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Abstract
Today, tomorrow, and the next, the importance of employee screening will remain critical to businesses of all types and sizes and the objective of this research was to convey that importance in a way that would be particularly beneficial to small businesses all while showing what the employee screening and verification industry is all about.  The industry is growing and there are many companies in the business so selecting and understanding information takes time.  There are many tools available to small businesses to ensure that the best hiring decisions are made and the research indicates that a wealth of industry information is readily available.  Even a small business with limited resources can perform the pre-employment function in-house with the correct knowledge rather than outsourcing.  The research concludes that regardless of where a small business intends on being in the future, the beginning starts with a sound employee screening process.

Introduction

The history of the individual employee screening and verification industry is one that is not very well documented and due to the personal nature of the information, not always easy to obtain.  What can be said about the industry, here on referred to as employee screening, is that there appears to be two significant eras in which this practice has taken place.  The pre-significant technology and internet era, meaning pre-1990’s, and the second era is the time since technology has become commonplace in most homes and businesses and the use of the internet is seen more as a necessity rather than a want.  At present, there is a greater need than ever for companies to perform pre-employment screening activities to ensure that the right people are hired from the start.  The researcher in this project has specifically keyed in on the United States therefore the research and information should be thought of as specific to the history of happenings within the United States and applied to individuals living and working within the United States.  Please note there are also many other ways in which individual screenings and verifications are very helpful and critical but the research conducted here is mainly concerned with employee screening for the workplace, from the perspective of human resources management.  

Although history and artifacts have presented findings to suggest that Native Americans had ways of distinguishing tribal members from outsiders, the true beginnings of the background screening industry started when the U.S. government decided to begin collecting data on American citizens.  The first data collection began with a census in 1790 which represented the number of individuals living within a household in the 13 original states and four other districts (http://fisher.lib.virginia.edu)1.  Most individuals would not think of this as the beginning of an industry but without the collection of data on individuals, there would be no hard evidence to look for in a background check and no where to go for information needed to successfully conduct pre-employment screening.  Moving forward in time, there are now databases that contain virtually anything on a person that has taken place in that person’s life.  What people buy, where they work, how many children they have, past credit history, and current and past salaries are just a couple examples out of the many hundreds of possibilities in which the government and private businesses collect data on Americans.  With the issuance of social security numbers, individuals’ previous addresses can be identified, whether or not a previous death claim has been filed, if fraudulent activity has taken place, etc.  Before computers and specifically the internet, much of the research and work entailed in employee screening had to be done manually.  A telephone call to a previous employer or a listed reference, a visit to the sheriff’s office or courthouse to check out the criminal background information on a potential employee, or simply relying on the good faith statement of the applicant.  

Nowadays, the industry is booming and there are several companies that specialize in the business of employee screening services and verification of individuals.  Searching “employee screening” state by state on yellowpages.com reveals that there are a total of 795 employee screening service offerings located across the 50 U.S. States (Please note that some businesses span across multiple states).  Please reference the following table for a state by state breakdown. 
*Employee Screening Businesses per U.S. State

