by lack of consideration or fallure of
consideration and that the consideration has failed in whole or in part,

B, For further answer, if such be necessary, Defondamt would show that all conditions
precedent for Plaintiffs to maintain this acfion or recover hersin have not been
performed and Jor have not occurred,

=

Defendant pleads hearsay and the pacole evidence rule in bar to all claims predicated on
any slleged agreement, intention or representation of, by or bhetween the parties not
specifically in a written contract signed by the Defendant.

G. Defendant pleads that the Plaintiff is not entitled o recover in the capzcity in which it
sues.

H. Defendant pleads that a contract sued upon, to the extent any contract exists, is
usurious.

I. Defendant is excused form performence because of Plaintiff’s breach(s) of ¢contract,

J. The conlract is onc of adhesion and takes advantage to a grossly unfair dagree in violation
of the Texas Deceptive Trade Practices Act 17.50 ¢l scq. and needs to he reformed or
cancelled.

K. The provisions requiring the payment of fees and/or permilting the retention of fees
are invalid and void. These provisions are a penalty designed to punish rather than an
altempt to cstimate damages. The smounts specified in the agrecment are not reasenable
compensation for the harm caused by the breach. Further, the amounts stated was not, at
the thne of contracling, & rcasonable estimate of the damages that would result from 2
breach. The fees ars not limited io reasonable adminisirative costs of carrying the
account. Said fees are not utilized to cnsure performance of the account or velmburse
Plainuiff for cxpenses on the account. The Plamntiff knew or should have known that the
fees are excessive and bore no reasonable relationship to the costs incurred or damages
sustained,

L. Eguirable Estoppel, Fraund, and Promissory Estoppel as the Plaintiff made false and
misleading representations and promises that it knew or should have foreseen would have
been relicd upon by the Defendmnt. Defendamt relied upon the fzlsc and mislezding
representations and promises and by so doing was hermed,

M. Motice was not given us alleged. With respeet to the alleged apgreement, including

chanzes and moedifications of the allsged agreement. Even had notice had been given as

glleged the Plaintiff failad to demand a proper amount that was owed and due.

N Defendant denies that agreement that Plaintiff contends is applicable is ganuine,

Q. Plaintiff has dirty hands via bad faith collection practices hoth prior to and during this
lewault that would preclude the recovery of an equitable Relief including but not lirnited

to it’s claim for unjust enrichment.

. Mutual Mistake of IFact as to the terms of the alleged agreement.



Q. Reformation of the Agreement.

R. Cancellation or Recession of the Contract.

S. Contract is Ilusory given the Plaintiff's unilateral riphts to change same.

I, Plaintiff is conduct precludes it from recovering on the basis of its claims in
this action. On all times relevant herein, Plaintiff made false representations to
and concealed material facts from Defendant, In s doing, Plaintiff acted with
knowledge, actual or constructive, of the facts, and with the intent that
Defendant act on the false representation/concealment of material facts.
Defendant was without knowledge of the facts, and had no means of obtaining
knowledge of the facts. To Defendant's detriment, she relied on Plaintiff's
false representation/concealment of material facts when she entered into the
transaction(s) made the basis of this suit to her detriment and damags.

Acts and Omissions
3. Acts and comissions may inclode and are not limited to one if not all of the
lollowing:

L) Unlawful Due Date Manipulation.

2) Illegal Late Fees.

3) Dllegal Over Limit Fees,

4) Hidden Fee,

) Megal Interest Rates.

8) fllegal Collection tactics.

7 Illegal Insurance Charges.

B) Increasing Tees without requisils notice,

9 Breach of ity own agreement with cardholders, including but not limited notlee
and modification.

10) Ounly one payment missed and inferest is increased exponeutially, regardless of
prior payment histary.

11 Misrepresenting that a debtor will never have credit with Defendant again and
then sending another card althaugh the prior account was charged off.

12)  Manipulating the minimwmn payment, by lowering sald payment such that peaple
will be paying interest on a higher balance,

13) Manipulating the public through advertising and sales techniques to obtain credit
card accounfs.

14) Baiting cardholders with 0% APR of the Nike. However, given the fine print of
the offer to actually obtain said rate is not likely.

15) Utilizing vast data basis to manipulate the pubiic through actuary tahles.

16)  Plainuff has employed a systematlc collection process that is designed 10 trick
andfor trap the debtor inte a procedural or technical default. Plainiiff forwards
its’ digeovery, espacially admissions, in a stealth manner attached (o a petition.

17y Plaintiff has intentionally and/or recklessly failed {¢ be certain that the cardholder
i3 provided a copy of the agreement.

18)  ‘Ihecontract cordains hidden clauses and is not conspicnons.

19)  Plaintiff has intentionally included provisions such as universal default to profit,

20) Plaintiff has raised interest rates and fees astronomically.

Th



Plaintiff should not be allowed to change the rate for items that have already been
purchased or cash already advanced.

22)  The late fees are not a reasomable asscasment of the risk for collection.

23)  Plaintiff sets due dates on weckends and holidays to increass potential for a late
payment 1o ocour,

24) Plaintiff fails to timely post checks that result in an increase in fess.

25) Plaintiff would held paymesnts to tiigger fats fees and over limit fees

26) Failing to propezly raport to credit agencies,

27) Arbiwrarily and capriciously approving or declining charges to create fee
revennes,

28) Failing to work with the cardholder prior to suit and making it impossible o
diseuss and/or work out a dispule,

29)  Failing to provide the requisite back up documentation for a debt when it is
disputed or at ail.

30 Failing to disclose how long the minimum monthly payment will take for a
person to pay off a bill.

E3 ) Recklessly disregarding the veracity of testimony with reapect to the exscution of
affidavits pertaining to litigation and/or (he debtor’s file,

32)  Arhifrarily and capriciously determining when to charge off an account.

33y  Brining suits for specific perfonmance although Plaintiff has elected to ceasc
performance and has sued on breach,

34} Bringing suits for benefit of the bargain damages although Plaintiff has ceased
performance.

35)  Plaintitf has sought increased damages from predatory and excessive collections
practices,

37) Plaintiff has failed to establish the requisite elements of contract formalion have
occurred,

38) Plaintiff has filed evidence and alleged rustworthy and inaccurate documents
with, at hest, a reckless disrggard for their authenticity and veracity.

39)  Plainliff had not even provided the background data to ascertain even Plaintilf
accurately followed it’s own formula to caleulate the smount due.

41) The evidence provided if any, are individual transaclions that are published to the
community without any method to avoid nondisclesure to disinterested parties in
mnvasion of Defendant’s privacy rights.

43) Making affidavits in bad faith as summary judgment proof in contravention
of16Gach) as summary judgment proof,

44) Making business records affidavits in bad faith as tial proof.,

45) Not including the entire agresment with its proof, i.e the card camier, awached
Jetter or accompanying [cticr ot other relsvant information that makes up the
agreement rﬁquirad to camplels il..

47) Unilateral right to amend the alleged agreements makes i illusory.

48) Charging the account and not sending the billing statement.

Acts of Agent Imputed to Principal
4, Whenever it is alleged in this petition that Plaintiff did any act or thing or failed to

do any act or thing, it is meant that the officers, agents, successors, predecessors or

employces of defendant respectively performed, participated in, or failed to porform the

acts or things alleged while in the course or scope of employment ot agency relationship



with said Plaintff. The acts and/or omissions set forth herein taken singularly or in
combination, constitute a producing and/or proximate cause cf damages sustained by

Defendant as a proximate cause of said acts and omissions.
Alleged Agreement Cancelled-Reformed

5. Delendant requests that the alleged agreements be cancelled or reformed (o
comply with the law. Plaintiff has taken advantage of Defendant to a grossly unfair

degree and the alleged agreement should either be cancelled or reformed to a fair one.

Plaintitf Viclated the DTPA
6. Deceptive Trade Practices Act (IDTPA) is designed to protect consumers from any
deceplive irade practice made in conncetion with the purchase or lease of any goods or
services and, to such end, the DTPA must be given its most comprehensive application
without doing eny violence to its teriws, Bus & C §§1741 ct scq. Vinson & Elkins v
Moran (Tex App Hous. (14 Dist), Mar 27, 1997) 946 SW2d 381, rehearing overruled
(Tun 12, 1997), nile 130(d) motion filed (Jun 20, 1997).

7. In determining whether an aet is actionable under the Deceptive Trade Practices—
—Consumet Protection Act (D'1PA), question is whether the deceptive trade act or
practice was committed in connection with a fransaction(s) in goods ot services. Bus &
Com C §17.50(a). Bekins Moving & Storage Co. v. Williams, 947 8. W.2d 568 (Tex.
App. Texarkana 1997), reb'g overruled, (May 28, 1997). "Consumer” status under the
Deceptive Trade Practices Act (DTPA) is defined by the plaintiff's relationship to the
goods or services, not by his relationship (o his cpponent. Bus & Com C §17.45(4).
Moritz v. Bueche, 980 S.W.2d 849 (Tex. App. San Antonio 1998).

8. Consumers are a consumer and the transaction made the basis of Plaintifl’s suit is
actionable under the DTPA. Several, if not all of the fees or interest charged by Plaintiff
are exeessive penallies. They bear no relation 1o the damages sustained or costs for said
services and are clearly unconscionabls. Unconscionability under the Deceptive Trade
Praclices Act (DTPA) is an ebjective standard for which scienter is irrelevant. Bus &
Com C §§17.45(4), 17.50(a). Insurance Co. of North America v. Morris, 981 SW.2d
667 (Tex. 1998). Generally, an act is "false,” "misleading," or "deccptive” under

Deceptive Trade Practices—Consurier Protection Act (DTPA}, if it has the capacity to



deceive an ignorant, unthinking, or credulous person. Bus & Com C §17.50(x)(1).
Bekins Meving & Storage Co. v. Williams, 947 8, W .2d 568 (Tex. App. Texarkana 1997),
reh'g overruled, (May 28, 1997).
9. A fAnding of unconscionable action must be found if either (1) the consumers tock
advantage of consumer’s lack of knowledge tc grossly unfair degree, with resulting
unfaimmess that was glaringly noticeable. flagrant, complete, and unmitigated, or (2)
there was gross (glaring and flagvant) disparity between value received and consideration
paid. Brown v. Galleria Area Ford, Inc, 752 S.W.2d 114, 116 (Tex. 1988)—decided
under prior version of siatute.
Plaintiff’s Breached the Alleged Agreement

10.  The agreement Plaintiff, has alleged is applicable in the past, reads in relevant
part that Plaintiff must notify Conswmers in writing of an increase in fees. Plaintiff has
failed to provide the written notice on numerous occasions. Such failure has deprived
Consumets of an opportunity to contest the change as per the alleged agreemeni.

Plaintiff Increased Fees Prior to the Kifect Date of a Change
11, Plamtiff is also implementing the increase at least one month prior to its” right to
as per the alleged agreement. Specifically, said agreement requires & moratorium of the
feo increase for at least one billing period. Contrary, to said agreement Plaintiff has
assessed all incteases immediately. In fact, the only notice, if any, was provided through

charging the account at a higher rate,

FPlaintiff Failed to Docoment & Authenticate its Claims
12, Plantiff has failed to produce alleged agreements or the back-up data for any
transactions that occurred. Plaintiff has only provided summaries Consumers therefore
are wmable 1o audit the account for accuracy. Plaintiff has incomplete apreements.

Without all the agreements used by the Plaintiff, the Consurners canmot ascertain or audit



Plaintiff’s compliance with the agreement. Plaintiff has also failed o provide any of the
back up docurnentation to authorize it to charge certain service fees.

Course of Deceptive Conduct with Amending and Changing the Agreement
13 The alleged account agreements were amended at will to nclude charges that
defendant never agreed too and terms that also are denied as agreed. The amendments
were confuging and oceurred randomly and deceptively.

Pleadings arc in the Alfcrnative

4. All matlers ave plead whenever required in the alternative and Defendant reserves
the right to election when appropriate.
PRAYER
WHEREFORE, DEFENDANT, prays that PLAINTIFF take nothing by its
sult; and for all such further relief to which he may be justly entitled.

WHEREFORE, DEFENBDANT further requests that PLAINTIFF be cited to
appear and answer, and that on final trial, DEFENDANT have judgment against
PLAINTIFF as for all lawful and appropriate remedies as follows:

1. General damages in a sum within the jurisdictional limits of the Court.

2. Special damages for a sum within (he jurisdictional limits of the Court,

3. Prejudgment interest as provided by law,

4. Attorney's fees. Including but not limited to attorney fees and all costs of appeal.

5. Posudgment interest as provided by law.

6. Costs of suit,

7. Exemplary damages.

8. All lawful and appropriate penalties and damage provisicns either statutory or at the
common law.

9. That the alleged account agreement is cancelled or reformed to meet the true intentions
of the partics.

10.Such other and fgp;]‘l’é’r velief to which Defendant may be justly entitled.

5



CAUSE NO 4

IN TIIE JUSTICE COURT

PRECINCT 1, PLACE 2

e
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DEFENDANT'S COMBINED DISCOVERY

HARRIS COUNTY, TEXAS

TO:  Plainliff, by and through its attorney.

Defendunt serves these Intcrropatories as allowed by Texas Rule of Civil
Procedure 197. Plaintiff must produce all requested documents (as they are kept in the
ordinary coursc of business or organized and labeled to correspond with categories in
each request) for inspection and copying, and respond to these interrogatories nol more
than 30 days after service at the office of Defendant’s counsel.

Defendant serves this Request for Proeduction on Plaintiff in exhibit “a” as
allowed by Texas Rule of Civil Procedure 196, Plaintiff must produce all requested
documents (as they are kept m the ordinary course of business or organized and labeled
to correspond with categories in each vequest) for inspection and copying, not more than
30 days after service at the office of Defendant’s lead counsel.

Defendant serves these Admission Requests on Plaintiff as allowed by Texas Rule
of Civil Procedure 198. Plaintiff must admit or deny cach request, in writing, and respond
1o these requests not more than 30 days after service at the office of Defendant’s counsel.

Defendant serves this 194 Request and pursuant to the Texas Rule of Civil

Procedure Plaintiff must provide responscs to the disclosure not more that 30 days after
the service of thig-request at the office of Defendant’s counsel

12



EXHIBIT “A*
DEFINITIONS AND INSTRUCTIONS

1. Pursuant lo TEX, R CIV, P, you are requested to separately number cach item

. which will be produced pursuant to this Request with a separate and distinct oumber or
similar identifying designation, and to file your written respense to this Request staling,
with regard to cach Request, the identification or exhibit numbers of the specific items
teing produced in responss to each such Request. Items which are required to be
produced in response (0 more than one Request may be listed by number in responsc to
cach such Request, but the item itself need only be produced one time, All jtems o be
produced are to be forwarded to the undersigned attorney for the Detendant altached to or
together with your written response.

2. Discovery extends {o materials in either your possession or in your constructive
pussession; copstructive possession exists as long as you have a superior right to compel
the producticn from a third party (including an agency, authority ot representative) who
has possession, custody or control, even though you do not have actual physical
possession. A party may not evade discovery requesis by answering that he does not
know or does not have the information requested when, hy resarting o means available
to him, he can ascertain the facts inquired about. Watson v, Godwin, 425 S.W.2d 424
(Tex.Civ.App. - Amarillo 1968, wiit refd n.r.e.); McPeak v. Texas Dept. of Public Safety,
346 8.W.2d 138 (Tex Civ.App. - Dallas 1961).

