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Chapter17
Credit Records
and Laws

17.1 Establishing Good Credit

17.2 Evaluating Credit and Laws

Consider THIS

Renae is a full-time student and works part time on weekends and during the
summer. She has been able to save a little money. She has just turned 16 and is
learning to drive.

“I’d like to buy my own car,” she told her friend Bradley. “That way I can
drive myself to work. If I had my own car, I could work after school, too, and
I’d have a way to get to more school activities. As it is, I depend on my mom
to take me everywhere. She works, so she isn’t always available to take me
places. To get a car, I’ll have to get a loan. My mom says I’ll establish credit by
getting a loan, but because I don’t have any credit already, she’ll probably have
to cosign for me to get my first car loan.”
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17.1

Establishing Good Credit

G
O
A
L
S

n Discuss the purpose of credit
records.

n Describe the concept of
creditworthiness.

n Explain how to get started using
credit.

T
E
R
M

S

n credit history, p. 376
n credit bureau, p. 376
n credit report, p. 376
n subscribers, p. 378

n creditworthy, p. 378
n character, p. 378
n capacity, p. 378
n cosigner, p. 380

CREDIT RECORDS

Before granting you credit, a creditor will check into your past credit per-
formance: Did you pay your bills on time? How much total credit did you
receive? How much do you owe now and how large are your payments? Your
credit history is the complete record of your borrowing and repayment per-
formance. This record will provide answers to these questions and thus help
the creditor determine your ability to pay new debts.

YOUR CREDIT FILE
Every person who uses credit has a credit history on file at a credit bureau. A

credit bureau is a business that gathers, stores, and sells credit information to
other businesses. Maintaining credit files is big business. Credit bureaus
assemble and distribute detailed credit information concerning an estimated
150 million consumers.
When you open a new credit account, a person at the business submits

information from your application to the credit bureau. Each time you use
credit or make a payment, the business records the transaction. About once a
month, the business electronically transmits the data about your borrowing
and repayments to one or more of the three big national credit bureaus listed
below.

n TransUnion, www.transunion.com
n Experian, www.experian.com
n Equifax, www.equifax.com

The credit bureau enters the information into your file and stores it under
your Social Security number for identification. Local and regional credit
bureaus hook into the Big Three’s computer networks, making everybody’s
files widely accessible.
Credit bureaus issue credit reports about consumers. A credit report is a

written statement of a consumer’s credit history, issued by a credit bureau to

376 Unit 4 Credit Management

Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.



*vijay-rawat* D:/Temp_Dailyproduction/Ryan_120640/z_production/z_3B2_3D_files/ryan_0538449373_ch17.3d, 13/3/09/10:57:14, 18:24, page: 377

businesses. You can order a copy of
your credit report online at the credit
bureau’s web site or by writing to the
bureau. You can check your local tele-
phone book for the names and addresses
of credit bureaus in your area that can
also provide a credit report about you.
Ordinarily, a credit bureau will charge
$15 or more to give you your credit
file information. When you are denied
credit, you can get a free credit report if
you ask within 30 days of being denied.
In addition, there are other services
available related to your credit files,
including credit guard services and credit
freezing services.

Credit Guard

Credit guard services are available to
consumers who wish to hire a company
to monitor their credit files at the three
credit bureaus. With this type of ser-
vice, you receive an annual copy of each
credit report. You are notified whenever
anyone accesses your credit file for any
reason. The fee charged for this service
ranges from $15 a month to $50 a
month, depending on the degree of
“protection” provided. For example, you can supply a list of your credit cards,
and if one or more is lost or stolen, the service will have it canceled and notify
the credit bureaus on your behalf.
Some credit card companies offer this service to their customers. Independent

credit guard companies also provide this service. As a consumer, you should
recognize that you can do anything that these companies can do; you are
paying for the convenience of having someone else do it for you.

Credit Freeze

Many states have passed laws allowing consumers to “freeze” their credit
reports and files. A credit freeze is a consumer request that requires the credit
bureaus to deny all access to a consumer’s credit information or files. Thus,
new credit applications are blocked and loan solicitation information cannot
be given out by the credit bureau. Consumers that choose a credit freeze can
unfreeze their credit files when they wish to obtain new credit, and then
refreeze them when they are ready. Credit bureaus can charge a reasonable fee
(such as $15) for each of these activities.
Credit freezes have come about as a result of credit fraud and identity theft.

When another person opens credit in your name or uses your credit without
your permission, this can cause a significant drop in your creditworthiness.
Most experts agree that credit freezes are an important protection tool for
consumers.
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What kind of information is stored in your credit file?
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HOW INFORMATION IS GATHERED AND USED
Credit bureaus gather information from businesses, called subscribers, that

pay a monthly fee to the credit bureau for access to this information. Each
subscriber supplies information about its accounts with customers—names,
addresses, credit balances, on-time payment record, and so forth. Credit
bureaus also gather information from many other sources. Public records are
searched for information to add to a file. When someone applies to a business
for credit, the business (subscriber) asks the credit bureau for the applicant’s
credit report. Information in the credit report is then used as the basis
for granting or denying credit. Usually credit grantors (banks and retail
businesses), employers, landlords, and insurance companies have an interest in
credit reports. Before entering into a financial agreement with someone, they
want evidence that the person is financially responsible.

