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A mini-lesson for: 

high school teachers 

adult and community educators 

students and consumers 

This mini-lesson includes learning objectives, background information, discussion questions, an activity, bankruptcy worksheets and sources of additional information. 

OBJECTIVES

Learners will:

· identify common credit problems confronted by low-income consumers. 

· analyze ways low-income consumers can avoid credit problems.

Who are the Low-Income?

Most Americans will experience low income at some point in their lives. Many people are less affluent, at least temporarily, because of circumstances beyond their control. They may have lost jobs due to illness or downsizing. They are often children, older people, single parents, or college students. They may be widowed or divorced. They are often undereducated and trapped in urban ghettos or rural pockets of poverty. This mini-lesson addresses the significant challenges of managing consumer credit while dealing with low income.
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Why Use Credit?

Across all income levels, people want to improve their lives. They often want better jobs, more education and training, better housing and more of the comforts we have come to expect in the United States. Credit can be useful when other funds are not currently available. Making credit purchases can be more convenient than using cash. When a product is defective, the consumer has greater leverage with the seller if it is a credit purchase.

On the other hand, credit commits future income, making tight budgets in low-income households even less flexible. Credit makes it easy to charge impulse purchases that the buyer may later regret. Credit purchases are almost always more expensive than paying cash because of finance charges. And when credit payments are not made on schedule, late fees must be paid, items may be repossessed, wages garnished, and credit records blemished.

Should Low-income Households Use Credit?

Should everyone be able to obtain a credit card, a car loan, a house mortgage or a student loan for a college education? The right to borrow money is often taken for granted in America today, yet in some cases it may not be smart to borrow money.

The fact that lenders lend money to low-income consumers simply says that the lender expects to get the money back and to make a profit. Very few lenders even pretend to be credit advisors. The lender assumes that the consumer has already made the decision to borrow money when she or he applies for a loan. It may not be easy for the consumer to pay back the loan, and going deeper into debt may not help the low-income household reach its important financial goals.

High-Cost Credit Services. Credit services in low-income neighborhoods are sometimes offered at extremely high cost with little or no consumer protections. They include pawn shops, tax refund anticipation loans, rent-to-own stores and other rental-purchase agreements. The creditors feel that higher prices are justified because of the higher risk that the loan will not be repaid.

It can be argued that low-income people should avoid use consumer credit. Credit is a promise to repay, with interest, money borrowed from another. Since it costs money to borrow money, low-income people would be prudent, the argument goes, to spend limited resources carefully and rarely use credit. On the other hand, credit can be a useful financial tool for low-income people as well as for the more affluent. Some low-income households manage their money skillfully. They often use a common sense approach.

A Common Sense Approach. The most important questions low-income consumers have to ask about consumer credit are common sense questions related to their personal financial situation. "Is buying on credit now worth the extra cost and of paying back the loan with interest at a later date. Where will I get the money to pay back the loan? Is this purchase something we really need, or is it impulse buying?" These common-sense questions about credit use are faced by middle and upper income households as well, but the decision becomes more critical for people with limited incomes.
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Do the Poor Pay More?
In a classic low-income study of the 1960s, David Caplovitz revealed in a book titled The Poor Pay More that low-income consumers often buy more on credit than do other groups. Their low income and higher risk of default are often cited as reasons low-income consumers are charged a higher rate of interest to borrow money than are other income groups. Caplovitz pointed out that many low-income consumers achieve only a limited level of education and often lack mobility for shopping purposes. Without the skills or opportunity to comparison shop, the poor pay more through high prices and limited choices.

Credit Problems of Low-Income Consumers

The largest growth in consumer credit in recent years has been among the poorest Americans. Some analysts explain that rising consumer credit default rates are caused by credit issuers who offer credit to individuals who are less able to repay than are higher income households. The Consumer Federation of America identifies this practice of targeting less affluent consumers as "bottom feeding". 

Rising Expectations.  People who study consumer behavior patterns observe that most of us spend a shrinking share of our income on the necessities -- food, clothing, housing and transportation -- while we spend an increasing share of income for goods and services that reflect our hopes and wants. To counter this trend, many households in the late 1990's practice the lifestyle they call "voluntary simplicity", cutting back on spending while enjoying life's simple pleasures with family and friends. Low-income households are often experts in making this lifestyle work effectively.

Deceptive advertising.  Low-income consumers are often prime targets for deceptive advertising. They are persuaded to buy products and services using the "easy credit" plan. When they have money problems, they often deal with pawn shops, rent-to-own stores and credit repair clinics, paying excessively high prices for disappointing goods and services.

See our Web Sites:

Bandit in Your Mailbox at http://www.in.gov/dfi/education/bandit_in_your_mailbox.htm, 

Telemarketing Fraud at http://www.in.gov/dfi/education/telemarketing_fraud.htm, and 

Advance-Fee Loan Scams at http://www.in.gov/dfi/education/advancefee_loan_scams.htm.
Rent-to-Own Traps.  Rent-to-own stores often target poor and minority consumers who do not have credit cards. Critics of rent-to-own businesses point out that these stores charge the equivalent of 100 to 125% average annual interest rates. Rent to own businesses offer televisions, washers and dryers, refrigerators, automobiles and furniture using short term rental-purchase agreements. No down payment or credit checks are required. The renter usually makes payments that add up to much more than the cost of the item. Rent-to-own deals should be avoided where other alternatives are available.

Credit insurance.  Credit insurance is sold to low-income consumers on the idea that if the consumer should die, become disabled or lose a job, the insurance company will pay off the loan. This type of insurance is usually a rip-off because it is often overpriced and consumers
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 rarely get value for money. It is said that over 70 percent of credit insurance premiums are commissions for sales people.

Minimum Monthly Payment.  Low-income consumers sometimes fall into the trap of paying only the minimum monthly payment on credit cards. If you have a credit card balance of $2,000 at 18.5 annual interest rate, make no new purchases, and pay only the minimum payment each month, how long will it take to pay off the balance? It will take 11 years and you will pay an additional $1,934 in interest charges. If you continue to make new purchases on the card, the revolving debt and high-interest costs will follow you forever. A better choice would be to pay as much as possible each month on the credit card balance and to save money at the bank or credit union for future major purchases. Then ask before you buy, "Do I really need this product or service? Have I shopped for the best price and quality combination? Do I need it now, or can I save and pay cash later?"

High Interest Rates. Can creditors change the interest rates on credit cards without informing consumers? Yes, the current Truth in Lending Law does not require lenders to inform consumers when they change interest rates on variable-rate credit cards. Many consumers are surprised to learn that the "low-introductory rate" has jumped to a high rate before they know it. What is a consumer to do? Check the interest rate when the statement arrives, restrict new purchases, pay off the balance as soon as possible, and comparison shop for a better interest rate.

Affordable Housing.  Credit problems of low-income consumers, particularly African Americans and Hispanics, extends to affordable housing. The affordable housing problem is serious for low-income home buyers who struggle to save money for even a low down payment, then to meet the monthly mortgage payments.

A number of housing loan programs exist for low-income consumers and first-time home buyers. Key among them is the Federal National Mortgage Program (Fannie Mae). This program allows borrowers to make a down payment of as little as $1,000. All states have funds reserved to subsidize interest rates for low-income home buyers. To find out about income requirements and other details, contact local housing officials, usually listed in local phone books.

How Much Credit Can You Afford?
The first rule of using consumer credit, especially important for low-income consumers, is to review your income and expenses and make sure you can safely make credit payments out of future income. Develop a plan to track expenditures using the fact sheet, Your Income and Expense Statement.
Households of all income levels who have difficulty making ends meet, should probably not take on additional debt until they have repaid current debt or their income increases. Use the fact sheet How Much Credit Can You Afford to determine your credit limits.

See our Web Site Guidelines for Setting Credit Limits at http://www.in.gov/dfi/education/MiniLessons/guidelines_for_setting_credit_li.htm. 
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Your Credit Rights

The U.S. Congress has passed several credit laws to protect the rights of all consumers, including low-income households. Among them are the Equal Credit Opportunity Act and the Fair Credit Reporting Act.

The Equal Credit Opportunity Act prohibits discrimination against a credit applicant on the basis of sex, marital status, race, color, religion, national origin, age or income from public assistance. The Act does not give anyone an automatic right to credit. It does require that creditors apply the same standards of creditworthiness equally to all applicants.

The Fair Credit Reporting Act, revised in 1997, gives the following specific rights:

· You must be told if information in your file has been used against you, such as denying an application for credit, insurance or employment. 


· You can find out what is in your file. You are entitled to one free report each year if you are unemployed and plan to seek employment within 60 days, if you receive public assistance, or if your report is inaccurate due to fraud. Otherwise, the credit reporting agency may charge up to $8. 


· You can dispute inaccurate information in your file. Inaccurate information must be corrected or deleted. 


