
 

 
 
December 1, 2008 
 
Federal Trade Commission 
Office of the Secretary, Room H-135 (Annex Z) 
600 Pennsylvania Avenue, NW 
Washington, DC 20580 
 

RE: Debt Settlement Industry - Public Workshop: FTC Matter No. P084808 
 
Ladies and Gentlemen: 
 
The American Financial Services Association (“AFSA”)1 commends the Federal Trade 
Commission (“FTC”) for hosting an excellent and informative workshop on the debt 
settlement industry this past September. AFSA staff attended the workshop and 
understands that the FTC is looking for specific information from lenders on debt 
settlement companies. AFSA is submitting this letter as a follow-up to our August 15th 
letter. 
 
AFSA members have seen an increase in “frivolous” or invalid disputes since the 
emergence of debt settlement companies. Most of these disputes are requests for debt 
validation. Below are examples from AFSA member companies of the volume of these 
disputes: 
 

• Company A said that these types of disputes have increased 95%. This company 
operates in six states and receives about 50 disputes each month. Ninety-five 
percent of the disputes received by this company are requests for debt validation. 

 
• Company B, with approximately 250 branch offices, said that the average number 

of electronic disputes that they receive per month has increased from 525 in 2004 
to 1,193 in 2008. In August 2008, this company received 1,213 electronic disputes 
generated by 627 customers. One hundred fifteen of those customers were 
disputing the same account multiple times throughout the month. Three hundred 
forty disputes were generated by customers disputing multiple times. Twenty-
eight percent of these disputes were labeled as “frivolous.” 

 
• Company C noted that they are receiving on average about 20 disputes a month 

for an account base of 18,000 customers. About half of those disputes are on 
accounts that have been written off to bad debt and would not be in their current 
customer base. These letters come in either a dispute form from the credit bureau 
or a generic letter requesting information under the Fair Credit Reporting Act 
(“FCRA”). 

                                                 
1 AFSA is the national trade association for the consumer credit industry, protecting access to credit and 
consumer choice. Its 350 members include consumer and commercial finance companies, auto 
finance/leasing companies, mortgage lenders, credit card issuers, industrial banks and industry suppliers. 



 

 
• Company D, a large credit card issuer, received between 500-600 letters from 

debt settlement companies each month in 2008, a large percentage of which 
contain a dispute of the debt or request verification the debt is owed. The total 
volume for 2008 is projected to be 6500 letters.  This can be compared with 
volumes in 2007 of 3850 and in 2006 of 800 letters that appeared to come from 
debt settlement companies. 

 
• Company E, which has offices in 16 states, receives debt validation letters in 

almost every state they do business. Initially, the company responded by sending 
a copy of the customer loan contact and payment history. The company has never 
received a response. Recently, they have changed their procedures to respond 
with a form letter asking for the specific nature of the dispute. Again, the 
company has not received a response. Almost always, the customer stops making 
payments and their accounts are ultimately charged off. 

 
• Company F, a large financial services company, first started receiving 

correspondence from debt settlement companies in December 2006 and began 
tracking the data in January 2007. The typical debt settlement company 
correspondence is from a for-profit company that almost always claims to be 
affiliated with a lawyer or law firms. In total, Company F received 349 debt 
settlement company letters in 2007, and 676 in 2008, representing an increase of 
93%. 

 
The law firm affiliated debt settlement companies have created an unusual 
problem for Company F. Form letters are initially received asserting that the law 
firm affiliated debt settlement company “represents” the borrower. However, 
often it cannot be determined whether a lawyer is providing legal representation 
or debt counseling services to their borrowers. As a result, Company F cannot 
adequately evaluate how to best respond to the law firm affiliated debt settlement 
company. 
 
The non-law firm affiliated debt settlement companies represent a dramatically 
smaller amount of correspondence received by Company F. Of the total amount 
of debt settlement company letters received in 2007 and 2008, only 3% of those 
letters were from non-law firm affiliated debt settlement companies. However, 
their form letters are characterized by similar, if not identical, allegations and 
demands. 
 

• Company G, with approximately 20 offices, receives about one dispute letter each 
week requesting complete validation of the account. This is an increase from 
previous years. In the past few months, the company has started receiving about 
one letter a week asking the company to consider changing the customer’s late 
payment ratings to current because they are a good customer. Then, subsequently, 
the company receives a letter demanding validation of the account. These letters 
are usually dated about two to three weeks before they are mailed, as evidenced 



 

by the postmark on the envelope versus the date on the letter. Also, the letters are 
postmarked out of Portland, Oregon, even though the customer is in a city in 
another part of the state. 

 
The company replies to these letters requesting that the writer comply with the 
company policy statement concerning credit bureau disputes in accordance with 
the Fair and Accurate Credit Transactions Act (“FACTA”). Only one customer 
has ever complied with the policy statement. However, when the company 
investigated the dispute and found it without merit, the customer continued to 
routinely send in letters for validation, although that had already been 
accomplished. 
 
Interestingly, when a representative from the company spoke with a customer 
who had received a reply letter from the company, the customer did not know 
what the representative was talking about. 
 

In addition to dispute letters, some AFSA member companies have noted that while debt 
settlement companies do not specifically say that the customer will not be making 
payments anymore, after receiving a letter instructing the lender not to contact the 
customer, the customer will stop sending payments. 
 