TYPES OF INFORMATION STORED
Any public information becomes part of your credit record. For example, if

you fail to pay your property taxes, file for bankruptcy, file for a divorce, or apply
for a marriage license, this information will appear in your credit record. Birth
announcements published in newspapers, job promotions, lawsuits, and other
visible activities are recorded. When you fill out a credit application, information
requested such as occupation, length of employment, spouse’s name and occu-
pation, residence, length of occupancy, number of children and other dependents,
and other related data is sent to the credit bureau by the subscriber.

CREDITWORTHINESS

Before potential creditors will grant credit to you, they must determine
whether you are a good risk—that you are creditworthy. A person who is
considered creditworthy usually meets five basic qualifications, called the five Cs
of credit: character, capacity, capital, conditions, and collateral.

CHARACTER: WILL YOU REPAY THE DEBT?
Character is a responsible attitude toward honoring obligations, often judged

on evidence in the person’s credit history. If you have character, you pay your
bills on time, and your credit history will show it. Creditors often use stability
as a measure of character as well. For example, a person who has moved six
times during the past year might not be considered a good credit risk.

CAPACITY: CAN YOU REPAY THE DEBT?
The financial ability to repay a loan with present income is known as

capacity. Before lending you money, creditors want to make certain that your
income is sufficient to cover your current expenses each month plus the
payments on the new loan.

CAPITAL: DO YOU HAVE SUFFICIENT
ASSETS TO SUPPORT THE DEBT?
Capital refers to financial assets (bank accounts, investments, and property)

you possess that are worth more than your debts. In other words, when you
add up all that you own (assets) and subtract all that you owe (liabilities),
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the difference (net worth or capital) should be sufficient to ensure payment of
your debt.

CONDITIONS: WHAT AFFECTS YOUR
ABILITY TO REPAY THE DEBT?
There may be “external” conditions that affect your ability to repay a debt.

For example, if the economy is slowing and many people in your geographic
area are losing their jobs, creditors may be less willing to loan to you. If you
lose your job, you may not be able to meet your payments. Therefore,
creditors want to know the following: How secure is your job? How secure is
the firm for which you work? How is the employment situation in your
geographic location and in your occupation?

COLLATERAL: WHAT ASSETS ARE
PLEDGED TO SUPPORT THE DEBT?
Collateral is property pledged to assure repayment of a loan, such as the

house, car, or furniture being purchased. Collateral protects creditors, making
them more willing to lend to you. If you do not repay your debt as agreed,
they can sell the collateral to collect on the debt.

GETTING STARTED WITH CREDIT

Establishing a good credit record is a slow pro-
cess. It can take several years of responsible money
management to prove your creditworthiness.

BEGIN WITH A SAVINGS
ACCOUNT
Open a savings account. Start at a financial

institution that will not charge you a monthly fee
when your savings account balance is small. Credit
unions and some banks allow minors to establish
accounts with small balances and waive normal
fees charged to other depositors. Also, choose a
financial institution that has full services available
as you prove yourself: checking accounts, loans,
and credit cards. Each month or pay period, make
a deposit to your savings account. Keep your
account growing through regular saving.

OPEN A CHECKING ACCOUNT
As soon as you have enough money in your

savings account to allow you a little “cushion,”
open a checking account. This will provide a
convenient method of paying your bills when you
have credit accounts and will serve as a record-
keeping system for your budget. Choose the
checking plan that is the least expensive and most
convenient for you. Then carefully manage your
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Why is starting a savings account helpful in establishing your
creditworthiness?
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checking account. Do not write checks
when your account contains insuffi-
cient funds to cover them. Bouncing
checks will tarnish your creditworthi-
ness. Record all your transactions
immediately in your checkbook regis-
ter and balance your checkbook as
soon as you receive your statement. In
this way, you will always know how
much is in your account, so that you
won’t bounce a check accidentally.

OPEN A STORE CREDIT
ACCOUNT
Your parent or guardian may need

to serve as cosigner to help you open
your first credit account. A cosigner
is someone who promises to pay if
the borrower fails to pay. Many stores

will allow you to open a small account with a responsible adult as a cosigner.
Make small purchases on your new account and pay the bills promptly, using
your checking account. Be sure to make your monthly payments on or before
the due date. If you mail your payment, allow sufficient time for your payment
to arrive before the due date. Never pay late!

GET A SMALL LOAN
Take out a small loan from the credit union or other financial institution where

you have your savings and checking accounts. Use the money to buy something
you really need. Then pay back the loan as agreed. Make early payments if
possible. A six-month loan is sufficient. Again, you may need to rely on your
parents or another adult with a good credit record to cosign your first loan.

APPLY FOR A CREDIT CARD
With credit established for a couple of years, a part-time job, and a few credit

references, you might now be eligible for a major credit card, such as a Visa or
MasterCard. Check the application carefully and ask about the income require-
ments. If you do not make enough money to qualify for the card, do not apply
until you do.
It’s often easier and usually safer to apply for a card with your credit union or

bank. Because you have a savings and checking account with them, they
already know you. They may give you a smaller credit limit to get started, but
they will raise that as you continue to manage your account wisely.
Banks and other financial institutions will have brochures explaining the

terms and conditions of their credit cards. You will be less likely to be hit with
high interest rates or fees than if you apply to a credit card company online or
respond to an unsolicited credit card offer.
Once you have your first credit card and you make the payments without fail,

you will find it easy to obtain additional credit. It’s good to have credit available
in case you need it, but don’t take out too much credit. Two or three credit cards
should be sufficient at any given time.