	Alabama - 25
	Illinois - 27
	Montana – 4
	Rhode Island – 2

	Alaska - 2
	Indiana - 19
	Nebraska – 3
	South Carolina – 11

	Arizona - 7
	Iowa - 3
	Nevada – 2
	South Dakota – 2

	Arkansas - 11
	Kansas - 25
	New Hampshire - 2
	Tennessee – 31

	California - 46
	Kentucky - 9
	New Jersey – 6
	Texas – 106

	Colorado - 8
	Louisiana - 13
	New Mexico – 4
	Utah – 3

	Connecticut - 8
	Maine - 2
	New York – 5
	Vermont – 2

	Delaware - 2
	Maryland - 2
	North Carolina - 29
	Virginia – 3

	Florida - 93
	Massachusetts - 3
	North Dakota - 2
	Washington – 5

	Georgia - 57
	Michigan - 39
	Ohio – 77
	West Virginia – 3

	Hawaii - 3
	Minnesota - 4
	Oklahoma – 23
	Wisconsin – 15

	Idaho - 2
	Mississippi - 8
	Oregon – 3
	Wyoming – 2

	
	Missouri - 28
	Pennsylvania - 4
	


*Data derived from www.yellowpages.com2
In addition, The Society for Human Resources Management (SHRM) released a study revealing a significant increase in the number of employers that conducted pre-employment screenings in 2003, comparing the results to surveys conducted in 1996 and 1999.  The study found that 82% of the survey respondents indicated they conducted screening of potential employees to some degree (www.hrscreener.com)3.  According to a survey performed by HRO Today, the top 13 workplace screening companies screened over 41,590,000 employee screenings during 2005.  The following chart lists these 13 companies and the number of screenings they each did during 2005 – this information was published in HRO Today in November 2006 (www.hrotoday.com)4:  
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The Baker’s Dozen:  Workplace Screening

*Complete Business Names for Respondents
	Acxiom Risk Mitigation
	General Information Services, Inc.
	Pre-Employ.com

	Choicepoint Workplace Solutions Inc.
	HireRight
	Sterling Testing Systems, Inc.

	Employment Background Investigations, Inc.
	Intellicorp Records, Inc.
	TALX Corporation

	First Advantage
	Kroll Background America, Inc.
	Verifications, Inc.

	
	USIS
	


What is the cause for this rise?  There are several possible explanations for the rise in the need for this service but a few stands out.  One quick answer is technology.  The improvement in computers coupled with the available access to the internet has made obtaining information much easier compared to times of the past.  For example, Haworth Inc., a major office furniture giant, uses two databases to confirm graduation dates and degrees, specific dates of past employment, and company names and job titles by entering a name and social security number.  These two databases, the National Student Clearinghouse and TALX Corp., cost Haworth $400 per year to use the National Student Clearinghouse and $12 per check using TALX Corporations databases.  Another reason that background checks are on the rise is the “growth of claims alleging that an employer, organization, or association can be negligent for hiring or retaining an individual who subsequently engages in violence” (www.hrscreener.com)5.  Although claims date back to nearly a century ago, the numbers are increasing dramatically making the use of background screening services more and more important for businesses.  If a company hires an outside employee screening agency and as a result hires an employee that was found to be safe by that screening agency, the chances of a negligent hiring lawsuit being filed due to problems created by that employee are dramatically reduced.  In a sense, the company has created a safeguard by transferring liability to the employee screening agency.  To help validate and emphasize the need to avoid negligent hiring practices, the U.S. Chamber of commerce presented the following facts on their website (http://www.uschamber.com)6:
· Eleven percent of job applicants misrepresented why they left a former employer

· As many as 30% of job seekers exaggerate their accomplishments, and about 10% “seriously misrepresent” their background

· Some 12.3 million American workers use illicit drugs

· Thirty percent of all business failures are caused by employee theft
Yet another major reason for the rise in background screening services is one that all Americans are familiar with – the tragic terrorist attacks that took place on September 11, 2001.  Many people feel that with tougher background checks and screening activities that the 9/11 events could have been avoided.  Today, employers definitely do not want the negative publicity brought on by a bad hiring decision that results in fraud, theft, and workplace violence that can turn into the death of innocent individuals.  With the three previous reasons stated and kept in mind, there have been professional associations created that are dedicated to background screeners and according to the National Association of Professional Background Screeners the goals of today’s industry include:  1) protecting the rights of consumers 2) helping employers comply with hiring standards set by state and federal law 3) helping public and private employers avoid legal exposure for negligent hiring 4) helping ensure a safe workplace and avoid the nightmares associated with workplace violence, theft, hiring based upon fraudulent credentials, or hiring terrorists 5) playing a critical part in the homeland security effort and working on behalf of the American economy and 6) helping improve both the profitability and productivity of American business by helping employers make better hiring decisions, and lowering the high cost of turnover (www.napbs.com)7.  

As the researcher has found, the history of the individual background screening and verification industry is one that is evolving and has its roots in previous centuries but the majority of history lies within the past 20 years and the industry continues to evolve on a daily basis.

