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ABOUT THE ORGANIZATIONS
The Legal Aid Society -- the nation’s oldest and largest not-for-profit legal services organization -- is more
than a law firm for the poor. It is an indispensable component of the legal, social, and economic fabric of New
York City -- passionately advocating for low-income individuals and families across a variety of civil, criminal and
juvenile rights matters, while also fighting for legal reform. The Legal Aid Society has performed this role in City,
State and federal courts since 1876. It does so by capitalizing on the diverse expertise, experience, and capabilities of
850 of the brightest legal minds. These 850 Legal Aid Society lawyers work with 600 social workers, investigators,
paralegals and support and administrative staff. Through a network of borough, neighborhood, and courthouse
offices in 25 locations in New York City, the Society provides comprehensive legal services in all five boroughs of
New York City for clients who cannot afford to pay for private counsel. The Society’s legal program operates three
major practices -- Civil, Criminal and Juvenile Rights -- and receives volunteer help from law firms, corporate law
departments and expert consultants that is coordinated by the Society’s Pro Bono program. Annually, the Society
handles more than 300,000 cases and legal matters for clients with civil, criminal, and juvenile rights problems. The
Legal Aid Society takes on more cases for more clients than any other legal services organization in the United States
and it brings a depth and breadth of perspective that is unmatched in the legal profession.
MFY Legal Services, Inc. (“MFY”) was founded on the principle of equal access to justice through
community-based legal representation of poor New Yorkers. Working in concert with neighborhood social service
providers and community advocates, MFY provides advice and representation to over 8,500 New Yorkers each year
and initiates affirmative litigation that impacts many thousands of people. Through its Consumer Rights Project,
MFY provides advice and representation to consumers who are harassed by debt collectors, sued in New York courts,
and affected in various ways by consumer issues. Our client population is comprised of poor and low-wage workers,
persons with mental and physical disabilities, and senior citizens. MFY represented Robert Druce in Centurion
Capital Corp. v. Druce, 14 Misc. 3d 564, 828 N.Y.S.2d 851 (Civ. Ct. N.Y. Cty 2006), the first New York decision to
clarify that debt buyers are considered “debt collectors” for purposes of Department of Consumer Affairs licensing
under New York City Administrative Code § 20-489.
Neighborhood Economic Development Advocacy Project (“NEDAP”) works to
promote community economic justice and to eliminate discriminatory economic practices that harm communities
and perpetuate inequality and poverty. Through coalition organizing, advocacy, community education, legal services
and other strategies, NEDAP promotes fair lending and financial justice in New York’s low income neighborhoods
and communities of color. Through its Consumer Law Project, NEDAP provides direct legal services to thousands
of low-income New Yorkers each year, builds the capacity of legal services and community-based organizations to
address consumer financial justice issues, and advocates for systemic reform.
Urban Justice Center, Community Development Project (“UJC”) is a non-profit
organization that serves New York City’s most vulnerable residents through a combination of direct free legal service,
systemic advocacy, community education and political organizing. UJC staff represent almost 9,000 low-income
and working poor New Yorkers every year. UJC’s Community Development Project was formed in September 2001
to provide free legal, technical, research and policy assistance to grassroots community groups engaged in a wide
range of community development efforts throughout New York City, including consumer debt work. Since 2005,
UJC has represented alleged debtors in consumer credit, cell phone and medical debt cases in the New York City
Civil Court. UJC has also represented victims of consumer fraud and unfair debt collection practices in affirmative
litigation in State and Federal court.
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Executive Summary
In recent years, legal services offices have been deluged by requests for help from thousands of New Yorkers who have
found themselves fighting extraordinary debt collection abuse. This abuse comes in the form of frivolous lawsuits
filed by debt buyers – a relatively new and fast-growing segment of the debt collection industry. Debt buyers often
fail to notify people of the lawsuits filed against them and file lawsuits without having proof of their claims. The
people sued – frequently very low-income, elderly, or disabled individuals – cannot effectively defend themselves.
They have no legal representation, are intimidated by the court process, lack knowledge of their legal defenses, face
language barriers, or do not receive notice of the lawsuits. For these reasons, despite offering no proof of their claims,
debt buyers routinely win court judgments against hundreds of thousands of New Yorkers each year. The cumulative
impact of these judgments is enormous: Between January 2006 and July 2008, the top 26 debt buyers extracted
more than $1 billion in judgments against New York City residents.
Debt buyer lawsuits are overwhelmingly concentrated in New York’s lowest-income communities and communities
of color, with devastating results. Armed with default judgments, debt buyers can seize people’s assets, freeze their
bank accounts, or garnish their wages to collect the debts. Judgments also appear on credit reports, preventing
people from being able to secure housing, obtain credit, and even find employment. Judgments are enforceable for
20 years, and even longer in some cases.
In this report, we examine lawsuits filed by debt buyers and their profound impact on low- and moderate-income
New Yorkers, lower-income communities, and communities of color. We begin, in Part I, with background on the
debt buying industry, including an analysis of the debt buyer business model and collection methods. Part II focuses
on debt buyer lawsuits, particularly the systemic problems at the root of these lawsuits. In Part III, we highlight
specific findings from a study of debt buyer lawsuits in New York City. We draw results from two data sets: (1) a
365-case sample of lawsuits brought by the 26 debt buyers who filed the greatest number of cases in New York City
between January 2006 and July 2008 (“Court Sample”); and (2) a 451-case sample of callers to NEDAP’s legal
hotline who were sued by a creditor or debt buyer in 2008 (“Client Sample”). Finally, in Part IV, we recommend
policy and legislative reforms to address the problems documented in this report.