· Access to your file is limited. The credit reporting agency may provide information about you only to people with a need, usually to consider your application with a creditor, insurer, employer, landlord, or other business. 


· Your consent is required for reports that are provided to employers, or reports that contain medical information. 


· Outdated information may not be reported. In most cases, a credit reporting agency may not report negative information that is more than seven years old, ten years for bankruptcy. 

Check your credit report. The three national credit bureaus that collect information about a consumer's credit history are Equifax at 1-800-685-1111, Experian at 1-800-682-7654, and TransUnion at 1-216-779-7200 or 610-690-4909. There is an $8 charge for a copy of a credit report, $16 for a couple's joint report. You are entitled to a free copy if action has been taken against you because of information found in your credit report.

See our Web Sites: 

Building A Better Credit Record at http://www.in.gov/dfi/education/building_a_better_credit_record.htm 
Credit Repair Scams at PRIVATE
 http://www.in.gov/dfi/education/crscam.htm  

Check your creditworthiness. The four main factors creditors evaluate to determine creditworthiness are often the "Four Cs of Credit":
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Capacity -- your amount and source of income 

Character -- your ability and willingness to repay, based on your credit history

Collateral -- something of value that you offer as security

Conditions -- your future income potential, your general financial health 

Negative information on a credit report that affects whether or not credit is granted include late payments, delinquent payments, bankruptcy, current debt as compared to income, and too many credit inquiries from businesses. Too many inquiries can be viewed as a possible indication that the borrower is desperate, therefore a bad credit risk.

While consumer credit protection laws protect people from discrimination on factors such as age, sex and marital status, the creditor can refuse to grant credit for economic reasons. Low-income consumers may be refused credit if the creditor decides that the person is a bad credit risk.

Many people, both borrowers and creditors, feel that the use of credit is not a basic right, that the creditor may do the consumer a favor by refusing credit if it is likely that the consumer will be unable to pay back the loan.
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DISCUSSION TOPICS

1. Define consumer credit.

2. Describe reasons people may have low incomes at various times throughout life.

3. Debate whether or not low income people should use credit.

4. Discuss potential credit problems of low-income consumers, such as rent-to-own traps, 

    minimum monthly payments, high interest rates. 

5. List the "Four Cs of Credit", factors that creditors consider when determining  
    creditworthiness.

6. What protections are provided under the Equal Credit Opportunity Act?

7. What protections are provided under the Fair Credit Reporting Act?

8. List three national credit reporting agencies and discuss reasons why consumer might want 
    to check their credit reports.
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ACTIVITIES
1. A Case Study. Mary Jane and Bill Brown were turned down for a bank credit card. They are concerned that the denial is related to unpaid medical bills that the health insurance company has been late in paying.

What should Mary Jane and Bill do first?
What steps would you recommend to solve this problem?
How can Mary Jane and Bill protect their credit history.
2. Using the fact sheet Your Income and Expense Statement, evaluate your spending, saving and borrowing habits. Decide how much credit is appropriate for your income using the NICE fact sheet How Much Credit Can You Afford. Enjoy the satisfaction that comes from knowing that through careful money management, you can avoid financial problems.

Give students a copy of our Brochures.

SOURCES OF ADDITIONAL INFORMATION
Articles

Auditing Your Records: What You Don't Know Can Hurt You, Consumer Reports, pp. 60-61, (November 1996).

Can't Get Insurance? Maybe Its Because Of Your Credit Report, Consumer Reports, p. 8, (February 1997).

Do You Know Your Credit Score?, by Tracey Longo, Kiplinger's Personal Finance Magazine, pp. 84-86, (July 1996). 

How To Keep Your Credit Report Clean, by Barbara Gilder Quint, Glamour, p. 72, (January 1996).

How You Can Make Sure Lenders Size You Up Right, by Ellen Stark, Money, pp. 49-51, (April 1997).

Single Mother and Welfare, by Ellen L. Bassuk, Angela Brown and John C. Buckner, Scientific American, pp. 60-66, (October 1996).

They've Got Your Number: Get your Credit History Right. Fairly Or Not, It Runs Your Life, In More Ways Than You Realize, by Jane Bryant Quinn, Newsweek, p. 44, (March 4, 1996).
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What You Should Know About Your Credit History, by Jane Bryant Quinn, Good Housekeeping, pp. 119-120, (March 1996). 

Why Judgment Calls Help Consumers, by Lawrence B. Lindsey, Consumers' Research Magazine, pp. 16-18, (March 1996).

Book

The Ultimate Credit Handbook: How To Double Your Credit, Cut your Debt, and Have a Lifetime of Great Credit, by Gerri Detweiler. New York: Plume Book, (1997). $12.95.

Eric (Educational Resources Information Center)

ED376324, "Ends Don't Always meet," 353 Project Final Report, (1993). A project was conducted to teach family financial management to a class of adult basic education students. This report provides students information on why they need a budget, fixed and flexible expenses, and how to create a budget; handouts that provide fictitious life scenarios for creating and modifying budgets.

ED361549, Low Income Family Resource Management, instructional material, (1992). Materials intended for use by adult members of low income families are provided for various topics related to low income family resource management, such as, budgeting, credit, decision making and money management.

ED367469, Raising Happy Kids on a Reasonable Budget, by Patricia C. Gallagher, (1993). This guide shows parents how to cut expenses and save on the cost of raising a family.

Pamphlets

Federal Trade Commission
Building A Better Credit Record
Easy Credit? Not So Fast: The Truth About Advance-Fee Loan Scams
Equal Credit Opportunity
Fair Credit Reporting
Scoring For Credit
Solving Credit Problems
What to do if you're Denied Credit

Available, free from:
Public Reference, Room 130
Washington, DC 20580-0001
http://www.ftc.gov
Consumer Handbook to Credit Protection Laws
Available, free from:
Publications Services
Board of Governors of the Federal Reserve System
Washington, DC 20551
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Videos
Credit Basics: The ABC's Of managing Your Credit, designed for limited resource families, lessons address buying on credit, using credit wisely and solving problems. 1992. $20 for 10 page teaching guide (3 lessons) with 3 videos (4-6 minutes each) $5 extra for kit with both English or Spanish versions. Cooperative Extension-Suffolk County, 246 Griffing Ave., Riverhead, NY 11901-3086. Telephone: (516) 454-0900.

Understanding Credit (Tiemp De Accion: Compriendo Lo Que Es El Credito), Univision celebrity, Jose Ronstadt, talks with consumers on the street and credit experts about credit. Questions and answer explain credit options. 1993. 28 minutes. $25 or free to grassroots organizations. Spanish. Call for Action, 3400 Idaho Ave., NW, Suite 101, Washington, DC 20016. Telephone: (202) 537-0585.

World Wide Web

See our Web Site on Consumer Credit Information at http://www.in.gov/dfi/education/end.htm  

Electronic Credit Repair Kit
http://mix6.com/credit
National Institute for Consumer Education
Money Management - Low Income Resource list at http://www.emich.edu/public/coe/nice/mmli.html 
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YOUR INCOME AND EXPENSE STATEMENT
FACT SHEET
Your income and expense statement is a tool to help you live within your income. It is an important first step toward starting a savings program. It can help you determine how much, if anything, you can comfortably afford to save and spend each month.

If you have little or no income left at the end of the month, look at your flexible expenses such as food, entertainment, and other nonessentials. You may find that you can reduce some of these expenses and put more money into savings or paying off credit card debt.

An income and expense statement can also help you decide if you can afford new purchases. For example, a suit you would like to own is now on sale for $99. Should you buy it? Can you afford it? If you buy it will you postpone buying something else you need? A quick look at your completed income and expense worksheets can tell you how much you have spent on clothes this month and whether buying the suit is wise when you consider other expenses and priorities.

Keep Your Income and Expenses In Balance
People who do not analyze their income and expenses can be tempted to spend money on impulse rather than focus on their financial priorities. Living within one's income is a basic rule of sound money management, while impulse spending can lead to financial problems. If expenses exceed income, you have three choices. You can increase your income, reduce expenses, or go into debt. If, on the other hand, your income exceeds expenses, the extra money can be added to savings or used for other purposes.

To complete your Income And Expenses Worksheet, follow these steps: 

· Record all income. 


· Organize and list expenses as fixed or flexible. 


· Fixed expenses are specific amounts due each month, such as mortgage or car loan payments. 


· Flexible expenses are expenses that vary each month, such as food, utilities or credit card payments. 


· List periodic expenses, expenses that are due once or several times a year, such as taxes, insurance or vacation expenses. 