If you have trouble qualifying for a credit card, you may
opt to apply for a secured card. These cards have credit
limits based on a required deposit made by you into a
savings account. You use the card just as you would
any other credit card. Access www.cengage.com/school/
pfinance/mypf and click on the link for Chapter 17. Read
the article about secured credit cards. What is a typical
credit limit for a secured card? How can you best use a
secured credit card as a stepping stone to getting an
unsecured card? Which is likely to be a better deal: a
secured card or an unsecured card? Why?

www.cengage.com/school/pfinance/mypf
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ISSUES IN YOUR WORLD

TEENAGE CREDIT
Many businesses are finding it financially rewarding to offer credit to teenagers.
The logic is simple! Teenagers have a lot of money to spend, whether it is earned
or supplied by parents. Because teenagers make many buying decisions, from clothing
to automobiles, they are a market worth targeting.

Retail businesses that sell merchandise to teenagers are the first to admit that their
teenage customers are important to them. By extending credit to teens, they are
winning loyalty and at the same time helping teens get established with credit.

A typical teenage credit account might begin at age 16. The applicant (teenager)
should have some steady source of income, whether it is from a part-time job or
from parents. In most cases, the teenager needs parental permission. Permission is
expressed in the form of a parent’s signature as cosigner on the account. Otherwise,
the teen would be turned down if he or she applied for credit alone. A parent’s
signature on the credit application allows the credit grantor to rely on the parent’s
credit rating at first. If the teenager fails to make the payments, the parent, as
cosigner, is responsible for the amount owed.

Why would parents consider such a deal? Many parents want their teenagers to
be able to do some shopping on their own, to learn responsibility, and to get their
own credit record established.

Typically, teen credit accounts also have a low credit limit, or maximum amount that
they can spend on credit. However, even a $300 credit limit would allow a teenager
to charge purchases, pay them off responsibly, and build a good credit record. By
keeping the credit limit low, merchants and parents are assured that young people
just beginning to use credit won’t get carried away and get into debt trouble.

THINK CRIT ICALLY

1. Do stores in your area extend credit to teenagers? If so, under what conditions?

2. Would you like to get established in credit early? How would you pay for the
purchases you make?

3. Pick several stores where you would like to have a credit account. Why did
you choose these stores?
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17.1

Assessment

KEY TERMS REVIEW
Match the terms with the definitions. Some terms may not be used.

1. Businesses that supply information to
credit bureaus about their customers

2. Someone who promises to pay if the
borrower fails to pay

3. Complete record of your borrowing
and repayment performance

4. A business that gathers, stores,
and sells credit information

5. A determination that you are a good
credit risk

6. A written statement of a consumer’s
credit history

7. The financial ability to repay a loan from present income

CHECK YOUR UNDERSTANDING
8. How do credit bureaus gather information for your credit file?

9. What does “creditworthiness” mean?

10. Why is it important to make payments on time?

APPLY YOUR KNOWLEDGE
11. As a teenager, you would like to get started in establishing a good

credit history. Based on your personal situation and the stores and
banks in your area, prepare a plan that you might follow in getting
started using credit.

THINK CRIT ICALLY

12. As a consumer, you have the right to see what is in your credit files at
the three major credit bureaus. Why is it important for you to check the
content of your credit files at least once a year?

13. Are credit guard companies a good deal for consumers? Why or why not?

14. Why would a person want to freeze his or her credit?

a. capacity

b. character

c. cosigner

d. credit bureau

e. credit history

f. credit report

g. creditworthy

h. subscribers
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17.2

Evaluating Credit and Laws
G
O
A
L
S

n Describe credit ratings and a point
system used for evaluating credit.

n Outline the contents of a credit
report.

n Discuss major credit laws and
explain how they protect
consumers.

T
E
R
M

S

n credit rating, p. 383
n A-rating, p. 383
n B-rating, p. 383
n point system, p. 384

n credit score, p. 384
n discrimination, p. 390
n debt collector, p. 391

EVALUATING CREDIT

Credit bureaus evaluate each consumer based on his or her credit history,
amount of credit, and ability to take on additional debt. There are two major
classifications used to evaluate consumers—their credit rating and their credit
score.

CREDIT RATING
Your credit rating is a measure of cred-

itworthiness based on an analysis of your
credit and financial history. This process
rates consumers according to how reliably
they pay back money borrowed or charged.
Credit bureaus can analyze data and supply
a rating, or they can supply credit files
(names of customers, account balances, and
payment records) to which subscribers can
apply their own rating systems. Many large
businesses prefer to prepare their own rat-
ings. Consumers may earn ratings such as
excellent, good, fair, or poor.
To earn an excellent credit rating, some-

times called an A-rating, a customer pays
bills before the due dates. If a payment is
due on the fifth of the month, it is received
before the fifth. An A-rating also means
that credit is well established (used suc-
cessfully for many years), there are no
missed payments, and debts are paid off
early.
To earn a good credit rating, which is

designated a B-rating, a customer pays ©
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How can you earn an excellent (A-rating) credit rating?

Chapter 17 Credit Records and Laws 383

Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.