Key Findings
The 26 debt buyers examined in this study filed 457,322 lawsuits in the New York City Civil Court from January
2006 through July 2008 and were awarded an estimated $1.1 billion in judgments and settlements.1 Our key
findings, based on our analysis of the Court Sample, are:
• Debt buyers prevailed in more than nine out of ten lawsuits (94.3%), usually by obtaining default
judgments – automatic judgments entered in favor of the debt buyer because the person sued did not
appear in court.
• Virtually all (95%) of people with default judgments entered against them by debt buyers resided in lowor moderate-income neighborhoods, and more than half (56%) lived in predominantly black or Latino
neighborhoods.
• Not a single person sued in the Court Sample was represented by an attorney. Overall, only 1% of people
sued by debt buyers in New York City are represented by counsel.
• Only 10% of people sued answered the summons and complaint.
•

41% of cases were brought by debt buyers who remained unlicensed with the New York City Department
of Consumer Affairs (DCA) until legally compelled to obtain a license in July 2009. Cases filed by these
debt buyers had a default judgment rate of 86.7%, far higher than the rate of 72.6% among debt buyers
who were licensed during the period of the study.
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• In nearly two-thirds of cases (64.1%), the debt buyers were represented by one of five law firms known
for their high volume of debt collection cases: Cohen & Slamowitz, Forster & Garbus, Mel S. Harris and
Associates, Mullooly, Jeffrey, Rooney & Flynn, and Rubin & Rothman.
• Nearly half of cases (47.7%) involved service by one of four process serving agencies: AAA Attorney
Service, Accu-Serve, Capital Process Servers, and Samserv.
Our key findings, based on our analysis of the Client Sample, are:
• 69% of people sued by debt buyers were black or Latino.
• 35% of cases brought by debt buyers were clearly meritless, and 66% of these clearly meritless cases were
brought against black or Latino clients.
• At least 71% of people sued were either not served or served improperly.

Key Recommendations
Immediate legislative and regulatory action is needed to end abusive debt collection lawsuits. Here are our key
recommendations:

• Prohibit debt buyers from filing lawsuits without evidence.

Debt buyers routinely file frivolous lawsuits against low-income New Yorkers even though they have no
evidence to prove the debts are owed. The New York State legislature should crack down on this unfair practice
by enacting the Consumer Credit Fairness Act (CCFA), which would raise the bar on what information
debt buyers have to submit to the court when filing lawsuits and applying for default judgments.

• Aggressively regulate and monitor process servers.

Many people never receive notice of debt buyer lawsuits because process servers routinely engage in “sewer
service” – failing to serve court papers and filing false affidavits of service with the courts. The New York
City Council recently passed groundbreaking legislation intended to curb this unlawful practice. The New
York City Department of Consumer Affairs (DCA) should implement strong regulations to carry out the
new law and make enforcement of the new law an agency priority.

• Expand government enforcement action against debt collectors.

The New York State Attorney General and the New York City DCA should continue to take aggressive
action against the debt collection industry and use the findings of this report to initiate new investigations.
The Federal Trade Commission (FTC) should continue to make debt collection an agency priority, with
specific focus on the debt buying industry.

• Ensure judicial review of default judgments and settlements.

Court clerks, rather than judges, routinely grant default judgments to debt buyers despite glaring legal
deficiencies in their applications. Many people sued are pressured into unfair and unaffordable settlements
that leave them in a worse position than if they had ignored the lawsuits. To ensure fundamental fairness,
additional resources need to be provided to the courts so that judges can review default judgment applications
and settlement agreements.

• Increase legal representation and resources for people sued by debt buyers.

Overall, only 1% of people sued by debt buyers in New York City are represented by counsel. The abusive
practices described in this report have flourished because of the gross imbalance of power between represented
debt buyers and unrepresented New Yorkers. New York City and State should correct this imbalance by
supporting increased legal representation and resources for low-income people sued by debt buyers.
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I. The Debt Buyer Business Model
Debt buyers purchase defaulted debt -- including credit card debt, car loans, student loans, cell phone bills, medical
bills, and health club bills -- for pennies on the dollar.2 They purchase these debts in portfolios, from original
creditors or from other debt buyers and debt brokers.3 Debt buyers then attempt to collect the debts using a variety
of methods, ranging from telephone calls to lawsuits.4 If a debt buyer is unsuccessful in its collection efforts, it often
resells the debt portfolio to yet another debt buyer, which in turn resells the portfolio if it too is unable to collect.5

Emergence of the Debt Buying Industry
The sale and trading of charged-off6 debt portfolios has its origin in the 1987 savings and loan crisis.7 In the aftermath
of the crisis, Congress created the Resolution Trust Corporation (RTC) to close insolvent thrifts, return insured
deposits and sell any remaining assets to the private sector.8 In the early 1990s, the RTC auctioned off $458.5 billion
in failed thrift assets.9 A handful of debt buying companies began purchasing, collecting and profiting from these
low-cost debt portfolios.10 After the RTC sold all of the failed thrift assets, these debt buying companies found new
business opportunities by shifting their focus to buying and collecting charged-off consumer debts.11
The emergence of the debt buying industry coincided with an explosion over the last two decades in the availability
and use of consumer credit. Between 1990 and 2005, for example, the amount of outstanding credit card debt in
the United States grew from $237 billion to more than $802 billion – an increase of 238%.12 During this time
living expenses rose while real wages declined.13 Many low-income and working poor families came to rely on credit
cards to pay for essential expenses when their salaries failed to cover their basic needs.14 Worse, many borrowers were
entrapped by subprime credit cards – credit cards with low credit limits but exorbitant interest rates and fees, often
marketed to lower-income individuals who had limited access to mainstream financial services.15 Subprime credit
cards eventually accounted for more than a quarter of the credit card market.16 As debt loads became unmanageable,
credit card charge-offs escalated,17 creating a fertile market for the debt buying industry.
By 2005, debt buyers in the United States were purchasing more than $110 billion in face value of debt each year.18
Charged-off credit card debt accounted for roughly 91% of this figure.19 Debt buyers also enjoyed explosive revenue
growth from 2001 to 2006, with net income at four major firms increasing more than 700% during this period.20
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Debt Buyers’ Corporate Structures
Debt buyers organize their businesses using a variety of corporate structures, but their business practices are similar
across these structures and are consistently problematic for consumers.
Four publicly traded debt buyers actively purchase and collect portfolios of debt: Asset Acceptance Capital Corp.,
Asta Funding, Encore Capital Group, and Portfolio Recovery Associates. These companies collect debts for others,
purchase and collect their own debt portfolios, and resell packaged debt portfolios to smaller regional debt buyers.21
They raise money to finance their purchases by issuing stock and by using credit lines from banks,22 which are often
also major credit card issuers.23 Because publicly traded debt buyers have annual reporting requirements, more is
known about their business models than about other types of debt buyers.
There are as many as 500 privately owned debt buyers in the United States.24 Little is known about how they finance
their operations, though like publicly traded debt buyers, they most likely rely on private investors, commercial
loans, and lines of credit. Some privately owned debt buyers have been purchased in whole or in part by private
equity firms, hedge funds or other financial services companies that provide financial backing for the debt buyers’
activities. For example, private equity firms and other financial services companies have purchased stakes in debt
buyers like Collect America (the parent of debt buyers CACH and CACV),25 Sherman Financial Group (the parent
of debt buyer LVNV Funding),26 and Arrow Financial Services (a Sallie Mae company),27 as well as public debt
buying firms such as Encore Capital Management.28
Some debt buyers are actually owned by the principals of debt collection law firms.29 These companies typically
purchase smaller, regionally specific debt portfolios from the large debt buyers and resellers.30 Examples from the
Court Sample include the following law firms and related debt buying LLCs: Mel S. Harris and Associates (Pinpoint
Technologies); Cohen & Slamowitz (Gemini Asset Recoveries and Metro Portfolios); Eltman Eltman & Cooper
(Erin Capital Management); and Mullooly, Jeffrey, Rooney & Flynn (NY Financial Services).
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Major banks are a financial life force of the debt buying industry. They offer credit on unaffordable terms to
consumers, sell the resulting debts to debt buyers, and finance the debt buyers’ purchases with commercial lines of
credit. For example, Bank of America, JPMorgan Chase, and Citibank, three of the five largest credit card issuers
in the United States,31 provide a significant amount of financing to Encore Capital Group, one of the largest debt
buyers by revenue.32 Encore currently enjoys a revolving loan commitment of $327.5 million from 11 banks; Bank
of America and JPMorgan Chase finance nearly one third of that revolving loan commitment, with credit lines of
$50 million each, while Citibank provides $25 million.33