Debt settlement companies often block or discourage consumer communication with the 
lender. However, in many cases the debt settlement company cannot be contacted and no 
further communication is received from them. Thus, the lenders are left without a means 
to resolve the outstanding debt. Examples of this type of dispute include Power of 
Attorney, Limited Power of Attorney and Cease and Desist requests. As with the 
frivolous disputes, these types of communications have drastically increased. In one 
company, they increased 95%. Another company noted that they had no such requests 
before 2006, but have had at least 60 since then. A third company noted that 80-90% of 
all initial communications from debt settlement companies include a request that the 
lender discontinue contacting the customer and that the address on the account be 
changed to that of the debt settlement company. 
 
It is not unusual for cease and desist requests, requests to change billing address and 
Powers of Attorney to be sent to lenders unsigned by the customer, un-witnessed or un-
notarized. Plus, customers also do not appear to be copied on communications with 
lenders.  This leads AFSA to question whether the customer really understands what is 
occurring with their account. 
 
AFSA believes that it might be helpful for the FTC to have statistics on the number of 
consumers involved with a debt settlement company. Smaller lenders have noted that 
hundreds of their consumers are involved with a debt settlement company, while larger 
ones may have thousands. One AFSA member stated that they had a 645% increase in 
letters received from debt settlement companies since 2005. Before 2005, the volume was 
essentially nonexistent. It was difficult for AFSA members to give an accurate count of 
the number of consumers involved with a debt settlement company because the debt 



 

settlement companies operate differently. Some submit both electronic disputes and 
dispute letters, while others submit only one or the other. One AFSA member noted that 
out of 115 consumers sending multiple disputes, only five were verified as debt 
settlement company customers. Another member noted that they only receive payments 
from one debt settlement company, the rest of the customers just stop paying when they 
found out that they are paying someone to settle their accounts, but their accounts are not 
being settled. A third member stated that although an exact figure is not available, this 
lender was only aware of one settlement payment that has come from a debt settlement 
company, while many of that lender’s borrowers have indicated that they have made 
payments directly to a debt settlement company with the understanding that the debt 
settlement company would pay the lender. 
 
One of AFSA’s members has noted that, with the exception of one debt settlement 
company, once customers get involved with a debt settlement company, generally one of 
two things will happen: (1) They realize that their credit is being affected and the debt 
settlement company is not doing anything but taking their money and they will start 
making payments again; or (2) the lender never hears from the customer again and the 
account is written off to bad debt.   
 
Another member has noted that after it is notified that the consumer is working with a 
debt settlement company, it typically receives no communications from the debt 
settlement company (other than a full balance dispute, credit bureau dispute or request for 
verification of the debt) until after the debt is charged off as a loss.  Once the debt has 
been charged off, then a settlement offer may be received for a relatively small 
percentage of the debt.  By the time this settlement offer is received, the consumer’s 
credit rating has been substantially impacted due to late marks and the charge off.  Any 
settlement this member would agree to with a debt settlement company, it would also 
agree to if it was conversing directly with the consumer (saving the consumer the large 
upfront fee owed to the debt settlement company).  
 
Additionally, one AFSA member said that when they initially receive correspondence 
from debt settlement companies, they responded to each letter individually, requesting 
additional information. But when the lender did not receive any responses to their 
requests, and the debt settlement companies continued mailing unresponsive form letters, 
the lender decided to stop responding individually. Instead, the lender started responding 
to the debt settlement companies with a blanket letter that addressed the common 
deficiencies of all their letters, whether or not yet received. This lender does not consider 
correspondence from debt settlement companies a “complaint.” When this lender began 
receiving letters from debt settlement companies in late 2006, they considered those 
matters a nuisance that could be handled with a form letter response. However, 
subsequently because of the substantial increase in the volume of these letters and 
requests, and the wide variety of demands made by the debt settlement companies, the 
lender has found that these letters are adversely affecting the flow of business with their 
customers and impeding their ability to engage in loss mitigation. 
 



 

It takes AFSA member companies time to answer each of these dispute letters. AFSA 
members work hard to keep their reporting accurate and respond to customers’ disputes. 
The routine submission of full balance disputes, debt verification and credit bureau 
disputes may be abuses of the consumer protections created under the Fair Credit Billing 
Act, the Fair Debt Collection Practices Act and the Fair Credit Reporting Act.  With 
regard to the credit reporting disputes, when negative reporting is erroneously removed 
from a credit report, it undermines the validity of our national credit reporting system.  
 
The debt settlement companies that use these inappropriate dispute practices and do not 
disclose clearly to consumers the tactics that it will use, and the results of its tactics on 
the consumer’s credit report, hurt consumers and businesses. Given the extensive 
problems AFSA members experience with debt settlement companies, and the risk of 
harm to consumers due to these practices, AFSA recommends that the FTC consider 
changes in law or policy that would assist the agency in fulfilling its core mission of 
protecting consumers. 
 
Please feel free to contact me with any questions at 202-296-5544, ext. 616 or 
bhimpler@afsamail.org.  

 
 
Respectfully submitted, 
 
 
 
Bill Himpler 
Executive Vice President, Federal Affairs 
American Financial Services Association 



 

APPENDIX I 
 
 

Examples of letters received by AFSA members 
From debt settlement companies 

 

















 



































 

APPENDIX I 
 
 

Examples of debt elimination scheme 
Letters received by AFSA members 

 
AFSA respectfully requests that the FTC consider including in their review the activities 
of Debt Elimination Schemes, as they use similar dispute practices that are both 
burdensome to lenders and deceptive to customers. They typically use similar types of 
dispute letters to those of Debt Settlement Companies, but simply demand the balance be 
considered zero and tell customers they no longer owe the debt.  An example that can be 
found online is the Lighthouse of Hope, Inc 
(http://webuycreditcarddebt.com/webuycreditcarddebt.htm).  Their Web site explains in 
detail of how they, for a donation, “eliminate the debt,” while not damaging the 
customer's credit rating. 

 