*vijay-rawat* D:/Temp_Dailyproduction/Ryan_120640/z_production/z_3B2_3D_files/ryan_0538449373_ch17.3d, 13/3/09/10:57:14, 18:24, page: 384

bills on the due date or within a ten-day grace period. A payment due on the
first of the month is received no later than the tenth of the month. (When a
bill is paid within ten days of its due date, this is considered an automatic grace
period.) A good customer pays around the due date, but never outside the
grace period, and does not miss any payments.
A fair credit rating is earned by a customer who usually pays all bills within

the grace period, but occasionally takes longer. Late charges are sometimes
applied, but normally no reminder is needed. This person is often described as
slow in paying but fairly dependable.
People with a poor credit rating are usually denied credit because their pay-

ments are not regular. They miss some monthly payments, and they must be
reminded frequently. In many cases, they have failed entirely to pay back a
debt, have filed for bankruptcy, or have otherwise shown that they are not a
good credit risk.

CREDIT SCORE
Credit bureaus as well as some larger creditors have point systems on which

credit ratings are based. In a point system, the credit bureau assigns points
based on factors such as amount of current debt, number of late payments,
number and types of open accounts, current employment, amount of income,
and so on. When your points are added up, they result in a credit score that
tells potential creditors the likelihood that you will repay debt as agreed. The
higher your score, the greater the chance you will be a good credit risk.
Business subscribers then use these scores as part of their decision to grant or
deny credit. Your score is based on data provided to credit bureaus. If the data
is wrong, so is your score.

Your FICO Score

FICO (Fair Isaac and Company) scores are the credit scores most lenders use to
determine credit risk. Each person has three FICO scores, one for each of the
three credit bureaus. As information changes, your scores change as well. FICO
scores affect loan terms, such as interest rate, that you will be offered.
To calculate a FICO score, you must have at least one account open for at

least six months. Your FICO scores may be different at each of the credit
bureaus because of varying information collected and slight differences in the
way the rating system is applied.
FICO scores are calculated based on five categories: payment history (35%),

amounts owed (30%), length of credit history (15%), new credit (10%), and
types of credit used (10%).

1. Payment history is rated based on how you pay your debts; the presence of
bankruptcy, liens, or collections; and whether accounts are past due or paid
as agreed.

2. Amounts owed is rated based on the amounts owed on accounts, amounts
owed on specific types of accounts, lack of balances, and proportion of
credit line used.

3. Length of credit history is rated based on the oldest account opened and the
average age of all accounts. Accounts that have been open for a long period
of time reflect positively on your score.
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4. New credit is rated based on the number of recently opened accounts and
the number of recent credit inquiries.

5. Types of credit used is rated based on the mix of credit accounts, such as
credit cards, retail accounts, installment loans, mortgages, and so on.

Figure 17.1 is a credit score point system that would be typical for a credit
bureau or other creditor.

How Errors Are Made

When a credit report contains errors, it often is because it is incomplete or
contains information about someone else. For example, a clerical error in
reading or entering a name or address, an inaccurate Social Security number,
or loan payments that are applied to the wrong account can cause errors.

Credit Inquiries

A credit inquiry is an item that indicates a business with a “permissible pur-
pose” has requested a credit check. Businesses can make an inquiry without your
permission or knowledge, but usually these don’t count toward your score.
When you apply for a loan, mortgage, or other credit, you authorize the lender
to check your credit. These inquiries, which are prompted by your own actions,
will affect your FICO score. For example, if you are rate shopping at various
financial institutions to get the best loan, you will have many credit inquiries.
These inquiries are an indicator that you are looking to increase your debt.

Improving Your FICO Score

To raise your FICO score takes time and patience. Pay your bills on time. If
you have missed payments, get current and stay current. Keep balances low on
credit cards and revolving credit. Pay off debt rather than moving it around.
Open accounts slowly—not a bunch at a time. Some experts suggest that too
many open accounts, even unused, can hurt your credit score because of the
potential for obtaining more available credit than you are able to handle.

FIGURE 17.1 Credit Scores

SCORE EXPLANATION

800 – 950 Excellent. Has used credit wisely; has considerable capital but
low revolving debt. Pays off credit monthly; rarely carries
credit balances other than home mortgage loan.

700 – 799 Good. Has good credit payment record; good, solid income
and the ability to repay debts. Pays monthly credit obligations
on time and pays more than the minimum.

500 – 699 Fair. Has considerable debt and is making obligations within
the grace period; makes minimum payments; income is
adequate; may have some small credit discrepancies.

Below 500 Poor. Not able to take on much debt; some credit history but
not well established; income may be questionable; has had
some credit problems in the past.
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CREDIT REPORTS

Credit files are updated continuously, and information stays in the file for
seven years. Bankruptcy information stays in the file for ten years. Credit reports
are requested for credit applications, employment applications, and insurance
reasons. Reports from different credit bureaus may be arranged differently, but
they all contain sections similar to those shown in Figure 17.2, described as
follows.

n Summary of Information. This first section is a summary of negative
and positive items. It tells the subscribers what to look for as they go
through the information that follows. Negative items could harm your
ability to get credit. Accounts in good standing are favorable to your
credit.

n Public Record Information. This section lists information found in public
records. You would expect to find any lawsuits, judgments, bankruptcy,

property purchase and sale, marriage, divorce,
adoption, and other public information avail-
able to anyone who searches public records.

n Credit Information. This section lists credit
accounts, including those with department
stores, credit card companies, and other loans,
that have been reported to credit bureaus. It
reports details such as each account’s high
balance since the account was opened and the
current payment status.

n Account Detail. This section shows the monthly
balances of accounts. It also lists the credit limits
that have been reported.

n Requests for Credit History. This section lists
every business that has sought information from
your credit file. It includes requests by potential
employers, creditors, insurance companies, and
others, along with requests that you may have
made to inspect your own credit records.

n Personal Information. This section lists the
personal information that you have given when
applying for credit or that is available through
public records. It includes your name and
previous names, your contact information,
whether you own or rent, your date of birth,

your Social Security number, your driver’s license number, your spouse’s
name, and your employers and salaries.