Not everyone takes the time to record and analyze their income and expenses. Those who do are more likely to reach their financial goals and avoid the traps of overspending that can lead to serious debt problems. They enjoy the feeling of being in control of their finances.
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	PRIVATE
INCOME AND EXPENSES WORKSHEET

	Monthly Income (after deductions) 

	Wages or Salary 
Allowance 
Child Support 
Scholarships/grants 
Other 
                                     TOTAL INCOME 
	$______________
$______________
$______________
$______________
$______________
$______________

	Monthly Fixed Expenses

	Rent or Mortgage 
Cable TV 
Savings, regular 
Emergency fund 
   (2 to 3 month's income) 
Retirement Savings 
Installment Payments 
Other 
	$______________
$______________
$______________
$______________

$______________
$______________
$______________

	Monthly Flexible Expenses

	Food 
Telephone 
Gas 
Electricity 
Water and Sewer 
Clothing 
Personal Care 
Transportation 
Gasoline 
Credit Card Payments 
Medical and Dental 
Entertainment
Child Care 
Contributions 
Other 
	$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________

	Periodic Expenses

	Taxes 
(not deducted from pay) 
Insurance
(car, health, home, life) 
School Tuition 
Maintenance 
Vacation 
Memberships 
Subscriptions 
Gifts 
Credit Card Payments 
Other 
	$______________

$______________

$______________
$______________
$______________
$______________
$______________
$______________
$______________
$______________

	TOTAL FIXED EXPENSES
	$______________

	TOTAL INCOME 
	$______________

	Subtract TOTAL EXPENSES
	$______________

	BALANCE 
	$______________


HOW MUCH CREDIT CAN YOU AFFORD?
FACT SHEET
Deciding how much credit you can afford is a personal financial decision. People have different wants, needs, goals and incomes, so they have different opinions on how to spend their incomes. Credit can be a valuable tool that offers many advantages, but there is a cost for using credit and too much credit can cause serious financial difficulties.

Deciding how much credit you can afford should be based on objective information from your income and expense records. With this information you can develop a spending plan that includes a list of your needs, wants and goals to direct your spending and saving. Without a plan for spending and saving it is very easy to overspend, especially with a credit card.

Guidelines For Setting Credit Limits
Answering the following questions can help you decide if you should use credit and how much credit is right for you and your family: 

· Should you use credit? Most consumers use credit to purchase consumer goods such as cars and major appliances because they have the use of consumer goods while they pay for them. The following questions can help you decide if you want to use credit or cash: 


· How long will I have to save to pay cash? 


· How long can I wait to have the product? 


· Will the price be higher or lower in the future? 


· Will the convenience or satisfaction I gain form the product be worth the interest costs? 


· Will the monthly payment fit into my spending plan? 


· Will the product have value after I have finished paying for it?


· Do you limit credit use to amounts that can be repaid from current and future income? A spending plan is a way to control spending and saving so that you can meet your financial goals. It will help you analyze your income in relationship to your expenses. Then you can determine how much money you have available for credit use.


What percentage of your current after-tax income is already committed to credit debt? List all credit commitments, such as automobile or consumer loans and credit cards. If you plan the use of credit, it can be a useful money management tool.
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· Have you established a debt limit? It is important that you establish a debt limit based on your financial situation because many lenders are willing lend more credit than you can afford. Use the debt limit to control your credit use. Generally, financial planners suggest that from 10% to 20% of your disposable income is a realistic credit debt, excluding a mortgage.

How Much?
To determine how much credit you can afford, complete the following?

	PRIVATE
Monthly after-tax income 
	$____________________ 

	10% of after-tax income (pay X .1) 
	$____________________ 

	20% of after-tax income (pay X .2) 
	$____________________ 

	Monthly credit payments owed 

(not including mortgage)
	$____________________


· If your credit payments are less than or equal to 10% of your after-tax income you are controlling your credit use. 


· If your credit payments are between 10% to 20%, you need to carefully evaluate any additional credit. 


· If your credit payments are more than 20%, you should not take on additional credit. 


These figures are general guidelines. Even though no two people spend their incomes the same way, most have some form of debt payments. In order to determine a realistic debt limit figure, consider the amount of current debt you have in comparison to your after-tax income. 
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Fast Facts
	( Consumers lose an estimated $40 billion a year to telemarketing fraud.

  

( Senior citizens often are the target of telephone scams; the FBI estimates that as many as 80 percent of the victims are older people.

 

(  The Telemarketing Sales Rule is enforced by the Federal Trade Commission, State Attorneys General, and in some instances, private citizens.  The Rule empowers consumers to stop unwanted telemarketing calls and for the first time gives specific ways to tell legitimate companies from telephone crooks.




The Scams
According to the National Fraud Information Center, a project of the National Consumers League, the top fraud complaints are:

Sweepstakes / contests. To enter sweepstakes or contests, no purchase is necessary; however, the offers lead you to believe that you have a better chance to win if you purchase their products.  If you want to enter their sweepstakes or contest, go ahead but don't make unwanted purchases to do so.

 

Magazines /  publication offers. You are offered all kinds of "merchandise" to order different magazines and when you order them, the "merchandise" you receive is worthless.

 

Work-at-home schemes.  Beware of the promise of hundreds of dollars for addressing mail, etc.  You are usually required to purchase costly supplies and do not make the promised income.

 

Investments schemes.  Investment scams are character-ized by representations of high earnings with little risk.  They capitalize on consumers' financial needs, naivete, and optimism.  These scams are most common in economically depressed areas.  The type of investment varies from gems and rare coins to FCC licenses and oil and gas leases.  What consumers should remember is that the level of risk is usually proportional to the size of the return. Therefore, high earnings with little or no risk is false and misleading.  Before you do business with a company, check it out with the Better Business Bureau.

 Advance fee loans / credit offers.   Most credit scams and specifically, advance-fee scams, "guarantee" or represent a "high likelihood of success" that the caller will be able to get or arrange a loan or other form of credit for a consumer, regardless of the consumer's credit history.  These scams differ from legitimate, guaranteed offers of credit in one critical way: they require payments up front, before the lender is identified and the application is completed.  Companies that do business by phone can't ask you to pay for credit before you get it.

 

Phony prize scams. Consumers are told they have won a valuable prize, but that they must buy expensive merchandise or pay hundreds of dollars in handling fees or taxes to receive the prize.

 

Overseas pager scams.  Consumers return a pager message at a telephone number with an unfamiliar area code, unaware that they are calling a foreign number connected to high-priced phone services that provide useless information or adult-oriented material.

 

Credit repair.  Companies promise, for a fee, to clean up a credit report so a consumer can get a car loan, a home mortgage, or even a job.  The truth is that they can't deliver.  No one can legally remove accurate and timely negative information from a credit report.

 

Employment service scams.  Consumers are generally promised jobs that pay well yet demand few skills or little training. Legitimate job placement firms that work to fill specific positions cannot charge an upfront fee.

 

Fraudulent real estate deals. These scams take generally two forms:  fraudulent brokers who represent that they can sell consumers' property for a high return and fraudulent sellers who want to sell bogus property to unsuspecting consumers.  Fraudulent brokers misrepresent the market and the size of their lists of sales agents and potential buyers for the property.  They have upfront "listing" or "brokerage" fees.  You should never pay any fees until property is sold and don't buy property based on pictures or representations.

Fraudulent scholarship services.  Some scholarship search services misrepresent their services, guaranteeing that they can obtain scholarships or actually award scholarships to students for an advance fee. Usually all the consumer receives is a list of scholarships or grants for which they can apply. Other fraudulent companies provide nothing for the student's advance fee.

Travel and vacation scams. These scams usually are characterized by free or exclusive offers or unrealistically low prices.   Often these scams are linked to prize promotions or sweepstakes offers.  They fail to disclose that certain fees, conditions, and restrictions apply and they misrepresent the nature or quality of the travel and hotel accommodations.  You might have to spend one of the two free days in Florida attending a timeshare presentation or else pay for your hotel.  A cruise to the Bahamas may turn out to be a short "ferry" ride.  Consumers routinely lose hundreds of dollars in these scams. 

Recovery room operators contacting people who have lost money to a previous telemarketing scam and promising that they will recover lost money or the product or prize you never received in exchange for a fee or donation to a specified charity.

 

How Not to Fall for TelemarketIng Fraud

(  Don't buy from an unfamiliar company.

 

(  Ask for - and wait until you receive - written information about the offer.

 

(  Check out unfamiliar companies or suspicious offers with officials.

 

(  Don't be pressured into a decision.

 

(  Above all - don't give out your credit card or checking account number.

 

· If it sounds too good to be true, it probably isn't true.

Hang up on Telemarketing Fraud
Consumer advocates have urged potential fraud victims to "just hang up" when telephone marketers offer "too good to be true" luxury prizes and surefire "double your money" investments, etc. While many legitimate telephone markets operate in this country, consumers need to know that they don't need to be taken in by slick con men. People who use illegal telemarketing tactics to dupe consumers out of their money are not salesmen or saleswomen, they are crooks and criminals. They do with sweet-sounding sincerity on the telephone what muggers do in person: they steal your money.
Highlights of the Telemarketing Sales Rule
It is illegal for a company's telemarketer to call you if you have asked that company not to call you.

 

Calling times are restricted to the hours between 8 a.m. and 9 p.m.