Objectives
The main objectives for businesses operating within the employee screening industry are the following:

Assist clients and customers in hiring the most qualified candidate – this in-turn will help the customer/business avoid hiring employees that will commit workplace crimes and partaking in unethical business practices and help avoid negative publicity, all of which will reduce the costs associated with these mishaps and keep the company out of the courtroom 

 Ensuring customers are satisfied while maintaining a professional responsibility toward acting as a “disinterested third party”

· Producing quality services, reporting findings in a clear and concise format, and going above and beyond the call of duty

· Staying on the cutting edge of technology by implementing new tools and adding services that will enhance the performance of the business and increase the value derived by the services provided to customers

· Contributing information to businesses as well as society that helps everyone understand the importance of sound hiring practices
Swot Analysis
In order to fully understand the employee screening services industry, the researcher chose to perform industry analysis by using situational analysis, or more specifically, a modified SWOT analysis.  The purpose of the SWOT analysis is to understand the internal strengths and weaknesses and external opportunities and threats faced by the employee screening services industry, which falls under the broad arena of business services.  Generally, a SWOT analysis will cover a specific company but for this particular research, the analysis has been modified to cover a particular segment of an industry and will compare and contrast businesses as a whole within the industry.  This analysis will clarify the current and potential environment that the products and services will be marketed in.

Industry Strengths

Without a doubt, the services sector within the United States is the largest component of the U.S. economy and in 2002 services industries accounted for three fourths of private sector GDP and nearly four fifths of private non-farm employment, to the tune of 86 million jobs (www.ita.doc.gov)8.  According to the U.S. Department of Commerce in 2002, almost all net gains in U.S. employment are forecasted to come from the service sector.  These facts alone provide insight into the sheer strength of possibilities that await the business services sector and that includes the businesses within the employee screening industry.  As noted previously, nearly 82% of all companies performed to some degree employee screenings and with companies looking to hire the best and brightest people, the amazing potential for growth within the industry is astonishing.

Another strength that lies within the employee screening industry is the information technology that is readily available.  Companies within the industry that develop and seek out technological tools to use to their strategic advantage will be poised to lead the way in capturing customers who know the importance of reliable and beneficial information.  The top performing companies within the industry are using instant, online screening for background checks, instant drug tests, online personality profile assessments, biometric services, education and employment verification, terrorism searches, and credit checks, and these services are only scratching the surface of the list of products and services available within the employee screening and verification industry.

As more and more companies throughout the U.S. look to become more risk averse, the number of requests for employee screening services will rise.  The good news is that for the American economy to survive there must be employment and with employment there must be workers.  This in and of itself is a strength – more cautious companies who are hiring new employees means more business for the companies that provide employee screening and verification services.

-Industry Weaknesses
Although the outlook for the industry appears to be bright, there is always room for improvement and there are weaknesses in all industries across the United States.  When looking closely at the employee screening and verification industry, there appears to be three main weaknesses that affect any company that operates within this industry.  These weaknesses are:

Screening businesses are dependent on information suppliers for a lot of the information that they receive
1. Nearing the end of the year hiring decreases and the need for employee screening services decrease

2. There is significant competition within the industry

Some of the data used to perform the services are obtained from third party suppliers and government entities.  If there are businesses that are unable to maintain good relationships with these suppliers and entities, the service quality and availability may suffer as a result.  If the suppliers decide to discontinue the relationship, alternative data suppliers will have to be located and this could cause increased costs, disruption of services, and reduced quality.  There is also the chance that suitable third part suppliers could not be obtained and the loss of access to data could affect the financial condition of the business and affect the day to day operations of such businesses.

Although at first glance one would not think of the screening business as one that would be affected by seasonality but there is the chance that operations could be affected towards the end of the year due to a decrease in hiring by other companies that are trying to close out their year end accounting books and keep their costs down at that time.

Lastly, a major weakness for companies within the industry is the fact that there are several competitors competing for the same business.  Although there are companies that are hiring thousands of new employees every month, there are several businesses competing to screen these potential hires and there are some major companies that are very experienced at performing these services and they appear to dominate the market.  This highly competitive industry competes on the basis of price, quality, customer service and product and service selection.  The larger companies and competitors will be able to devote more resources to attracting customers and will better position themselves to respond to new technologies, changing customer preferences, and market trends.  This will make it hard for smaller competitors and small businesses to survive solely on the before mentioned basis of competition.