CREDIT LAWS

The government has passed a number of laws to protect consumers from unfair
credit practices. Each law was intended to remove some of the problems and
confusion surrounding the use of credit. Together, these laws set a standard for
how individuals are to be treated in their daily credit dealings. Several of these
laws are summarized on the following pages.
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Why should you check your credit report for errors?

386 Unit 4 Credit Management

Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.



*vijay-rawat* D:/Temp_Dailyproduction/Ryan_120640/z_production/z_3B2_3D_files/ryan_0538449373_ch17.3d, 13/3/09/10:57:14, 18:24, page: 387

FIGURE 17.2 Credit Report

PERSONAL CREDIT REPORT

Prepared for Report Date Report Number Summary of Information:
Jane Smith June 1, 20-- 108881 Potentially negative items:

Public records 2
Accounts with creditors 2

Accounts in good standing: 3

Public Record Information:
                     Liability

Source                                     Date Filed       Responsibility       Amount              Comments

1.  Jess County Courthouse  3/2007           Joint         $5,000              District Court
                 complaint (defendant)

2.  U.S. District Court  6/2004           Joint        $85,000  Bankruptcy
 discharged 11.01

Credit Information:
                             Date Opened          Type/          High

Source                                     Last Report          Responsibility    Payment                  Amount                             Status

3.  Fidelity Bank (VISA) 6/2003              Individual        Revolv.         $5,000 Late 2 pmts
       $100 min.

4.  CC & C Credit 10/2004                             Individual         Install.        $8,500 Late charges-3
       $200/mo.

5.  U.S. Finance Co. 3/2008              Joint         Install.       $18,000                 Current
        $350/mo.

Account Detail:
Source                                     Date/Balance

6.  U.S. Finance Co. 3/2008  $0   4/2008 $17,850  5/2008 $17,700  6/2008 $17,500  7/2008
$17,250  8/2008 $17,000

7.  Merlo's Dept. Store 5/2007 $0   6/2007 $500   6/2007 $850   7/2007 $700  8/2007 $900
9/2007 $1,000  10/2007 $800  11/2007 $900  12/2007 $1,000
1/2008  $900   2/2008  $700  3/2008  $500  4/2008 $300  5/2008 $100
6/2008  $0

Between 5/2007 and 6/2008 your credit limit was $2,500.

Others Who Have Requested Your Credit History: Requests Initiated by You:
11/2007 Bill's Frame Shop (employment check) 5/2008 Credit report for denial of credit
2/2008 ABCD Mortgage Co.  (related to real estate offer)
8/2008  Art's Motors (car loan application)

Personal Information:
Names: Jane L. Smith Social Security Number: 999-00-9999

Jane Louise Smith
J. L. Smith

Residences: 123 Main Street Single-family house (owned) 4488 West Melody Lane Condominium (rental)
Clio, CA  90001 Brighton, NJ  02411

Date of Birth: 9.23.1971 Driver's License Number: CA0948X23
Telephone Numbers: 503.555.3331

253.555.4441

Spouse's Name: John B. Smith
Employers: Cranston Bakery (Partner) $48,000  salary,  reported 3/2/2008

4480 West Palm Beach
Clio, CA  90022

McGraw School District $37,000 salary, reported 2/1/2003
42 Maple Wood
Clinton, NY  00442
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CONSUMER CREDIT PROTECTION ACT
The Consumer Credit Protection Act, also known as the Truth-in-Lending

Law, requires lenders to fully inform consumers about all costs of a credit
purchase before an agreement is signed. Lenders must disclose the finance
charge, which is the total dollar amount of all costs of the credit, including
interest, service fees, and any other costs. Lenders must also state the annual
percentage rate (APR), which is the yearly percentage of interest charges that
must be calculated the same way by all lenders. Consumers can use the APR to
compare costs from different lenders. In addition, the law requires a grace
period of three business days in which purchasers can change their mind about
a credit agreement. The law also limits the consumer’s liability to $50 after the
consumer reports a credit card lost or stolen. There is no liability if the card is
reported lost prior to its fraudulent use.

FAIR CREDIT REPORTING ACT
If you are denied credit based on a credit report, inaccurate information in

your file may be the cause. Under the Fair Credit Reporting Act, you have a
right to know what is in your file and who has seen your file. A listing of
requests made for your file for credit purposes in the last six months, and for
employment purposes in the last two years, must be available to you. You may
see your credit file at no charge within 30 days of a credit denial. A small fee
may be charged in the event you want to see your file at any other time for any
reason. You have the right to have inaccurate information investigated, cor-
rected, and deleted from your file and have a new report furnished to creditors.
Or, if potentially damaging information in the file is essentially correct, you
can write a statement giving your side of the story. Your statement must be
added to the file.