What Debt Buyers Purchase
When debt buyers purchase debts, they become legal owners of those debts, but obtain very little information about
them.34 Debt buyers usually receive an electronic file that includes only a person’s name and social security number,
last known address, the amount allegedly owed, the charge-off date, and the date and amount of the last payment.35
The portfolio does not include documentation of the debt, such as the governing contracts and account statements.36
This information is insufficient to ensure that the debt buyers collect the correct amount from the correct person.37
Debt portfolios are regularly sold on an “as is” basis, without consideration for whether collection of the debts in
the portfolio is legal.38
Debt buyers’ ability to obtain additional documentation from the original creditor is extremely limited: they may
purchase the right to request such documentation in a limited number of cases, or they may not have access to
any supporting documentation at all.39 If the debt is resold to another debt buyer, obtaining such documentation
becomes even more difficult, as most second and subsequent sales of debt portfolios do not include any direct access
to the additional documentation from the original creditor, which means that those debt buyers almost certainly
lack the documentation needed to support lawsuits filed against people whose names appear in their portfolios.40
The price of the debt is influenced by the availability of and demand for charged-off debts, the perceived likelihood
of collection, and the quality of the debt.41 Debt buyers also consider debtors’ personal characteristics when assessing
the value of a portfolio. Some, like Asset Acceptance and Portfolio Recovery Associates, use borrower demographics,42
and most consider borrower assets, such as whether the borrower works or owns a house.43 Debt portfolios that were
previously worked and then resold by debt buyers are worth less because the first buyer or buyers of the portfolio
have already skimmed the easily collected debts from the portfolio.44 There are even markets for debts that are not
legally collectable, such as debts discharged in Chapter 7 bankruptcy or debts of the deceased.45
In 2008, debt portfolios were selling for as much as 12 cents per dollar of debt, but have since
fallen to between four and seven cents per dollar for newly charged-off credit card debt –
between one and three cents per dollar, and for older or harder to collect debts, are selling for
even lower.46

Debt Buyer Collection Methods
Debt buyers employ a range of collection tactics, from sending collection letters to filing lawsuits.47 Reporting debts
to the credit bureaus is also a powerful, but low-cost option for debt buyers, as consumers who are trying to secure a
loan will often check their credit reports and repay any past due debts that are being reported, whether or not they
actually owe the debts, in order to improve their credit scores.48 If consumers are willing but not able to pay the
alleged debts, some debt buyers even offer to refinance them on sub-prime credit cards that have deceptive terms and
high fees.49 Debt buyers claim that these high-cost cards give consumers a chance to rebuild their credit while paying
off their debt in installments, but this scheme can ensnare consumers into using a predatory product to repay debts
they might not even owe or be obligated to pay.
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II. Debt Buyer Lawsuits
Over the past decade, evidence from both debt buyers and court records show that debt buyers have turned increasingly
to filing lawsuits to collect debts.50 Data from the four publicly traded debt buyers reveal an increased focus on legal
collections each year since 2002.51 At Encore Capital Group, for example, legal collections accounted for 48% of
gross collections in 2008, up from 20% in 2003.52 Respondents to a debt collection industry survey reported a “surge
in legal collection placements” as part of their response to the 2008 economic crisis.53 One prominent debt buyer
saw a 95% increase in revenue from legal collections during the first quarter of 2009.54 In 2007, Asta Funding’s
Chief Financial Officer put it simply: “We’re looking to sue.”55
In recent years, civil courts across the country have been overwhelmed by surges in debt collection filings. The
Federal Trade Commission recently observed that “[t]he majority of cases on many state court dockets on a given
day often are debt collection matters” and that the glut of debt collection cases has “posed considerable challenges
to the smooth and efficient operation of courts.”56 In New York City, debt collectors filed approximately 300,000
lawsuits per year between 2006 and 2008.57 The vast majority of cases result in default judgments – automatic wins
for the debt buyer because the person sued did not appear in court.58