3. With regard 10 any Request for to which you object on the ground that the item is
overly broad, or is not properly limited in some way, you are requested to statc in vour
answer or objection:

() What categories of information, if any, you do not object to providing, and
to provide such information in your answers to this document.

(b) What categories of information are in existence that you do object fo
providing, and the reason why vou claim that such information or categaries
of information is not ealoulated to lcad to the discovery of evidence relevant
1o this case.

4, With regard to any Requests to which you object on the ground of attormey-client
privilege, work-product privilege or some other privilege or exempiion from discovery,
you ate requested to Identify specifically cach item which is in existence to which such
objectian applies, to state the specific legal objection to such discovery, and o state the
specific facts which you claim support such legal objection. '

s, 1t is not preper ground for objection to discovery that materials are claimed to be
"confidential”, "proprietary”, or a "trade secret”. Jampole v. Toushy, 673 8.W.2d 569
(Tex. 1984). With regard to any such documents, please be advised that Defendant's
counsel will be willivg to make agreements with you not to disclose such documents to



conpetitors, and is willing to make such arrangements immediately so as not to delay
production of such documents. If such arrangements are needed, please contact this office
immediately, and sufficiently far in advance of the discovery deadline to allow such
errangements to be finalized.

4. "Person" means any natwal persom, corporation, proprietorship, partnership,
professional corporation, joint venture, association, group, govelmnental agency or agent,
whether foreign or domestic.

7. “You", "your", "Plaintiff" or “Plaintiffs" means and refers to the P)aintif¥, in this
suit, and all employees, agents, independent contractors, predecessors, successors or
represeniatives of the Plaintiff.

8. “Defendant’s Name” moeans and refers to Defendant, the Defendant in the above
styled and numbered cause.

9. "Documents” incorporates the definiion of decument in TEXR.CIV.P.
192.3(b), i.e., including papers, books, accounts, drawings, graphs, charts, photographs,
clectronic or videotupe recordings, and any other data compilations from which
information can be obtuined and translated by you into reasonably usable form. It also
tefers to any medium by which information is reported, including papers of any kind or
character, photographs in any method or medium by which information is utilized or
geuerated by computers. Document is used in its broadest sense and includes any
original, reproduction or copy of any kind, typed, recorded, graphic, printad, written or
documentary matler, including without Hmitation correspondence, memoranda,
mteroffice communications, notes, diaries, centacts, documents, drawings, plans,
specilications, estimates, vouchers, permits, written ordinances, minutes of meetings,
invoices, billings, checks, reports, studies, telegrams, notes of telephone conversations,
and notes of any and all communicetions, and every other means of recording any
tangible thing, any fonm of communications, or representations including letters, words,
pictures, sounds or symbels, or combinations thereol, The scope of this request Is with
respect to documents and information that evidence the right to collect all dollar amounts
sought in the suit herein, charged to the account herein and applicable agreements in
place from. the inception of the account. This request also ncludes only documentation
reasonably calculated to lead to the discavery of admissible evidence in this cause.

10, “Account” shall mean the account(s) made the basis of Plaintiff's suit. If more
than one accownt is mvelved then (be term account shall refer to each individual account
and the response to these requests requives that vou identify the account and the
applicable response.

1. “Request for Privilege L.og” Defendant requesis that Plaintiff supply a privilege
log, if applicable, if said log upon request is required lor any of the responscs.

12, "Identify," when used with refersnce to a person (which includes nagural
persons, partnerships, corporations, and other legal entities), means to state that
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person's full name, last known residence or business address, and telephone number;
and(b) "Tdentify", when uscd with reference to a document, means to state the
document's signor or signors, the addressee or addresszes, the date of the document,
the author of the docuiment, a reasonably detailed description of its contents, and the
person currently having cusiody and control of said document. In lien of identifying
all such documents, and provided that you will do so without a formal motion to
produce undet Rule 167, you may attach copies thereef to your answers to these
requests.,

13, Your failure to respond, as required by the Texas Rules of Civil Procedure, to
these requests withint the time required may result in the entry of a judgment against
you, the assessment of additional attorney's fees azainst you, or other sanctions of the
Court as provided In Rule 215.

L INTERROGATORILES - INSTRUCTIONS AND DEFINITIONS

YOU ARE INSTRUCTED THAT:

1. Each Interrogatory must be answered separafely and filly, in writing, under
oath, on the basis of all information available to you.

!:\.}

Each answer must be preceded by the interrogatory to which it pertains.

3. The answers must be sighed and verificd by the person making them and nust
be submitted to the undersigned no later than thirty (30} days after your
recelpt of petition and citation. The provisions of Rule 14 shall not apply.

4, According to the provisions of the TRCP, each interrogatory 1s continuing in
nature so as to require supplementary answers if you or your attomey should
obtain information that (a) the answer was incorrect when made, or {b)
though cerrect when made, the answers becomes no longer true, or (¢) if you
expect to call an expert witness whose name has not been previously
disclosed int respomse to an appropriate interropatory.

3. If you arc held or are sued in more than one capacity or if your answers would
be different if sued in any different capucity, such as a partner, agent,
corporate officer or director, or the like, then you are requested to answer
separately in each capacity.

¢, Your failure to respond, as required by the Texas Rules of Civil Procedure, to
these interrogatories within the time requived may result in the entry of &
Judgment against you, the assessment of additional attomey's fees against you,
or other sanctions of the Court as provided i Rule 215,

—
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I1. REQUEST FOR PRODUCTION - DEFINITIONS

For the purposes of the request for production of documents, the following
definttiens shall apply:

A.

e

You: "“You" or "Your" shall mean, PlainGif and any of its
representatives, agents, successors in interest, assigns, and any
other persons or cutitled acting or purporting to act on hehalf
of said Plaintiff, whether as alter eco or otherwise,

Plaintiff(sy: "Plaintifl” or "Plaintiffs" shall mean the party
seelcing recovery fn this action for the alleged account sought.

Delendant(s):  '"Defendant” and each person and/or entity
acting or purporting to act on its behall,

And:  "And," as well as "or", shall be construed either
disjunetively or conjunctively as necessary to bring within {he
scope of this nolice documents that might otherwise De
construed Lo be outside Its scope; and as used herein, the
singular shall juclude the plural and the plural shall include the
singular, except as the context may otherwise require.

Dotument(s): "Document” or "documents” shall mean and
melude all matters within the scope ol the Texas Rules of Civil
Procedure. Specifically, Plaintiff may obtain discovery of the
existence, description, nature, custody, condition, location and
contents of amy aud all documents (including papers, books,
accounts, drawings, graphs, charts, photographs, elactronic or
videe tupe recordings and any other data compilations from
which information can be obtained and {ranslated, if necessary,
by FPlaintiff into reasonably usable form) and any other
tangible things which contain matters relevant to the subject
matter of this action,

Possession, Custedy, or Contol:  The terms "posscssion,
custody, or control” as used herein shall mean documents
actually within the posscssion, custody or control of the
witness and each consultant, agent, employee, officer, director,
partuer, and representative (including, without linitation,
attorneys and accountants) of the witness or each former
employee of the witness or each other person acting or in

ot
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concert with them, and include documents which were
prepared by, obtained, or placed in the possession, custody, or
contrel of any such person within the scope of his duties or
relationship to the witness or documients which the witness has
a right (o copy or have access to, and documents witich have
been placed in the temporary possession, custody, or control of
any third party by any of the foregoing persons within
limitation of the terms "Passession, Custody, or Control” as
used in the preceding senience, a document is deemed 16 be in
your PQSSESSION, CUSTODY, OR CONTROL if you have
the right to sectre the document or a photocopy thereof’ from
another person, another enfity, whether public or puvate,
having actual physical possession, custody, or control thereof,

G Commumicadons:  "Commumication(s)" shall mean and include
all letters, telegrams, telexes, cables, telephone comversations, and
rceordds and  notations made in commection therewith, notes,
memeoranda of conversations, sound recordings, magnetic tapes or
other written, reported, recorded, or graphic matter relating to any
exchange of information between you and the Plaintiff, you and the
Defendant, or between the Plaintiff and the Defendant, any other
person or entity, and firther including any "document” described
above relaling to such commuunications.

III. ADMISSIONS-INSTRUCTIONS AND DEFINITIONS

You arc hereby instructed that the aforementioned definitions in the previous
instructions shall apply to the admission requests. The admissions requests are due within
thirty (30) days afier service.

Defendant requests that answers to these discovery requests contain separatc
responses should said answer be different with respect to the particular date of the incident,
vehicle and operator. Please indicate in your response said differences, otherwise, we will
assurne that your answer is the same with respect to the incident, vehicle and operatar.

Y. GENERAL INSTRUCTIONS

If any discovery request herein CANNOT BE ANSWERED, because a parficular
word or phrase needs further definition, please contact ihe undersigned in writing,
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EXHIBIT “A” INTERROGATORIES

L. This intctrogatory pertains to all fees charged to the account and sought collected
only, including but not limited to the following fees:

&) “Membership Fee”,

b) “Transaction Fee for Balance |tansfers”;

c) “Transaction Fee for Cash Advances™;

d) “Minimum Finance Charge”;

e) *Minimum Amount Due”;

) “Anmnual Percontage Rate of Purchases”,;

g) “Annual Percentage Rate of Cazh Advances™;

h) “Variable Percentage Rate for Purchascs and Cash Advances”;

1) “Over the Credit [imit Fee";
1 “Credit Shield Premium™;
k) “Late Fee™;

I “Credit Protecior™
m) “lutersst” and
n All other charges you contend could be charged to this account.

Statc the name of the fee and fee (in dollars or percentage whichever is
applicable) that may be assessed an individual and how said fee was calculated at the
inception of Delendant’s accownt, how Defendant was notified as to the amount of the
fee, changes thereto and identify any changes to said fee and the effective date of said
change.,

If there have been any changes in the fee charged from the inception of
Defendant’s account to present, please identify how said change in the methodology to
change the fee and how Defendant was notified of the change and the basis, if any, for
determining the amount of time that subscribers would be given from the date of
notification of a change to the effective date of the change.

Please state how the collection of a particular fec is characterized for both vour
internal and external accounting. (For cxample, when a late fec is collected, is the amount
of money characterized as income, a counter-expense, and/or efc.)

Tdentily all documents that suppart your responsc(s) to this request.

This request 1s hmited to all charges that are centended owed and due that are
included in the alleged amount owed and duc sought in this suit..

ANSWER:



2, Idenhly each person answering these interrogatories, supplying
information, or assisting in any way with the preparation of the answers to these
interrogatories. Identify all documents that support your response(s) to this request.

ANSWER:

n

3. If you contend therc was consideration for the credit account(s) upon
which Plaintifl sues, state the factual basis for your contention. Identify all documents
that support your response(s) to this request.

ANSWER:

4, If you contend Defendant did not perform his contractual obligations, state
the factual basis for your contention. [dentify all documents that support yowr response(s)
to this request.

ANSWER:

5. If you contend that you performed all conditions precedent or that all
conditions precedent nccessary to file suit occurred, state the factual basis for your
contention. Identify all documents that support your response(s) 1o this request.

ANSWER:

6. Please state the date on which the Defendant first made an application for
account nos. made the basis of this suit with your company. Identify all documents that
suppart your respense(s) to This request.

ANSWER:

7. On what date was this account approved? Identify all documents that
support your vesponse(s) to this request.

ANSWER:

8. What are the names, addresses and job titles of the employees of Plaintiff,
who handled the (ransaction in question? Identify all documents that support your
response(s) to this request.

ANSWER:

9. Please supply the names of all finms from whom credit information is
normally obtained by Plaintiff, before upproving any credit application. Identify all
documents that support your response(s) to this request.

ANSWER:
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10.  Please supply the names of all firms from whom credit information was
obiained by Plaintiff hefore approving Defendant’s account. Identify all documents that
support your response(s) o this request.

ANSWER:

11.  Pleasc supply the names of all firms from whom credit information was
forwerded by Plaintiff pertaining to Defendant’s account. Identify all documents that
support your response(s) to this request.

ANSWER:

12, Please list all goods and services that Plaintiff alleges were purchased on

Account made the basis of this suil from the inception of safd account(s). Tdentify all

documents that support your response(s) to this request.

ANSWER:

13, Explain in detail, each step in the origination of defendant’s credit card
account. Include in your answer the process by which plaintifi”s general ledger
accounting records are changed to reflect the origination of a eredit card account,

ANSWER:

14, Explain in detail, each step in the origination of defendant’s credit card
account.  Tnclude in your angwer the precess by which plaintiffs pencral ledger
accounting records are changed to reflect the origination of a credit card account.

ANSWIR:

15, Pleasc state whether the interest of the originator of the disputed account
bas been sold, transletred or conveyed since s inception and origination?

ANSWLELR:

16, Please state whether the disputed account is automatically insured against
frauctulent use, or must the card holder puy a premium {or such protection?

ANSWER:



17. 10 the answer to the previous question is that the card holder must pay a premium
for the insurance, is the premium included in the minimum payment amount,
interest payment or annual “membership” fee?

ANSWER:

18, Is the disputed account avtomatically insured against default, or must the card
helder pay a premium for such protection?

ANSWER:
19, If' the answer to the previous question is that the eard holder must pay a premium

for the inswance, is the premium included in the mininnun payment amount,
interest payroent or annual “membership” fee?

ANSWER:
20. Specily the name and function of the computer systems and software used by

plaintiff in the production of billing statements and statements of account for the
account that is the subject of this cause of acHon.

ANSWER:
21. Specity the name and function of the computer systems and software vsed by
plaintitt to record and report financial accounting information for the account that

is the subject of this cause of action, for purposes of compliance with the
Sarbancs-Oxley Act of 2002,

ANSWER:

22. State whether the named plain(ift loaned credil to defendant in the disputed
account.

ANSWER:

23. Please list any changes plainiifl made (o the interest rate charged to the disputed
account, during the life of the account.

ANSWER:

24, Please Itst any changes made to the fees chareed to the disputed account, during
the life of the accouwnt.

ANSWER:
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25. Please list any changes made to the penalties charged to the disputed account,
during the life of the account.

ANSWER:

26, Tdentify all discoverable documents reviewed (o exscute any affidavit in
this cause,

EXHIBIT “A” INTERROGATORY PRODUCTION REQUEST

1. All documents identified in the prior interrogatory requests,
ANSWER:
EXHIBIT “3” PROIWCTION REQUEST
1) All written agreements that pertain to the account. Including but not limited to the
any account applications, account agreements, changes (o agreements, notice of changes,
clectronic account notices.

2} All statements of account souglt.

k) All written notification or change in terms of the account pertaining to the
agreement.

4) All written late fee chunges, over the credit imit fee changes, inferest changes or
other written changes pertaining to fees that can be charged to the account and the
amount of said fec that can be charped.

5) All written chanpes to the apreements.

6) All card carrier agreements pertaining to the account.