 

Telemarkets must tell you it's a sales call, the name of the seller, and what they are selling before they make their sales pitch.  If they are promoting a prize, they must tell you that no purchase or payment is necessary to enter or win.  If they ask you to pay for a prize, hang up.  Free is free.

 

It's illegal for telemarketers to misrepresent any information, including facts about their goods or services, earnings potential, profitability, risk or liquidity of an investment, or the nature of a prize in a prize-promotion scheme.

 

Telemarketers must tell you the total cost of the products or services offered and any restrictions on getting or using them - or that a sale is final or non-refundable - before you pay.  In a prize promotion, they must tell you the odds of winning, that no purchase or payment is necessary to win, and any restrictions or conditions of receiving the prize.

 

It's illegal for a telemarketer to withdraw money from your checking account without your express, verifiable authori-zation.

 

Telemarketers cannot lie to get you to pay, regardless of the method of payment you choose.

 

You do not have to pay in advance for credit repair, recovery room, or advance-fee loan/credit services until you receive the services.   

 Violators of Telemarketing Sales Rule face up to $10,000 in fines for each violation.

 

State Attorneys General as well as the Federal Trade Commission and in some cases individual consumers, can bring an action against alleged offenders.

 

To report a scam or a fraud, Contact: 

National Fraud Information Center (NFIC)

Consumer Assistance Service

(800) 876-7060  Their Web address is http://www.fraud.org 

The NFIC provides:

(  Accurate information on how and where to report fraud.

( Direct complaint referrals to the Federal Trade 
       Commission's National Telemarketing Fraud Database.

· Advice for consumers

The Federal Trade Commission (FTC) is making it easier and cheaper for consumers to report a fraud to the law enforcement agency through a toll-free Consumer Help Line, 1-877-FTC-HELP (1-877-382-4357).   The line is staffed by counselors from 9 a.m. to 8 p.m., Eastern Time, Monday through Friday.  Through the toll-free Help Line, consumers can get helpful information on the spot.  The FTC can't intervene in individual disputes, but consumer complaint information is crucial to the enforcement of consumer protection laws.  The FTC web site is http://www.ftc.gov or for the online complaint form, or you can write to FTC, Consumer Response Center, Washington DC 20580-0001.

(   (   (   (   (
 
The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available.
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Beware of advertisements for "advance-fee" or "guaranteed" consumer and small business loans. They are against the law. This brochure tells you how to recognize ads for advance-fee loan scams, how to tell them from legitimate offers by credit grantors, what to do if you are a victim, and where you can find low-cost help in dealing with credit problems.

( Do not confuse advance-fee loan schemes with legitimate offers of credit from loan companies, mortgage brokers, banks, savings and loans, and credit unions.  Legitimate credit grantors may charge fees to process your loan application, but they will not guarantee you will qualify for a loan.

( Be wary of ads claiming that bad credit is no problem in getting you a loan.

( Be careful about making any loan agreements over the phone.

( Do no give your credit card, checking account, or Social Security numbers over the phone unless you are familiar with the company.

Recognizing An Advance-Fee Loan Scam
The vast majority of legitimate lenders are owned and managed by professionals. But fraudulent loan brokers and other individuals misrepresenting the availability of credit and credit terms definitely are in business. One of their favorite strategies is the "advance-fee" loan scam. That's where you are guaranteed to get a loan or other type of credit — but you must pay before you apply.

Advertisements that promise loans generally appear in the classified section of local and national newspapers and magazines. They also may appear in mailings, radio spots, and on local cable stations. Often, these ads feature "900" numbers, which result in charges on your phone bill, or toll-free "800" numbers. Unfortunately, advertising in recognized media outlets does not guarantee the legitimacy of the company behind the ad. In addition, these companies often use delivery systems other than the U.S. Postal Service, such as overnight or courier services, to avoid detection and prosecution by postal authorities.

Some companies claim they can guarantee you a loan for a fee paid in advance. The fee may range from $100 to several hundred dollars. Indeed, small businesses have been charged as much as several thousand dollars as an advance fee for a loan. Whether you are an individual consumer or an owner of a small business, the result is the same: you don't get your money; the con artist does. And once con artists get your money, they disappear.

Don't confuse a legitimate pre-approved credit offer with a legitimate pre-qualified offer from mortgage brokers, banks, savings and loans, and credit unions. A pre-approved offer requires only your verbal or written acceptance. A pre-qualified offer means you've been selected to apply. However, you still must go through the normal application process, and you still can be turned down.

If someone guarantees — or states — there's a strong chance they can arrange to get you a loan or other form of credit, be suspicious. And if you're asked to pay before you receive the loan or credit offer, hang up. It's against the law.

Protecting Yourself

According to the Federal Trade Commission's (FTC) Telemarketing Sales Rule, if someone guarantees or suggests that there is a strong chance they can get or arrange for a loan or other form of credit for you, they cannot ask you to pay — or accept payment — for their service until you get your loan or credit.

Here are some points to keep in mind before you respond to ads that promise easy credit, regardless of your credit history: 

( Legitimate lenders never "guarantee" or say that you are likely to get a loan or a credit card before you apply, especially if you have bad credit, no credit, or a bankruptcy.

( If you apply for a real estate loan, it is accepted and common practice for lenders to request payment for a credit report or appraisal. However, legitimate lenders never ask you to pay for processing your application. 

( Never give your credit card account number, bank account information, or Social Security Number over the telephone unless you are familiar with the company and know why the information is necessary.

( If you don't have the offer in hand — or confirmed in writing — and you are asked to pay, hang up. It's fraud and it's against the law. 

What to do if You Are A Victim
If you think you've been a victim of an advance-fee loan scam, contact your local consumer protection agency, Better Business Bureau (BBB), state Attorney General, or Call for Action (202-537-0585; TDD: 202-537-1551) to report the company.

You can file a complaint with the FTC by contacting the Consumer Response Center by phone: 202-FTC-HELP (382-4357); TDD: 202-326-2502; by mail: Consumer Response Center, Federal Trade Commission, 600 Pennsylvania Ave, NW, Washington, DC 20580; or through the Internet, using the online complaint form. Although the Commission cannot resolve individual problems for consumers, it can act against a company if it sees a pattern of possible law violations. 

Finding Low-Cost Help for Credit Problems
First, try to solve your debt problems with your creditors as soon as you realize you won't be able to make your payments. If you can't resolve your credit problems yourself or need additional assistance, you may want to contact a credit counseling service. There are nonprofit organizations in every state that counsel indebted consumers. Counselors try to arrange repayment plans that are acceptable to you and your creditors. They also will help you set up a realistic budget. These services are offered at little or no cost.

Check the White Pages of your telephone directory to get the number of the consumer credit counselor office nearest you or call 1-800-388-2227 using a touch-tone phone.  If you have other questions, write or call:  National Foundation for Consumer Credit, 8611 Second Avenue, Suite 100, Silver Spring, MD 20910, (301) 589-5001.

Universities, military bases, credit unions, and housing authorities also may offer low- or no-cost credit counseling programs. Check the white pages of your telephone directory for a service near you.

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available, such as:

Answers to Credit Problems

Applying for Credit

At Home Shopping Rights

Bankruptcy Facts

Buried in Debt

Car Financing Scams

Charge Card Fraud

Choosing A Credit Card

Co-Signing

Credit and Divorce

Credit and Older Consumers

Deep in Debt?

Equal Credit Opportunity

Fair Credit Reporting

Fair Debt Collection

Gold Cards

Hang up on Fraud

High Rate Mortgages

Home Equity Credit Lines

How to Avoid Bankruptcy

Indiana Uniform Consumer Credit Code 

Look Before you Lease

Mortgage Loans

Repossession

Reverse Mortgage Loans

Rule of 78s – What is it?

Scoring for Credit

Shopping for Credit

Using Credit Cards

Variable Rate Credit

What is a Budget?

What is the DFI?

Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.  
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If you find the idea of renting to own (RTO) appealing, you should shop around the rent to own businesses just like you would if making a purchase for cash.  Call each company and find out what kind of terms and conditions they offer, such as:

Total of Payments (as compared to the price one would pay by cash or store credit).  Remember that the real total price for an RTO contract is determined by multiplying the amount of each rental payment times the number of payments required to become the owner of the item at the end of the lease. 

Does the company guarantee that the items being rented are new?   The lessor must state whether the item is new or used. If the item is used, you should decide whether the payments total a fair cost for the used item.

Even though the company may provide repairs at no charge, does it also provide a substitute at no extra charge or stop payments during the repair period?

Does the company require the renter to purchase insurance on the rented item, even though the consumer may already have home coverage?

INDIANA RENTAL PURCHASE AGREEMENT ACT (IC 24-7)
Before you enter into a rental purchase agreement, you should be aware of the lessor's responsibilities under the Indiana Rental Purchase Agreement Act:

Written agreement…  The lessor shall reduce a rental purchase agreement to writing.