“Sewer Service”
A major reason for the high rate of default judgments is the fact that many people do not know they have been sued.59
Evidence suggests that people rarely receive notice of lawsuits brought by debt buyers.60 Debt buyers often send notices
to addresses associated with the underlying credit card accounts, which are often outdated and no longer valid.61
Worse, many of the process servers hired to serve papers in consumer credit actions engage in “sewer service” – the
practice of failing to serve court papers (and instead throwing them in the “sewer”) and filing false affidavits of service
with the courts. The problem has been well documented in New York.62 In 2008, the New York State Attorney General
on behalf of the Chief Adminstrative Judge of New York filed suit against 35 debt collection law firms and two debt
collection companies. The case, Pfau v. Forster & Garbus, seeks to vacate more than 100,000 default judgments allegedly
entered because of sewer service by a single process serving agency. The case is currently pending.
Payment practices within the debt collection industry appear to contribute to the high rates of sewer service in debt
buyer cases. Debt collection law firms usually enter into bulk contracts with process serving agencies, which, in turn,
hire individual process servers to carry out the service.63 These process servers often work as independent contractors,
not salaried employees, and are paid on a piecework basis of $3-6 per completed service.64 These wages have not
increased significantly since 1986,65 and are, in fact, so low that it is impossible for a process server to serve all papers
properly and still make the minimum wage.66 Process servers who serve papers in non-debt collection matters earn
significantly more.67 On top of that, most debt collection law firms will not pay process servers for unsuccessful
attempts at service, a practice that further encourages process servers to lie about having completed service.68

Lack of Proof
The staggering number of default judgments obtained through sewer service masks the fact that debt buyers rarely
have admissible evidence of the debt and that many cases are meritless.69 As discussed above, debt buyers typically
do not purchase documentation of debts, such as credit applications bearing signatures, the contracts that applied
to each account, account statements, or customer service records that would confirm or clarify fraud claims or
customer disputes. While some debt buyers have a contractual right to obtain a portion of this information in a
limited number of cases, this is far from the norm.70 In the vast majority of cases filed, debt buyers cannot provide
documentation of the underlying debt.71 The law requires that debt buyers provide proof of their claims in order to
win a case. If a debt buyer cannot do so, and the case is contested, the case must be dismissed.72
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Lack of Legal Representation
Unfortunately, few debt buyer cases are contested. Most people do not receive notice and thus are not aware of the
court proceedings, and most of those who do receive notice and appear have no legal representation.73 Court statistics
reveal that only 1% of people sued by creditors have legal counsel.74 The law requires litigants, whether represented
or not, to raise important defenses or else waive them, even though they generally have no knowledge of their legal
rights.75 Most people are afraid of what might happen to them in court and are unprepared to defend themselves.76
Debt buyers take advantage of this imbalance of power to pressure people into unaffordable settlements on debts that
cannot be proven.77 By contrast, in the rare event that an individual has counsel, debt buyers tend to abandon cases,
presumably because they know they will have difficulty producing the documentation to prove their cases at trial.78

Case in Point: Mel S. Harris and Associates LLC
As one of the larger debt collection law firms in New York City, the firm of Mel S. Harris and
Associates LLC (“the Harris Firm”) offers an example of typical debt buyer litigation practices in
consumer debt lawsuits and the challenges these tactics present to the people sued.
People sued by the Harris Firm are often faced with lawsuits that allege unfamiliar debts, filed
by debt buyers whose names they do not recognize. The firm’s pleadings reviewed for this report
featured complaints that all referred vaguely to a “retail charge account”79 and rarely listed a specific
account number. Three debt buyers represented almost exclusively by the Harris Firm – LR Credit,80
Pinpoint Technologies,81 and Rushmore Recoveries82 – do not maintain public websites or offer any
information to the public. Though it filed more cases than any other debt buyer in New York City
from January 2007 through July 2008 (a total of 49,900 cases), LR Credit avoided licensing by the
DCA until legally compelled to do so in July 2009. Pinpoint Technologies never obtained a license
from the DCA.83
Debt buyers represented by the Harris Firm achieved an initial default judgment rate of 94%,
compared to 77.7% for all other debt buyers reviewed in our study. Only 3.6% of people sued by
the Harris Firm filed an answer.
Individuals sued by the Harris Firm find themselves without the information necessary to properly
defend themselves in court. One of the few people in our study who answered a Harris Firm
summons described this predicament perfectly: “I have doubts about this debt. There is no specific
information. I don’t know if I owe the money.”
As stated before, debt collection lawsuits, especially those resulting in default judgments, have a significant impact
on low- and moderate-income New Yorkers.84 Debt buyers use default judgments to freeze people’s bank accounts,
garnish their wages, and pressure them into unaffordable settlements.85 Judgments also appear on credit reports,
preventing people from being able to secure housing, obtain credit, and even find employment.86 The cumulative
impact of these judgments when examined over multiple years is appalling.
This case study and the others that follow in the report are typical cases from NEDAP’s legal hotline and
exemplify the problem of meritless cases filed by debt buyers.
Ms. V, a single working mother who lives in the Bronx, supports four children, and speaks only Spanish, had six
default judgments against her, all obtained by debt buyers. Ms. V learned about the lawsuits for the first time when
the debt buyers started garnishing her wages. Ms. V was not served in any of the cases. Three of the six lawsuits
were served at the wrong address, and the remaining three alleged substitute service on a fictitious family member.
As for the underlying debts, Ms. V did not believe that they were hers. In addition, it appeared that several of the
debt buyers had obtained default judgments on the same alleged debt.
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III. The Study: The Scope and Impact of Debt Buyer
Lawsuits in New York City
In an effort to learn more about debt buyer lawsuits and their impact on New Yorkers and their neighborhoods, we
undertook a study of debt buyer filings from January 2006 through July 2008.87 We began by identifying the 26
debt buyers that filed the most lawsuits in New York City. We then reviewed a stratified sample of 365 case files (the
“Court Sample”) selected to provide a full and accurate snapshot of lawsuits filed by debt buyers throughout the five
boroughs of New York City. We reviewed the Court Sample for a range of data and recorded the outcomes for 336
of the 365 cases.88 We supplemented the Court Sample with a 451-case data set comprised of records of people who
called NEDAP’s legal hotline in 2008 because they had been sued by a creditor or debt buyer (the “Client Sample”).
Together, these data sets allowed us to gain a clearer picture of debt buyer lawsuits, including their impact on New
Yorkers and their neighborhoods, and to identify several areas of abuse that raise particular concern and deserve
further scrutiny.