7 Written proof {or the receipt of documents forwarded to Defendant by Plamtiff.

8) All electronic phone logs and diary logs (hat pertain (o the account,

9) The written reeord retention policy as to how records pertaining o the account are
to be maintained by Plaintiff.

10y Call logs, electronic file notes and other electronic enfries that wete recarded that
evidence account activity or relate to the account.

N
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11)  Any documents, surveys, cost studies, or other documents as defined by the
TRCP wilized by you in your decision to charge the following fees:

a) “Membership l'ee”;

b) “I'ransaction Iee for Balance Transfers™;

¢) “Transaction Fee for Cash Advances”;

d) “Minimum linance Charge™;

e) “Minimum Amount Duc™,

9 “Ammual Percentage Rate of Purchases™,

g) “Arnnual Percentage Rate of Cash Advances”™;
h) “Variable Percentage Rate for Purchases and Cash Advances”,
1) “Over the Credit Limit Fee™;

) “Credit Shield Preniium™;

k) “Late Fee™;

1) “Creditor Protector” and

m)  all other charges you contend could be charged to this account.

This request is limited to fees charged the sccount.

12)  Any documents, surveys, cost studies, or other documents as defined by the
TRCP utilized by you to fonmulate the provision in the agreement for the following fees:

a) “Membership Fee”;

b) “Transaction I'ec for Balance Transfers”;
¢) “Transaction Fee for Cash Advances™;
d) “Minimum Finance Charge”;

€) “Minimum Amount Due™,;

f) “Anmual Percentage Rate of Purchases™;

) “Annual Percentage Rate of Cash Advances™;

h) “Variablc Percentage Rate for Purchases and Cash Advances”,
0 “Qver the Credit Limit Fee”,

)] “Credit Shield Preniium”;

k) “Late Fee”;

)] “Creditor protecior” and

m)  all other charges you conlend could be charged to this account.

This request is limited o fres charged the account and alteged owed and
due lherein.

13)  Any documents, surveys, cost studies, or ofher documents as defined by the
TRCP utilized by you to determine the amount charged for the following fees:

a) “Membership Fee”;
) “Transaction Fee for Balance Transfers™;



c) “Transaction Fee for Cash Advances™;

d) “Minimum Finance Charge”;

e) “Minhrum Amount Dug”™;

g “Annual Percentage Rate of Purchases™;

g “Annual Perceniage Rate of Cash Advanecs™;

) “Varjable Percentage Rate for Purchascs and Cash Advancss”;
i) “Over the Credit Limit Fee™;

1) “Credit Shield Premiom™;

k) “Late ¥ec™;

1) “Credit Protector” and

m)  all other charges you contend could be charged to this account.

This request is limited to fees charged the account and alleged owed and due
herein.

14y Any documents, surveys, cost studies, or other documents as defined by the
TRCTE untilized by you in your decision to charge the inferest rate charged for cash
advances.

15)  Any docwments, swveys, cost studies, or other docwmnents as defined by the
TRCP utilized by you in your decision to charge interest for and amount charged for
purchases.

16)  Any documents, surveys, cost studies, or other documecnts as defined by the
TRCP utilized by vou in your decision to charge the interest rate charged for the default
rate.

17) Al documents that evidence Plaintiff is owner of the account(s) that it seeks 1o
collect,

18)  All documentary records reviewed by any witness that has testified in tlds cause,

197  All letters for any type [orwarded by Plaintiff to Defendant from the inception of
the account to the present ime.

20)  All demand for payment and/or demand letters of any kind from Plaintiff to
Defendant from the inception of the account to present time,

21y All documents and records of any kind (which are not attorney work product) that
prove ar tend to prove the thme spent by your attorncy in representing you in connection
with the matters at issue in the above styled and numbered cause (both before and afler
the lawsuit was filed), including but not being limited to, invoices, billings, and/or
cemputer records which reflect all of the work performed by your attorney for the above
styled and numbered cause.



22)  The Power of Attorney and any cther coniracts between you and your attorney for
representation of vouw in your claims against Defendant.

23} All account agreements between Plaintiff and Defendant that bear the signatire of
Detendant.

24)  All documenis propounded by Plaimtiff (o Defendant, which inform Defendant of
the right to reject the terms of a proposed change o any account apreement with Plaintiff,

25) Al notices of changes in the tenms of the credit card arrangement or changes in
mierest rate sent by PlaintifT 1o Defendant,

26)  Any and all documents that reflect written notice as per the “Changing This
Agreement” paragraph of the agreement you allege is applicable herein.

27)  In the “Changing this Agreemnemt” section of the agreement you contend is
applicable states “However if we cause a fee, rate or minimum payment to increase, we
will mail you writlen notice at least 15 days before the beginning of the billing period in
which the changes becomes effective”, please provide all written notice that you contend
was forwarded as per the “Changing this Agreement” section of said agreement,

28)  All meanuals, training waterials, and similar docwnents used in training,
overseelng, or supervising of your personncl and yow agents retained to inform
cardhelders of the initial agteement and any subscquent changes thereto.

29)  All manuals, fraining materials, and similar documents used in trainming,
cversesing, or supervising of your collections handling personnel and yowr agents
retained to collect accounts such as the one made the basis of this suit.

30y All “Electronic or Magnetic Data” as per TRCP 196.4 on a CD or Floppy Disc in
Microsoft Word that exits including but not limited to any and all discovery requested by
Defendant, all of Plaintiff’s Instruments filed in this cauvse and all of Plaintiffs discovery
forwarded and responded in this canse.

31) A printeut of all computerized notes thal you maintain that pertains to the
account. You may redact privileged information, this request includes and is not fimited
ta the callection nofes, account notes, telephone calls, and all other clectronic enfries that
are maintained.

32)  Allweitten documents that were forwarded to any credit bureau, agency, or third
party by you pertamimg (o the Defendant’s account,

33y All documents, notes, records of memoranda of any kind (which are not attormey
work product or attorney-client commmumications) generated by your aftormey which prove
or tend to prove the work performed by yout attomey for the ahove styled and nunbered
cause. '
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34) A copy of the notary log book’s page for who notarized any Affidavits wtilized as
semmary judgment evidence, verified testimony, or any matter hersin.

33) A copy of the debt collection policy of Plainiff in effect six (6) months prior to
the [iling of this suit.

36) A copy of the debt collection palicy of Plaintiff's debt collector in effect six (6)
manths prior to the filing of this suit.

37y All electronic mail and Information sbout elecironic mail (including message
contents, header information and lops of electronic mail systems usage) sent or received
by anyone relating to the issues in this {awsuit.

38y Al data bases (including all vecords and field structural information in such
databases), containing any reference to and/or information about the issues in this
lawsuit,

3%y All logs of activity on any compuler system wlhich may have been used to process
or store electronic data containing information about the issues in this lawswit,

40)  All word processing files and file fragments containing information about the
issues in this Jawsuit,

41)  With regard to electromic data created by application programs which process
hnancial, accounting and billing information, all electronic data files and file fragments
containing information about the issues in this lawsuit.

42)  All files and file fragments containing information from electronic calendars and
scheduling programs regarding the issues in this lawsuit.

43) Al elecironic data files and file fragments created or used by eleciromic
spreadsheet programs where such data files contained information about the issues in this
Lawvsuit.

44) A true and correct copy of all electronic data on personal computers used by
anyonc under the control of Plaintiff and/or their Secretaries and Assistants relating to the
issues in this lawsuit, including all active files and file fragments.

45y All floppy disketies, mapnctic tapes and cartidges, compact disks, 7ip dtives, and
otler media used in connection with such camputers prior to the date ol delivery of this
Jetter containing any electronic data relating to the issues fu this lawsuit,

46)  All records, clectronic or otherwise, containing the names of all employecs,
representatives, and debt collecfors who acted o behalf of Plaintiff in conncction with

(S
(o



the claims alleged in this suit.

47) Al audio recerdings of any conversation or commuuication hetween employees,
representatives, and debt collectors who acted on behal of Plaintiff in connection with
the claims alleged in this suit,

48) A copy of any credit bureau report concerning Defendant obtained by Plaintiff
during the five (5) years prior to the fling of this swt.

49)  All records, clectronic or otherwise, reflecthng amy comlact with Defendant
initiated by employees, representatives, and debt collectors who acted on behalf of
Plaintiff in conuection with the claims alleged in this suit dwing the six (6) months prior
to the filing of this suit.

50) A certified copy of uny and all documentary evidence of plaintiff”s suthority to
operate a credit card enterprise, including but not limited to any applicable corporate
charter and articles of incorporation.

51) A verified copy, front and back, of the original contract/agreement betwecn the
plaintiff and defendant with respect to the disputed account herein, n 1ts entirety.

52) A verilied copy, front and back, of the application allegedly executed by the
defendant related to the disputed account herein, in its entirety.

53y A verificd copy, front and back, of the Arbitration Agresment allegedly executed
by the Farties with respect to the disputed account, in its entirety.

54y A verified copy of the complete set of original bookkeeping entries made by
plaintiff from the origination of the disputed account to charge off, including, but not
limited to all general ledper and accounting entries used to support plaintiff’s compliance
with the requirements of the S8arbancs-Oxicy Act of 2002, H.R. 3763.

53)  Certified Elzctronic copies of all accounting records pertaining to the disputed
account.

56)  Certified copies of all original accoumting recerds evidencing a series of loans of
money from the plaintiff to the defendant.

57)  Certified copies of all criginal accounting records evidencing the payiment off
moncy from the plaintiff to any and all vendors, on defendant’s behalf,

58)  All documents evidencing payment by plaintiff to merchants, service providers or
vendors, for each and cvery purchase of goods ot services allegedly made by defendant
using the disputed charge account for which plaintiff is seeking recovery berein,



39)  Certified Electranic copies of all billing records pertaining to the disputed
account,

60)  Cerntified copies of all documents which named plaintiff intends to usc as cvidence
of a lawful statement of clalm against defendant from the plainti(f named in the caption
of this cause of action.

61)  Copics of any and all documents related to the sale, assigument, trans/er or
conveyance of the disputed account.

62)  All documents intended to be used by plaintiff as cvidence to show that the named

plaintiff is the owner or helder in due cowrse of the contract, note or other negotiable
ingtriunent that is the subject of this cause of aclion.

63) A certified copy of any document identifying the cwrrent owmer or holder in due
course of the confract, note or other instrument that is the basis for this cause of action.

64)  Copies of all correspondence belween the named plaintiff and defendant, relative
to the account or instrument that is the basis for this cause of action.

63)  Any and all documents including wnailings and promotional materials that
Defendant received from Plaintiff.

66)  All documents reflecting comumnumication between Plamntiff and Experian
Information Solutions, Inc., TRW, Inc,, and Equifax Credit Services regarding the
aceoumt,

67y Alltape recordings between Plaintiff or any of its apents and Defendant.

68)  Any and all communications between you and any fhird party that relates to
claims in this lawsuit.

EXHIBIT “A” REQUEST FOR ADMISSIONS

ADMIT ORDENY THAT

1. Plaintiff has ne evidence to offer by which it can deny the allegations contained in
the Defendant’s Answer in this case.

2. Plaintiff’ has no witness to offer who can deny the allegations contained in
Defendant’s Answer filed in this case.
3. Plaintif{" has no evidence to offer by which it can prove any of the allegations

containad i the Plaintiff s Qriginal Pefition filed in this case.
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10.
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2.

PlainifT has no witness fo offer who can prove any of the allegations contained in
the Plaintiff’s Operative Petition filed in this case.

Plaintiff or its attorney is a “debt collector” as defined by Tex. Fin. Code §
302.001(6).

Plainfiff’s designaied agent(s) as wimess(es) does not have personal knowledge of
the matters set forth in his verification attached to Plaintiff’s Original Petition.

Plaintiff’s claim against Defendant includes illegal penaltics disguised as
liquidated damage items for various charges including, “late charges®, “over-Limit

2
charges”, and/or “miscellansous charges”, designed to increase the credit card
interest rate,

Prior to filing suit, the Plaintiff obtained the services of its counse! herein to act as
ils agent in Plaintiff’s collection cfforts against the Defendant.

Plaintiff’s counsel is a “debt collector™ as defined by 15 U.8.C.§1692a(6) and
Tex. Fin, Cade §392.001(6).

Plaintiff’s lawyer is a “third-party debt collector™ as defined by Tex. Fin. Code
§392.001(7).

Plaintiff’s lawyer is an “independent debt collector” as per Tex. Fin. Code
§392.306.

Plamtiffs lawyer [led this collection case for Plaintiff.

Plaintiff did net send Defendant an effective 15 U.S.C. § 1692g(a) Notice.

Plaintiff did not send Defendant an effective 15 U.8.C. § 1692g(z) Notice.
Plaintiff did not send Defendant an effective 15 U.S.C. § 1692g validation.

Plaintift did not send Defendant an effective 15 U.S.C. § 1692g name and address
ol'the original creditor.

The Debt Collector for Plaintiff told the Defendant that the Jegal collection
process would continue until the Defendant entered into a repayment agresnent
or Plaintiff obtained a judzment.
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19,

ae)
(954

24,

285,

26.

27.

30.

32,

The Debt Collector for Plaintiff told the Defendant that the judgment could result
in a hen placed apgainst his home.

Plaintiff’s designated agent. did not review any documents either before, or at the
time, PlaintifT signed the statement attached to Plantiff’s Original Petition.

Plaintiff emploved a debt collector for Plaintiff,
The Debt Collector for Plaintiff spoke to Defendant on the telephone.

The Debt Collecior PlaintifT told the Defendant that the judgnment could result in a
lien placed against his car.

The Debt Collector for Plaintiff told the Defendant that the judgment conld result
in & wage garnishunent.

Plaintiff did not send Defendant an effective 15 U.8.C. § 1692g validation.

Plaintiff’ did not send defendant 15 U.8.C. § 1692g name and address of the
original creditor,

The Debt Collector for Plaintiff told the Defendant that Plaintiff could satisfy a
judgment from any asset Defendant has.

In violation of Tex. Fin. Code 362.301(x)(8), the Plaintiff threatened to take an
action prehibited by law.

In violation of Tex. Fin. Code 392.301(2)(8), the Plaintiff misrcpresented the
character of a consumcr debt.

Defendant’s home is not an asset available to Plaintiff to satisly a potential
judgment in this case.

Defendant’s car is ot an asset available to Plaintiff to satisfy a potential judgment
in thiz case.

The Debt Collector for Plaintiff made misrepresentations to the Delendant.

Wage garnishinent is not available 1o Plaintiff regarding its claim against
Defendant.
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39.

44.

42,

44,

In violation of 15 U.S.C. § 16924, the Plaintiff engaged in conduct the natural
consequence ol which was to harass, oppress, or gbuse a persen in comuection
with the collection of a debt.

In viofation of 15 US.C. § 1652e, US.C. § 1602e(2)}A) and (B), U.S.C §
1652e{4), U.S.C. § 1692e(5) and U.S.C. § 1692e(10) and the “least sophisticated
consumer standard,” the Plaintiff used objeclively false representations and/or
false, deceptive, or misleading representations or means in connection with he
collection of a consutmer debt.

Plaintiff failed w conduct an investigation of any dispute asserted by the
JDefendant.

