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Rental Payment Histories: What You Need to Know

By: Larry Davies, Regional Sales Executive 

During the past few years, vendors have initiated the collection of rental payment histories from some of the larger property management firms and property management software companies. There has been an on-and-off effort in the multifamily industry to coordinate the collection of renter payment/performance histories in the U.S., ultimately to supplement credit, payment, and public record data collected by the three major credit bureaus (Experian, TransUnion, and Equifax). Once vendors obtain these renter payment histories, they offer them to landlords for the "screening" of prospective apartment residents. 

Landlords should evaluate two areas of concern if they are either currently using this information for the screening of their apartment applicants, or contemplating using these records for screening applicants. 

1. Market completeness of these databases relative to the size of the U.S. renter population.

2. Interpretation of hits and non-hits as it relates to reliability and timing/spacing of data, under the generally accepted statistical principles and the applicable Fair Housing and Fair Credit Regulations.

Market Completeness of Renter Performance Histories 

With a population of approximately 300 million in the U.S., a little less than one third of the population lives in rental housing (32%). Among this group of apartment dwellers in any given year, studies have shown that between 92% to 95% are considered to be low risk renters based on the outcome of fulfilling their lease obligations. On average, between 5% - 8% of apartment dwellers are considered high risk renters based on residents explicitly evicted or skipping on their lease, and non payment of rent resulting in an amount owed to the landlord. 
While rental payment/performance data providers tout the number of rental payment records contained in their databases, the fact of the matter is that these databases contain only a very small "sliver" of the potential rental payment information for the U.S. in any given year. 
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For example, if a provider suggests they have "over 7 million" renter payment/performance records the following calculations can be made. Given that rent payments are made once a month, and assuming that all seven million payment records cited are for the most current year, that equates to only 583,000 resident records for a year (7,000,000 records/12 months = 583,000). 

Rental payment data on 583,000 residents/units out of the 36.7 million potential units in the U.S. is an estimated market coverage of about 1.6% of all apartment units/dwellers in the U.S. 

Given these figures, one might expect for a given year that currently only 29,000 to 46,600 resident records contain negative or derogatory renter payment record information (5%-8% of 583,000 resident’s rental data). 

This example highlights the extent of the undertaking to construct a comprehensive renter payment/performance history database - and explains in part why past efforts have largely failed. 

Interpretation of a Rental Payment/Performance History "Hit" – Fair Housing Considerations

Because rental payment/performance operators have only a "sliver" or small fraction of the potential information available on the U.S. renter population, it is prudent to ask the question, "What conclusions can a landlord draw from obtaining a rental payment hit or not obtaining a rental payment hit, from one of these providers?" 

In the case of a rental payment history hit, the landlord should take great care to not disadvantage applicants not represented in the provider database. The relatively large number of applicants that have "positive" rental histories wouldn’t be included, and therefore this attribute should not be used to benefit the relatively small number of applicants represented in the provider database (applicants with a “hit”). In the case of applicants that present "negative" rental payment histories, again this attribute should not be used to further discriminate against the small number of applicants in the provider database in relation to the relatively large number of rental applicants not in the provider database. Thus, because the source of rental payment/performance information is incomplete by definition, care must be taken to assign relative weightings among scoring attributes (variables). Assuming the landlord is using a “rank-order” screening method that meets the Fair Housing and Fair Credit regulations for screening applicants, the variables used in the scoring model need to be consistent and nondiscriminatory. If rental payment performance data is used for screening, it can not discriminate against those renters not contained in the operators database to the relative advantage of those potential renters that are "lucky-enough" to have been included.

Obviously over time these rental payment/performance operators are expected to increase the number of renters and payment records, however this only complicates the matter. For example, if in January, the landlord screens an applicant and receives a negative report (positive rent payment) for the previous December and a positive report (negative rent payment) from the previous July, how - in the absence of using actual renter outcomes to statistically estimate the appropriate weighting - should this information be used to make a leasing decision? One can see that this obviously opens the door for personal opinion and suggests a path of potentially inconsistent screening evaluations for a property. 

Finally, because rental payment/performance information is not consistently available across the class of all consumers/renters, unlike consumer trade lines and landlord-tenant (public) court records, analytic professionals and modeling experts are not able to use this type of data in the construction of statistically validated scoring models, which require that the attributes (or variables) used be consistently available on a regular basis. Until the market completeness of renter payment/performance information is greatly enhanced, incorporation of this data into statistically validated scoring models is not anticipated soon.

For questions about this article, please contact marketing@FADVSafeRent.com or 888.881.3400.