  VIEW  Points
Some people believe that
credit bureaus are too power-
ful and do not adequately

safeguard consumer informa-
tion. For example, there are many

errors contained in credit files.
Information is gathered and shared with-

out the knowledge or consent of consumers.
Credit bureaus sell information about consumers
and provide lists of consumers who meet certain
criteria. This information is often used by busi-
nesses to send out unsolicited credit offers.
Consumer privacy advocates believe that con-

sumers should have more control over their
private and personal information contained in
credit files. Rather than being allowed to “opt

out” of having information supplied atwill, they
believe that credit bureaus should have to get
written permission of consumers (called opt-in)
before they can sell and distribute information
about them. Credit bureaus disagree and
believe the information is their property and
that of their subscribers. They believe they need
to have free access to it and be able to share it in
order to generate business profits.

THINK CRIT ICALLY

With which position do you agree? Why?
Would you choose to opt-in if this was an
option? Explain why or why not.
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FAIR CREDIT BILLING ACT
Under the Fair Credit Billing Act, creditors must resolve billing errors within

a specified period of time. A statement is an itemized bill showing charges,
credits, and payments posted to your account during the billing period.
Suppose your monthly statement showed purchases you did not make.
Perhaps a company billed you for merchandise you ordered but did not
receive. Creditors are required to have a written policy for correcting such
errors.
If you believe your bill contains an error, act immediately. Write a letter

giving a complete explanation of why you believe there is an error. Be specific
about the amount in dispute, when you noticed the error, and any details
relevant to the disputed amount. Figure 17.3 shows an example of what you
might say. Include your account number and your contact information.

FIGURE 17.3 Letter Reporting Billing Error

P.O. Box 4848
Milwaukee, WI 40412-4848
April 10, 20--

Melon Visa Bank
Customer Service Center
24 Chambers Street
New York, NY 02040-3112

RE: ACCOUNT # 4902 3818 4783 1783
        Disputed Amount: $289.00 Melvin’s, 3/21/--

As stated in my telephone conversation with Melanie at your 800 number on 
April 9, 20--, I am hereby disputing the above charge.

Copies of the invoice and other documentation for the purchase I made on 
March 21 at Melvin’s Auto Repair are enclosed. I am disputing the amount listed 
because the service provided was unsatisfactory. I was charged $589, but within 
a week, the same operational problem occurred. I asked Melvin’s to correct the 
problem, but the manager said it was not the company’s responsibility and that    
I would be charged an additional $200 in parts and labor. As you can see, I then 
went to Barlow’s and had the defective part fixed for $300. Therefore, I believe 
that of the $589, which is the fair market value of the product, I should not have 
to pay more than $289 to Melvin’s.

You can reach me at (201) 555-2372 on weekdays. My e-mail address is listed 
below. Please let me know if you need any further information.

Thank you,

Jackie B. Chen
JACKIE B. CHEN
Jackiebc@starnet.com

Enclosure
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Your complaint must be in writing and mailed within 60 days after you
receive the statement. The creditor must acknowledge the complaint within
30 days. Within 90 days, the creditor must either correct the error or show
why the bill is correct. You are not liable for the amounts in dispute while the
error is being investigated. However, you must still make payments on all
other amounts. Figure 17.4 is an example of a written policy for handling
billing errors.

EQUAL CREDIT OPPORTUNITY ACT
The Equal Credit Opportunity Act was designed to prevent discrimination in

the evaluation of creditworthiness. Discrimination is treating people differ-
ently based on prejudice rather than individual merit. There are many legit-
imate reasons for denying an applicant credit. Some reasons, however, are
considered discriminatory. The act specifies the following:

n Credit may not be denied solely because you are a woman, single, married,
divorced, separated, or widowed.

FIGURE 17.4 Error-Correction Policy

IN CASE OF ERRORS OR INQUIRIES ABOUT YOUR BILL:

The Fair Credit Billing Act requires prompt resolution of errors. To preserve
your rights, follow these steps:

1.  Do not write on the bill. On a separate piece of paper, write a description
     as shown below. A telephone call will not preserve your rights.

     a.  Your name and account number.
     b.  Description of the error and your explanation of why you believe
          there is an error. Send copies of any receipts or supporting evidence
          you may have; do not send originals.
     c.  The dollar amount of the suspected error.
     d.  Other information that might be helpful in resolving the disputed
          amount.

2.  Mail your letter as soon as possible. It must reach us within 60 days after
     you receive your bill.

3.  We will acknowledge your letter within 30 days. Within 90 days of
     receiving your letter, we will correct the error or explain why we believe
     the bill is correct.

4.  You will receive no collection letters or collection action regarding the
     amount in dispute; nor will it be reported to any credit bureau or collection
     agency.

5.  You are still responsible for all other items on the bill and for the balance
     less the disputed amount.

6.  You will not be charged a finance charge against the disputed amount,
     unless it is determined that there is not an error in the bill. In this event,
     you will be given the normal 25 days to pay your bill from the date the bill
     is determined to be correct.
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n Credit may not be denied specif-
ically because of religion, national
origin, race, color, or age (except
as age may affect your ability to
perform or your ability to enter
into contracts; for example,
minors cannot be held liable for
their contracts because they are
not considered competent
parties).

n Credit may not be denied
because you receive public
assistance (welfare), unemploy-
ment, Social Security, or retire-
ment benefits.

n Credit applications may be oral
or written. However, a creditor
is prohibited from asking certain
questions, either orally or in
writing, such as: Do you plan to
have children? What is your
ethnic origin? What church do
you attend?

n A creditor may not discourage you, in writing or orally, from applying for
credit for any reason prohibited by the act (such as being divorced).