Plaintiff failed ic admit, deny, or otherwise act en any dispute asserted by the
Defendant.

Plainift failed to furnish Defendant with any consumer forms for giving 2 Tex.
Fin. Code § 392.202 Notice.

Plaintitf failed to fymish Defendant with any assistancs in preparing a Tex. Fin.
Code § 392.202 Notice.

Plaintiff has no written agreement with the Defendant.
Plaintiff has no agreement bearing the Defendant’s signature.

Plaintiff maintains an employment file on the Debt Collector who telephoned the
Defendant.

Plaintiff’s aftorney is engaged dircctly or indirectly in consumer debt collection
(any action, conduct or practice in cellecting debts alleged to be created by an
individual primarily for personal, family, or housshold purposes).

Plaintiff"s atterney has regularly collected or attcmpted to collect, divectly or
indirectly, consumer debts owed or due or asserted to be owed or duc another.

Plaintiff’s attorney was required 1o obtain a debt collector’s bond and file & cony
thereof with the Texas Secretary of State.
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54.

57.

58.

59,

60.

61.

The Plaintiff was required o obiain a debt collector’s band and file a copy thereof
with the Texas Secretary of State,

The Defendant notified Plaintiff’s attorney and/or the Plaintitf that the Debt was
disputed by the Defendunt.

After the Defendant notified Plaintiff and/or the Plaintiif that the Dsht was
disputed by the defendant, the Plaintifl and/or its attorney(ics) continued to report
the Dbt to consumer eredit reporting buteaus.

The Plaintiff and/or Plaintiffs attorney never reported fo aoy consurner credit
reporting burean that the Debt was being disputed by the Defendant.

The Plaintiff’s claim against Defendant is barred by limitations.
Plaintiff never sent the Defendant any validation for the amount due on the Debt.
Plaintiff never satisfied any 15 U.S.C. § 1692g(h) request made by the Defendant.

Alter notice of Defendant’s representation by counsel, the Plaintiff’s lawyer
directly sent Defendant correspondence on the Plaintiff's behalf.

Alter notice of Defendant’s representation by counsel, the Plaintiff was requested
to provide written correspondence.

Plaintiff never responded to the Defendant’s written correspondence requests.

Alter notice of representation, one of the Defendant’s lawyer sent correspondence
on the Defendant’s behalf.

Plaintiff never responded to the written correspondence referred to in Admission
request 55,

Plainiiffs debt collector never responded to correspondence to verify the dent.

There 15 a written Power of Attorney and any other contracts between you and
your atteiney for the representation of you in vour claims against Defendant,

There is a written account agreement(s) between Plaintiff and Defendant.

There is a written uccoun! agreement(s) between Plaintiff and Defendant which
bear the signature of Delendant,

Yau have provided all of the written account agreements between Plaintiff and
Defendant from the inception of the account through present.

a3
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70.

71.

That you always timely provided wrillen notice of changes in the terms of the
credit card agreoment,

"That you have all invoices and/or stalements (rom Plaintiff to Defendant from the
inception of Accounts to the present time, which reflect or list what goods or
services you contend make up the transactions for the amount due,

That you have individual checks for each transaction that you contend Defendant
charged via check.

That you have individusl transaction receipls for each transaction that you
contend Defendant charged.

That you have individual documents sigued by Defendant for cach transaction
that you contend Defendant charged.

That you have the individual documents for cach transaction that you contend
Befendant charged that you are claiming in this suit,

That plaintift is not lJeensed with the Scerctary of State of Texas to transact
business as a foreign corporation,

Adrmt that plaintiff and defendant did not execute & written contract related to the
disputed account in the above-capiioned cause of action.

Admit that plaintiff and defendant never executed a wriiten agreement to arbitrate
disputes.

Admit that it is plaintiff’s pesition that defendant’s alleged use of the eredit card
constituted consideration for the credit card agreement.

Aduwit thal the alleged credit card agreement was amended some fime after the
disputed account was originated, to include a clause requiring that disputes be
brought before the National Arbitration Forum.

Admit that the consideration for the amendment of the credit card agreement was
the defendant’s alleged continued use of the credit card.

Admit that defendant objected to the arbitration of disputes af the National
Arbitration Forum.

Adnait that Plainti{ls aticmey is a debt collector as that term is used in the Fair
Debt Collection Practices Act,

Admit that plainiiff has charged off the disputed amount ¢laimed on herein.

Admit that plaintiff has taken u tax write-olf or other tax adjustment with respect
to the disputed account that it has claimed on hetein.
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79.

30.

86.

87.

Admit that the plainfiff never loaved money to the defendant.
Admit that the named plamtiff foiled to disclose to the defendant the fact that it
did not loan moncy to the defendant.

Admit that de(endant has disputed the statement of account related to the account
that is the subject of this cause of action.

Admil that the named plaintifl’ received defendant’s notice of dispute and demand
for validation and documentation on the disputed account.

Admit that the named plaintiff failed to provide defendant validation and
verification of the alleged debt.

Admit that the account thet is the subject of this canse of action is currently in
dispute. '

Admit that plaintiff filed or issued an insurance claim related to the dispuled
account.

Admit that named plaintiff recetved money, credit, or some other valuablo
consideration in payment or seftlement on an insurance claim related to the
allcged default in the disputed account herein.

Admit that Plaintiff either directly or indirectly through its agents ar assigns, sold,
assigned, translerred or otherwise conveyed its interest in the disputed account to
[ts atlomey..

Admit that defendant does not owe plainff any debt related to the account that is
the basis of flus cause of uction.

EXHIBIT “A” RULE 194 REQUEST

Pursnant to TEX.R.CIV.P. 194, you are requested to disclose within thirty (30)

days of service of this reques(, the information or material described in TEX.R.Crv.P.
194.2(a)-(1),

Ceriilicate of Service

This s to certify thet or the 10TH Day of APRIL 2012 pursuant to TRCP, 2 trus and comsct vopy of this

instrumens has been sent by [hx o;
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EXHIBIT “A”
DEFENDANT’S RESPONSE TO PLAINTIFE*S REQUEST FOR DISCLOSURE

194.2(a): Defendant believes that the proper parties are known BUT not plead
194.2(b): None kuown.

194.2(c): Violations of the debt collection act. Usury, Fraud, Unconscionability,
Excuse, unlawful liquidated damage provision, failure of consideration,
improper notice, plaintiff is not entitled to recover in the capacity in which
it sues. Proof of written agreement, not given, excessive demand for
payment, und taking oI advantage of Defendant to a grossly unfair degree
as the terms of the account were unilaterally changed until there was no
benefit of bargain and an onerous penalty sfream of charges emsued
Including interest and (ees, Defendant was overwhelmed and could not
audit the account for accuracy to determine if the charges to the account
were lawful. See Delendant’s operative answer.

Plaintiff has not established ownsrship of the account. Recession,
Reformation and itlegal contract. [lusory contract that fuils for mutvality
of cobligation amongst other matfers. Statute of Limitations. Plaintff
CAnnoet prove an agreement

Defendant did not recelve, agree or have complete admissible proof to review for
the relevant time for damages songht herein. Defendant may better respond (o this request
il Plaintiff can identify the allezed agreements, modifications, applicable time frames for
said agreement and identify the alleged transactions sought as damages in this suit,
Plaintiff does not waive any rights to arbitration, or choice of law should an agreement be
identified, vesponse herein shall not waive any rights pertaining to said agreemeni(s)
including arbitration. Defendant also rescrves the rights for all damages thereto, Plaintiff
has never made a proper demand for an amount due. Conscquently, Plaintiff has failed to

eet its burden of & proper demand for atforney fees under 38.001.The aforementioned is
rerely a summary of Defendant’s legal theories and factual allegations and is not
mntended to include all of them,

154.2(d) Reasonable and Necessary Aftorney Fees, Statutory Damages for
Violations of the Federal and State Debt Acts, Damages found by the
fnder of fact, Loss of Credit Standing and the Like,

94.2(¢) Defendant through defendant’s attorney.

94.2( Discoverable infonmation will be provided if it exists.
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Expert Designation
194.2(1)2 Attorney fees and Plaintiff’s damages.

194.2(1)3 He may lestify as reasonableness and necessary attorpey fees in this
matter. He may also testily as to the calculation of Plaintiff s damages mude the basis of
this suit.

194.2(1)4(A) All discoverable doecuments this expert has had access (o are located at the
his law offices and will be made available at all reasonable times, counsel schedule
penmitting, upon request.

194.2(1)(B)  Education
e —
e

Employment

.

Litigation and general practice

Admifted to Texas Bar SEIBand several Federal Districts and Circuits. Including 5™
circuit and 3” Circuit Court of Appeals.

194.2(g) Not applicable.

194.2(1) None.

194.2(1) Discoverable information will be provided if it exists.
194.2(3) Not Applicable.

194.2(k) Not Applicable,
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EXHIBIT “A”
List of Oljections

The following list of objections is presented for the sake of convenience and
clarity, Each objeclion will be referenced as an objcction to cach request for discovery to
which such objection is asserled. A reference to any of the listed objection(s) is intended
to be and shall be freated as though the objection was set forth verbatim.

Objection No. 1:

The request is overly broad, has no limit, and unnecessarily seeks discovery into
matters that are protected from dizclosure by the attorney work product privilege, Tex,
R. Civ. P. Rule 192.5.

Objection No. 2:

This request is overly broad, has no limit, and unnceessarily seeks discovery into
matters that arc protected from disclosure by the consulting expert privilege, Tex. R.
Civ. P. Rule 192.3(3)c.

Qbjeetion No, 3:

This request is overly broad, has no limit, and unnecessarily seeks discovery into
malterg that are protected from disclosure by the party communication privilege, Tex.,
R. Civ. P. Rule 192,5
Objcction No. 4:

This request is overly broad, has no lmit, and urmecessarily secks discovery into
matters that are protected fiom disclosure by the attorney-client privilege, Tex. R. Civ.

P. Rule 192.5.

Objection No. 3:

3%



This request is confusing, vague and ambiguous.
{bjection No. 6:
This request is overly broad, general in natuve and fails (o state with reasonable

particularity the specific documents and/or information sought, Davis v. Pate, 915
3.W.2d 76, 79 n.2 (Tex-App Corpus Christi 1996, original proceeding)

Objection No. 7:

This request required specnlation and/or conjecture on the part of respondent to
answer and i3 an impermissible roquest.

Objection No. §:
The information sought is not reasonahly calenlated to lead to the discovery of

admissible evidence. Tex. R. Civ. P. Rule 192.3(2); 4xelson v. Mcllhany, 798 S.W.2d
550, 553 (Tex. 19903,
Objection No. %:

The discovery sought perlains to experts and this particular request is not a
permissible form of discuvery to oblain said information. Tex. R. Civ. P. Rule 195.1; fn
Re Gueman: 19 8.W.2d 522, 524-325 (Tex-App — Texarkana 1992 eriginal proceeding)
Objcetion No, 10:

The information sought to respond to this discovery is not reasonably and/or
readily available to respondent.

Objeetion No. 11:

This is an improper request and/or discovery tool to obtain the information
sought.

Objection No. 12:

The information sought has been requested and provided in another form,
Sears, Roebuck & Company v. Ramirez, 824 3 W.2d. 558, 555 (Tex. 1992).

Objection No, 13:



The information sought is one, if not all of the following undue burden, unduly
burdensome, harassing, annoying, and involves an nnnecessary cxpensc to respond.
Tex. Civ. P. Rulc 192,
Ohjection No. 14:

This request invades protected personal, constitutional and properiy rights tc

respond, Tex. R. Civ. I'. Rude 152.6(b); Hoffman v. Cowrr of Appeals, 756 8. W .2d 723,
723 (Tex. 1988).

Objection No. 18:

This requsst requires respondent to marshal all of its proof to respond. Tex. R,
Civ. P. Rule 194.2 ¢; 197.1; 194 — comment 2; and 197 comment 1

(Objection No. 16:
Improper request as it seeks a legal conelusion.
Objection No. 17;

Proponent of this request has equal access (o the information requested.

Objcction No. 18:
This request has been asked and answered,
Objection No. 19:

Prcponent has failed to adequately identity applicable agreements and the
times said agrecments were applicable.

Objection No., 20:

Proponent has failed to the adequatcly identify transactions alleged cwed and
due.

Objection No. 21:

Proponent has failed fo adequately identify the back up data utilized to
calculate the amount duc.



Objection No. 22:

Respondent cannot answer this request at this time because after a reasonable
inquiry the information known easily obtainable is insufficient to enable respondent
to admit or deny this request.

Objection No. 23:

The requests required a party to admit a proposition of law. Humble Sond &
Gravel v. Gomes, 48 8.W.3d 487, 505-06 (C.A.- Texarkana 2001, pet granted 5-30-02);
Esparza v. Diaz, 802 8.W.2d. 772, 775 (C.A. — Housten {14“‘ Dist} 1990, no writ).
Objection No, 24:

This request is Improper and has not becn properly served upon Respovdent in
accordance with the Texas Rules of Civil Progcedure ("TRCP™). TRCP 191.4(a)l
proseribes the filing of discovery requests with the clerk. Proponent of the discovery has
net only filed its requests with the clerk, but has also disguised the discovery in a
pleading. TRCP 192.2 allews for permissible forms of discovery to be combined in the
same document, but it does not allow the combination of pleadings and discovery. TRCP
192.7 defines written discovery as requests for disclosure, requests for production and
inspection and copying of documents and tangible things, request for entry onto property,
intcrrogatories and request for admissions. The discovery sought was filed with the clerk
and combined with a pleading in contravertion of the TRCP and is improper.

Objeetion to Instrnetions and Definitions:

Defendant objects to the instructions and definitions to the extent that they impose
duties, or definitions und instructions other than those as per the Texas Rules of Civil
Procedure (TRCP). Inclading but not limited to the definition of the term document and
the right to challenge the adinissibility of exhibits made a part of a question or response
in this suit.

Explanation in suppart of Responses:

Defendant did not receive, apree or have complete admissible proof to review for the
relevant time (or damages sought herein. Defendant may betler respond to this request if
Plaintiff can sdentify the alleged agreements, modifications, applicable time frames for
said agreement and identd{y the alleged transactions sought as damages in this suit,
Plaintiff dees ntot waive any rights o arbitration, or cholce of law should an agresment be
identified, respense herein shall not waive any rights pertaining to said agreement(s)
including arbitration.



EXHIBIT *A”

1) Objection 24 and w/o waving Cbjections 5, 6, 7, 16, 19, 20, 21, 22
and 23. W/O waving Deny.

2)  Seeresponse L.

3Y  Seeresponse 1.

4)  Seeresponse 1.

3)  Seeresponse 1.

6)  Seeresponse 1.

7y Sceresponse 1,

8)  Seeresponse 1.

9)  Seeresponse 1.

10)  See response 1.

11)  See response 1,

12)  See responsc 1.

13)  See response 1.

14)  See response 1.

15)  Seeresponse 1.

16) See response 1.

17)  Seeresponse 1.

1§) Seeresponse 1.

19)  See response 1.

20)  Seeresponse 1.

21)  Sceresponse 1,

22)  Seerespouse 1.

23)  Seeresponse 1.