Disclosures required... The following required disclosures shall be given before the rental purchase agreement is consummated; be stated clearly and conspicuously; and in words and phrases that have a nontechnical meaning.  The disclosures may be included in the rental purchase agreement or in a separate writing that references the rental purchase agreement.

(1) A brief description of the property sufficient to identify the property to the lessee and lessor. 

(2) The total number, total amount, and timing of all rental payments necessary to acquire ownership of the property, including taxes paid to or through the lessor.

 (3) A statement that the lessee will not own the property until the lessee has:

(A) made the number of rental payments and the total of rental payment necessary to acquire ownership of the property; or 

(B) exercised an early purchase option.

 (4) A statement that charges in addition to the total rental payment necessary to acquire ownership of the leased property may be imposed under the agreement and that the lessee should read the contract for an explanation of these charges.

(5) A brief explanation of all additional charges that may be imposed under the agreement. If a security deposit is required, the explanation must include an explanation of the conditions, under which the deposit will be returned to the lessee.

(6) A statement indicating who is responsible for property if it is lost, stolen, damaged, or destroyed.

(7) A statement indicating that the value of lost, stolen, damaged, or destroyed property is its fair market value on the date that it is lost, stolen, damaged, or destroyed. 

(8) A statement indicating whether the property is new or used. However, property that is new may be described as used.

(9) A statement that the lessee has an early purchase option to purchase the property at any time during the period that the rental purchase agreement is in effect. The statement must specify the price or the formula or other method for determining the price at which the property may be purchased.

(10) A brief explanation of the lessee's right to reinstate a rental purchase agreement and a description of the amount, or method of determining the amount, of any penalty or other charge applicable under IC 24-7.5 to the reinstatement of a rental purchase agreement.

Rental payment receipts…  The lessor shall furnish the lessee, without request by the lessee, a written receipt for each rental payment made in cash or by another method of rental payment that does not provide evidence of the rental payment.

Ownership acquisition…  At any time after the first rental payment is made, the lessee may acquire ownership of the property under the terms specified in the rental purchase agreement. 

Assignment of earnings as payment… A lessor may not accept an assignment of earnings from the lessee for payment or as security for payment for a charge arising under a rental purchase agreement.  An assignment of earnings in violation of this section is unenforceable by the assignee of the earnings and revocable by the lessee.   The Act does not prohibit a lessee from authorizing deduction from the lessee's earnings if the authorization is revocable and is otherwise permitted by law. 

Repossession limited… A lessor may not require a lessee to authorize the lessor or a person acting on the lessor's behalf to unlawfully enter upon the lessee's premises or to commit any breach of the peace in the repossession of the property. 

Mandatory insurance; early termination of agreement or item return penalties; fees or charges imposed on cosigner… A  lessor may not require any of the following: 

(1) The mandatory purchase of insurance by the lessee from the lessor.

(2) A penalty for early termination of a rental purchase agreement or for the return of an item at any point, except charges authorized under IC 24-7-5. 

(3) A payment by a cosigner of the rental purchase agreement for any fees or charges that may not be imposed on the lessee as part of the rental purchase agreement.

Additional payments… Except as provided in Ownership acquisition, a lessee may not be required to make any payment in addition to regular rental payments in order to acquire ownership of the property or pay rental payments totaling more than the cost to acquire ownership stated in the rental purchase agreement. 

Allowable additional charges

Nonrefundable processing fee… A lessor may contract for and receive an initial nonrefundable processing fee not to exceed $10. 

Security deposit refunds…  A lessor may refuse to refund any part of a security deposit provided by a lessee only under the conditions authorized in the rental purchase agreement. 

Delivery charges…  A lessor may contract for and receive a reasonable delivery charge if the lessor actually delivers the item to the lessee at a place other than the lessor's place of business.  The delivery charge may be assessed in lieu of and not in addition to any initial processing charge imposed. 

Rental payment pick-up charges…  A lessor may contract for and receive a charge for picking up rental or other payments from the lessee if the lessor is required or requested to visit the lessee to pick up a payment at a place other than the lessor's place of business.   A charge assessed  may not exceed $10. 

Late charges or delinquency fees…  The parties may contract for late charges or delinquency fees as follows: 

(1) For rental purchase agreements with monthly renewal dates, a late charge not exceeding $5 may be assessed on any rental payment not made within 5 days after the renewal date for the agreement; or the return of the property is required under the rental purchase agreement. 

(2) For rental purchase agreements with weekly or biweekly renewal dates, a late charge not exceeding $1 for any payment not greater than $9.50;   $2 for any payment greater than $9.50 but not greater than $19.50; or $3 for any payment greater than $19.50 may be assessed on any rental payments not made within 3 days after the renewal date for the agreement; or the return of the property is required under the rental purchase agreement. 

A late charge on a rental purchase agreement may be collected only once on any accrued rental payment, no matter how long it remains unpaid.  A late charge may be collected at any time after it accrues.  A late charge may not be assessed against a rental payment that is timely made, even though an earlier late charge has not been paid in full. 

Reinstatement fee…  A reinstatement fee imposed may not exceed $5.

Sales and use taxes… The lessor may require the lessee to pay any state sales and use taxes levied in connection with a rental purchase agreement. 

Official fees…  A lessor may contract for and receive from the lessee an amount equal to all official fees required to be paid under a rental purchase agreement. 

Replacement cost… If a lessee is liable to a lessor for the replacement cost of property leased under a rental purchase agreement, the lessor may not charge the lessee more than the fair market value for the property. 

Liability waiver fee...  A lessor and a lessee may contract for a liability waiver fee in the following amounts:

(1) In the case of a rental purchase agreement with weekly or biweekly renewal dates, the liability waiver fee may not exceed the greater of 10% of a periodic lease payment due or $2.

(2) In the case of a rental purchase agreement with monthly renewal dates, the liability may not exceed the greater of 10% of a periodic lease payment due or $5.

The selling or offering for sale of a liability damage waiver under this section is subject to the following prohibitions and requirements:

(1) A lessor may not sell or offer to sell a liability damage waiver unless all restrictions, conditions, and exclusions are printed in the rental purchase agreement, or in a separate agreement, in 8 point type or larger; or written in ink or typewritten in or on the face of the rental purchase agreement in a blank space provided therefor.

(2) The liability damage waiver may exclude only loss or damage to the property that is the subject of the rental purchase agreement caused by moisture, scratches, mysterious disappearance, vandalism, abandonment of the property, or any other damage intentionally caused by the lessee or that results from the lessee's willful or wanton misconduct.

(3) The liability damage waiver agreement must include a statement of the total charge for the liability damage waiver. The liability damage waiver agreement must display in 8 point boldface type the following:

NOTICE: THIS CONTRACT OFFERS, FOR AN ADDITIONAL CHARGE, A LIABILITY DAMAGE WAIVER TO COVER YOUR RESPONSIBILITY FOR DAMAGE TO THE PROPERTY. BEFORE DECIDING WHETHER TO PURCHASE THE LIABILITY DAMAGE WAIVER, YOU MAY WISH TO DETERMINE WHETHER YOUR OWN HOMEOWNERS OR CASUALTY INSURANCE AFFORDS YOU COVERAGE FOR DAMAGE TO THE RENTAL PROPERTY, AND THE AMOUNT OF THE DEDUCTIBLE UNDER YOUR OWN INSURANCE COVERAGE. THE PURCHASE OF THIS LIABILITY DAMAGE WAIVER IS NOT MANDATORY AND MAY BE DECLINED.

The restrictions, conditions, and exclusions of the liability damage waiver must be disclosed on the agreement or on a separate agreement, sheet, or handout given to the lessee before entering into the rental purchase agreement. The separate contract, sheet, or handout must be signed or otherwise acknowledged by the lessee as being received before entering into the rental purchase agreement.

Reinstatement 

A lessee who fails to make timely rental payments has the right to reinstate the original rental purchase agreement without losing any rights or options previously acquired under the rental purchase agreement if subsequent to having failed to make a timely rental payment, the lessee promptly surrenders the property to the lessor, if requested by the lessor and not more than 60 days has elapsed since the lessee returned the property. 

Condition precedent to reinstatement; charges…   As a condition precedent to reinstatement of the rental purchase agreement, a lessor may charge: 

(1) the outstanding balance of any accrued rental payments and delinquency charges; 

(2) a reinstatement fee not exceeding the amount allowed; and 

(3) delivery charges not exceeding the amount allowed if redelivery of the item is necessary. 

A reinstatement fee may not be charged  unless the property has been returned to the lessor and is in the lessor's possession. 

(   (   (   (   (    (   (   (
TIPS ON RENTING-TO-OWN 
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The most important thing you need to know about credit insurance is that to be an allowable additional charge, IT IS VOLUNTARY. You have to give written indication that you desire the insurance. 

TYPES OF CREDIT INSURANCE 

Credit Life Insurance. . . . 