Case Outcomes Overwhelmingly Favor Debt Buyers
Below is a summary of outcomes in the 336 cases from the Court Sample that had reached a resolution at the time
we reviewed the files. In the vast majority of cases, 94.3%, the outcomes favored the debt buyers.
• Four out of five cases (81.4%) initially resulted in default judgments for the debt buyers.
• 24 people entered into settlement agreements, of whom more than half stated in court papers that they
questioned the validity of the debt or believed the charges were inflated.
• No person sued was represented by counsel (in contrast to the general population where 1% of defendants
are represented).
• No cases went to trial.
• Most of the cases (82%) concerned credit card debts, and the rest were a combination of cell phone,
health club, and other debts.
With respect to the amounts of the debts, our analysis showed the following:
• The median debt amount alleged was $2,150.
• The median default judgment awarded was $2,577. Because default judgments entitle debt buyers to
recover the full amount of the alleged debt, plus court costs and 9% interest, a default judgment is always
worth more than an alleged debt. In our sample, debt buyers used default judgments to inflate the alleged
debt amounts by nearly 20%.
• Debt buyers in the Court Sample alleged debts ranging from $340 to $24,963, for a total of $1.31
million.
• Extrapolating from the Court Sample, a fair estimate of the total amount awarded to these debt buyers
from January 2006 through July 2008 was a staggering $1,098,430,663 -- over one billion dollars.89 The
impact of these lawsuits is overwhelmingly concentrated in low- and moderate-income communities and
communities of color.
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Figure 1: Case Outcomes From Court Sample
(of 336 cases that reached resolution)
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Our findings also raise questions about whether people are receiving actual notice of debt buyer lawsuits.
• In the Court Sample, less than 10% of people sued answered the summons and complaint.
• In the Client Sample, 71% of people sued were either not served or served improperly, and more than
half received no notice of the lawsuit at all.
• Only 8% of people in the Client Sample were properly served.90
• Nearly half (47.7%) of cases in the Court Sample involved service by one of four process serving agencies
– AAA Attorney Service, Accu-Serve, Capital Process Servers, or Samserv.
• Two of the three individual process servers who served the most cases in the Court Sample have checkered histories:
one featured prominently in the Pfau case and the other recently had his process server license revoked.

Mr. R, a 48-year-old man from the Bronx, first discovered that he had been sued by a debt buyer when his debit
card was denied while he was shopping for groceries. He went to his bank and learned that his bank account had
been frozen by a debt buyer that had obtained an $18,000 default judgment against him. The debt buyer had sued
him for an account he had never owned; served him at an address where he had never lived; and even gotten his
name wrong in the court papers. After Mr. R obtained advice from an attorney, he filed an order to show cause and
was able to vacate the default judgment and release his bank account. He also raised the defense of identity theft/
mistaken identity, and his case was dismissed when the debt buyer’s lawyers failed to show up in court.
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Our review of the Client Sample suggests that many cases brought by debt buyers are, in fact, meritless. Furthermore,
the filing of meritless cases disproportionately affects people of color. Our analysis of the Client Sample shows that:
• 69% of people sued by debt buyers were black or Latino.
• 35% of cases brought by debt buyers were clearly meritless.91
• 66% of these clearly meritless cases were brought against black or Latino clients.
• Overall, nearly 25% of all debt buyer lawsuits consisted of meritless cases filed against black or Latino
clients.
That 35% of debt buyer lawsuits were identified as clearly meritless does not indicate that the remaining 65% of
cases were meritorious. Many of the remaining cases in the Client Sample were also not proven, and were ultimately
dismissed because the debt buyer could not produce evidence of the debt. Of course, all of the people in the Client
Sample had access to advice and assistance from an attorney, unlike most people sued by debt buyers.
Ms. P, a 35-year-old woman from Brooklyn, was sued by a debt buyer on a credit card account that her exhusband had opened in her name without her knowledge. The debt buyer’s process server claimed to have served
her at an address at which she had not lived for four years, and which had been converted to a commercial property
prior to the date of service. Ms. P did not get notice of the lawsuit, and the debt buyer entered a default judgment
against her. Ms. P’s first notice that she had been sued was a restraint on her bank account, which resulted in Ms.
P being charged hundreds of dollars in legal and insufficient funds fees by her bank. After obtaining advice from an
attorney, Ms. P was ultimately able to get the judgment vacated and the case dismissed for improper service.

Impact on New York City Neighborhoods
Abusive debt buyer lawsuits not only harm individual New Yorkers but also have a deleterious impact on New York
City’s low- and moderate-income communities and communities of color, which bear the brunt of abusive debt
buyer lawsuits. Default judgments obtained by debt buyers are overwhelmingly concentrated in these communities,
where thousands of New Yorkers are subject to wage garnishment and other types of judgment enforcement, such
as frozen bank accounts. In other words, these practices strip lower income neighborhoods and communities of
color of community assets, not only destabilizing households but also jeopardizing financial security in entire
neighborhoods.
As Map 1 illustrates, 91% of people sued by debt buyers and 95% of people with default judgments entered against
them live in low- or moderate-income communities.92 In the 12 zip codes with the highest concentration of lawsuits
in our study, one in four families lived below the federal poverty level.93
Debt buyer judgments also disproportionately affect people living in New York City’s communities of color. As Map
2 illustrates, 51% of people sued by debt buyers and 56% of people with default judgments entered against them
lived in communities in which the population is more than 50% black or Latino.
Ms. F, a senior citizen whose only income is Social Security and a small pension, was sued by a debt buyer for an
alleged Sears account. Ms. F had never shopped at Sears and was a victim of identity theft. Even though Ms. F was
not properly served, she did receive notice of the case in time to file an answer and appear in court. At her court
date, the debt buyer’s attorney threatened her by telling her that if she did not make payment arrangements they
would seize her personal property. Ms. F was scared, but she nevertheless asked to see proof of the debt. Ms. F’s
case was ultimately discontinued when the debt buyer couldn’t provide any proof.
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Debt Buyer Lawsuits in Low and Moderate Income Communities
New York City
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Debt Buyer Lawsuits in Communities of Color
New York City
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The Positive Impact of Licensing and Regulation
As part of this study, we examined whether the existing regulatory structure protected New Yorkers from debt
collection abuse. New York City has long required debt collectors to obtain a license from DCA in order to collect
debts from city residents.94 However, during the period of the study, several debt buyers asserted that they did not
have to be licensed because they were “passive” entities and not engaged in traditional debt collection activities.
In response to those assertions, the New York City Council amended the definition of “debt collection agency” in
March 2009 to expressly include all debt buyers.95 As of July 2009, all debt buyers must be licensed to collect debts
in New York City and to file debt collection lawsuits in court.96
Our study, which was conducted before the New York City Council clarified the licensing law, demonstrates that
licensing and regulation has a positive impact on debt buyers’ behavior. In our Court Sample, unlicensed debt
buyers brought more than 40% of cases. Unlicensed debt buyers obtained a significantly higher percentage of default
judgments than licensed debt buyers, suggesting that unlicensed debt buyers engaged in more abusive practices.97