24)  See Regponse .

25)  Objection 24 w/o same Admit.

26)  See Response 1.

27)  See Response 1.
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EXHIBIT C




NO. cemgmEmEE
G } IN THE JUSTICE COURT

Vs, } PRECINCT 1, PLACE 2 OF
=t " } HARRIS COUNTY, TEXAS
DgFENDANT'S ORIGINAL ANSWER, COUNTERCLAIM AND REQUEST FOR DISCLOSURES
pefendant, wiiiiiileeenweeang SN cemaamy,, cilcs  this

Original Answer and Counterclaim <te Plaintiff's o0Original Petition, and
Request for Discleaureg to the Plaintiff, and shows the Court the following:

Defendant generally deniss each and every allegation in Plaintiffr's
Original Petition, alleges that the same are not true in wheole or in part,
and demands strict proof thereof by a preponderance of the evidence upon a
trial hereof.

Defendant denies the account on which Plaintiff files suit because not
each and every item of the account made the baszis of Plaintiff's suit is Just
or true.

Defendant denies the aceount on which Plaiptiff files suit because
Defendant has never had an open account with Plaintiff or Plaintiff's
predecessor, a written or oral contract for ¢oods or services with Plaintiff
Q% Plalntiff's predacessor, or any business dealings with Plaintiff or

Plaintiff’s predecessor on which an account ¢ould be founded.

Allegations Commwn To Affirmative Defenses and
11 Counts in Counterclaim

The debt whigh ?1$intiff attempts to collect in ity Petition is or was
originally dne to ancther company.

Plaintiff has used the United sStates mail service in the regular
¢collection or attempted collecktion of debts owed to another,

Defendant is a natural person, residing in Texas, allegedly obligated

to pay a purported debt.

EXHIBIT “C”



Plaintiff has collected or attempted +o collect from Defendant on an
alleged debt,

Plaintiff is a "debt collector", asz defined by 15 USCS § 1692a(6}.

Plaintiff =eeks recovery of the debt alleged in its Petition to have
been due'to 4 creditor other than Flaintiff. Plaintiff has collectad and
attempted to <¢ellect debis awed to ancther, and utilizes the services of
collection law firms ia such collection.

Plaintiff seeks recovery of the amountialleged in its Petition whereby
it seeks %0 obtain the richt to pursue payment on an account receivable
originally beleonging to an originzl craditer.

Defendant purchased merchandise gprimarily for perscnal, Family 0¥
househeold purpozes and not for business, which resulted in an account with an
original creditor, not Plaintiff.

Defendant did not purchase any merchandise or gervices fram the
eriginal creditor.

Plaintiff purports to have purchased the debt which Defendant incurred
through the purchase of merchandise primarily for personal, family, or
household purposes fram others and not from the original creditor.

Defendant is =& ‘congumexr', as +that term s defined by 15 1USEes
§1692a(3).

The obligation which Plaintiff alleges Defendant is cbligated to pay is
a "debt" as that term is defined by 13 USCS §1692a(5).

AFFIRMATIVE DEFENSES

Defenze to Plaintiff'’'s Alleged A%signment of Contract/Debht
Defendant re-alleges and by refersnce adopts all allegations contained
in the preceding paragraphs.
Dafendant 1s not liabkle to Plaintiff because, upon informaticn and
belief, there was no valid assignment of rights t¢o Plaintiff by the original

-

creditor; therefore, Plaintiff is not a proper party in interest and lacks

standing to sue.



Defense of Lack af privity

Defendant re-alleges and‘by reference adopts all allegatisns contained
in the preceding paragraphs.

Defendant is not lieble to Plaintiff because of lack of privity between
the parties.

No Breach of Contract

Defendant re-~alleges and by reference adopts all allegations contained
in the precsding paragraphs.

Flaintiff cannet prove a valid ceontract with DPefendant. Upen
information and hkelief, no contract exists between Dbefendant and the original
exediter. Therefore, there can he no breach of a contract.

Plaintiff cannot prove its damages cn 1ts contract claim. Therefore,
Plaintiff cannot recover on its breach of contract c¢laim.

Dafonges to Plaintiff's Suit on Account Stated and Debt

Defendant re-alleges and by refarence adopts all allegations contained
in the preceding paragraphs.

Plaintiff's claims on account stated pursuant +to TRCP 185 are defective
because a credit card account does not create the sort of debtor-creditor
relationship reguired in order to bring a Suit an account.

Plaintiff's Petiticon is defective as an account stated claim because a
credit card account cannot be the basisz for an account stated claim. There

are no iltems identified which were sold by Plaintiff to Defendant. The

account doas not meet the reduirements of an account gtated.

Therefore, Plaintiff's zccount stated claim should pe dismissed because
an account stated claim cannot bhe brought on a credit card account.

Plaintiff’s suit on account or debt fails to state any claim upoen which
reliaf may be granted as it sets forth no ultimate facts demonstrating:

a. That there wag an offer, acceptance, and consideration;

b. The carrectpess of the account;

T, That there was a history of. transactions hetween the parties;

P
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The reamanableness of the c¢harge;
That a meeting of the minds o¢curred; and

That the interest rate charged by the original creditor was
agreed on by Defendant.

affidavit acocompanying Plaintiff's ©Petition fails to support

Plaintiff's caupe of action for the following reasons, including, but not

limited to the following:

A

The affidavit of SN hcorcinafter vYaffiant”)
executed on iz not based upon personal knewledge
of the acgount.

The affiant is not an employee or records custodian of the
original erediter and, therefore, lacks personal knowledge of the
transactions giving rige to the debt.

The affiant is net an employee or records custodian of the
original ereditor and, therefore, lacks personal knowledge of the
manner, method, or mode by which any records memorializing
transactions giving rise te¢ the alleged debt are prepared or
Rept.

The document to which the affidavit refers is purported to be a
business recerd of the Plaintiff, who neither provided goeds,
gervices and/or merchandise to the Defendant, ner created the
ariginal records of the transactions giving rise o the purported
debt at or near the time of the transaction.

Reither +the affidavit nox the alleged records purport to show
that the charges alleged to embody the purported amount owed are
reagonable.

Neither the affidavit ner the alleged records are purported to
having been kept in the regular course of business of the
eriginal creditor.

pefendant obijects to the Affidavit and its attempted document
proffer because the dooument attached o Plaintiff's affidavit is
not a dtatement of account as required by statute.

Defense of the Cauce of Action for Quwantum Meruit or Unjust Enrichment

Defendant re-alleges and by reference adoptz all allegations contained

in the preceding paragraphs.

Plaintiff cannot maintain a cause of action for quantum meruit for the

following reasons:

2.

Plaintiff neither had nor has any relationship with Defendant.



b. Plaintiff never had any agreement or implied contract with
Defendant.

c. Plaintiff never hkad any agreement orx implied contract with
Pefendant for any terms of repayment, Lnterest or attorney fees.

d. Without any agreement for a charge of interest, Plaintiff is not
entitled to interest in excess of that which can be chargad
without an &gresment., Plaintiff cannot prove what amount of the
claimed amcunt 4is principal and what amount is interast,
Therefore, Plaintiff cannet collect any of the claimed amcunt.

. On information and belief, Defendant never had an implied
agreement with Plaintiff's alleged assignor for interest ox
attorney fees. Therefore, without any agreement for intersst or
attorney fees, Defendant cannct collect interest or attcrney
tees.

f. Plaintiff cannct prowve the elements of quantium meruit, i.e.:
ft1) That there was an cffer, acceptance, and consideration;

12) The correctness of the account:
£33 The reasonableness of the charge: and
(4) That a meeting of the wminds oecurred.

Dofanee to Plaintiff’'s Claim of Money Ead and geceived

Defendant re-alleges and by reference adaopts all allegations contained
in the preceding paragraphs.

There is no evidence of any losns made to Defendant or any money had
and received by Defendant from the original ¢reditor. There iz no avidence
cf any leans made to Refendant or any money had and received by Defendant
from plaintift,

Defense of Statute of Limitations

Defendant re-alleges and by reference adopts all allegations contained
in the preceding paragqraphs.

Defendant i3 rnot liable to Plaintiff because, upon infeormation and
pelief, Plaintiff’'s claim is barred by the applicable Statute of Limitations,
set. out in Texas Civil Practice & Remedies Code §§ 16.004 and 16.051 as the
deplts ecomplained of were incurred more than four years before the date of

Plaintiff s Petition.



Defarnse of Failure to Allage Specific Transactions

Defendant re-alleges and by reference adopts all allegations contained
in the preceding paragraphs.

Defendant is not Lliable to #®lalntiff because Flaintiff’s claim is
barred for fazilure to allege specific transactions on the account relating to
the alleged debt.

Dispute of Conditions Frecedent

Pefendant re-alleges and by reference adopts all allecations contained
in the preceding paragraphs.

Daefendant denles +that all conditions precedent for Defendant's
liability and Plaintiff's recovery have been performed or have occurred, for

the following reasons:

1. Plaintiff's cause of action for account stated fails because
Defendant never had any prior dealings with the original
creditor.

2. Plaintiff and Defendant have not entered into a valid contrace.

3. Plaintiff cannot prove that Defendant and the original creditor

ever entered into an agreement or contract.

4. Plaintiff cannat prove that it has an assignment of Defendant's
agecount; therefore, all of Plaintiff's claimz fail.

5. Plaintiff’'s cause of acticon for guantum meruit is not valid
becanse a cause of action for guantum meruit cannot be brought on
& credit card account and there ¢an be neo implied agreement for
interest in excess of that agreed upon by parcties. Tharefore,
Plaintiff i5 not entitled to any interest.

6. Plaintiff cannot prove what services or goods were delivered +to
pefendant or that any charges are reasonable. Therefore,
Plaintiff cannct malntain a cause of action for guantum meruit,

COUNTERCLAIM

The Defendant, “ as Counter-Plaintiff in the above

styled and numbered catse, complains of the Plaintiff, AR,

”, as counter-pDefendant, and fer cause of action will ghow

the following:



Count r: vielations of 15 USCS 61692, et seq., the
Fair Debt Collection Proctices Act {FDCPR)

Defendant re-alleges and by reference adepte all allegations contained
in the preceding paragraphs.
Upon information and helief, Plaintiff has committed the following

viclations of the FDCPA:

1. As set out in Plaintiff's Original Petition, ©Plaintiff is
attempting to c¢ollect interest on the alleged principal bhalance
without a contract providing for payment of the interest.’

2. Az set out in Plaintiff's Original Petition, Plaintiff is
attempting +teo collect amounts representing late fees on  the
principal kalance without a contract providing for the payment of
the 1late fees by pleading for the alleged total owsd to the
original crediter in Plaintiff's Original Petition, whan part of
the alleged debt constituted late fees.?

3. 2= set out in Plaintiff's Original Petiticn, Plaintiff is
attempting +to collect amcunts representing over~limit fees on the
principal balance without a contract providing for the payment of
the over-limit fees by pleading for the alleged total owed to the
original creditcor in Plaintiff's Original Petition, when part of
the alleged debt constituted over-limit fees.?

4. Ax set out in Plaintiff's Original ©Petitien, Plaintiff is
nisrepresenting the character of the debt by asserting that the
total represented principal when it in fact represented only a
portion of principal, with the reat being interest and fees by
pleading for the alleged total owed to the original crediter im its
Original Petition when part ¢f the alleged debt was interest and
late fees, not principal.”

5. A5 set out in Plaintiff's Original Petition, Plaintiff isg
misrepresenting +o Defendant +that Defendant was indebted o
Plaintiff when Plaintiff was not a creditor of Defendant because
Plaintiff has no assignment of the alleged debt from the original
creditor.?

6. As set out in Plaintiff's Original ©Petitiocn, Plaintiff is
misrepresenting to Defendant the amount of the alleged debt,
including in %he balance interest and late fees not available to
Plaintiff by law bBecause no agreement exists allowing Plaintiff o
recover the late fees and the rate of interest pled.®

P15 USCS § 1692f(1)
215 USCS § 1692f{1)
15 USCS § 1692f(1)
* 15 USCS § 1692e(2XA)
215 USCS § 1692e(2)(A)
® 15 USCS § 1692e(2)A)



7. &z set out in Plaintiff's OGriginal Petition, Plaintiff iz omitting
material facts relating %o an agsignment of interest providing
Plaintiff with the right to pursue this cause of actien by
representing *o Defendant that it is the assignee of the original
creditor when, in law, it is not.’

3. Misrepresenting +that Defendant has breached & contract when
Defendant had no contract with the crigical creditor or with
Flaintiff,®

9. As set out in Plaintiff‘s Original Petition, Plaintiff is
attempting to collect a debt that is not collectahls because of the
Statute of Timitations.’

10. As  set  out in Plaintiff's Original ©Petition, Plaintiff i
misrepresenting to Defendant that P?laintiff has a legal right te
pursue collaction of a debt barred by the statute of limitations.'

11. As =&t out 4in Plaintiff‘s Original ©Petition, Plaintiff is
misrepresanting the collectability of the debt by filing suit when
Plaintiff knew or should have known that the amounts it was sesking
wers not oollectable &t law by pleading a cause of action for
account stated on a debt which arcse on a credit card because
Defendant did not have any previous accounts or dealings with the
origingl erediter or with Plaintifsf,*!

12, 25 set out in Plaintiff's Original Petition, Plaintiff is
misreprezenting the collectability of the debt by filing suit when
Plaintiff knew or should have knewn that the amcunts it was seeking
were not collectable at law by pleading a cause of Actioen for open
account and/or guantum meruit on a debt which arese on a credit
card because a credit card debt cannot be the basis of such causes
of action.'?

13. Filing =uit in a legal entity in which the Defendant does not
reside, i.e., filing in a precinct in which the Defendant does
not reside.

The Falr Debt Collection Practices Act provides for statutory damages

of One Thousand dollars (5$1,000.00) for violaticns of the FDCPA, costs of the

actien, and reasgonable attorney’s fees.

715 USCS § 1692e(2)(A)

® 15 USCS §§ 1692e(2% A) and {B) and 1692f(1)
* 15 USCS § 1692e(2)(B)

15 USCS § 1662f(1)

15 USCS § 1652e(2)(A) and (5)

215 USCS § 1692e(2)(A) and (5}



ATTORNEY'S FEES AND COSTS

It was necessary for Defendant to secure the services of .
~, a licensed attorney, %o prepare and prosecute this countercleim.
A reasonable attorney fee and costs should be granted against Plaintiff and
in favor of Defendant for the use and benafit of Dofendant's attorney; or, in
the alternative, Defendant requests that reasonable attorney fees and expense
through final judgment after appesl be taxed as costs and be ordared paid
directly to Defendant's sattorney, who may enferce the order for fees in the
attorney's own name.

The undersigned counsel also represents clients in eivil appeals. Based
on the undersigned counsel's esperience working on such matters, in the eveng
either party appeals any Jjudgment in this case +o any <Ceourt of Appeals,
Defendant will incur an additional §7,500.00 in attornéy's fees and related
expensed. If any party seeks a Petition for Review of this case by the Texas
Supreme Court, Defendant will incur an additional §5,000.00 in attorney's fees
and related expense. Should the Texas Supreme Court accept any party’s
Petition for Review in this case, Defendant will incur an additicnal $5,000.00
in attorney's fees and related expenses.