Credit life insurance pays the gross or net amount of the credit transaction owed at the time of death. There are three types of credit life insurance: 

(Single life insurance covers the life of a single debtor in the transaction. If single life insurance is taken out on a transaction that both spouses signed, either the husband or the wife is the insured. 

 

(Joint life insurance covers the life of two debtors, usually the husband and wife. 

Single and joint life insurance are reducing term insurance. This means the amount of insurance decreases as the balance of the credit transaction is reduced. 

(Level term life insurance is placed on single-pay credit transactions. The amount of the insurance does not decrease. 

Credit Accident and Health Insurance. . . . 

also known as Credit Disability Insurance 

Credit accident and health or disability insurance make payments on the credit transaction when the insured is unable to work due to a disability such as an accident or a health problem. 

The insurance takes effect after 7, 14, or 30 days of disability, then is payable from that date or is retroactive to the date of the accident or illness. The number of days and whether the period is retroactive or not depends upon the policy. 

Unemployment Insurance. . . . 

Unemployment insurance makes payment on the credit transaction in the event the insured becomes unemployed. Ask specific questions about unemployment insurance since policies may offer different benefits. 

COST OF INDIANA CREDIT INSURANCE 

Credit insurance premiums are based on the gross amount of credit which includes the principal balance, including the credit insurance premium, and the interest. 

Indiana Single credit life insurance rates. . . . 

Single credit life insurance rates are $.65 per $100.00 of the initial insured indebtedness per year in Indiana. For example a loan with a total indebtedness of $1,000 for a term of 3 years would have a single credit life insurance premium of $19.50. 

Indiana Joint credit life insurance rates. . . . 

Joint credit life insurance rates are $1.08 per $100.00 of the initial insured indebtedness per year. In the above example, the joint credit life insurance premium would be $32.40. 

Indiana Credit life insurance premiums on monthly balances outstanding. . . . 

Credit life insurance premiums on monthly balances outstanding such as charge cards are $1.00 per $1,000.00 per month. 

Indiana Level term life insurance rates. . . . 

Level term life insurance rates are $1.20 per $100.00 of the initial insured indebtedness per year. A single payment transaction for $1,000.00 payable in 3 years would have a level term life insurance premium of $36. 

Indiana Accident and health insurance rates. . . 

Accident and health or disability insurance rates are based on a period of months of indebtedness, the waiting period, and whether or not the benefits are retroactive to the date of accident or illness per $100.00 of initial insured indebtedness. In the example of a $1,000.00 loan for 3 years, the premium for single accident and health insurance would be $38.00 for a 14 day waiting period with retroactive benefits. 

Unemployment insurance rates. . . . 

Unemployment insurance rates are based on approval from the Department of Insurance based on the terms of the policy. 

WHAT IF THE CREDITOR REQUIRES CREDIT INSURANCE? 

A creditor can require credit insurance on a loan; however, if it is required, it is no longer an allowable additional charge and the premium/s must be included in the finance charge and reflected in the annual percentage rate disclosed. 

If a creditor states you must have credit insurance in order to get the loan, do not sign that you desire the insurance and make sure that it is not disclosed as an additional charge in the itemization of the amount finance. If it is and they want you to sign that you desire the insurance, they should be told that practice is a violation of federal Regulation Z and the Indiana Uniform Consumer Credit Code, contact our department. 

PROPERTY INSURANCE 

If the loan is secured by personal property, the creditor can require that the property be insured. You must be able to select your own insurance. If the creditor has insurance available, they must give you the cost of the premium and the term of the insurance. 

If you get your own insurance, you must be sure the insurance shows a loss payee to the creditor and that the creditor gets a copy of the original insurance policy and a copy of renewals of the policy. 

If the creditor does not receive proof that the property is insured, they can secure insurance and add it to your account along with finance charges on the premium. The cost of the insurance placed by creditors is usually more expensive then insurance that you could secure. 

(   (   (   (   (   (   (   (   (   (   (   (   (   (   (   

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available, such as:

Answers to Credit Problems

Applying for Credit

At Home Shopping Rights

Bankruptcy Facts

Buried in Debt

Car Financing Scams

Charge Card Fraud

Choosing A Credit Card

Co-Signing

Credit and Divorce

Credit and Older Consumers

Deep in Debt?

Equal Credit Opportunity

Fair Credit Reporting

Fair Debt Collection

Gold Cards

Hang up on Fraud

High Rate Mortgages

Home Equity Credit Lines

How to Avoid Bankruptcy

Indiana Uniform Consumer Credit Code 

Look Before you Lease

Mortgage Loans

Repossession

Reverse Mortgage Loans

Rule of 78s – What is it?

Scoring for Credit

Shopping for Credit

Using Credit Cards

Variable Rate Credit

What is a Budget?

What is the DFI?

Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.  
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How Much Credit Obligation Should we Incur?
Every once in a while some writer comes up with a formula to guide a family in determining what percentage of its income should go for rent and other necessities and finally what percentage of the weekly or monthly paycheck can be set aside safely to meet installment or credit commitments. The more we study these hard and fixed tables or formulas, the more sure we are they are practically useless except as a rule-of-thumb guide.

The only sure-fire way to determine how much it is safe to obligate ourselves to pay is first to learn how to make up an accurate, sensible personal or family budget. 

While many a family that has never made a budget is using credit to full satisfaction and paying all accounts just as agreed upon, it is extremely good training in financial management to know by experience how to budget.
Budgets help you to know how much is left after paying the house payment, utilities, food, clothing, gas, etc. You can then determine if you can buy that new car or furniture and be able to afford the monthly payment.

Our own carefully planned budget will tell us, as no set formula ever could, how much we can safely pay each month for installment credit.  See our brochure What is a Budget?

What Should the Down Payment be?
After you have decided you can afford to make a purchase on credit, you will have to decide how much you have available to make as a down payment. The best thing to do is to make as substantial a down payment as possible without upsetting the family's budget. The larger the down payment, the smaller the unpaid balance and the finance charge will be.

There is, however, no purpose in making a down payment so large that it robs the food budget or makes it difficult to meet the next regular monthly payment when it comes due. It would be better to make a small down payment on a purchase than to borrow money to make a larger deposit. Here nothing would be accomplished except to muddy the waters with the problem of repaying the loan as well as making payments on the installment contract.

There may even be a good reason to purchase on the installment plan without any down payment, if possible. You probably would not put a down payment on a furniture purchase. You would figure on how much you would have to pay for the term of the account and if that payment fits in your budget, you can make the purchase without a down payment.

Generally speaking, a down payment should be at least 10%, but this is "rule-of-thumb, for it should often be 25% or even more. If the seller requires a specific down payment, make sure you can make it without a strain on your budget before you make your purchase. 

Remember, the larger the down payment, the more quickly, easily, and cheaply the rest of the account will pay out.

How Long Should we Take to Pay Loans and Accounts?
We should not still be making payments on a purchase or a loan after we have ceased to benefit from it. There is no fixed rule to follow and no one can determine for another how long he should take to pay for a purchase. It is important to consider:

( What monthly payments will fit into the family 
       budget?

( How long will the product or service purchased last?

( How long will you remain interested in the product?

( How long will your income remain steady or 
       increase?

( The shorter the term of payments the less finance 
      charges.

Contract limits normally are longer as the size of the purchase or loan increases.  Contracts for furniture can range from 12 to 24 months while auto contracts can range from 48 to 60 months.

Market Conditions That Affect Terms we are Offered.
The merchant or lender is limited by market conditions when he considers what terms he can extend safely and intelligently. In our "free economy" there are in the background governing factors that influence quite a bit the amount of funds available for consumer credit use. The Federal Reserve System sets rates at which bankers themselves can borrow funds. 

The banks in turn then set the rates of interest at which merchants and the lenders of smaller amounts can get the funds they need. The banking system in this way makes it easier or more difficult, cheaper or more costly for businesses and consumers to borrow.

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available, such as:

Answers to Credit Problems

Applying for Credit

At Home Shopping Rights

Bankruptcy Facts

Buried in Debt

Car Financing Scams

Charge Card Fraud

Choosing A Credit Card

Co-Signing

Credit and Divorce

Credit and Older Consumers

Deep in Debt?

Equal Credit Opportunity

Fair Credit Reporting

Fair Debt Collection

Gold Cards

Hang up on Fraud

High Rate Mortgages

Home Equity Credit Lines

How to Avoid Bankruptcy

Indiana Uniform Consumer Credit Code 

Look Before you Lease

Mortgage Loans

Repossession

Reverse Mortgage Loans

Rule of 78s – What is it?

Scoring for Credit

Shopping for Credit

Using Credit Cards

Variable Rate Credit

What is a Budget?

What is the DFI?

Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.  
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What is the Equal Credit Opportunity Act? 
The Equal Credit Opportunity Act (ECOA) is the federal law which, among other things, says that everyone has the right to apply for credit without fear of discrimination on the basis of sex, marital status, race, color, religion, national origin, age, reliance on income from public assistance, or because you may have exercised rights under the Consumer Protection laws. 