Unrepresented Defendants, Improvident Settlements
When people do appear in court, judges and court personnel actively encourage settlement because it tends to free
up court resources and allows the court to remove cases from the crowded calendar.
Collection attorneys typically take people into the hallways for one-sided settlement discussions, out of earshot of
judges and other court personnel.98 In these conversations, attorneys exert extreme pressure upon people to pay some
part of the debt regardless of their defenses or the debt buyer’s lack of proof. This is a trend seen across the country,
and raises questions of how fair the outcomes in these cases can be, given such an uneven playing field.99
In the Court Sample, most settlement agreements provided for a payment plan of $50 - $100 per month, with the
condition that if the individual defaulted in payment, the debt buyer would be able to enter judgment for the full
amount of the debt, plus costs and interest. Defaults in payment were not uncommon, leading us to conclude that
people are often pressured into unaffordable and unsustainable settlements.100 Settlements thus provided a potential
bonanza for debt buyers. When people in the Court Sample defaulted on their settlements, debt buyers were able to
obtain judgments that exceeded the original debts by nearly 24%. Defaulted settlements offered the worst possible
outcomes for individuals and the best possible outcomes for debt buyers.
When unrepresented people enter into settlements, they often waive significant defenses on which they could have
prevailed if they had understood how to assert them. In one case from the Court Sample, E.O., a resident of Queens,
was sued by a debt buyer called Palisades Collection in 2007. A default judgment was entered and her bank account
was frozen. She swore that she was never served and had no knowledge of the lawsuit until her account was frozen.
She expressed great confusion over the allegation that she had a debt with a company called “Palisades,” suggesting
that she did not even know the plaintiff suing her, but eventually she settled anyway. Another person, D.P. of Staten
Island, was also sued by Palisades Collection over an AT&T Wireless debt. D.P. stated in court papers that she did
not owe the debt and denied ever having a relationship with AT&T, but she settled the case anyway for $60 per
month, even though Palisades never produced any evidence that she owed the debt. A third defendant agreed to pay
$50 per month to a debt buyer on a debt that she asserted had previously been discharged in bankruptcy.
In one shocking example, a debt buyer called Colorado Capital Investments sued B.P. of Manhattan twice for
the same debt. In the first case, she obtained a dismissal with prejudice, which means that the court made a final
determination that she did not owe the debt, and the case could never be brought against her again. Despite this
result, Colorado Capital Investments sued B.P. again two years later on the same debt. This second suit was unlawful
and never should have been filed, but B.P. ultimately agreed to settle this unlawfully filed case for $75 per month.
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Insufficent Scrutiny of Applications for Default Judgments
In Debt Weight, the Urban Justice Center found that debt buyers routinely obtained default judgments even though
they almost always failed to submit the proof required by law.101 Our study shows that these practices continue. In
the Court Sample, debt buyers never provided an affidavit from someone with personal knowledge of the facts of
the case, as is required under New York law.102 Despite these glaring deficiencies in their applications, debt buyers
regularly obtained default judgments.
The problem is exacerbated by the Court’s practice of giving applications for default judgments to clerks instead of
judges. Court clerks are often not lawyers, and they do not have the ability to assess whether the application meets
minimum evidentiary standards. This practice results in large part from the overwhelming volume of debt
collection lawsuits and the Court’s lack of sufficient resources to handle the increased caseload. Nevertheless,
the lack of any meaningful review by someone with judicial training makes the process ripe for abuse.

Custodian of Records.
In our analysis of the Court Sample, one person stood out for signing an unusually large number
of affidavits in support of debt buyer requests for default judgments. This individual identified
himself as the “custodian of records” for LR Credit, Pinpoint Technologies, and Rushmore
Recoveries, and provided an affidavit in support of every default judgment sought by these
three companies, swearing that he had “personal knowledge of the facts” of each case. If we
extrapolate to every case filed by these companies in a year, this affiant would have signed
47,503 affidavits in the year 2007 alone, claiming to have personal knowledge of the facts of
each and every one of these cases.
It can be argued that the Court’s current practice of allowing clerks to review applications for default judgments does
not comply with New York law. In New York, clerks may grant default judgments only when the amount sought
is a “sum certain” – that is, an amount easily verifiable from the papers submitted in support of the application.
The amount of most consumer debts is not easily verifiable, because in order to determine how much, if anything,
a person owes on a consumer debt, the court would typically have to review a complicated contract, with multiple
amendments, and months’ or years’ worth of account statements. New York law requires that judges, not clerks,
perform this kind of detailed review.103
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Pattern and Practice of Improper Debt Collection Among Law Firms
In New York, a small number of law firms commence the vast majority of debt collection cases. These firms employ
questionable litigation practices that, viewed as a whole, reveal systemic problems in the judicial system.104
• Out of the 23 debt buyer law firms in the Court Sample, 11 were named in the Pfau case.
• 64% of debt buyers in the Court Sample were represented by one of five law firms in New York -- Cohen
& Slamowitz, Forster & Garbus, Mel S. Harris and Associates, Mullooly, Jeffrey, Rooney & Flynn, or
Rubin & Rothman.
Common observable practices by these law firms include:
• Filing lawsuits without having or being able to produce any proof;
• Seeking default judgments on the basis of false and/or legally inadequate affidavits;
• Hiring process serving agencies that routinely fail to serve people; and,
• Using heavy-handed settlement tactics at the courthouse against unrepresented people.