REQUEST FOR DISCLOSURES

Pursuant to TEX.R.CIV.P. 194, Plaintiff is reguested by Dafendant to
disclese within thirty (30) days of service of this reguest, the information
or material described in TEX.R.CIV.P. 194.2.

PRAYER
THEREFORE, Defendant requests Jjudgment for the following:

a. That the Court deny all relief to Plaintiff and that Plaintiff's
guit be dismisgsed at Plaintiff's cost:

B. That Counter-Plaintiff have Judgment against Counter-Defendant
for statutory damages in the total amount cf One Thousand Dellars
($1,000.00) for wvioclation of the Fair Debt Collection Practices
Act;

c. That Plaintiff be required to make zeports to all credit
reporting businesses in order to correct nagative entries made in



viclaticn of the FOCPA;

That attorney's fees be awarded as requasted above:
Pre-judgment and post=-judgment interest as allowed by law;
cests of court; and

AlL other relief, genersl and special, at law or in equity,
which Defendant and Counter-Plaintiff may be entitled.

10



ReA Responses

i. Defendant applied foxr the coredit card as refersnced in
Plaintiff'a Original Petition.

RESFONSE: Defendant cannet admit or deny this reguest begauge Defendant
and his attorney have insufficient informatien or knowledge cf the request's
sthject matter teo respond. A reasowable isquiry was made, but the information
krown or easily obtainable wag ingufficient to enable Dafendant to admit or
deny the matter.

2. Based upcn Defendaht's reguest, +he account made a bkasis for
Plaintiff's Original Petition was opened.
RESPONSE: Admit only that QS opened up an account for me.

3. Defendant understood from the time the account made a baasis of
Plaintiff's Original Petition was cpened that use of the credit eard results
in a loan being made +o Defendant for the amount charged or cash advance
requested.,

REEPONSE: Deny.

4. Defendant understood from +the time the. account made a basis of
Plaintiff's 0Original Petiticn was opened that Defendant 1is reguired and
cbligated to repay all charges or cash advances incurred on the account.

RRSPONSE: Adnit that Defendant understood that he was required to repsy
all legitimate merchant charges and cash advances., Deny that Dafendant is
obligated to repay anything to Plaintifs.

5. Defendant fully understood +he risk and obligations associated
with credit card accounts.
RESPONSE: Deny.

6. Defendant made the purchases and took ¢ash advances using the
credit ¢ard made a basls of Plaintiff's Original Petition.
RESPONSE; Admit.

7. Plaintiff i3 the presgent owner and holder of said ascount.

RESPDNSE: Defendant cagnot admit or deny this regquest hecause Defendant
and his attorney have insufficient information or knowledge of the request's
subject matter to respond. A roasomahle inquiry was made, but the information
knowm or easily obtainable was insufficient to enable Defendant to admit eor
deny the natter.

B. Plaintiff is the party entitled to zsve on sald account.

RESPONSE: Defendant cannot admit or deny this request berause Defendant
and his attorney have inzufflcient information or knowledge of +he reguest's
subject matter to respond. A reasonable inquiry was made, but the information
known or easily obtainable was insufficient to epnable NDeafendant to admit or
dany the matter.

3. That the account reflected by the exhibits attached +o
Plaintiff's Petition in this cause is just and true.
RESPONEE: Deny.

10. The account reflected by the exhibits to Plaintiff's Petition in
thls zause is due.
REGPOHSE: Deny.

11. The account reflected by the exhibits attached +o Plaintiff's
Petition in this ¢ause is the balance due Plaintiff after all 5ust and lawful
cffsets, payments and credita have keen allowed.

RESPONSE: Deny.

ta



12. Defendant received monthly statements showing the amount of
' ¢harges or cash advances incurred for that monthly period, aleng with any

payments or credits %o 4he account, and specifying the monthly inrstaliment
being due and owing.

RESPORSE: Defendant cannot admit or daany this request because Defendant
and his attorney have insufficient informatien or knowledge of the regquest's
subject matter to respeond. A reasonable inguiry was made, but the information
known or easily obtainable was insufficient to enable Defendant to admit or
deny the matter.

i3, The menthly statement received by Defendant specifically advised
of Defendant's right to dispute any error contalned in the monthly statement.

RESPONSE: Defendant cannot admit or deny this rexuest because Defandant
and his attorney have insufficient information or knowledge of the rxequest's
subject matter to raspond. A reasonable inquiry was made, but ihe information
known or easily obtainable was ingufficient to enable Defendant to admit ox
deny the matter.

14. sinee the account was opened, Defendant has not notified
Plaintiff of any dispute or error regarding any informatien contained in any
monthly statement.

RESPONSE: Admit.

15. Defendant did promise to pay Blaintiff for =aid account.
RESPONSE: Deny.

16. Plaintiff has requested Defendant +to pay Plaintiff for said
account..

RESPONSE: Admit.

17. Defendant has failed to pay Plaintiff for said account.
RESPONSE: Admit only +hat Defendant has not paid Plaineiff.

18. Plaintiff made written demand upon Dafendant for payment of gaid
account.

RESPONSE: Admit,

19, Written demand was made foxr payment of said account more than 30
days prior to filing this lawsuit,
RESPONSE: Admit.

20. Dpefendant s last payment on sald account was on or about NI
.

RESPONSIE; Defandant cannot admit or deny this request because Defeandant
and his attorney have insufficient informatiom or kunowledge of the reguest's
subject matter to respond., A reasonable iaquiry was made, but the information
known or eagily obtainable was insufficient to enable Dofendant te admit or
deny the matter.

21, pefendant has breached the contract made a basis of Plazntlff s
Original, Petition.

RESPORNSE: Defendant canpot admnit or deny this reguest because Defendant
and his attorney have ingufflcient information or knowledga of the request's
subject matter to respond. A reasonable ingquiry was made, but the information
known or easily obtainable was insufficient to eénable Defendant to admit or
deny the matter.

22. Defendant presently owes Plaintiff the zmount of Syl oo



said account plus accrued interest.
RESPONSE: Deny.

Z3. At no time prior to the £filing of this lawsuit did Defendant ox
Defendant’'s representaktive. reguest verification of the debt from Plaintiff or
its agents.

RESPOKSE: Admit.

24. At no time prior to the filing of this lawsuilt did Defendant or
Defendant's representative dispute the debt owing on the account made a basis
of Plaintiff's Original Petition. ’

RESPONSE: Admit.

25. Defendant iz not & member of any military service with
assigmments or orders that would give the Defendant a right to a delay under
the law.

RESPONSE: Adnit.

26. A reasconable attorney fee for PFlaintiff's attorney for the
prosecution of this lawsuit would be at least the amcunt of $2,000.00.
RESPORSE: Deny.
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The correct names ©f the parties to the lawsuit;

RESPONSBE:

pefendant and Counter-Plaintiff is

Plaintiff and Counter-Defexdant i& AEEEReSwuEEENNRNERNNER.,

The name, address, and telephone number of any potential parties;

RESPONKSE: None.

The legal theories and, in general, the factual bases of the responding
party's claims or defenzes;

RESPONSE:

l‘

(1

(2)

(3)

(4)

(5
(&)
(M)

Defandant's defenses ara:

Dafactive TRCP 185 cleim because a credit card accoumt cannot be
the basig of a Rule 185 sworn account ¢laim, and a credit card
account cannot be the basis of an open account or an account
stated. :

The Plaintiff canoot prove a contract between Plaintiff and
pefendant or that a2 debt is owed by Defepndant to Plaintiff,
Therafore, Plaintiff's breach of contract claim or claim for debt
fails.

Thexe <Can ba no recovery urder gquaptum mercuit or wajust
enrichment because Plaintiff cannst prove al)l the necessaxy

‘elements.

Plaintiff cannot prove the necessary ealaments of a glaim £or
money had and received.

Ho assigomant of contraect.

Lack of privity between the parties.

Plaintiff's claim is barred due o the Feur-Year Statuta of
Limitationg

tounter-Plaintiff's claims are:

(1)

Claims for damages for violation of 15 U.B.C. §§ 1652, the Fair
Debt Cpllection Practices Aet ('FDCPA") because Plainciff 4id at
least the following:

(). Attempted to collect amounts reprasanting ianterest om the
principal balance without & contract providing for payment of
the intarest.

{b) Attempted to collect attornay fees without a contract
providing for the payment of attorney fees.

(e} Misrepresentad the character of the dabt hy asserting that
tha total reopremented principal when it in fact represented
only a portien of principal, with the rest being interest and
fees.

(d) Misrepresented the collectability of the debt by £filing suit
when Plaintiff knew or should have kanown that the amounts it
vas seeking were 1ot c¢allactable at law because a credit card
aceount cannot be the basis of an opem account or account
stated cause of action, and guantum maeruit is barrad by the
statute of Limitations.

(e) Misropresented to Defendant that Defendant was indebted to
plaintiff when Plaintiff was not a creditor of Defendant.

{£) Misreprasented ta Defendant the lagal status of the purported

2



(2)

(3}

(1)

(i)

(k)

(1)

()

(n)

(o)

(p)

debt as owing and collectable when no agreement existed
hetwaen tha parties for the payment of such a debt.
Misrepregented to Defendant that there oxists an agraesment
between Plaintiff and pefendant for +the payment of the
alleged debt.

Migrepresanted to Dafendant the amount of the alleged debt,
including im the balance iaterest, late £fees and ather
charges not available to Plaintiff by law in a cause of
action ©on open account and account sStated because the
underlying debt ig a credit card account.

Omitted material facts relating to an ascsignment of interest
providing Plaintiff with the right to pursua this caunsa of
action because Plaintiff bas no assignmeat of Defendant's
aceount.

Misrvepresented the character, extent or amount of Defendant's
debt, or misrepresented the status of Defendant's debt in a
judicial proceeding because & credit card accouot cannot be
the basis of open account and account stated causes of
action.

Roprosented that Defendant’'s debt might be inmcressed by the
addition of attorney’'s fees or othex charges when there was
no written contract or statute which autborized the fees or
charges.

Filed a lawsuit in which a cause of actior is alleged which
is not available to Plaintiff in Texas.

Threatened ta take actionm that cannot legally ke taken in the
State of Texas.

Attempted to callect a daebt that is not collectable bhecause
af the Statute of Limitationsd.

Misrvepresented to Defendant that Plaintiff has a legal right
to pursue collection of a debt barred by the statute of
linitations.

Filed =uit in & legal entity in which the Defendant does
not reside, L.e., filed in a preciset in wWhich the
cefendant doess nat resida.

Reasonable and mecessary snttorney's fees authorized by the Fair
Debt Collection Practices Act.

q. The amount and method of calculating economic damages;

RESPONSE:
statutory dsmages up t¢ One Thousand dellars (51,000.00) for
viplations, costs of the action, and reaponabla attorney’s fees.

danages,

A

The Fair Debt Collection Practices Act provides for actual

Defendart's economic damages are §1,000.00 for the fallowing
vivlations of the PDCPA committad by the Plaintiff:

(a)

Flatntiff is attempting to eollect ipterest on the alleged
principal balange without a contract providing for payment of
the iaterest,

L€V ]



()

(<)

(d)

(e)

(£)

(3}

(k)

(1)

(i)

Plaintiff iz attempting to collect amounts representing late
famz on the principal balance without & contract providing
for the payment of the late fees by pleading for the alleged
total owed to the original creditor in Plaintiff’s Origimal
Petition, when part of the alleged debt constituted late
fees,

Plaintiff is misrepresenting the character of the deht by
agserting that the total represented principal when it in
fact rapresented only a portion of principal, with tha rast
beipng interest and fees by planding for the alleged +total
owed to the original creditor in its Original Petition wken
part of the allaged debt was interest and late fees, not
principal.

Plaintiff is misrepresenting the collectability aof the debt
by filing suit when Plaintiff knew or should have known that
the amecunts it was seeking were not collectable at law by
pleading a cause of action for open account on a debt which
arose on a credit card becanse a zzedit card debt cannot be
the basis of an open account.

Plaintiff is misrepresenting to Defendant that Defendant was
indebted to Plaintiff when Plaintiff was not a creditar of
pefendant becausa Blaintiff has ne assigmment of the alleged
debt from the original creditor.

Plaintiff is misrepresenting to Defendant the amount of the
alleged debt, including in the balance interest and late fees
not available to Plaintiff by law because no agreement exists
allowing Plaintiff to rocover the late fees mnd the rate of
interest pled.

Plaintiff is omitting material £acts relating +ta  an
assignment of interest providing Plaintiff with the xight to
pursue this cause of action by representing to Defendant that
it is the assignee of the original creditor whea, in law, it
is not.

Plaintiff misrepresented +o Defendant that Plaintiff has a
legal right to pursue ctllection of a debt barred by the
statute of limitations.

Plaintiff attempted +to collect a debt that is oot
collectable because of tha statute of Limitations.

Plaintiff £iled suit in a legal entity in which the
pefendant does not reside, i.e., filed inm a precinet in
which tho Defendant does not reside.

B. Reasonable and necésdary attornay's fees for the prosecution of
Cotnter-plaintiff's Counterclaim at the rate of $400.00 per haur.
At least $1,200.00 incurred to date.

5. The name, address, and telephone number of persons having knowledge of

reglevant facts,

with the case;

RESPONSE:

and a brief statement of each identified person's connection

ig the Defendant and Counter-plaintiff and

has knowledge concerniag the facts of the case,



ﬁ He is the attorney for t!e Defendant and Counter-Plaipntiff,
a¥d has knowledge of vrpefendant and Counter-Plaintiff's reasonable and

necessary attorney fees.

_md«- uf“
cany SN, Weanbeew, phcne' . They ara

tha attarneys for the Plaintiff/Counter-pefendant in this case.

6. For any testifying expert:
A. the axpert's name, address and telephone number;
B. the subject matter on which the expert will testify;
c. the general substance of the expert’'s mental impressions andg

opinions and a brief summary of the bases for them, or 1if the
expert i: not retained by, employed by, ¢r otherwise subject io
the c¢ontrol of the responding party, documents reflecting such

infeormation;

o. if the expert is retained by, employed by, or otherwize subject
to the control of the responding party:
(1) all documents, tangible ¢hings, reports, models, or data

compilations that have been provided to, reviewed by, or
prepared by or Zfor +the expert in anticipaticn of the
expert's testimony; and

(2} the expert's current resume and bibliography.

RESPONSE:

A, the expert's name, address and telaphonsa number;
RESPDNSE:

E. the subject matter on which the expert will testify;

RESPONSE: <uilmtemmmp ™2y testify regarding the nature, extent, amount.
and reasonableness of attorney’'s fees, or rebuk any attorney fee testimony
cffered by Plaintiff or any other party.