Industry Opportunities
The increased need for hiring quality employees will create opportunities for the industry to perform the services that they do best.  Increased negligent hiring cases will cause more and more companies to make sure that they are performing pre-employment screens so that in the event an employee commits a crime or hurts someone, the company will not be held liable.  Also, as technology continues to expand, companies within the industry that can adopt the emerging technologies quickest will be able to offer their customers better products and services thereby expanding there capabilities and operations.  Also, another amazing opportunity comes with the continued rapid globalization.  As American companies expand their operations overseas, there will be a need to screen employees from that country and the companies that learn the laws and proper ways that companies operate within the foreign country, they will be able to adapt their screening business to the locale of the American offshore operation.   The following table shows the increase of key indicators of U.S. foreign affiliates in 1990 and 2000 and these increases help to indicate the potential for growth within the employee screening industry as U.S. companies continue to expand operations overseas.

Key Indicators of the Operations of Nonbank Foreign Affiliates of U.S.

Companies (Billions of Dollars)

	Foreign affiliates of U.S.

companies


	
	1990
	2000

	Total Assets
	1,559.0
	5,260.2

	Sales
	1,493.4
	2,891.5

	Net Income
	84.6
	209.6

	U.S. exports of goodsa
	106.4
	203.0

	U.S. imports of goodsb
	102.2
	215.3

	Compensation of employees
	184.8
	302.6

	Employment (thousands)
	6,833.9
	9,606.9

	Gross product
	440.0
	704.5

	R & D expenditures
	10.2
	30.2


www.bea.gov9
aFor foreign affiliates, shows goods shipped to affiliates.

bFor foreign affiliates, shows goods shipped by affiliates.

Industry Threats

The last part of the SWOT analysis deals with threats that come from outside sources.  There are a few prominent threats that face the employee screening industry and are worth noting.  First, there is always a chance that the government could increase regulation regarding the use of personal information.  Increased regulation could cause businesses within the industry to comply causing an increase in expenses and a loss of revenue.  Second, in the event that theft of data from information services companies occurs, there might be an adverse affect for companies providing employee screening services.  This in turn could increase the chances of increased legal and regulatory scrutiny of the industry, which plays to the first threat mentioned.  The next threat deals with the security risk related to the electronic transmission of confidential information.  In the event that a security or privacy breach occurs to a company within the industry, the following is possible:

· exposure to liability

· increased expenses related to resolving breaches

· loss of customers

· suppliers may become hesitant with conducting business with the company
One of the last threats deals with technology.  Technology should always be a means for growth and opportunity but if a company relies on technology that becomes outdated and obsolete, the company is then at a competitive disadvantage.  There is no doubt that technologies will change and may become obsolete as newer ones are developed.  In order for companies to remain successful they must stay on top of changes and learn to use new technologies as they emerge and develop technology based solutions when needed.  If the companies cannot deal with the changes, business operations and the financial condition could suffer as a result.

Recommendations

Gone are the days when a business could screen potential employees by having them complete an application, maybe check with the listed references, and conduct an interview to get a feel for the person.  By looking at the previous research on the employee screening industry, the evidence shows that the importance of pre-employment screening has risen to new heights.  Today, companies large and small, are competing for the best people to fill more demanding jobs and must make sure they are doing all they can to ensure they have indeed made the correct personnel decisions.  Although this is important for large companies who have deep financial pockets, it is more important for small businesses that have limited money for hiring new employees and making a bad hire can result in the closing of the small business.  If the business does not close, not only are the expenditures of a bad hire lost, there are then replacement costs, exposure to litigation, loss of productivity and know-how resulting in the disruption of workflow.  Because of these reasons, small businesses should invest in effective hiring tools and practices that reduce turnover and replacement and the starting point is with pre-employment screening.  The following, in no particular order, provides some recommendations to small businesses when going through the process of hiring new employees.  Of course, depending on the nature of the business, some of these recommendations will need to be pursued to further extents by some businesses as compared to others.

