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THE TRICKY WORLD OF CREDIT

Credit is one of the greatest conveniences of the modern world. It is also one of the most
dangerous, if not handled correctly. The growing number of bankruptcies is a testimony
to this fact. In today's society, we have the tendency to want everything now and in order
to get everything as soon as we want it, many times we must use credit. For most, it
would be impossible to be in the financial position to pay cash for your house or even
your vehicle. This is an example of when credit can be a great convenience. We can
have the house and vehicle and enjoy using them while we are paying for them.

So what do we do if we want to establish credit, or do not have good credit but would like
to improve it? There are certain steps to take to establish, maintain and rebuild your
credit. One of the first steps is to determine what creditors think are important factors in
deciding whether or not a person is creditworthy.

A creditor will look at three areas when trying to decide whether to approve credit for a
personal purchase. The three areas are known as The Three C's....Capacity,
Character, and Collateral.

Capacity is having the ability to repay the debt. Creditors will request information about
your employment, how long you have worked, how much you earn, what you routine
monthly expenses are, how many dependents you have, whether you pay child support or
alimony and the amount of any other obligations that you may have.

Character deals with whether you will repay the debt. One of the first things that a
creditor will do is to pull a credit report on you from one of the major credit reporting
bureaus. They will look at how much you owe, how often you borrow, whether you pay
your bills on time, and whether you live within your means. They also look for signs of
stability by checking to see how long you have lived at your present address, whether you
rent or own your home, and how long have you been employed at your present
employment. All of these factors grouped together provides a snapshot of the type of
person you appear to be.

Collateral is what the creditor requires from you to back up or secure the loan in case
you are unable to repay the loan. Collateral is something tangible that the creditor can
sell or liquidate quick and get their money back.



While you must satisfy the creditor in the three C's, you are protected from discrimination
with decisions being made based on age, gender, martial status, race, color, religion, and
national origin. This protection is provided under the Equal Credit Opportunity Act.
Also, this Act requires that you be notified within 30 days after your application has been
completed, whether your loan has been approved or not.

If you are needing to apply for a business loan, you will need to add two additional C's,
Capital and Condition.

Capital is the amount of equity or money that will be invested in the business by the
owner(s) and/or investors or from retained earnings.

Conditions are the factors in the company that might impact the business's ability to
repay its debt or deteriorate its collateral position. (Obsolescence)

How do you establish credit?

There are several steps that you can take to start the process of establishing credit in your
name.

1. Open a checking account or a savings account. While this will not start your
credit, it does show that you have some money and know how to manage it.

2. Apply for a department store credit card. Be sure to pay the credit card bills on
time.

3. See if you can deposit funds with a financial institution to serve as collateral for a
credit card.

4. Have someone co-sign with you on a loan and you pay the loan back on time.



How to improve your score:

> Pay bills on time

> Keep balances low on credit cards and other "revolving credit." A good rule of

~ thumb is to keep your credit card balance at a level 35%-40% of the maximum credit
limit allowed on the card.

Apply for and open new credit accounts only as needed.

Pay off debt rather than moving it around.

Make sure the information in your credit report is correct.
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What happens to my credit information?

Once a month, your creditors send information to consumer reporting agencies. The
three largest are:

Equifax

P.O. Box 105873
Atlanta, Georgia
1-800-685-1111

Experian

Attn: NCAC

P.O. Box 949

Allen, Texas 75013-0949
1-888-397-3742

Trans Union

P.O. Box 390
Springfield, PA. 19064
1-800-888-4213

In Georgia, you can obtain 2 free credit reports per year by contacting either of the three
agencies listed above.

What type of credit information is reported to these agencies?

» Identification and employment information such as:
Name, birth date, Social Security number, employer, spouse's name are routinely
noted. Employment history, home ownership, income and previous address can
also be included,

> Payment history



» Inquiries
» Public record information such as:
bankruptcies, foreclosures, or tax liens may be included in your report.

These factors provide a broad view of a person's credit history which allows a creditor to
make a more informed decision. '

What is a credit score?

The credit score , or beacon score, as it is sometimes called, is a number that lenders use
to help them make the decision whether to give a person a loan or credit card. This score
is a snapshot of your credit at a particular point in time. These scores are calculated by a
mathematical equation based on five main categories of information in your credit file.
These 5 categories are:

Payment history - What is your track record?
Amounts owed - How much is too much?

Length of credit history - How established is yours?
New credit - are you taking on more debt?

Types of credit in use - Is it a healthy mix?
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These are things that are not included in your credit bureau score but could still be in
your credit file:

» Race, color, religion, national origin, and marital status

> Age

> Salary, occupation, title, employer, date employed or employment (However, your
creditor will take this information into consideration in making the decision to extend
credit.)

Residence

Interest rate being charged on existing loans, credit cards, etc.

Certain types of credit bureau inquires such as personal request, promotional request
from lenders in order to make a "pre-approved" credit offer, and requests from
employers

» Any information that is not proven to be predictive of future credit performance
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The credit score or FICO score, (Fair, Isaac and Company) has a range of 300 to 850
with a majority of the scores falling in the range of 600's to 700's. The higher the score,
the better the credit risk.

Information on credit scoring was obtained from Fair, Isaac and Company.



Errors on credit reports:

So you have pulled your personal credit report to check to make sure that you have a
good score in order to obtain a loan for personal needs or for a business loan. On your
report there appear to be errors or items which either do not belong to you, should be
reflected in your report, or you feel should not be on your report. What steps do you take
to rectify this problem?

Step 1: Identify the error or item and notify the reporting credit bureau in writing
why you are disputing that certain item.

Step 2: Send a copy of your credit report highlighting the item in dispute, along
with the written letter by certified mail to the address provided by the
credit reporting agency. The credit reporting agency must investigate the
item in question usually within 30 days, unless they consider your dispute
frivolous.

Step 3: If you disagree with the findings of the credit reporting agency, you may
have a short statement (100 words) placed in your record, telling your side
of the story.

Under the Fair Credit Billing Act creditors must correct errors promptly and without
damage to your credit rating.

The law defines a billing error as any charge:

¢ for something you didn't buy or for a purchase made by someone not authorized to
use your account;

¢ that is not properly identified on your bill or is for an amount different from the actual
purchase price or was entered on a date different from the purchase date;

¢ for something that you did not accept on delivery or that was not delivered according

to agreement;

errors in arithmetic;

failure to show a payment or other credit to your account;

¢ failure to mail the bill to your current address, provided you told the creditor about an
address change at least 20 days before the end of the billing period;

¢ an item on your bill for which you need more information.
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Information Provided by
Consumer Handbook to Credit Protection Laws
Board of Governors of the Federal Reserve System
Washington, D. C. 20551



Negative information stays on your credit report for seven years, except for the
following exceptions:

Information about criminal convictions may be reported without any time limitation.
Bankruptcy information may be reported for 10 years.

Information reported in response to an application for a job with a salary of more than
$75,000 has no time limit.

Information reported because of an application for more than $150,000 worth of
credit or life insurance has no time limit.

Information about a lawsuit or an unpaid judgment against someone can be reported
for seven years or until the statute of limitations runs out, whichever is longer.
Default information concerning U. S. Government insured or guaranteed student
loans after certain guarantor actions.
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Information Provided By
Federal Trade Commission
Bureau of Consumer Protection
Office of Consumer and Business Education