In addition to these prohibitions, the act states that creditors must notify you
of any action taken on your credit application within 30 days of submission. If
you are denied credit, the denial must be in writing and must list a specific
reason for the denial. After a denial of credit, the creditor must keep for
25 months all information used to determine the denial and any written
complaint from you regarding the denial. You have the right to appeal, and the
creditor must give you the name and address of the federal agency that
enforces compliance with the law.
Also, the act requires new accounts to reflect the fact that both husband and

wife are responsible for payment. In this way, both spouses establish their own
credit histories. Existing accounts should be changed to assure that both the
wife and husband receive credit for the payment record.

FAIR DEBT COLLECTION PRACTICES ACT
The Fair Debt Collection Practices Act was designed to eliminate abusive

collection practices by debt collectors. A debt collector is a person or company
hired by a creditor to collect the overdue balance on an account. The fee
charged by the debt collector is often half of the amount collected. The law
prohibits use of threats, obscenities, and false and misleading statements to
intimidate the consumer into paying. It also restricts the time and frequency of
collection practices, such as telephone calls and contacts at place of employ-
ment. Debt collectors are required to verify the accuracy of the bill and give
the consumer the opportunity to clarify and dispute it.
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Why do you think creditors are prohibited from asking certain questions?
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Planning a Career in... Debt Collection

Almost one in four debt collectors
works for a collection agency. Oth-
ers work for banks, retail stores,
government agencies, doctors’ of-
fices, hospitals, and other creditors.
Bill or debt collectors keep track of
accounts that are overdue and
attempt to collect payments.

Investigation plays a role as
collectors locate and notify consum-
ers of overdue accounts. Most con-
tacts are made by phone. Collectors
may need to obtain information
about debtors from phone compa-
nies, employers, credit bureaus, and
neighbors. When a person has
moved, they must try to locate them.
Finding a new address is called “skip
tracing.” New computer systems
assist in tracking customers who
change address or other contact
information on any open accounts.

Collectors try to convince con-
sumers to pay. If they are unsuc-
cessful, legal steps will follow. In an
office environment, debt collectors
often must meet targets (quotas) for
debt recovered within a certain
period (such as a month).

Employment Outlook
l A higher than average rate of

employment growth is expected.

Job Titles
l Debt collector
l Bill collector
l Collection manager
l Collection agent
l Recovery specialist
l Medical collector

Needed Skills
l High school education is

required; post-secondary
training is preferred.

l Persistence and patience are a
must.

l Good communication and
negotiation skills are required.

What's it like to work in. . .
Debt Collection
Jan works as a debt collector for a
local collection agency. When a cus-
tomer has failed to pay for 30 days
beyond the due date of a loan or
account payment, accounts are
referred to Jan for a preliminary
contact. If customers do not respond,
formal collection procedures begin.

Each day, Jan keeps track of
accounts and payments. She makes
sure people are paying as agreed.
She works with customers to create
special payment plans to help
accommodate their budgets. She
follows up with phone calls for those
who need reminding. She is on the
phone six or more hours a day talk-
ing to people and trying to reach an
agreement for repayment of debt.

Jan has her own collection
accounts, but she compares notes
with other collectors to stay current
on different collection techniques.

What About You?
Are you good at negotiation and
persuasion, yet patient and persis-
tent? Are you willing to work with a
strict set of rules of what you can and
cannot do? Could a career as a debt
collector be right for you?
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17.2

Assessment

KEY TERMS REVIEW
Match the terms with the definitions.

1. A method of evaluation in which
points are assigned by a credit
bureau based on several factors

2. An excellent credit rating

3. A good credit rating

4. Treating people differently based
on prejudice rather than individual
merit

5. A measure of creditworthiness
based on an analysis of your credit
and financial history

6. The total of assigned points used to determine the likelihood that you
will repay debt as agreed

7. A person or company hired by a creditor to collect the overdue
balance on an account

CHECK YOUR UNDERSTANDING
8. What are some things you can do to maintain a good credit rating?

9. Why might a credit report be requested by individuals and businesses?

10. What should you do if you believe there is an error on your credit card
statement?

APPLY YOUR KNOWLEDGE
11. Explain the purpose of credit ratings and credit scores. Who uses them and

why?

THINK CRIT ICALLY

12. How is an excellent (A-rating) different from a good (B-rating)? What can
you do to improve your credit rating or score?

13. Credit reports contain personal, financial, and other private information.
Why is it important for you to monitor the contents of your credit file?

14. Why should you follow up and get a free credit report if you are denied
credit? What can you do?

a. A-rating

b. B-rating

c. credit rating

d. credit score

e. debt collector

f. discrimination

g. point system
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17

Chapter Assessment

SUMMARY

17.1
n Your credit history is a complete record of your experience with credit.

n Credit bureaus collect information about consumers’ credit transactions
from businesses and prepare credit reports about individual consumers
for their business subscribers.

n Businesses use a consumer’s credit report to decide whether to grant
credit.

n Businesses judge your creditworthiness based on the five Cs of credit:
character, capacity, capital, conditions, and collateral.

n To start building a good credit history, follow these steps: open a savings
account, open a checking account, open a store credit account, get a small
loan, and apply for a credit card.

n You may need a cosigner to get started with credit. A cosigner guarantees
that payments will be made.