Ms. W, a 38-year-old woman from Brooklyn, was a victim of identity theft in 1999 and subsequently filed a police
report. Nearly 10 years later, in 2008, she received a letter from a debt collection law firm claiming that she owed
$1000 on an AT&T Wireless account used from around 1999 to 2002, though she had never owned an AT&T
Wireless phone. She contacted the law firm and confirmed that she had never lived at the address that it had on
file for the alleged debt. She also faxed the law firm a copy of her police report and proof that she had been living
at a different address at the time in question. She did not hear back from the law firm. Then, in January 2009, her
husband went to their bank and discovered that their joint bank account had been frozen by the same law firm.
She had never received any notice from the law firm that she was being sued or that they had obtained a default
judgment against her. When she contacted the law firm, she was told that the information she had sent the firm
was insufficient. However, after filing an order to show cause, Ms. W was able to get the judgment vacated and
case dismissed.

Dept Deception 15

IV. Recommendations: Bring Fairness and Justice to
Debt Collection in New York
“It’s the wild, wild west out there.”105 Our report shows a desperate need for reforms in all areas of the debt buying
industry and at all stages of the debt collection process.106

1. Prohibit debt buyers from filing lawsuits without evidence, and increase penalties
for filing of meritless lawsuits.
Immediate action is needed to address the problem of abusive debt collection lawsuits. At the local level, New York
State should enact the Consumer Credit Fairness Act (CCFA). The proposed law would require court papers to
include more information about the alleged debts, thereby preventing debt buyers from routinely filing meritless
lawsuits and obtaining judgments on invalid debts. In addition, by reducing the statute of limitations in debt
collection cases, CCFA would encourage debt buyers to file claims in a timely manner and better protect low- and
moderate-income consumers from the excessive accumulation of interest charges and late fees.107
At the national level, Congress should amend the Fair Debt Collection Practices Act (FDCPA) to address the abuses
described in this report. The FDCPA should explicitly prohibit debt buyers from filing lawsuits without having
evidence to support their claims. Congress should enact tougher penalties for violations of the FDCPA by providing
for injunctive relief and raising the amount of statutory damages, which have not changed in more than 30 years,108
from $1000 to $4000 for individuals. Furthermore, statutory damages should be available per violation, not per
case.

2. Aggressively regulate and monitor process servers.
The high rate of default judgments in cases involving debt buyers is due in part to fraudulent practices in the process
serving industry. The New York City Council, with the support of the New York City Department of Consumer
Affairs (DCA), recently passed groundbreaking legislation intended to curb these unlawful practices. The DCA should
implement strong regulations to carry out the new law and make enforcement of the new law an agency priority.

3. Step up government enforcement actions against debt collectors and law firms.
We commend the New York State Attorney General’s office for the affirmative steps it has taken to combat abusive
debt collection practices. The problems uncovered by the Attorney General indicate widespread, systemic abuses in
the debt collection industry.109 We urge the Attorney General to continue to take aggressive action against the debt
collection industry.
We also urge the New York City Department of Consumer Affairs (DCA) to take aggressive action to combat debt
buyer abuses. The DCA should conduct periodic audits of individual companies, and suspend and revoke licenses
where warranted. The DCA should also enforce the law against entities that engage in illegal and abusive debt
collection activities, including sewer service.
Finally, we encourage the Federal Trade Commission (FTC) to focus on reforming the debt buying industry. In
2009, the FTC held regional roundtable discussions on “Protecting Consumers in Debt Collection Litigation and
Arbitration,” which focused on debt buyer lawsuits. The FTC should use the information gathered from these
roundtables to address the problems described in this report.
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4. Strengthen Courthouse Protections for People Sued by Debt Buyers.
• Ensure Judicial Review of Default Judgments.
In the vast majority of cases, the debt buyers seek a default judgment against the person sued. Largely due to the
increased volume of debt collection lawsuits, these applications for default judgments are reviewed by court clerks,
not by judges, a practice that does not conform to New York law. Court clerks often are not attorneys, and they lack
the legal training and expertise necessary to evaluate applications for default judgments in debt collection cases. As a
result, debt buyers routinely obtain default judgments despite glaring legal deficiencies in their applications.
Our data suggests that the New York City Civil Court has issued thousands of default judgments on legally insufficient
applications. To rectify this untenable situation, debt buyers should have to present proper documentation of their
claims--ideally to judges, not clerks. Additional resources should be provided to the Civil Court to accomplish this.

• Review Settlement Agreements for Fundamental Fairness.
Our report demonstrates that people who make settlement agreements with debt buyers usually fare worse than people
who default. Many people are pressured into unfair and unaffordable agreements in which they are doomed to fail, with
dire consequences. Debt buyers must be required to produce evidence of the debt before the parties begin settlement
negotiations. In addition, judges should review settlement agreements to ensure that they are fundamentally fair.
Courts should not allow unrepresented people to enter into agreements that will leave them in a worse position than
they would be in if a default judgment were enforced or allow people who only receive exempt income to enter into
settlement agreements without understanding that their income cannot be collected by creditors.

• Educate Judicial Personnel About the Debt Buying Industry and its Misuse of the Courts.
In bringing the Pfau litigation, the Court has played a leadership role in the effort to remedy some of the worst debt
collection practices. Additional resources should be provided to the Court to enhance efforts to educate members
of the judiciary and key court personnel about the debt buying industry and its nationwide practice of flooding
the courts with lawsuits based on little or no proof in hopes of obtaining a default judgment. Judicial personnel
must be informed of these practices so they can properly scrutinize debt buyer lawsuits and prevent the courts from
becoming an extension of the debt collection industry. To that end, we urge the Office of Court Administration to
incorporate training on debt collection and debt industry practices into the mandatory annual trainings for judges,
court attorneys, and clerks.