Who is Subject to ECOA? 

All banks, savings and loans, credit unions, finance companies, department stores, credit card issuers, car and appliance dealers, and others who regularly participate in credit decisions must comply with the ECOA. 

When you Borrow
The ECOA does not entitle you to credit whenever you want it. You must still pass the creditor's test which indicates your ability and willingness to repay debt. 

What the ECOA does say is that a creditor must apply these tests without discrimination and should not discourage you from applying for credit on the basis of the prohibited factors. 

Usually, you may not be asked for your sex, race, color, religion, or national origin when the creditor takes your application. However, the creditor must ask about these characteristics in applications for residential real estate credit, although you are not required to answer. The idea is to build a history of facts that will help enforce the law against discrimination in mortgage loans. The information cannot be used in evaluating your application. 

Married, Unmarried, Separated…
On an application for separate credit, a creditor may not ask about your marital status except when the credit is to be secured by property in which your spouse has a legal interest. The creditor may then use only the terms "married," "unmarried," or "separated." 

If you are a married woman, you may use your birth-given first and surnames in applying for credit. 

In the case of a couple, either member may get separate credit provided he or she is creditworthy. When this happens, finance charges and loan ceilings are to be determined individually, not on the combined credit outstanding. 

Information about your spouse may be requested and used only when . . . 

· your spouse will be permitted to use the credit;

· your spouse will be liable for repayment;

· your spouse's income or alimony, support, or maintenance payments will be relied on for repayment; or 

· your spouse has a legal interest in property involved. 

A creditor may not ask about a women's birth control practices or childbearing capabilities or intentions. A creditor may not assume because of a woman's age that she may stop work to have a baby. 

Income. . . . 
A creditor may ask and consider to what extent your income is affected by obligations to pay alimony, child support, or maintenance. 

A creditor may ask to what extent you are relying on alimony, child support, or maintenance to repay credit provided the creditor first informs you that it is not necessary to list such income if you won't use it to make repayment. 

A creditor must consider part-time or public assistance income in an evaluation, but the creditor may look into the probability that this income will continue. 

Changed Circumstances. . . 

A creditor may not require you to reapply, alter the terms, or terminate an open-end account solely because: 

· you change your name

· change your marital status 

· reach a certain age, or 

· retire. 

Credit Reporting . . . 

When a creditor reports to credit bureaus the report must identify any accounts used by both spouses or on which both are liable. This is so that a credit history can be prepared for each spouse individually. 

Age . . . 
A creditor may ask your age to be sure you have reached the legal age to enter into contracts. 

A creditor who uses a credit-scoring system may include your age if you are 62 or over only to favor your score and the system used must meet specific standards of reliability. 

A creditor who relies on judgment to evaluate your application may consider age to determine how long you probably will continue to work and at what level of income. 

A creditor may not refuse or terminate credit when credit insurance is not available because of your age. 

Approved or Denied  

Within 30 days after your application is completed, the creditor must notify you whether or not it has been approved. 

If your application is denied, the creditor must give you, in writing: 

· a statement of the action that has been taken; 

· a statement of your rights under the ECOA; 

· the name and address of the Federal agency enforcing compliance; and 

· the reason for the action that has been taken or notice of your right to request the reason within 60 days. If you want the reason in writing, your request must be in writing. 

Special Purpose Credit 
It is not a violation of the ECOA if a creditor refuses to extend credit to you solely because you don't qualify for a special program designed to meet the needs of a particular group. 

Errors 

A creditor has not committed a violation if clearly the creditor has established and is maintaining suitable procedures but fails to comply with a provision of the ECOA because of a mechanical, electronic, or clerical error. 

Consumer Remedies 

If you have questions about the creditor's compliance with the ECOA, get in touch with the Federal agency whose name has been given to you by the creditor. 

If you think you have been discriminated against under the ECOA, you may file suit in court against the creditor, who can be held liable for actual damages you have suffered and for punitive damages up to $10,000. 

The Federal Trade Commission- http://www.ftc.gov - enforces the federal credit law given in this brochure and provides consumers with free information. 
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Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.


EQUAL CREDIT 

OPPORTUNITY
DEPARTMENT OF FINANCIAL INSTITUTIONS

Consumer Credit Division

30 South Meridian Street, Suite 300

Indianapolis, Indiana 46204

317-232-3955

1-800-382-4880


You and your husband apply for a loan. The application is denied because of "insufficient income." You think this means that your salary was not counted. What do you do? 

You are single and want to buy a home. The bank turns you down for a mortgage loan, even though you feel sure that you meet its standards. What do you do? You may have a complaint under the Equal Credit Opportunity Act.

What is the Equal Credit Opportunity Act?
The Equal Credit Opportunity Act (ECOA) is the federal law which, among other things, says that everyone has the right to apply for credit without fear of discrimination on the basis of sex, marital status, race, color, religion, national origin, age, reliance on income from public assistance, or because you may have exercised rights under the Consumer Protection laws.

Who is Subject to ECOA?
All banks, savings and loans, credit unions, finance companies, department stores, credit card issuers, car and appliance dealers, and others who regularly participate in credit decisions must comply with the ECOA.

What is Creditworthiness....
Creditors choose various criteria to rate you as a credit risk. They may ask about your finances; how much you earn, what kinds of savings and investments you have, what your other sources of income are. They may look for signs of reliability; your occupation, how long you've been employed, how long you've lived at the same address, whether you own or rent your home. 

They may also examine your credit record: how much you owe, how often you've borrowed, and how you've managed past debts.

The creditor wants to be assured of two things: your ability to repay the debt and your willingness to do so. The ECOA does not change this standard of creditworthiness.

Applying for Credit..

A creditor may not discourage you from applying for credit just because you are a woman, or single, or married. When you fill out a credit application you know that there are only certain questions a creditor may ask about your sex or marital status.

You may not be asked your sex on a credit application unless you are buying or refinancing a home. Just because you are a woman, a creditor may not turn you down.

  

You do not have to choose a courtesy title (Miss, Ms., Mrs.) on a credit form.

 

A creditor may not request your marital status on an application for an individual, unsecured account where no community property is involved.

Rating You as a Credit Risk..

To make sure that your application is treated fairly, there are certain other things that a creditor may not do in deciding whether you are creditworthy.

 Specifically, a creditor may not:

· refuse to consider your income because you are a married woman, even if your income is from part-time employment;

· ask about your birth control practices or your plans to have children. A creditor may not assume that you will have children or that your income will be interrupted to do so;

· refuse to consider reliable alimony, child support, or separate maintenance payments. However, you don't have to disclose such income unless you want to in order to improve your chances of getting credit.

· consider whether you have a telephone listing in your own name, because this would discriminate against married women;

· consider your sex as a factor in deciding whether you are a good credit risk; and

· use your marital status to discriminate against you.

 

A creditor may not refuse to grant you an individual account just because of your sex or marital status.

The law says that a woman has a right to her own credit if she is creditworthy. If you are getting married, remember that you can keep your own credit accounts and credit record.

See our Brochure on Equal Credit Opportunity.

For More Information
 The Federal Trade Commission enforces the federal credit law given in this brochure and provides consumers with free information. For brochures, write to: Public Reference, Federal Trade Commission, Washington, D.C. 20580, http://www.ftc.gov.
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EQUAL CREDIT OPPORTUNITY AND WOMEN

DEPARTMENT OF FINANCIAL INSTITUTIONS

Consumer Credit Division

30 South Meridian Street, Suite 300

Indianapolis, Indiana 46204

317-232-3955

1-800-382-4880


What is a Credit Report? 

Your credit report contains important information about you. It generally includes facts about your identity, where you work, live, your bill-paying habits, and public record information. Credit grantors use credit reports to determine whether or not you will be extended credit. Identity information includes your name, address, marital status, Social Security number, date of birth, number of dependents, and previous addresses. Employment data includes your present position, length of employment, income, and previous jobs. Factual information about your credit history consists of your credit experiences with specific credit granters. Public record information includes civil suits and judgments, bankruptcy records or other legal proceedings recorded by a court. A credit report does not contain information on arrest records, specific purchases, or medical records. 

Companies called credit reporting agencies or credit bureaus compile and sell your credit report to businesses, which use it to evaluate your applications for credit, insurance, employment, and other purposes allowed by federal law. Therefore, it is important that your credit report contain complete and accurate information. 

It is advisable that you review your credit report every three or four years to check for inaccuracies or omissions. You also may want to check your report sooner if you are considering a major purchase, such as buying a home. 

How Can I Obtain a Credit Report? 
If you have been denied credit, insurance, or employment because of information that was supplied by a credit reporting agency, the Fair Credit Reporting Act requires the report recipient to give you the name and address of the credit reporting agency that supplied the information within 30 days after the credit was denied. If you contact that agency within 60 days of receiving the denial notice, you can receive a free copy of your credit report. 