1. Character Tests – Does the candidate have a genuine interest in the position and the profession?  If the person interviewing is looking for a job just to hold him over for a few weeks, then he probably is not the best choice.  Businesses should look for someone who is going to enjoy the work and give 100% while they are performing their duties.  This not only helps the work environment to be more positive but it goes a long way with conveying positive attitudes to the external stakeholders in which the employee will come in contact with.  The character test performed should be unique to the profession and the job in which the candidate is interviewing for.

2. Drug Testing – Personnel under the influence create an unsafe work environment that put workers and others at risk of being injured.  The test should be confidential and should also be processed within the day so that the potential candidate is not lost to another employer while waiting on results.  Drug testing also lets customers and others know that drugs in the workplace are not tolerated.

3. Multiple Interviews – By only conducting one interview, there is the chance that something will be missed or the candidate had a bad interview or was not feeling well.  Multiple interviews allows the interviewer to clear up any discrepancies, re-ask questions to ensure honesty and consistency, allow other managers/employees to get a feel for the potential candidate, and let the interviewee ask any additional questions.

4. Background Checks – Checking the past of a potential new hire is very important to the small business to help in minimizing the risk of negligent-hiring lawsuits as well as making sure the best people are employed at the business.  One thing to note is that all businesses have to comply with the Fair Credit Reporting Act and the Americans With Disabilities Act.  The small business has to have employees sign a disclosure form granting authorization to perform a background check.  This applies to credit reports and consumer reports as well and the laws vary from state to state therefore consulting with regulators and/or a lawyer is recommended.  Depending on how in-depth a background check is needed will depend on the position and the nature of the work that the business performs.  A background check can include data on the following:  academic records, driving records, social security number, workers’ compensation, personal references, previous employment, professional licensures, and criminal records.  The small business should perform all checks necessary and if any questions arise, remember that it is better to be safe than sorry.

These previous recommendations are not meant to be exhaustive and the only possibilities for a small business in the screening process of potential employees.  Rather, these are suggestions to help aid in the process and make the decision easier by cutting out the bad apples to where hopefully there are only bright red ones left.  Ultimately, the decision lies within the human resources department or the case with most small businesses, with the owner/manager and his or her personal feelings toward the capabilities of the candidate.

Since most small businesses do not have the resources or capabilities to perform these functions in-house, one further recommendation is to outsource the pre-employment screening to a employee screening company.  By allowing a professional to take on this work, the chances for more accurate and complete information is increased.  This person or company should be able to help with the legal arena involved as well and any state and federal regulations that apply to background screening.  Also, by working with a screening company, the legal liabilities are reduced as the employee screening company has assumed some of the liability.  The research on the industry will help small businesses look at players within the screening industry and know what to look for in that business before making a decision to outsource their pre-employment screening activities.  For example, a small business should want to work with a company that has the latest technology that will allow them to have the most up to date information that will ensure the best hire for any given position.  On the other hand, a small business should not work with a company that has experienced security breaches and is reckless with their work.  Regardless of the decision to do the screening in-house or outsourcing the work, small businesses should make sure they understand the process and have a general feel for the legalities of hiring employees.  Without this knowledge, it is only a matter of time before trouble arises.  There is help for small businesses and often times it is free.  Groups such as SCORE and the Small Business Administration (SBA) are great places to start to find information or talk to a representative who has more knowledge on hiring practices and the legalities surrounding them.

Conclusion

As the famous quote goes, “You can’t tell a book by its cover”, all businesses, especially small businesses, should take heed in this and perform due diligence when making hiring decisions.  Times have changed and the “word” of people cannot be trusted like they once could.  Deception is an everyday occurrence and sometimes there are people who take jobs just to try and get closer to fulfilling their evil scheme.  The fight for the highest quality employees is heating up and the businesses that perform the best screening processes will win in the end.  The employee screening industry gives insight into where this process stands today and the outlook of where it is going in the future.  It is paramount that large and particularly small businesses pay attention to this as it will mean the difference between “open and closed doors” for business.  Performing the best pre-employment screening process is the beginning on this road to success!
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