5. Increase Legal Representation and Resources for People Sued by Debt Buyers.
In the limited instances when people sued by debt buyers are represented by counsel, it makes all the difference in
the world. Debt buyers often walk away from cases rather than fight what they know will be a losing battle. The
same occurs when unrepresented litigants assert their rights by requesting proof of the debt. Unfortunately, the vast
majority of people sued have no access to legal counsel and no knowledge of their rights, leaving them vulnerable to
the many abuses described in this report.
Debt Weight highlighted the need for legal services to be available in the courthouse to provide basic information
and advice to unrepresented litigants. The Civil Legal Advice and Resource Office (CLARO) currently provides
such services in Brooklyn, Queens, Manhattan and the Bronx for several hours per week. CLARO, however, has the
capacity to serve less than 2% of the approximately 300,000 people sued each year by debt collectors in the New
York City Civil Court. Funding for the legal services organizations that support CLARO should be increased and
the program’s hours expanded so that more people can access this valuable resource.
Many low-income people -- particularly those who are elderly, disabled or do not speak English -- need legal
representation, not simply advice. Unfortunately, most legal services programs do not provide assistance in debt
collection cases and low-income people cannot afford to pay private attorneys to represent them. New York City and
State should find ways to provide more legal representation for low-income people sued by debt buyers. Certainly,
local legal services offices should be funded to provide this assistance. Fee-shifting statutes, which would provide an
award of attorney’s fees for the successful defense of a debt collection lawsuit, could fund legal services programs and
convince private attorneys to take on these cases at affordable rates.
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Appendices
Appendix A: Methodology
This study draws results from two data sets: (1) a 365-case sample of lawsuits brought by the 26 debt buyers that
filed the greatest number of debt collection lawsuits in New York City between January 2006 and July 2008 (“Court
Sample”); and (2) a 451-case sample of callers to NEDAP’s legal hotline who were sued by a creditor or debt buyer
in 2008 (“Client Sample”).
To select the Court Sample, we identified the top 26 debt buyers using the Office of Court Administration’s eCourts
system. The Chief Clerk at the New York City Civil Court provided us with the index numbers for the 441,143
cases filed by the 26 debt buyers from January 2006 through July 2008. We then designed a randomly selected,
stratified, 365-case sample of debt buyer lawsuits. The sample size for each of the 26 debt buyers was in proportion
to its overall share of cases in New York City. We then selected, for each debt buyer, cases from each borough in
proportion to that borough’s share of all debt buyer lawsuits filed in New York City. For example, LVNV Funding,
with 27,210 cases filed from January 2006 to June 2008, was allotted 25 cases in the sample: 5 from the Bronx, 8
from Brooklyn, 4 from Manhattan, 6 from Queens, and 2 from Staten Island. Gemini Asset Recoveries, which filed
1,855 cases during this period, was assigned 5 cases, 1 from each borough. Because we wanted to ensure that at least
one Staten Island filing per debt buyer was included in the sample, Staten Island is over-represented, comprising 9%
of the 365 case sample but only 4% of cases filed in New York City by these debt buyers during the study period.1
We reviewed all selected case files by hand in 2009 for several key criteria and uniformity of data entry, and we
recorded outcomes for 336 of the 365 cases.2
The Client Sample is a data set collected from NEDAP’s legal hotline. The Client Sample includes the case records
of 451 hotline callers from 2008. These callers were chosen from NEDAP’s database because they had been sued by
a creditor or debt buyer. When clients call NEDAP’s hotline they go through an intake process that records extensive
case details and demographic information. Case details recorded include how the client was served; the nature of
the client’s defenses to the lawsuit, if any; and the name of every original creditor, debt buyer and law firm involved
in the client’s case. The demographic data collected include gender, race, and age, among others. All of NEDAP’s
hotline callers must meet certain eligibility criteria to receive assistance.3 In addition, they are self-selected as they
chose to seek help from a legal services office. As a result, these callers’ cases may not be fully representative of all
debt buyer lawsuits in New York City.

The other four boroughs are accurately represented in the sample, with Brooklyn accounting for 31%, Queens at 24%, the
Bronx at 20%, and Manhattan at 16%, all within 3% of the true distribution.
2
At the time of review, the other 29 cases remained pending with no resolution.
3
NEDAP hotline clients must live in New York City and may have a maximum income of 250% of the federal poverty level.
1
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APPENDIX B: List of Debt Buyers Included in Court Sample, by County
County
Plaintiff

Bronx

Brooklyn

Manhattan

Queens

Staten Island

Total

Arrow Financial Services

3

5

2

4

1

15

Asset Acceptance

6

10

4

8

2

30

Atlantic Credit & Finance

1

2

1

2

1

7

CACH—Collect America

2

3

2

2

1

10

CACV—Collect America

1

1

1

1

1

5

Cavalry Portfolio Services

1

2

1

2

1

7

Collins Financial Services

1

1

1

1

1

5

Colorado Capital Investments

1

1

1

1

1

5

Credigy Receivables

1

2

1

2

1

7

Elite Recovery Services

1

1

1

1

1

5

Erin Capital Management

3

6

3

4

1

17

Gemini Asset Recoveries

1

1

1

1

1

5

Independence Receivables

1

1

1

1

1

5

LR Credit (all entities)

10

15

8

12

5

50

LVNV Funding

5

8

4

6

2

25

Metro Portfolios

3

5

2

4

1

15

Midland Funding

8

12

7

10

3

40

North Star Capital Acquisition

2

3

2

2

1

10

NY Financial Services

3

5

2

4

1

15

Palisades Collection

5

8

4

6

2

25

Pinpoint Technologies

3

5

2

4

1

15

Portfolio Recovery Associates

2

3

2

2

1

10

RAB Performance Receivables

2

3

2

2

1

10

RJM Acquisitions

1

1

1

1

1

5

Rushmore Recoveries

3

5

2

4

1

15

Worldwide Asset Purchasing

1

2

1

2

1

7

71

111

59

89

35

365

1

Total
1

Collect America changed its name to SquareTwo Financial in December, 2009. See Press Release, Square Two Financial,
Square Two Financial, Formerly Collect America, Unveils New Name and Look (Dec. 16, 2009), available at http://www.
squaretwofinancial.com/about-us/press/corporate-news/.
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APPENDIX C: Summary of Court Statistics
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