C. the general substance of the expert's mental impressions and
opinions and & brief gummary of the bases for them, or 1if the
expert is not retained by, emplecyad by, or otherwisa =zubject tg¢
the control of the responding party, docunents reflecting such

information;
RESPONSE: He has personal knowledge of the services rendered and ¢€o he
rendarsd on behalf of Defendant and Counter-Plaintiff. He 15 licensed to

practice law in tha State of Texas, i% familiar with the attorney fees
customarily echarged by atterneys in this county and throughout Texas for
handling similar matters, and iz familiar with attorney services normally
required to proparly represent clients in +this and similar coatestaed
litigation matters. The services rendered and to be renderad were or will ba
performed by Jmmmges at hourly rates that were, are and will be oormal,
customary, uszual and reasonable in this county and throughout Texas. The
attorney sServices rendered are im connaction with the representation of
Defendant and Counter-Plaintiff in this mattar.

. if the expert i= retained by, employed by, or otherwise subject
to the contrel ©f the responding party:
(1) all documents, ¢tangible +things, reports, models, or data

compilaticns that have been provided to, reviewed by, or
prepared by or for the expert in anticipation of the

S



ERRTEREtE

expert’'s testimeony; and

(23 the expert's current resume and hibkliegraphy.
RESPONSE: See his resumas asttached hereto as Exhibit 1 or previocusly
provided.
7. Any indemnity and insuring agreements described in Rule 152.3(£):

10.

1.

12.

RESPONSE: None.

Any settlement agreements described in Rule 192.3(g);
RESFONSE: None.

Any witness statemente described in Rule 1%2.3(h);

RESPONSE: None.

In a2 suit alleginy physizal or mental injuxy and damages f£from the
ogcurrence that i1s the subject of the gase, all medical records and
bills -that are reasonably related to the injuries or damages asserted
or, in Jlieu thereof, an aunthorization permitting disclesure of such
medical recerds and bills.

RESPONSE: Kot applicable,

In a suit alleging physical cor mental injury and damages from the
oceurrence that is the subject of the case, zall medical records and
bills obtained By the regsponding party by virtue of an auvthorization
furnished by the requesting party.

RESPONSE: Not applicable

The name, address, and telephons number ¢f any person who may ba
designated as a responsible third party.

RESPONSE: HKone.
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DEFINITIONS AND IKSTRUCTIONS

The befendant provider the fellowing definitions for the purpose of
clarifying the meaning of various words and phrases contained hersin in crder
to help +the FPlaintiff wunderstand +the objectives of prefendant's discovery
efforta and to locate and furnish the relevant information and materials. It
is therefcre expressly stipulated and agreed by Defendant that an affirmative
response on the part of the Flaintiff will not be construed as an admission
that any definition contained hereiln is either factually correct or legally
binding on the Plaintiff.

Information. This term is intended to include reference to both facks
and applicahle principles. This wexd should not be construed to be limited
by any wmethod of acguisition or compilaticon, and shounld, therefore, be
constrved to include oral infarmation, as well as documents. You are
regquested to furnish all information in your possession and all information
available to you, not merely such information as you Xnow of your awn
personal knowledge, but also all knowledge that isg available to you, your
employees, officers and agents by reason of inguiry, including inguiry of
their representatives.

Representative. This term shall be liberally construed and shall
include, but not be limited to: all agents, employees, officials, officers,
executives, directors, and any others who directly or indirectly represent
the Plaintiff in any manner.

Statement: Written or Regerded. This term, as used herein, refers to
(2} a written statement signed or otherwise adoptad or approved by the person
making it, and (b} a stenographic, mechanical, electrical or other type of
recording, or any transcriptieon thereof, which is a substantially werbatim
recital of a statement made by the person and contemperanscusly regorded, in
conformity with the definition of statement pursuant to Rule 132.

"Person” means natural persons, corporaticns, partnerships, all other
forms of legal entities, and the officers, directors, employees, agents,
partners and personal representatives thersof.

The words "and” or ~“or” shall not be construed to limit the scope of
this request due to either its disjunctive or conjunctive form.

The aingular ferm of a word shall be interpreted to include the plural,
and the plural form shall be interprated to include the singular.

The terms *you” and #“Plaintiff”, a2 well as a party’'s full or
abbreviated name or a pronoun referring to a party, means the Plaintiff in
the above styled and numbered lawsuilt and, where applicable, its agents,
represantatives, officers, directors, enployees, gorporate agents,
subsidiaries, members, and any other person or persons acting for or
purportedly acting on behalf of the Plaintiff.

s used herein, the term “Defendant” meand the Defendant named in the
above atyled and numbered lawsuit, his or her attorneys, agents and any other
person or persons acting for or purportedly acting on his or her behalf.

45 used herein, the term *“original ereditor” meana the careditor who
initially extended credit eand/cr opened up an account for Defendant and,
where applicable, iks agsnts, reprerentatives, officers, directors,
employees, corporate agents, subsidiaries, members, attorneys, &nd any other
person or persons acting for or purportedly acting on their behalf.

A¥ used herein, "Acecount’ means and refers to the account ending in
BE coored by the original ereditor for Defendant.

2
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As used hexeldn, "default” means 30 days after the last payment on the
account.

“Cemmunications” refer <o both written and oral communications, video
and zadio.

vIdentify,” “Identification” or “Identity” means:

{a) In +«he case of a person who is an individual: (i) his or her
complete name; (ii) his or her present home and business addresses; (iiil} his
or her present employer and position; and (iv) +the source of his or her
knowledge about any of the informatien provided in response +tg  the
interregatory or request for production. If the present address or enmployer
of any such person is not known, please 5o indicate and state his or her last
Known employer.

{b) In the case o©f an crganizationm: (i) its full name; (ii} the
address of its principal place of business or management; (iii) the name of
itz chilef executive officer: and (iv) the identity of all persons within the
organization having knowledge of the fact=z asserted 1in response toc the
interrogatery or reguest for production.

(c) In the c¢case of a document: (1) the +type of doctument (e.g..
memerandum, letter, neote, repert, record, oollaticen., Jledger, photpgraph,
tape); (ii} the date on which the document was created; (iii) the dake which
appears on the document; (iv) the person who prepared it: (v) the persen for
whom it was prepared; (vi) all persons who received copies of it; (vil) its
present location and custodian; (viil) its title or subject matter in brisf.
If the present location and custodian of any document is not known, pleasze so
indicate and state the last khown locaticn and custedian ¢f sueh decument.

{d) In the caze of an act ox event: (i) its date of cccurrence; ({ii)
the place of pocurrence; (i1ii} the identity of eazch persen present and the
name of the person ny organization for whom such person acted or with whom
cuch perscn was assoolated at the time of the ogcurrence; (iv) what was saild
and done by eagh person in cennection with the occurrence; and (v} the
identity of all cother persons to whom guch pexrson represented or with whem
sueh person was associlated.

(e} In the case of an oral statement or communication; (i) the name
of each person whe participated in the communication and the name of each
such person who was present at the time it was made; (ii) the date when such
communication was made; (iii) the place where such communication was made,
including the places from which and te¢ which szuch communication was
transmitted; (iv) what each perscon said, or if not known, the substance of
such person’s statement; and (v) the ideatity of each document pertaining to
such oral communicaticn.

as used herein, the term “document” shall mean the original, and if not
available, any copy of the original, of writings of every kind, inecluding,
but not limited +o, any correspondence, drawings, changes to such drawings,
skatches, books, records, 1sgs, reporis, memoranda, abstracts,
adverticements, agreements, appointment records, audioc recordings, whether
tranzoribed or not, balance sheets, pills, bills af lading, blanks, books of
account, cablegrams, certificatea, charters, communicaticons, charts, <&hecks,
compilatiens from which infermation can be obtained or translated through
detection devices, papers, transeriptions cr summaries of cenversations,
delivery records, diaries, drafts, drafts of documents, elestronic or
mechaniczl recordatien in whatever medium, disgs, plans and specifications,
graphs, tapes, slidesd ,cards, wires, computser progréme, computar print-onts,
antries, estimates, ewpense records, field noted, films, financial analyses,
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financial statements, form, handhecks, teleqrams, income statements, indices,
instruments, intra-office and inter—office communicatilons , invoices,
itemizations, journals, letters, licenses, manuals, maps, meeting reports,
minutes, notes order forms, orders, opinions, peyroll records, permits,

photocopies, photographs., planographs, press releaces, grospectuses,
publications, receipts, recordings, recards, records &f account, reports,
requisitions, resalutions, statements, statistical records, studies,

summaries, system analyses, time records, training manuals, evaluaticns,
warehouse receipts, and any other electronic or mechanical recordings or
transcript= or any other device or instrument from which information can be
perceived, or which is used to memorialize human thought, speech or action in
the possession, custody or control of Plaintiff, wherever located, including
all premiges and residences of Plaintiff and all the residences and premises
of any of its attorneys, agents or representatives.

“Relating to” shall mean consisting of, referring to, reflectiny ar in
any way logically or factually connected with the matters discussed. A
document “relating to” a given subject is anry document identifying, referring
o, dealing with, evidencing, c¢ommenting upon, having as a subject,
describing, summarizing, analyzing, explaining, detailing, cutlining,
defining, interpreting, or pertaining to that subject, including, without
limitation, documents referring to the presentation of other documents.

any information responsive to these interrogatories which, nenethelezs,
is not provided by reason of a claim of privilege or work product, ox for any
other reason, shall be identified by: 1) general subject matter; 2) identity
of person(s) to whom the information, or any portion thersof, has already
been revealed; 3) source of the information; 4) method of commuanication to
Plaitktiff or manner in which Plaintiff first acguired knowledge of the
information at 4igssue: and 5) the basis upon which the information is being
withheld.

With respect o any interrogatory regulring you to identify any
document, you may, in lieu thereof, attach a copy of such document to your
answar.

»pascribe” or “description” means to state specifically and in detail
all facts which the persons answering this digpcovery knows are true, as vell
as all. facts, which said person believas or has reason te believe, are true.

CUNTINUING REQUEST FOR_SUPPLEMENTATION

pefendant hereby makes a continuing regquest that Plaintiff comply with
the duty, pursuant to the Texas Rules of Civil Procedure, to seasonably
supplement your response to these Interrogatories if you obtain information
upen the basis of which:

1. Plaintiff knows that any response herein was incorrect cor
incomplete when made; or
2. plaintiff knows +hat the respense, although correct and

complete when made is no longer true and complete and the
cireumstances are such that failure to amend the answer is
in substance misleading.



INTERROGATORIES

1, State the name, address, telephone number, and relationship teo
Flaintiff of each person who prepared or assisted in the preparation of the
ragponges to these Interrogatories and, for each person listed, identify the
Interrogatory number(s) which he or she prepared or assisted in the

preparation of +the answar. (Po- not didentify anyene whe simply cyped or
reproduced the respenzes.)
RESPONSE:
2. State the total amount sought in this action, and specify how
much of this total ameunt represents:
a. Total amount cwed te the original crediter for merchznt charges,
cash advanges and convenience chegks:
b. Total amount which the original creditor represented to you was
owed to it;
a. Interest charged by the original creditor;
d. Interest charged by you:
&. Fees of any *ype charged by the original creditor.
RESPONEE:
3. Identify documents you claim represent business reacords regarding

the amounts you are seeking in this aectien, and for each such document

indicate the entity or person who created the docunent.
RESPONSE ¢

4. State facts known +to you that demonstrate +that the account
purchased frow the original creditor was correct incleding, without
limitatign, identifying all persons with persenal knowledge of those facts.

RESPONBE:

3. Identify facts knownh to you that demomstrate that the charges on
the account were fair and reasonable.

RESPONSE:

8. Identify all holders of the debt that is the basis of this acticn
beginning with the original crediter and ending with you.

RESPONSE:

7. List each investigative step taken by you, the date and result of

that step and the person(s) with knowledge that such a step was taken, and
identifiy deocuments that relate to any investigation concerning the debt.
RESPANSE :

B. On what date waz the account opened for the Defendant by the
original creditor?
REEPONSE:

g. when do you allege that yvou purchaszed or acguired this accountg?
RESPONSE :

10. State the name, address, location and telephone number of each
person known to you or your attorney whom you expect to call as a trial
witness at the time of trial of this cause.

REEPONSE +

11. Eave you ever sent any letters to Defendant in an attempt to
collect the alleged debt cn this account?

RESPONSE :

12, When was the last payment made to the original crediteor on the

subject account?



RESPOKSE:

13. When did the account go into default with the original creditor?
RESPONSE:

14. For each agreement you contend was offered to and accepted by the
defendant, in¢luding but not limited to the original account agreement, any
amendment to the agreement, any notice of & change in any term of the
agreement, or any =schedule of interest rates or fees applicable to the
account, explain how %he agreement was offered %o and accapted by +the
Defendant.

RESPONSE:

15. Zxplain how each document containing the terms cf any agreement
for the apcount orx reflecting any amount dve on the account was delivered to
the deferdant, including but not limited %o, the original account agreement,
any amendment 4o the agreement, any netice of & chsnge in a term of the
agreement, any schedule of interest rates or fess applicable to the account.
Include in  your explanaticn the date the document was delivered and a
description of the manner in which it was delivered, inecluding, if the
document was delivered by the Pastal Service or okher courier, the locatien
to which it was addregsed and whether the document was returnad undelivered.

RESPOKSE:

16. Explain how any ctatement of payments, charges, fees or interest
for the account was delivered to the defendant., Include in your explanation
the date the document was delivered and a description of the manner in which
it was delivered, including, if the document was delivered by +he Postal
Service or other gourier, the Locatien %o which it wes azdgressed and whether
the decument was returned undelivered.

RESPONSR:

17. For each document you have produced that you contend applies to
the acceunt and that does not centain the defendant's identifying
information, such as the defendant's name, scocial security number, account
number, oOx sighature, explain how you know the document applies to the
account.

RESPONSE:

18, For each document vou have produced that you contend applies +te
the agcount that does not contain the defendant's identifying information,
such as the defendant's name, social security number, account number, or
signature, and that was c¢reated by someone other +than you, identify the
source of the decument by stating the date you obtained the document and
identifying the person from whom you obtained the document.

RESPONSE:



|2 gehs to T

1. “Pexrson” means any natural person, corporation, £irm,
asscelation, paxtnership, joint venture, proprietorship, governmental body,
or any other organization, business, or legal entity, and all predecessgrs or
suceessors In  intersst, and the officers, directors, employees, agents,
partners and personal representativez thereof.

2. The words “and” or ¥or” shall not be construed te ilimit the sCcopa
of this request due to either its disjunctive or cenjuactive form.

3. The singular form of a word shall be interpreted to irclude the
plural, and the piural form shall bes interpreted ta include the singular.

4. The {terms *you” and "Plaintiff~, as well a3 a party's full or
abbreviated name or a pronoun referring to a party, means the Plaintiff in
the above styled and numbered lawsuit and, where applicable, itg agents,
representatives, officers, directcrs, employees, corporate agents,
subsidiaries, membera, and any other person or persons acting for or
purportedly acting on behalf of the Plaintiff. This shall not include in any
way the original creditor az defined belaow.

5. The terms Yyou' or "your" mean the Plaintiff in this suit, its
division, subsidiaries, present and former officers, agsnts, employees, and
all other psrasona acting on behalf of the Plaintiff or its divisions and
subsidiaries. This shall not include in any way the original creditor as
defined bealew.

6. As used herein, the term “Defendant” means +ha Defendant named in
the above styled and numbered lawsuit, his or her attorneys, agents and any
other person or persons acting for or purportedly acting on his or her
behalf.