If you simply want a copy of your report, call the credit reporting agencies listed in the Yellow Pages under "credit" or "credit rating and reporting." Call each credit report agency listed since more than one agency may have a file on you, some with different information. You may have to pay a reasonable charge for each report. 

Three large national credit bureaus supply most credit reports: Experian, Equifax, and Trans Union. You may want to contact each of them for a copy of your report. 

Experian (Formerly TRW ) http://www.experian.com 

P.O. Box 949

Allen, TX 75013-0949

(888)397-3742

Free 

Equifax Credit Information Services, Inc. http://www.equifax.com 

P.O. Box 740241

Atlanta, GA 30374-0241 

(800) 685-1111 

$8 Fee 

Trans Union Corporation  http://www.transunion.com 

Trans Union Consumer Relations 

760 West Sproul Road, P.O. Box 390 

Springfield, PA 19064-0390 

(800) 916-8800

$8 Fee 

When you show proper identification, the credit reporting agency must then disclose to you all its information and identify the sources of that information. The law requires the credit bureau to disclose the "nature and substance" of the information in the file. You must also be informed about anyone who obtained reports for employment purposes in the past two years, plus the names of all others who requested credit reports or other information about you in the past six months. 

A consumer reporting agency will send a free report once in any 12-month period upon request of a consumer if the consumer is unemployed and intends to apply for employment in the 60-day period beginning on the date on which the certification is made, is a recipient of public welfare assistance, or has reason to believe that the file on the consumer at the agency contains inaccurate information due to fraud. 

How Can I Correct Errors on my Credit Report? 
You have the right, under the Fair Credit Reporting Act, to dispute the completeness and accuracy of information in your credit file. When a credit reporting agency receives a dispute, it must reinvestigate and record the current status of the disputed items within a "reasonable period of time," unless it believes the dispute is frivolous or irrelevant." 

If the credit reporting agency cannot verify a disputed item, it must delete it. 

 

If your report contains erroneous information, the credit reporting agency must correct it. For example, if your file showed an account that belongs to another person, the credit reporting agency would have to delete it.

 

If an item is incomplete, the credit reporting agency must complete it. For example, if your file shows you were late in making payments on accounts, but failed to show that you were no longer delinquent, the credit reporting agency must show that your payments are now current.
At your request, the credit reporting agency must send a notice of correction to any report recipient who has checked your file in the past six months. 

What Can I do if I Have a Dispute? 
You must make your dispute directly to the credit reporting agency. Although the Fair Credit Reporting Act does not require it, the Federal Trade Commission staff recommends that you submit your dispute in writing, along with copies (NOT originals) of documents that support your position. 

In addition to providing your complete name and address, your letter should clearly identify each item in your report you dispute; explain why you dispute the information; state the facts; and request deletion or correction. You may want to enclose a copy of your report with the items in question circled. 

Send your dispute by certified mail, return receipt requested and keep copies of your dispute letter and enclosures. 

Duty to correct and update information ..
A person who furnishes information to one or more consumer reporting agencies and has furnished to a consumer reporting agency information that the person determines is not complete or accurate, shall promptly notify the consumer reporting agency of that determination and provide any corrections to that information to the agency and any additional information that is necessary to make the information provided by the person to the agency complete and accurate. The person shall not thereafter furnish to the agency any of the information that remains not complete or accurate. 

closed accounts. . . .

A person who regularly and in the ordinary course of business furnishes information to a consumer reporting agency regarding a consumer who has a credit account with that person shall notify the agency of the voluntary closure of the account by the consumer, in information regularly furnished for the period in which the account is closed. 

Your Side of the Story. . . . 
If a reinvestigation does not resolve your dispute, you can file a statement of up to 100 words to explain your side of the story. The credit reporting agency must include this explanation in your report each time it sends the report out. As well as to each report made within 60 days prior to your request. Credit reporting agency employees often are available to help you word your statement. 

Are all my Accounts Listed in my Credit Report? 

Most credit grantors report their data to credit bureaus at least monthly. Some smaller lenders, however, do not report information to credit bureaus. 

How Long Will Information Stay on my Report? 

Be aware that when negative information in your report is accurate, only the passage of time can assure its removal. Credit reporting agencies are permitted by law to report bankruptcies for 10 years and other negative information for 7 years. 

Also, any negative information may be reported indefinitely for use in the evaluation of your application for: 

(  $150,000 or more in credit;.

 

(  a life insurance policy with a face amount of $150,000 or more; or 

 

(  consideration for a job paying $75,000 or more. 

Adding Accounts to Your File…

Your credit file may not reflect all of your credit accounts. Although most national department stores and all-purpose bank credit card accounts will be included in your file, not all creditors supply information to credit reporting agencies. 

If you have been told that you were denied credit because of an "insufficient credit file" or "no credit file" and you have accounts with creditors that do not appear in your credit file, you can ask the credit reporting agency to add this information to future reports. Although they are not required to do so, many credit reporting agencies will add other verifiable accounts for a fee. 

What About a Credit Repair Company? 

It is recommended that a credit repair company be looked at long and hard before being used. The law gives a consumer certain rights to accuracy in the credit report. If a credit report is repairable, it can be done by the consumer. If it contains accurate, negative information, handing money to a credit repair company will not help. They cannot remove accurate information or information you cannot have removed. 

Who Can Order My Credit Report? 
There are limited circumstances under which a credit bureau may furnish consumer credit reports. These permissible purposes are: 

(  In connection with credit or collection transactions. 

(  For employment purposes. 

(  For the underwriting of insurance. 

(  For the determination of a consumer's eligibility for a license. 

(  Other legitimate business transactions initiated by you. 

(  To review an account to determine whether you continue to meet the terms of the account. 

(  Court orders meeting specific requirements. 

(  At the your written instruction. 

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available.
Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.  


FAIR CREDIT 

REPORTING

  DEPARTMENT OF FINANCIAL INSTITUTIONS

Consumer Credit Division

30 South Meridian Street, Suite 300
Indianapolis, Indiana 46204

317-232-3955

1-800-382-4880

Lenders Price Based on Credit  Rating
Today more than ever, borrowers are being graded on a letter scale based on their credit history. A borrower with "A" credit will receive a lower interest rate than that of a buyer or refinancer with a blemish or two on their credit report.  

If you qualify for an "A" loan, you will get a very good rate and if you qualify for an "A-" or "B" loan, you will pay a little more.  You can find this in all types of lending; auto loans, credit cards as well as mortgage loans.

This is called "risk-based pricing," and it means the borrowers with the best credit will get the lowest finance costs.  Buyers and refinancers with blemishes on their credit reports still may get loans, but maybe at a percentage point or more higher than the consumer with spotless credit.

Mortgage Loans

The new standard adds a new wrinkle to many consumers looking to take advantage of some of the best mortgage rates.  Along with providing home financing for a wider range of borrowers, lenders say, risk-based programs will save many consumers money.   In the past, if you didn't qualify for a conventional mortgage, the lender was not willing to make the loan and you had to go to a finance company.  The rates charged these types of borrowers by finance companies were excessive in many cases, sometimes as high as 21%.

Risk-based Lending

The system works like this:

When customers go into the borrower's office to buy or refinance a home, their names and addresses are put through a sophisticated computer program that shows their credit history.  The document shows when customers opened their credit card accounts, school loans, utility payments, and automobile loans.

The credit history also informs the lender how many times a customer has been late making payments; how much credit the customer has remaining on credit cards; and whether the customer ever closed an account.  Based on the information obtained, the customer's report is given a score, probably between 400 and 825.  Any score of more than 715 usually is an A.  The lower the score, the higher the risk for the lender.   Scores under 620 often result in the lender not wanting to take the risk.

The lender usually obtains a credit history from three different agencies.   The high and low scores are thrown out and the middle score is used to determine the customer's grade.  Some lenders worry that risk-based lending will price marginal borrowers out of the market.

Borrowers are encouraged to access their own credit history before buying or refinancing their home.  You can obtain a copy of your credit report by calling or writing one or all of the following credit bureaus:

Experian  http://www.experian.com 

P.O. Box 949

Allen, TX 75013-0949 

(888) 397-3742 

Free 

Equifax Credit Information Services, Inc. http://www.equifax.com 

P.O. Box 740241 

Atlanta, GA 30374-0241 

(800) 685-1111 

$8 Fee 

Trans Union Corporation  http://www.transunion.com 

Trans Union Consumer Relations 

760 West Sproul Road, P.O. Box 390 

Springfield, PA 19064-0390 

(800) 916-8800

$8 Fee 

A consumer reporting agency will send a free report once in any 12-month period upon request of a consumer if the consumer is unemployed and intends to apply for employment in the 60-day period beginning on the date on which the certification is made, is a recipient of public welfare assistance, or has reason to believe that the file on the consumer at the agency contains inaccurate information due to fraud.  
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