17.2
n Your credit rating, such as an A-rating (for excellent) or a B-rating (for

good), is a measure of your creditworthiness based on an analysis of
your credit and financial history.

n Many credit bureaus rate consumers’ creditworthiness on a point system,
assigning points based on debt, payment history, income, and other
factors. Assigned points are totaled to determine your credit score.

n Credit reports provide information about individual consumers, including
public record information, credit information, account details, and
personal information.

n The Consumer Credit Protection Act (Truth-in-Lending Law) requires
full disclosure of all costs of credit, including finance charge and APR.

n The Fair Credit Reporting Act gives you the right to inspect your credit
file and to make changes or dispute information contained in the file.

n The Fair Credit Billing Act requires creditors to resolve billing errors within
a reasonable time.

n The Equal Credit Opportunity Act prohibits discrimination in judgment
of creditworthiness.

n The Fair Debt Collection Practices Act prohibits abusive collection practices
by debt collectors.
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APPLY WHAT YOU KNOW

1. Visit the web site of one of the three major credit bureaus listed in
Lesson 17.1. In no more than one page, summarize what the bureau
includes in its credit reports and outline the procedure you would
have to follow to get a copy of your own report.

2. What kinds of credit do you think you will be using in five years? How
will you establish a good credit rating to be eligible for increasing credit
limits and privileges?

3. Assume you have a well-established credit history and have filled out
an application for credit at a local department store. The store has
notified you that it cannot give you credit because you have a poor
credit rating. What are your rights, and what are some things you should
do? You have not missed any payments or made any late payments,
and you have paid off previous debts as agreed. Suppose there is an
error. What responsibilities does the credit bureau have to you?

4. The Federal Reserve System has a publication entitled “Consumer
Handbook to Credit Protection Laws.” Search for this publication online.
Choose one of the sections to read and summarize the main points in a
one-page report.

5. Describe what you must do if you believe a statement you receive from
a creditor contains an error. Describe the process for error correction,
including your responsibilities and time limits and the responsibilities
and time limits of your creditor.

MAKE ACADEMIC CONNECTIONS

6. Communication Write a two-page paper about credit reports, credit
ratings, and credit scores. Explain what they are, how they work, and
how everyone is affected by them. Give both favorable and unfavorable
analyses of how consumer information is gathered and used.

7. History Conduct library and Internet research about credit bureaus—
what they are, when they began, how they are regulated, and the
opposition to their practices by consumer privacy advocates. Cite your
sources and give direct quotes where possible. Give a historical perspec-
tive to the need for credit bureaus.

8. Research Using online sources such as the Federal Trade Commission’s
web site, find out how your personal information can be revealed
through a procedure called pretexting. Explain how it works. Countering
pretexting are organizations such as EPIC (Electronic Privacy Information
Center). Explain what it does.

9. Careers Explore what it would be like to work in the Consumer
Protection Division of a state attorney general’s office or for a federal
agency such as the FTC (Federal Trade Commission). How are consumers
able to make/file complaints? What does the government agency do
to help them? What would be your role as a government employee?
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SOLVE PROBLEMS AND

EXPLORE ISSUES

10. Obtain a credit application from a local merchant or national credit card
company. On a separate piece of paper, create two columns. List
each question on the form in the left column. In the right column,
indicate whether each question is (a) a personal question, (b) a payment
record question, (c) an employment stability question, or (d) an income
question.

11. Your friend Krista has just been turned down for credit. She works part
time and would like to obtain a credit card from a local department
store. The department store stated lack of credit history as the reason
for credit denial. Is there anything Krista can do?

12. You have just received your monthly Visa bill. There is a charge on
your bill of $42, but you have a receipt showing the amount should
have been $24. You made the purchase at a local clothing store
one month ago. You returned to the store to try to resolve the problem,
but the store manager was of no help. Write a letter to the local
bank that issued the Visa card and explain the error.

13. Obtain a written error policy supplied by a local or national credit card
company or other creditor. Companies that sell over the Internet should
state their policy at their web site. Compare the policy statement with
Figure 17.4 and describe the similarities and differences.

14. Your friend Enrique was denied credit, so he asked for a copy of his
credit report from one of the national credit bureaus. On examination
of the report, he discovered several errors. For example, the report
showed a previous employer and account that he never had. It also
showed a previous address in another state that was not correct.
What can Enrique do about this incorrect information?

15. Evaluate your creditworthiness based on the five Cs of credit: character,
capacity, capital, conditions, and collateral. What do you conclude?

EXTEND YOUR LEARNING

16. Legal Issues Your neighbor recently purchased a refrigerator on credit
but was unable to continue making payments because he lost his job. In
the last week, he has received abusive telephone calls at home from a
debt collector. Your neighbor has volunteered to return the refrigerator,
but the debt collector refuses and threatens him with public humiliation.
The collector has now come to your house looking for him and has
made false and degrading comments about the neighbor’s character.
Are the debt collector’s actions legal? Why or why not? What advice
would you give to your neighbor? Are there any laws that protect him?

For related activities and links, go to www.cengage.com/school/pfinance/mypf
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