7. Rs used herein, the term "original creditor" means the craditor
who initially extended credit and/or opened up anm agcount for Defendant and,
whare  applicable, its  agents, representatives, officers, directaors,
employses, corporate agents, subsidiaries, members, attornays, and any other
person ox persons acting for or purportedly acting on their behalf.

8.  “Communications” refer to hoth written and oral communications,
video and audio, of which the Plaintiff has knowledge, information or belief.

g. In the event +that you deny only part of a request, you are
tirected o specify the precise component that you are denying and the part
you are admitting.

10. In the event that you object to & reguest. as overbroad or
othervise too expansive, you are directed to answer +he portion which is
deemed acceptable in scope.

it. In the event you object to any request based on any privilege,
you are directed to identify the nature and scope of the privilege and to
answer to the extent the privilege iz not invoked or applicable.

1z, "Account” means and refers to the account ending in ‘ opened
by original creditor for Defendant.

13. "Debt” means and refers to any balance on an account alleged to
be due to Plaintiff from Defendant.

14. "Amount Claimed” means and refers to YIS
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15. Y¥othing in these reguests shall be deemed to exceed the scope of
permitted discovery under the Texas Rules of €Civil Procedure, and to the
extent any regquest could be so construed, it is to be construed as coemplying,
where possible.

ADMIT OR DENY THE FOLLOWING:

1. You are & debt cellector as that term is defined under the Fair
Debt Callection Practices Ast, 15 U.5.C. § 18%2a(6).
RESPONSE:

2. The debt underlying the Lawsuit was in default on the date vou
allege that you acquired the debt.
RESPONSE:

3. ¥ou use the United States Pestal Service to collect debts,
RESPONSE»

4. You have used the telephone to contact the Defendant.
RESPONSE:

5. You have sent letters to the Defendant through the United States
Postal Service to attempt to collect a debt.
RESPONSE:

4. You uge the United States Postal Service to attempt to collect
debts.

RESPONSE:

7. ¥ou purchase the debts of others.
RESPONSE:

8. You ¢ollect on debts purchased by you.
RESPONSE:

9. You are not the original creditor of the defendant.
RESPORSE:

L0, The BAmount Claimed iIneludes amounts that were charged to
defendant by the original creditor as interest.
RESPONSE:

11, The 2Amount Claimed ingludes amounts that were charged to
defendant by the orxiginal creditor as late fees.

RESPUNYE :

12, The Amount Claimed ingludes amounts that were charged to
defendant by the original creditor as over limit fees.
RESPONSE:

13. You furnished no goods or services +o the defendant which
resulied in any portion of the Amcunt Clainag,.
RESPONSE: !

14. You allege that you acguired from a third party unrelated to you
the debt alleged to be due from Defendant.
RESPONSE:

15. The debt comprising the Amount Claimed is from a eredit card.
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RESPONSE;

16. You represented to Defendant  that the Debt was legally
collectable under the laws of the state of Texas.
RESPOXNSE:

17. The basis cf Defendant's acceount with the original creditor was a
¢redit card sccount.
RESPONSE:

18. The original c¢reditor issues credit cards to ¢ustomers.
RESPONSE:

13, The original creditor leaned money to befendant for purchases by
Defendant.
RESPONSE:

2Q. Defendant made purchases from vendors using the original
eyeditor's credit card issued to Defendant.
RESPONSE:

21. The Defendant ie a natural person.

RESPONSE:

22. The Defendant is a consumer.

RESPONSE:

23. The debt on which this lawgulit is based arose from purchases nade
for family or household purposes.

RESPONSE:

24. You enly purchase consumer debt.

RESPONKE ¢

25, tou onLy collect on consumer debt.

RESPONSE:

26. The debt on which the lawsuit is bazed is not a commercial debt.

RESPORSE:

27. No employee of Plaintiff ig an employee of the Original Creditor.
RESPONRSE:

28. There is ne written assignment of the Account in your possession,
custody or control.
RESPONSE:

29, There is ne agreement which the Defendant entered inte for <the
payment of interast on any accQupt made the basis of this sulit.
RESPONSE:

30. Thare is no agrzement which the Defendant entered intoc for the
payment of late fees on any account made the basis of this suit.
RESPONSE:

21. Thera is no agreement which the Defendant entered inte for the
payment of over limit fees on any account made the basisz of this suit.

RESPONSE:



2. There is ne agreement which the Defendant entered into providing
for the payment to you ©f attorney fees for the cellection of the Debt on any
account made the basis of this suit.

RESPFANSE:

33. some or all nf the Debt is net legally collectable under the laws
of the state of Texas.
RESPONSE:

a4, The original creditor did not sell any merchandise oxr services to
Defendant.
RESPONSE

35. No charges were made on the original accoeunt underlying the

slleged debt made the basig of this lawsuit within the four years immediately
preceding the filing of this lawsuit,
RESPOKRSE

36. Ko payments were made on the original =ccount underlying the
alleged debt made the basis of this lawsuit within fifty months inmediately
preceding the filing of this lawsuit.

RESPONSE:

37. You have no documents which prove that the original crediter had
a valid contract with the Defendant.
RESPONSE;

38. You do not own the alleged account of the Defandant which is the
subject of this lawsuit.
RESEORSE :

39. The original ecreditor did naeot have a walld contract with the
Defendant.

RESFONSE:

40. You have violated the FOCPA in yeour ‘attempts to collect the
alleged debt made the bagis of this lawsuit.
RESPONSE:



|5 RREP Fo T
DEFINITIAONS AKD INSTRUCTIONS

1. «Parsspn* means natural persons, corporations, partnerships, all
other forms of legal entities, and the asfficerz, directors, employees,
agents, partners and personal representatives thereof.

2. The words “and” or “or" shall not be construed to limit the scope
of this request due ta either its disjunctive or conjunctive form.

3. The singular form of a woxd shall be interpreted to include the
plural, and the plural fcerm shall be interpreted to include the singular.

4, The terms “you” and “Plaintiff” means the Plaintiff in the above
styled and numbered lawsuit, 4ts officers, members, agents and any other
person Or pPersons acting for or purpoertedly acting on behalf of the
PlaintifE.

5. As used herein, the term “DPefendant” means the Defendant in the
asbove styled and numberad lawsuit, hic or her attorneys, agents and any other
perscn or persons acting for ox purpertedly acting on his or her behalf.

6. weommunications” yefer to both written and oral communications,
video and avdic.

7. vIdentify,.” “Identification” or “Tdentity” means:

(a) Tn the case cf a person who is an individual: (1) his or her
complate name; (ii) his or her present home and buginess addresses; (iii) his
or her present employer and pesition; and (iv) the source of h ix or her
knowledge about any of the intermation provided in reésponse to  the
interrecgatory oxr reguegt for production. If the present address or employer
of any such person is not known, please so indicate and state his or her last
known employer.

{b) Tn the case of an organization: (i) ita full name: {iiy the
address of its principal place of business of management; {iii) the namea of
its chief executive officer; and (iv) the identity cf all persons within the
organization having knowledge of the facts asserted in response to the
interregatory or request for production,

{c) In the case of a document: (i) the type of document {(&.g.,
memorandum, letter, note, report, record, collation, ledger, photograph,
tape): (ii) the date on which the document was created; (iii) the date which
appears on the document; (iv) the person vhe prepared it; (v) the person for
whem it was prepared; (vi) all persons who received copies of it; (wii) its
present location and cestodian; (viii) its title or szubject matter in brief.
If the present locaticp and custodian of any document is not known, please =o
indicate and state the last known location and custodian of such document.

(d) In the sase of ap act oxr event: (i} its date of occurrence; (11}
the place of cccurrence; {(iii) the identity of each persen present and the
name of the person or organization for whom such person acted or with whon
guch person was associated at the time of the occurrence; (iv) what was said
and done by each person in conmection with the ogccurrence; and (v) the
idéntity of all cther persons to whem such persen repregented ox with whot
cuch person was asscciated.

(2) In the case of an oral statement or communication; (i) the name
of each person who participated im +he communicaticn and %the name of each



such person who was present at the time it was made; {ii) the date when such
communication was made; (iii) the place where such communication was made,
including the places frem which and to which such communication was
transmitted; (iv) what each person said, or if not knmown, the substance of
such person’s statement; and (v) the identity of each Gocument pertaining to
such oral communicaticn.

8. as used herein, the term “document” shall mean “he original, and
if not available, any copy of the orxigiral, of writings of every kind,
including, but not limited to, any correspondence, drawings, changes to such
drawings, sketches, books, records, lcgs, reports, memoranda, abstracts,
advertisements, agreements, appointment records, audio recordings, whether
transcribed or not, balance sheets, bills, bills of lading, blanks, books of
account, cablegrams, certificates, charters, communications, ¢harts, checks,
compilationa from which {nformation can be obtained or translated through
detection devices, papers, trangcriptions or summariss of conversations,
delivery records, diaries, drafts, drafts ¢f documants, electronlic or
mechanical recordation in whatever medium, discs, plans and specifications,
graphs, tapes, slides, cerds, wires, computer programs, COmputer print-ourts,
entries, estimates, &xpense recerds, field notea, £ilma, financial analyses,
financial statements, form, handbooks, telegrams, income statements, indices,
instruments, intra-pffice and inter-cffice communications, invaices,
itemizations, Journals, lektexrs, licenses, mnanuals, maps, meeting reports.
minut=s, notes order forma, orders, opiniens, payroll records, permits,

photocopies, photographs, planagraphs, press releases, prospectuses,
publications, receipts, recoxdings, records, recoxds of account, reports,
requisitions, resglutions, statementsg, gtatistical records, studies,

summaries, system analysea, time racords, <training manuals, evaluations,
warshouse receipts, and any other electronic or mechanical recordings or
eranscripts ox any other dsvice or instrument fzom which informaticn ¢an be
perceived, or which is used to memcrizlize human thought, speech or action in
the possesazion, custody ox control cof Plaintiff, wherever located, including
all premises and residences of Plaintiff and all the residences and premises
of any of its attorneys, agents or representatives.

9. Any information responsive to these Reguests for Production
which, honetheless, is not provided by reasen of a claim of privilege or woxrk
product, or for any other reason, chall be identified by: 1} general subject
matter:; 2) identity of person(s) to whom the information, or any porkion
thereaf, has already bkeen revaaled; 3) source of the information; 4) method
of communication to Plaintiff or manner in which Plaintiff £irst acquired
knowledge of the information at issue; and 5) the basis upon which the
information is being withheld.

10. plaintiff shall furnish all informatien available to i+ az of the
date of its answers hereto and shall supplement such AnsSwers pursuant to the
Texas Rules of Civil Procedure.

11. Bs used herein, the term "original creditor” means the creditor
who initially extended credsit and/or opened up an account far defendant and,
where applicable, its agents, representatives, officars, directotrs,
employess, c¢orporate agents, subsidiaries, members, attornsys, and any other
person or persons acting for or purportadly acting on their behalf.

12. Ac uzed herein, the ferm “account’ means and refers to the
account ending in JEP cpened by criginal ¢reditor for Defendant.

13. ns used herein, the term "debhi" means and refers +to any balance
an an account alleged to be due o plaintiff from Defendant.



14. As used herein, the *erm ‘"guarantee" means and refers te a
premise to be responsible for the debt of ansther.

DOCUMENTS

1. The original agreement between the original creditor and the
Defendant and any documents thzt you allege medified such an agreament from
its original form, if any.

RESPONSE:

2. Any alleged contract executed hetween you and the Defendant.
RESPONSE:

3. oha alleged application executed by the Defendant with the
original creditor,
RESPONSE:

4. A1l documents which modify the original agreement between the
original creditor and the Defendant.
RESPONSE:

5. gach document sent by the original creditor to the Defendant

changing the rate of interest on Defendant's account with +the original
creditor.

RESPONSE:

6. Documents which identify each transaction that makes up the total
amount sought in this action, including for each transaction the following:

B. The date on which the transaction took place.

B. The amount of the transaction.

¢. The specific items or sexrviees purchased.

D. The price of each item purchased.

E. The person purchasing the item or sexvice.

F. The identity of all persons with personal knowledge as to the

fackts set forth in response to items a-e above.

RESPONSE !

7 The alleged assignment of the alleged debt %o Yyou from +he

original credifor and/or alleged assignment documents in the chain of title
from the original ¢reditor to you.

RESFORSE:

8. All documents identified in your response to Defendant’s First
Interrogatories to Plaintiff,
RESPONSE:

S. zZny and all decuments, reports, compilations, or other materials
relied upon by any retained expert in this matter.
RESPORSE:

10. 211 of pefendant's account statements from Defendsnt's criginal
creditor.
RESPONSE:

11l. Any decouments which evidence that any chaxrges were made on the
underlying account within the four years imrediately preceding the filing of
this lawsuit.



RESPONSE:

12. Any documents which evidence that any charges were made on the
underlying account within 1,465 days befere the filing ¢f this lawsuit.
RESPONSE:

13. All internal notes and memoranda generated by you (excepting aay
work product) coneerning this account from the date it was purchased to the
present.

RESPONSE:

14. Documents reflecting when the last payment was made Lo the
original creditor on the ascount.
RESFONSE::

15. Documenta from +he original crediter reflecting the scoount
histery with the criginal creditor.
RESEDNSE:

14, A1l decuments an the subject account which were provided te yeou
by the original creditor when the accoount Was acguired by you.
RESPONSE: ’

17. nll documents on the sobject aceount which were provided to you
by any slleged predecessor in title.
RESPONSE:

1d. Any of your documents reflecting the dJdebter history or debt

histery obtained by vou from the original crediter on the aceount.
RESPONSE !

19. ahy debtor history report for this account.
RESPOMNEE:

20. pny debtor reports received by you from the original crediter on
the account.
RESPONSE:

21l. Ell letters or other correspondence sent by you to the Defendant
from the date you allege yocu acguired the account to the present.
RESFONSE:

22. 31l correspondence sent by the Defendant teo you from the date you
allege you acguired the account ta the present.
RESPONSE:

23. For aach agreement, amendment to an agreement, or notice of

shange to tha terms of the account you contend was cffered to and accepted hy
the defendant, produce every document that evidences such offer or
acceptance.

RESPONSE:

24 - For each document listed belew that wasg delivered +to the
defendant, produce all documents dndicating the date the document was
delivered and the manner in which it was delivered, including, if +the
dscument was delivered by the Postal Service or cther vourier, the location
to whieh it was addregsed end whether the document was returned undelivered:

a. The origipal account agreement for the scocount.



k. Any amendment te the agreement for the account.

c. Any notice of a c¢hange in any term of the account,
including ftut hot limited to a change in the rate of interest
or amount of any fee gpplicable te the account.

d. Any schedule of interest rates or £ees applicable %o the
account.
e. any credit card issued in connection with the account.
f. Any statement of payments, charges, feesz or interest for
the account. ’
RESPONSE:
25. for each document you have produced that yon contend applies to

the account and +#hat does not ctontaln csowme piece of the defendant’s
identifying information, such as the defendant’‘s name, social securdty
number, acccunt number, or sighature, produce evary document containing
information from whieh it may be determined whether the document applies to
the account.

RESPONSE:



