
FEDERAL RESERVE BANK 
OF NEW YORK

Septem ber 14, 1981

CONSUMER GUIDE TO CREDIT PROTECTION LAWS

To All Depository Institutions, and Others Concerned, 
in the Second Federal Reserve District:

Enclosed is a new booklet, entitled “Give Yourself C redit,” which has been 
developed by the Federal Reserve Bank of San Francisco.

The booklet is designed to assist potential cred it applicants, and to provide 
c red ito rs  w ith inform ation  they m ay use to im prove th e ir  custom ers’ 
understanding of credit transactions.

For fu rther information or additional copies of this booklet, please contact:

D epartm ent of Consumer Affairs 
Federal Reserve Bank of San Francisco 
400 Sansome S treet 
San Francisco, California 94120 
(Telephone No. 415-544-2000)

G eorge R. J u ncker ,
Manager, Consumer Affairs 
and Bank Regulations Department

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Give
Yourself 
Credit!

A Consumer’s 
Guide lb
CreditProtectionLaws

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



This pamphlet was produced by the Federal Reserve Bank of San Francisco.
June 1981

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



INTRODUCTION
If you as a potential borrower are looking for a loan — or if you 
as a creditor want to help your customers better understand 
credit transactions — this booklet should be useful to you.

What is “ credit” ? What determines “ creditworthiness” ? What 
are your legal rights when you go to obtain credit? This booklet 
should help answer those questions, and help you choose 
among all the options available to borrowers.

To put this material in practical form, let’s follow two typical 
loan applicants (called Gary and Lynn) through some of the 
credit transactions that they are apt to encounter. These include 
applications for credit cards, auto loans, home-mortgage loans, 
and home-improvement loans. The glossary at the back pro
vides the reader with a set of definitions of common credit 
terms.

APPLYING FOR CREDIT
DO YOU KNOW WHAT INFORMATION IS USUALLY 
REQUESTED ON AN APPLICATION?
HAVE YOU EV ER SEEN  AN A D VERSE ACTION 
NOTICE?
IF YOU HAVE EVER BEEN DENIED CREDIT, DID YOU 
UNDERSTAND WHY?
DO YOU KNOW WHAT “ PROHIBITED DISCRIMINA
TION” IS?
ARE YOU AWARE OF YOUR RIGHTS UNDER THE FAIR 
CREDIT REPORTING ACT?

Since most of us apply for credit infrequently, we are often 
uncertain about some aspects of obtaining credit. So, when we 
need credit, we may feel a little hesitant about approaching a 
bank, savings and loan, credit union or other creditor.

Let’s begin by looking at the credit-application process. This 
involves the kinds of information usually asked on application 
forms, the reasons why loans are sometimes denied, how to 
correct a credit report, and so on.

Lynn is our first applicant. She has been working for several 
years at a local firm, earns an “ average” salary, and has been 
living in the same apartment for two years. She has decided to 
buy a car and recently found one that meets her needs. But she 
doesn’t have enough money for the entire purchase price. An 
obvious solution is to get a loan. Lynn already has one loan 
obtained through her college student-aid office, and two credit
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cards from local department stores, but she has never actually 
approached a bank loan officer to apply for credit.

Our second applicant is Gary. Unlike Lynn, he has never had 
credit of any type. He recently completed two years of military 
service and began his first civilian job — a job which requires 
frequent travel. After making his first business trip, he decided 
that traveling would be safer and easier if he had a credit card. 
Since almost everyone he knows has a credit card, he is confi
dent that he too will be able to obtain one without difficulty.

Gary and Lynn live in the same city and work near the same 
bank. They each decide to stop at the bank during lunch hour, 
and meet each other while standing in line. Gary tells the recep
tionist that he would like to apply for a credit card. The 
receptionist hands him an application to complete and advises 
Gary to mail it back or return it personally. Being in a hurry 
to get back to work, he doesn’t wait to discuss his application 
with a loan officer.

Lynn, who is next, asks to speak to a loan officer and states 
that she wants an automobile loan. The loan officer explains 
that the bank has various “ terms and conditions” which Lynn 
must accept to obtain a loan. For example, the loan must be 
secured rather than unsecured. This means that if Lynn fails to 
make payments as agreed, the bank can take back (repossess) 
the car and sell it to satisfy the debt. The bank also requires a 
substantial downpayment and generally requires repayments to 
be made over three or four years. Since these terms seem fair, 
Lynn asks for an application form and leaves.

Lynn and Gary have each taken the first step toward getting 
credit, although they’re seeking different types of credit. Lynn

payments

is applying for “closed end credit,” which means that she is 
seeking a loan of a fixed amount. Gary, on the other hand, is 
applying for “ open end credit,” which is credit that can be used 
from time to time as long as he doesn’t exceed the limit set by 
the bank. So long as the total amount Gary has outstanding at 
any one time doesn’t exceed this credit limit, the total amount 
he can borrow is virtually unlimited. Incidentally, he could 
also have applied for another common type of open end credit, 
the overdraft-checking plan, which lets the borrower obtain a 
loan by writing a check for an amount greater than the balance 
in the checking account.

The next step is for Gary and Lynn to complete their credit 
application forms. See pages 6-9 for a sample application form. 
Please note that creditors are not required to use this form or 
any form in this pamphlet. The information requested on an 
application is often the same regardless of where you live. But 
if you reside in a community property state (Arizona, California,.
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Idaho, Louisiana, New Mexico, Nevada, Texas, Utah or 
Washington), a lender may ask about your marital status (and, 
if you are married, about your spouse) even though you may 
be applying for individual credit. Under community property 
laws, most income earned after marriage, by either husband or 
wife belongs to both of them. Therefore, as a married person 
living in a community property state, you can usually rely on 
your spouse’s income as well as your own to obtain credit in 
your own name — and you usually don’t need your spouse’s 
signature on the application or the promissory note. In non- 
pommunity property states, creditors generally may not ask you 
questions about your marital status when you apply for indi
vidual unsecured credit.

After reading the instructions, Gary begins to complete Section 
A, which asks for personal information, and Section D, which 
asks about his debts and assets. After supplying information 
about his employment, residency, age, and so forth, he turns to 
Section D. He leaves that section almost blank; he doesn’t have 
much in the way of assets (things of value, such as real estate, 
automobiles, etc.) but, on the other hand, he doesn’t have much 
in the way of debts either. He assumes the bank will consider 
him a good credit risk since he has a “ clean slate.” Finally, he 
gets to the question of credit references. Since he hasn’t 
obtained credit in the past, he writes down his landlord’s name 
and the name of his Army sergeant as character references. 
Gary confidently signs the application and mails it to the bank.

He would have been less confident, however, if he had realized 
what factors creditors consider when evaluating applications, 
such as length of employment and residence. While these may 
not seem relevant to Gary, banks and other creditors usually

consider such factors to be reliable indicators of an applicant’s 
“ credit-w orthiness.”  Since lenders can’t extend credit to 
everyone, they must have some way of choosing among appli
cants. To aid in their decision-making, they generally rely on 
either “judgmental” or “ credit-scoring” systems of credit 
evaluation.

With a judgmental system, a creditor develops a set of guide
lines against which the applicant is judged. For example, a bank 
might require a certain length of residence and time on the job, 
a certain ratio of debts to income, a number of credit references, 
and a history of making payments when due. Failure to satisfy 
even a single guideline may result in denial of credit. But other 
factors, such as the maintenance of a large deposit account with 
the bank, may make up for certain deficiencies.
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[Closed end, secured credit]

CREDIT APPLICATION
IMPORTANT: Read these Directions before completing this Application.

Check □
Appropriate
Box

□

□

If you are applying for individual credit in your own name and are relying on your own income or assets 
and not the income or assets of another person as the basis for repayment of the credit requested, complete 
Sections A, C, D, and E, omitting B and the second part of C.
If this is an application for joint credit with another person, complete all Sections, providing information 
in B about the joint applicant.
If you are applying for individual credit, but are relying on income from alimony, child support, or sepa
rate maintenance or on the income or assets of another person as the basis for repayment of the credit 
requested, complete all Sections to the extent possible, providing information in B about the person on 
whose alimony, support, or maintenance payments or income or assets you are relying.

Amount Requested Payment Date Desired Proceeds of Credit

$...................................................................................... To be Used For......................................................................................................................
SECTION A—INFORMATION REGARDING APPLICANT

Full Name (Last, First, Middle): ............................................................................................................................................  Birthdate: /  /

Present Street Address: ...............................................................................................................................................................  Years there: .........

City: .........................................................................  State: .................................... Zip: ......................  Telephone: ..................................................
Social Security No.: Driver’s License No.:
Previous Street Address: Years there:
City: State: Zip:

Present Employer ........................................................................................ Years there: ......................  Telephone: .................................

Position or title: .......................................................................................... Name of supervisor: ...................................................................

Employer’s Address: .............................................................................................................................................................................................

Previous Employer: .......................................................................................................................................................................  Years there:

Previous Employer’s Address: ............................................................................................................................................................................................

Present net salary or commission: $ .....................  per ...................... . No. Dependents: ..................  Ages: .......................................................
Alimony, child support, or separate maintenance income need not be revealed if you do not wish to have it considered as a basis 
for repaying this obligation.
Alimony, child support, separate maintenance received under: court order □  written agreement □  oral understanding □

Other income: $.............................. per ...............................  Source(s) of other income: ......................................................................................

Is any income listed in this Section likely to be reduced before the credit requested is paid off? 
□  Yes (Explain in detail on a separate sheet.) No □

6
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1

Have you ever received credit from us? .......................... When? .........................................  Office:

Checking Account No.................................................................................  Institution and Branch: .....

Savings Account No....................................................................................  Institution and Branch: .....
Name of nearest relative
not living with you: ................................................................................................................................................ Telephone: ...................................

Relationship: .................................. Address: ...................................................................................................................................................................
SECTION B—INFORMATION REGARDING JOINT APPLICANT OR OTHER PARTY (Use separate sheets if necessary.)

Full Name (Last, First, Middle): ............................................................................................................................................  Birthdate: /  /

Relationship to Applicant (if any): ..................................................................................................................................................................................

Present Street Address: ...............................................................................................................................................................  Years there: ..........

City: ........................................................................  State: ...................................... Zip ..................  Telephone: .....................................................

Social Security No.: .................................................................................  Driver’s License No.: ..............................................................................

Present Employer: .....................................................................................  Years there: ..................  Telephone: .................................................

Position or title: .........................................................................................  Name of supervisor: ..............................................................................

Employer’s Address: ..........................................................................................................................................................................................................
Previous Employer: .......................................................................................................................................................................  Years there: .........

Previous Employer’s Address: .........................................................................................................................................................................................

Present net salary or commission: $ ..................... per ...................... . No. Dependents: ..................  Ages: ...................................................
Alimony, child support, or separate maintenance income need not be revealed if you do not wish to have it considered as a basis 
for repaying this obligation.
Alimony, child support, separate maintenance received under: court order □  written agreement □  oral understanding □ _______

Other income: $.............................. per ............................... Source(s) of other income: .......................................................................................

Is any income listed in this Section likely to be reduced before the credit requested is paid off? 
□  Yes (Explain in detail on a separate sheet.) No □
Checking Account No.: ............................................................................ Institution and Branch: .............

Savings Account No.: ...............................................................................  Institution and Branch: .............
Name of nearest relative not living with Joint 
Applicant or Other Party: ..................................

Relationship: ...............................................................................................  Address: ..................................................................................
SECTION C—MARITAL STATUS
Applicant: □  Married □  Separated □  Unmarried (including single, divorced, and widowed)
Other Party: □  Married □  Separated □  Unmarried (including single, divorced, and widowed)

7
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SECTION D—ASSET AND DEBT INFORMATION (If Section B has been completed, this Section should be completed giving 
information about both the Applicant and Joint Applicant or Other Person. Please mark Aoplicant-related informa
tion with an “A.” If Section B was not completed, only give information about the Applicant in this Section.)

ASSETS OWNED  (Use separate sheet if necessary.)

Description of Assets Value
Subject to Debt? 

Yes/No Name(s) of Owner(s)
Cash $

Automobiles (Make, Model, Year)

Cash Value of Life Insurance (Issuer, 
Face Value)

Real Estate (Location, Date Acquired)

Marketable Securities (Issuer, Type, No. of Shares)

Other (List)

Total Assets $
OUTSTANDING DEBTS (Include charge accounts, instalment contracts, credit cards, rent, mortgages, etc. Use separate sheet if 

necessary.)

Creditor
Type of Debt 
or Acct. No.

Name in Which 
Acct. Carried

Original
Debt

Present
Balance

Monthly
Payments

Past Due? 
Yes/No

1. (Landlord or 
Mortgage Holder)

□  Rent Payment
□  Mortgage

$ (Omit rent) $ (Omit rent) $

2.

3.

Total Debts

$ r$ $

8
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T
(Credit References) Date Paid

$

2.

Are you a co-maker, endorser, or 
guarantor on any loan or contract? Yes □ No □

If “yes” 
for whom? To whom?

Are there any unsatisfied 
judgments against you?

Yes □  
No □ Amount $

If “yes” 
to whom owed?

Have you been declared 
bankrupt in the last 14 years?

Yes □  
No □

If “yes” 
where? Year

Other obligations—(E.g., liability to pay alimony, child support, separate maintenance. Use separate sheet if necessary.)

SECTION E—SECURED CREDIT Briefly describe the property to be given as security:

and list names and addresses of all co-owners of the property: 

Name Address

If the security i9 real estate, give the full name of your spouse (if any):

Everything that I have stated in this application is correct to the best of my knowledge. I understand that you will retain 
this application whether or not it is approved. You are authorized to check my credit and employment history and to answer ques
tions about your credit experience with me.

Applicant’s Signature Date Other Signature 
(Where Applicable)

Date
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A “ credit-scoring” system, in contrast, involves a computer- 
developed program where creditors assign numerical values to 
certain factors. For example, if an applicant has been living at 
the same address for five years, a bank might give that applicant 
fifteen points, but the applicant may not be assigned any points 
for this factor if he or she had been living there only a short time. 
If an applicant has both a checking and a savings account, he 
or she might get 10 points, but the number could drop to only 
five points for one account and 0 points for no account. (Please 
remember: these are only examples.) After the creditor assigns 
numbers to the various factors which appear relevant in deter
mining “ creditworthiness,” it adds the total and approves the 
application only if the applicant’s score exceeds a certain figure.

And now, back to Lynn. When she reads the instructions to her 
application, she realizes that she must complete several sections 
including a description of the auto she is buying (Section E), 
since it will serve as collateral for the loan. Supplying informa
tion about herself in Section A is easy, but she does notice the 
following portion of the application:

Alimony, child support, or separate maintenance 
income need not be revealed if you do not wish to 
have it considered as a basis for repaying this obliga
tion. Alimony, child support, separate maintenance
received under: court o r d e r__written agreement
__oral understanding___

Other income: $_________ p e r__________Source(s)
of other income: ______________________________
Is any income listed in this Section likely to be re
duced in the next two years? Y es__(explain in detail
on separate sheet) N o __

As this indicates, a credit applicant has a choice when it comes 
to providing certain income information — but if he or she wants 
to have this information included, the creditor can ask for 
further information which will indicate whether the payments 
have been made in the past and are likely to continue to be made 
in the future.

After completing Section D with information about her school 
loan and credit cards, and after listing her credit references 
and describing the auto she wishes to purchase, Lynn goes back 
to several questions she had skipped:

Are you a co- If “ yes”
maker or guaran- Y e s__ for whom? To whom?
tor on any loan or
contract?
Are there any un- Y e s__ If “ yes”
satisfied judg- N o __ Amounts $ to whom
ments against owed?
you?
Have you been Y e s__ If “ yes”
declared bankrupt N o __ where? Year
in the last 10
years?

Although Lynn is not sure about the definition of “ co-maker” 
or “ guarantor,” she presumes that the answer is “ N o” since 
she has never signed for a loan with anyone else. In this case she 
is right because a co-maker is basically a joint applicant on a 
loan, and a guarantor (or endorser) is someone who agrees to 
repay a loan if the applicant does not. Lynn also marks “ N o” 
beside the next two questions concerning unsatisfied judgments
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and bankruptcy. Unsatisfied judgment refers to a failure to pay 
money to someone else under a court order, and bankruptcy 
refers to a legal proceeding excusing an individual from his or 
her debts.

Having completed the application, Lynn mails it to the bank 
and awaits a reply.

Several days later, when she checks on the progress of her loan 
application, a loan officer tells her — much to her surprise — 
that the loan has been denied. The reason: her credit report 
indicates that she has a poor history of making loan payments.

Since Lynn has always paid her bills on time, she asks the loan 
officer to call the credit-reporting agency for an explanation. 
The loan officer explains that Lynn must clear up her credit 
history with the agency personally, but that the bank will be 
glad to reconsider her application if it receives a positive credit 
report.

1

Before Lynn leaves, the loan officer hands her a form, an 
“ adverse action notice,” which has checked off “ delinquent 
credit obligations” as the reason for the denial of the applica
tion. It also indicates the name and address of the credit-report
ing agency which compiled the credit report. The adverse- 
action notice probably looked like the form on pages 12-13.

Before we go with Lynn on her visit to the credit-reporting 
agency, let’s look in again on Gary. He has just received an 
envelope from the bank which contains, instead of a credit card, 
an adverse-action notice identical to the one Lynn received. 
In this case, though, different reasons have been checked: 
“ Insufficient credit references” . . . “ Length of Employment” 
. . . “ Too short a period of residence” and “ No credit file.” 
This doesn’t seem fair to Gary, particularly since he earns a 
substantial salary. He then reads the last portion of the notice, 
which states that creditors can’t discriminate against applicants 
on a “ prohibited basis.” Since Gary feels his denial was unfair 
and discriminatory, he decides to visit the bank for an explana
tion.

The next day Gary discusses the denial with a loan officer and 
points out the section on discrimination. The loan officer agrees 
that it is illegal for the bank to discriminate on a “ prohibited 
basis,” but explains that Gary’s loan was not denied for any 
such reason — because of age, sex, marital status, race, color, 
religion, national origin, receipt of public assistance income, or 
good faith exercise of rights under the Consumer Credit Protec
tion Act. It was denied simply because Gary has not established 
a credit history and, therefore, didn’t satisfy the bank’s credit 
standards. This, the loan officer states, is not an illegal reason.
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ABC BANK

STATEMENT OF CREDIT DENTAL. 
TERMINATION, OR CHANGE

DATE January^ 12_i_ 19xx
Applicant's Name: __Lynn E_. _Jon.es______ _
Applicant’s Address: JL23 Main S t r e e t ___-

Anytown.  US 91233
Description of Account, Transaction, or Requested 
Credit:_______ A u t o m o b i l e  Loan___________ _

Description of Adverse Action Taken:
______________ Loan De n i e d . _______

PRINCIPAL REASON(S) FOR ADVERSE 
ACTION CONCERNING CREDIT

___ Credit application incomplete
----- Insufficient credit references
___ Unable to verify credit references
_____ Temporary or irregular emplov ment
-----  Unable to verify employment
-----  Length of employment
-----  Insufficient income
----- Excessive obligations
-----  Unable to verify income
----- Inadequate collateral
----- Too short a period of residence

-----Temporary residence
---- - Unable to verifv residence
-----  No credit file
----- Insufficient credit file
-X— Delinquent credit obligations 
-----Garnishment, attachment, foreclosure, repos

session. or suit 
_ _ Bankruptcv
-----^ e  do not gran: credit to anv applicant on

the terms and conditions you request.
-----Other, sp ec if) -__________________________

12
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DISCLOSURE OF USE OF INFORMATION 
OBTAINED FROM AN OUTSIDE SOURCE

___  Disclosure inapplicable
_X_ Information obtained in a report from a con

sumer reporting agency 
Name: Anytown C r e d i t  Bur e a u

Street address: 456 F i r s t  S t r e e t
Any town , US 9 1234

Telephone number: (1^3 > 4 5 6 -7 8 9 0 __

Information obtained from an outside source 
other than a consumer reporting agency.
Under the Fair Credit Reporting Act, you 
have the right to make a written request, 
within 60 days of receipt of this notice, for 
disclosure of the nature of the adverse in
formation.
Creditor's name: ABC B a n k _____
Creditor's address: 789  S e c ond S t r e e t  

Any town,  US 9 1234
Creditor's telephone number: ( 1 2 3 )  7 8 9 -4 5 6 0

The F e d e r a l  E qu a l  C r e d i t  O p p o r t u n i t y  A c t  p r o 
h i b i t s  c r e d i t o r s  from d i s c r i m i n a t i n g  a g a i n s t  c r e d i t  
a p p l i c a n t s  on th e  b a s i s  o f  r a c e ,  c o l o r ,  r e l i g i o n ,  
n a t i o n a l  o r i g i n ,  s e x ,  m a r i t a l  s t a t u s ,  a g e  ( p r o v i d e d  
t h a t  t h e  a p p l i c a n t  h a s  t h e  c a p a c i t y  t o  e n t e r  i n t o  a 
b i n d i n g  c o n t r a c t ) ;  b e c a u s e  a l l  o r  p a r t  o f  t h e  a p p l i 
c a n t ' s  income d e r i v e s  from any p u b l i c  a s s i s t a n c e  p r o 
gram; o r  b e c a u s e  t h e  a p p l i c a n t  h a s  i n  good  f a i t h  e x 
e r c i s e d  any r i g h t  u n d er  t h e  Consumer C r e d i t  P r o t e c t i o n  
A c t .  The F e d e r a l  a g e n c y  t h a t  a d m i n i s t e r s  c o m p l i a n c e  
w i t h  t h i s  la w  c o n c e r n i n g  t h i s  c r e d i t o r  i s  t h e  F e d e r a l  
R e s e r v e  Bank o f  Anytown,  4 0 0  T h i r d  S t r e e t ,  Anytown,
US 9 1 2 3 4 .
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The loan officer goes on to explain some of the things meant by 
a “ prohibited basis.” For example, a person can’t be denied 
credit because of age. Further, a person can’t be denied a loan 
because he or she is too old to qualify for credit life insurance, 
although a lender can require realistic loan terms in such a case. 
In addition, it is illegal to deny a loan because of a person’s race, 
color, or national origin.

A creditor also can’t discriminate against someone because of 
sex or marital status. Among other things, this means that a 
creditor must allow a woman to choose the name which she 
wishes the account to be under (i.e., birth-given first name and 
birth-given last name, spouse’s last name or a combined last 
name). In addition, the creditor mustn’t ask a woman whether 
she intends to have children, and mustn’t count her income for 
less than a man’s because, for example, of an assumption that 
she will marry and leave the job market. Nor may a creditor 
require the signature of a husband on his wife’s application for 
individual credit (or vice versa), although the husband may be 
asked to sign a security agreement if any community property 
or jointly owned property (joint tenancy or tenancy in common) 
secures the loan. Furthermore, if a husband and wife both use 
an account or if both are responsible for the debt, then a creditor 
must be able to report credit information in the name of each 
spouse concerning the account to other creditors or to credit
reporting agencies.

Finally, a creditor can’t refuse credit to an individual because 
his or her income is from welfare, social security, or the like. 
But the individual must meet the institution’s minimum income 
requirements, just like any other applicant. Nor can credit be 
denied because the individual has asserted any rights under 
Federal credit-protection laws.

14

After explaining the meaning of “ prohibited discrimination,” 
the loan officer again advises Gary that he must establish credit 
before the bank will grant him a credit card. For example, Gary 
might apply for a credit card with a department store, since a 
store’s credit standards may be more lenient than a bank’s. Or 
Gary could ask another “ creditworthy” person, perhaps a 
friend or relative, to guarantee repayment of his credit card 
debts. In addition, Gary could take other steps to establish 
himself, such as opening savings and checking accounts. In 
fact, if he does set up a savings account, the bank might grant 
him a loan if he agreed that the bank could hold his savings 
account as security for the loan. He could then establish his 
creditworthiness by making the loan payments as agreed.

All of this information leads Gary to realize that getting started 
in the “ credit world” requires effort on his part. His problem 
is typical among young people — and among older persons who 
have always believed in the “ pay-as-you-go” system and have
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no credit established. But, as the loan officer explained, getting 
your first credit is not impossible — it just takes a little extra 
effort.

Meanwhile, Lynn has been reviewing with an employee of the 
credit-reporting agency the credit report which was sent to 
the bank. They discover that, rather than sending the bank a 
credit report on Lynn E. Jones, the agency sent a report on 
Lynn E. James, who does indeed have a poor record for making 
loan payments. Lynn then asks the agency to send a correct 
credit report to the bank, which the agency must do free of 
charge under the Fair Credit Reporting Act. With this error 
corrected, Lynn is confident that she will be granted her auto
mobile loan.

The correction of this error might have been quite different if 
Lynn did not have the rights provided by the Fair Credit Report
ing Act. For example, you as a borrower generally have the right 
to know the information contained in your credit file and its 
source, and you may obtain this data at no charge if you make a 
request within 30 days of a credit (or insurance, or employment) 
denial. In addition, you can insist that incomplete or inaccurate 
information be investigated and corrected, or you can have your 
version placed in the file. Further, most adverse information 
must be deleted from a credit file if it is more than seven years 
old, except information on bankruptcies which can be reported 
for ten years.

If you contact a credit-reporting agency within 30 days of a 
credit denial, you also have the right to have a corrected report, 
or the information about the dispute, sent free of charge to those 
who have already received a report.

We have followed Gary and Lynn through the initial steps of 
obtaining credit, and shown how Federal laws provide many 
protections to them and other consumers. The laws of your state 
may give you additional rights. Now let’s follow our two loan 
applicants through a variety of common loan transactions that 
many of you are likely to experience. These include credit 
cards, auto loans, home-purchase loans and home-improve
ment loans.
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OBTAINING A CREDIT CARD
We’ve followed Gary through the process of applying for a 
credit card, and we’ve seen that he was turned down because 
of lack of credit references, no credit file, too short a period of 
employment, and too short a period of residence. All of these 
reasons point to the fact that Gary is not sufficiently “ estab
lished” — not that he has mishandled credit in the past. As the 
bank’s loan officer told Gary, he might qualify if he could pro
vide a satisfactory guarantor, that is, some creditworthy person 
who is willing to guarantee repayment of Gary’s obligations if 
Gary does not pay as agreed. Gary decides to ask his sister to 
sign, so she completes a credit application and submits it to the 
bank. All turns out well, because the following week Gary 
receives an envelope containing a credit card, a “ disclosure 
statement,” and a notice telling him that he has been granted 
the credit limit he had requested.

Before Gary received his card, there were three matters that 
should have concerned him. First, how much is it going to cost 
him to use the card (not all credit cards cost the same!)? Second, 
what information will he receive about his purchases and pay
ments? And third, what steps must he take if he feels that the 
bank made an error in his account?

The disclosure statement Gary received contains an explanation 
of the costs of using the credit card. These costs may include a 
fixed monthly or yearly charge for the credit-card account. 
There will also be a “ variable” charge which is based upon the 
balance outstanding. This latter charge, the “ Finance Charge,” 
is determined by multiplying the “ periodic rate” times the 
balance subject to finance charges. (The periodic rate is the

portion of the annual percentage rate which applies to the time 
during which the balance is owing). Also, there may be “ per 
item” charges included in the finance charge. Here is an exam
ple: If $100 is the outstanding balance subject to finance charges 
for the monthly billing cycle and the annual percentage rate is 18 
percent, the periodic rate is 1.5 percent (18 percent divided by 
12 months), and the finance charge for the month is $1.50.

The periodic rate and annual percentage rate are set forth in the 
disclosure statement. If different rates apply to different ranges 
of balances (or to cash advances as opposed to credit pur
chases), the various rates and the balances or transactions to 
which they apply will also be identified.

The disclosure statement may also tell Gary how his minimum 
monthly payments are calculated. The minimum payment 
usually will be a percentage of the outstanding balance. Of 
course, Gary can pay more; if he does, the finance charge will 
be reduced (finance charges can be avoided altogether if the 
entire balance is paid by a certain date unless there is no “ free 
ride” period). Any late charges and any security interest taken 
by the bank will also be included on the statement. Finally, 
Gary will receive information concerning his right to dispute 
billing errors.
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Some weeks after Gary begins using his credit card, he receives 
his first month’s billing statement. (See pages 18-19.)

This periodic statement covers a monthly billing cycle ending 
the last day of February. Since this is the first month Gary had 
the credit card, he has no previous balance, and he owes no 
finance charges or late charges for unpaid prior balances. The 
statement reflects Gary’s only purchase for the month, by indi
cating the date of the purchase, the name and address of the 
merchant, the date the bank “ posted” the transaction to his 
account, and the amount of the purchase. Gary’s minimum 
payment is $18.00 and is due on March 25. If there is a “ free 
ride” period (see page 16), the due date should be at least 14 
days after the statement is mailed to the customer.

If Gary has questions concerning any of these details, he may 
contact the bank at the address listed on the statement. Also, 
his statement includes a lower portion which he should detach 
to accompany the payment. This helps assure that Gary’s pay
ment will be credited to the correct account.

There is one more question: How will he go about correcting any 
errors that he believes have been made in his account? The rules 
for billing-error resolution place responsibilities both on Gary 
and on the bank. Suppose that his $450 credit incorrectly shows 
up on his statement as $480. When Gary receives his monthly 
statement, he discovers the error. What should he do in this 
situation? The answer lies in the notice that is usually entitled, 
“ In Case of Errors or Inquiries About Your Bill,” which he 
should have received along with his credit card. In fact, he 
should receive that notice at least once a year or in summary 
form with each statement.

Gary has the initial responsibility to inform the bank of any 
error. He must notify the bank in writing within 60 days after 
the billing statement is mailed; he should write to the address 
given on his monthly statement. Gary must tell the bank his 
name and account number, what he believes to be in error, his 
reasons for that belief, and the dollar amount of the suspected 
error. Having taken these steps, Gary need not pay the part of 
the bill in dispute, but must pay the remainder. In our example, 
he would be obligated to pay the $450 (in full or in installments) 
that he knows is owed, but not the $30 that he believes to be 
in error.

At this point the responsibility shifts to the bank. It must 
acknowledge Gary’s letter within 30 days (unless it corrects the 
error before that time). Within 90 days, the bank must either 
correct Gary’s account or tell him why the bank believes the 
bill is correct. While the alleged error is being investigated, 
the bank may not take any action to collect the disputed portion 
of the account (or any finance charges on the disputed amount). 
The bank also can’t report Gary to a credit bureau as being
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SUNNY CALIFORNIA BANK 
(R ev erse  S id e )

FINA NC E CHARGES IN CASE OF ERRORS OR QUESTIONS ABOUT YOUR BILL

The FINANCE CHARGE shown on th e  r e v e r se  i s  th e  
t o t a l  o f  any Cash Advance F ee , T r a n sfe r  and Check 
S e r v ic e  Fee and P e r io d ic  Charge imposed d u rin g  th e  
b i l l i n g  c y c l e .  The Cash Advance Fee i s  2.5% o f  
th e  t o t a l  o f  th e  Cash Advance tr a n s a c t io n s  shown  
on th e  statem ent:.. The T r a n sfe r  and Check S e r v ic e  
F ee i s  2.07o ($ 1 .5 0  minimum) o f  th e  t o t a l  T r a n sfe r  
and Check S e r v ic e  t r a n s a c t io n s  shown on the s t a t e 
m en t. I f  a P e r io d ic  Charge i s  shown on th e  s t a t e 
m ent, i t  was d eterm in ed  by m u lt ip ly in g  th e  A verage  
D a ily  B a la n ce  ( in c lu d in g  c u r r e n t  t r a n s a c t io n s )  by 
a m onth ly  p e r io d ic  r a t e  o f  1 .57., w hich co rresp o n d s  
to  an ANNUAL PERCENTAGE RATE o f  18%. To g e t  th e  
"average d a i ly  b a la n c e "  we ta k e  th e  b eg in n in g  
b a la n c e  o f  you r a cco u n t each  day, add any new 
p u rch a ses  (and a d v a n c e s / lo a n s ) ,  and su b tr a c t  any 
paym ents or c r e d i t s  (and unpaid f in a n c e  c h a r g e s ) .  
T h is  g iv e s  us th e  d a i ly  b a la n c e . Then, we add up 
a l l  th e  d a i ly  b a la n c e s  fo r  th e  b i l l i n g  c y c le  and 
d iv id e  th e  t o t a l  by th e  number o f  days in  th e  
b i l l i n g  c y c l e .  T h is  g iv e s  us th e  "average d a i ly  
b a la n c e ."

MINIMUM MONTHLY PAYMENT SCHEDULE

I f  you th in k  your b i l l  i s  wrong or i f  you need more 
in fo r m a t io n  about a t r a n s a c t io n  on you r b i l l ,  w r i t e  
us (on  a s e p a r a te  s h e e t )  a t  P. 0 .  Box 123, San
F r a n c is c o ,  CA 94____, as soon  as p o s s i b l e .  We must
h ea r  from you no l a t e r  than  60 days a f t e r  we se n t  
you  th e  f i r s t  b i l l  on w hich  th e  e r r o r  or  problem  
a p p ea red . You can  te le p h o n e  u s ,  b u t d o in g  so  w i l l  
n o t  p r e s e r v e  your r i g h t s .

In y ou r l e t t e r ,  g iv e  us th e  fo l lo w in g  in fo r m a tio n :

* Your name and a cco u n t number.
* The d o l la r  amount o f  th e  s u s p e c te d  e r r o r .
*  D e s c r ib e  th e  e r r o r  and e x p la in ,  i f  you  

can , why you  b e l i e v e  th e r e  i s  an e r r o r .
I f  you  need more in fo r m a t io n , d e s c r ib e  
th e  item  you are  u nsure a b o u t.

You do n o t have to  pay any amount in  q u e s t io n  w h ile  
we a r e  in v e s t i g a t in g ,  b u t you a re  s t i l l  o b l ig a te d  
to  pay th e  p a r ts  o f  your b i l l  th a t  a re  n ot in  q u e s t io n .  
W hile we i n v e s t i g a t e  you r q u e s t io n ,  we can n ot r e p o r t  
you as d e lin q u e n t  or ta k e  any a c t io n  to  c o l l e c t  th e  
am ounts you q u e s t io n .

I f  Your New 
B ala n ce  i s

Under $10 

$10 to  $250

Over $250

SPECIAL RULE FOR CREDIT CARD PURCHASES
Your Minimum Payment W ill Be

Amount o f  new b a la n ce

$10 p lu s  any p a s t  due minimum 
paym ents -  n o t to  exceed  new b a la n c e

4% o f  new b a la n c e  p lu s  any p a st  due 
minimum payments -  n ot to  ex ceed  new 
b a la n c e ___________________________________

I f  you  have a problem  w ith  th e  q u a l i t y  o f  goods or  
s e r v i c e s  th a t  you  pu rch ased  w ith  a c r e d i t  card  and 
you  have t r i e d  in  good f a i t h  to  c o r r e c t  th e  problem  
w ith  th e  m erch an t, you may n o t have to  pay th e  rem ain 
in g  amount due on th e  goods or s e r v i c e s .  You have t h i s  
p r o t e c t io n  o n ly  when th e  p u rch ase  p r ic e  was more than  
$50 and th e  p u rch a se  was made in  your home s t a t e  or  
w it h in  100 m ile s  o f  your m a ilin g  a d d r e s s .
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delinquent on the credit-card account for not paying the dis
puted $30.

If the bank made a mistake, it must correct Gary’s account so 
that he does not have to pay the wrong amount or any finance 
charges on it. Gary must also be notified of the correction. If the 
bank determines that no error occurred, it must explain why to 
Gary. Having complied with these procedures, the bank may 
consider the error resolved.

If Gary is like most credit-card users, he will never have to resort 
to these error-resolution procedures. He can probably reconcile 
most questions that come up without ever contacting the bank 
if he keeps copies of all the slips he receives when he makes 
credit-card purchases. However, when he does believe that an 
error has been made, he should remember that he has the right 
to have the m atter investigated, and the responsibility to 
bring it to the bank's attention promptly.
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FINANCING AN AUTOMOBILE
When we last saw Lynn she was straightening out her credit 
rating with the credit bureau. Although she chose to seek bank 
financing for her new car, she could’ve tried other sources of 
financing as well. For example, the auto dealer could have 
offered to arrange financing. In this case, the lender may be a 
company which is tied in with the dealership, or the dealer may 
arrange the loan through a bank. In either case, there are three 
parties involved in the transaction: the buyer, the dealer and 
the lender. The buyer applies for the loan at the dealership, 
and receives a written statement of the charges and other 
aspects of the loan. The dealer sends the application to the 
lender, who decides whether or not to make the loan. If the 
lender decides to extend the credit, the buyer makes the loan 
payments directly to the lender. The auto dealer will be paid by 
the lender, and will no longer be involved in the transaction. 
However, the lender may reserve the right to seek payment 
from the dealer if the buyer fails to make required payments. 
This is called making the loan “ with recourse.”

After shopping around, Lynn has decided on the car of her 
choice. The dealer has quoted her a total price of $8,000. Lynn 
has no trade-in but decides to use $2,000 of her savings as a 
downpayment, which means she needs to borrow $6,000. The 
auto salesman wrote this information on a sales contract which 
Lynn took with her when she set out to find financing.

When Lynn first applied for a loan, she discussed loan terms 
with the bank lending officer. (Loan terms will vary, depending 
on the policy of the creditor.) The officer told her that the 
bank’s policy was to lend only 80 percent of the total price of

a new car. Lynn showed the officer her copy of the sales con
tract, indicating that she had agreed to make a $2,000 or 25 
percent downpayment on the $8,000 car, so this requirement 
will cause her no problems. Although the bank is willing to 
make 48-month loans on new autos, Lynn chooses a 36-month 
repayment schedule, since she feels that she can afford the 
higher payments and knows she will not have to pay as much 
interest if she pays off the loan at a faster rate. Finally, the 
loan officer tells her that the bank is currently making auto 
loans at an annual percentage rate of 18 percent.

Before she signs a note or other contract promising repayment, 
the lending officer hands Lynn a “ Truth-in-Lending Disclosure 
Statement.” (See pages 22-23.) Since she is not yet committed to 
accepting the loan, she may use the information contained in the 
statement to help her compare the costs of borrowing from 
various lenders.

The disclosure statement gathers together all of the most impor
tant information about the loan. For example, the “ Finance 
Charge” is the sum of all the costs of a credit, including all 
charges which Lynn must pay before and during the term of the 
loan. In Lynn’s case, the disclosed finance charge consists of 
the interest she will pay for the three-year loan period.

Although interest commonly is the largest part of the finance 
charge, there may be other charges included. For example, 
Lynn might have been required to pay a credit report fee.

A credit report fee typically reflects the cost to the creditor of 
obtaining a credit report on an applicant; this cost is usually
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TRUTH IN LENDING DISCLOSURE STATEMENT (LOANS)

ANNUAL FINANCE Amount Total of
PERCENTAGE CHARGE Financed Payments
RATE The dollar amount The amount of credit The amount you will
The cost of your credit the credit will cost provided to you or on have paid after you
as a yearly rate. you. your behalf. have made all payments 

as scheduled.

% $ $ $

You have the right to receive at this time an itemization of the Amount Financed. 
□  I want an itemization. □  I do not want an itemization.

Your payment schedule will be:
Number of Payments Amount of Payments When Payments Are Due

22
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Insuranee
Credit life insurance and credit disability insurance are not required to obtain credit, and will not be provided unless you sign 
and agree to pay the additional cost.

Type Premium Signature
Credit Life 1 want credit life

insurance. Signature
Credit Disability 1 want credit disability

insurance. Signature
Credit Life and 
Disability

1 want credit life and
disability insurance. Signature

You may obtain property insurance from anyone you want that is acceptable to (c re d ito r ) .  If you get the insurance 

from (c re d ito r ) ,  you will pay $__________________

Security: You are giving a security interest in:
□  the goods or property being purchased.
□  (b r ie f  d e s cr ip t io n  o f  o th e r p ro p e rty ).

Filing fees $ __________________  Non-filing insurance $ __________________

%

Late Charge: If a payment is late, you will be charged $ ______________ /____________ %  of the payment.

Prepayment: If you pay off early, you
□  may □  will not have to pay a penalty.
□  may □  will not be entitled to a refund of part of the finance charge.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 
the scheduled date, and prepayment refunds and penalties.

e means an estimate
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passed on to the customer. This type of fee is most often paid at 
the beginning of the loan (“ up front” ). Charges paid “ up front” 
reduce the amount of money being borrowed because they are 
either paid separately in cash (“ out of pocket” ) or deducted 
from the loan proceeds (the amount of money requested). In 
either case, these fees are called “ Prepaid Finance Charges.” 
After deducting prepaid finance charges from the loan proceeds, 
the amount of money actually available or that will be paid to 
the borrower (or, in this case, directly to the car dealer) is the 
“ Amount Financed.”

The “Total of Payments” would also appear on the disclosure. 
This figure is the sum of the amount financed and the finance 
charge. If Lynn makes her monthly payments on time, this is 
the entire amount she will pay the bank.

The “ Annual Percentage Rate” (APR) is perhaps the single 
most important item shown on the disclosure statement. By 
relating the finance charge to the amount financed, it provides 
a single percentage figure which borrowers may use to compare 
the costs of obtaining a loan from various financial institutions.

The effect of the annual percentage rate upon the finance charge 
and the monthly payment amount can be clearly seen by com
paring two loans, both for $6,000 for 36 months, at annual per
centage rates of 15.00 percent and 20.00 percent:

Amount Financed 
Finance Charge 
Total of Payments 
Monthly Payments

15.00% APR
$6 ,000.00

1.487.64
7.487.64 

207.99

20.00% APR
$6 ,000.00

2.027.28
8.027.28 

222.98

The 5-percent difference in the annual percentage rate thus 
translates into a difference of $15 every month in the payment 
amount.

Lynn’s disclosure statement provides her with other helpful 
information: how much she will have to repay each month, 
how many payments she will have to make, and the date each 
payment is due, and so forth.

For most auto loans, the credit is secured by a “ security agree
ment” covering the vehicle purchased. The borrower thus 
agrees that the lender may recover or “ repossess” the auto if 
the loan is not repaid as agreed or if the borrower breaks any 
other agreement such as a promise to keep the car insured. The 
lender is often labeled a “ lienholder” or “ legal owner” of the 
auto, despite the fact that the borrower has possession of the 
vehicle. Holding a security interest helps assure the lender that 
the loan will be repaid. Lynn’s disclosure statement must iden
tify the security interest, which means that the auto will be 
shown as securing the loan.

The disclosure statement will also show any charges which the 
lender imposes for late monthly payments or for early repay
ment of the loan. Sometimes the creditor offers (but usually 
does not require) insurance to pay off the bank in the event of 
the borrower’s death or disability. If Lynn chooses to obtain 
such optional insurance through the bank, she must sign a 
separate authorization space on the disclosure statement.

Lynn also will have to obtain accident insurance on the car. 
The bank will want to have its name shown on the policy as a 
“ payee” if the auto is damaged, since the bank is really part-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



owner of the car until Lynn finishes paying for it. The dis
closure statement informs her that she must have insurance, 
but that she may obtain it from a source of her choosing.

Finally, if Lynn has been investigating credit costs at several 
institutions, the information she has received on their disclosure 
statements should help her decide where she can get the best 
financial deal.

The Leasing Alternative:
As an alternative to purchasing a car, Lynn may wish to con
sider a lease. Leasing has several potential advantages over 
purchasing, including a smaller down payment, lower monthly 
payments, and possible tax benefits if the vehicle is used for 
business purposes. On the other hand, if Lynn leases, she will 
not own the auto at the end of the lease term, at least not 
without paying more money.

Lynn decides she wants to find out more about leasing and pays 
a visit to a consumer-leasing company. (Leases are also fre
quently arranged by banks and auto dealerships.) The leasing- 
company salesman asks her to fill out an application similar to 
the one she filled out for an auto loan. Automobile lessors often 
impose stricter credit standards than auto-sales firms. Fre
quently they require an excellent credit history, as well as longer 
length of residence and longer time on the job.

Lynn returns to the lessor several days later and learns that her 
application has been approved. The leasing company tells her 
that since she plans to lease the car for more than four months 
and will not be using it for business, the transaction is con
trolled by the Federal Consumer Leasing Act. Under this law,

Lynn is entitled to receive a written statement of the costs 
associated with the lease before she agrees to go through with 
the transaction. She must also be informed of how any liability 
outstanding at the end of the lease term will be determined. 
Since she is anxious to do some comparison shopping, Lynn 
asks the person at the leasing company to give her an explana
tion of the items on her disclosure statement.

First, Lynn wants to know how much she will be required to 
pay at the beginning of the lease. These charges commonly 
include the down payment (called the “ capitalized cost reduc
tion” in leasing transactions), any trade-in allowance, and any 
security deposit, monthly payment or other charges that the 
leasing company requires to be paid in advance. The disclosure 
statement lists and totals these various charges.

Next, Lynn is concerned with the size of her monthly pay
ments. Her disclosure statement indicates the amount of the 
basic monthly payment and the total amount and number of 
these payments over the life of the lease. It also spells out other 
payments that she may make to the leasing company, such as 
insurance paym ents, registration fees, and m aintenance- 
contract fees to keep the auto in good repair. Lynn may be 
able to save money by comparing these charges for different 
makes and models of cars, and for different financial institu
tions, dealerships and consumer-leasing companies. The total 
amounts of license, registration and similar fees which must be 
paid over the lease term are included in the lease disclosure 
statement; so are the total insurance premiums if the leasing 
company provides such insurance.

If Lynn believes she may return the car before the lease term 
ends, she will be interested in the conditions and charges for
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early termination. Or if she thinks she may purchase the car at 
the end of the lease, she will want to have an option to purchase 
included, and will want to know what the purchase price will be.

If Lynn is not going to buy the car, she may have to pay the 
leasing company the difference between the actual value of the 
car at the end of the lease term and the amount the company 
originally estimated would be the final value of the car. A differ
ence could arise if Lynn uses the car more than expected or if it 
was damaged when returned. Lynn should know that the Con
sumer Leasing Law contains provisions to prevent an extremely 
large payment at the end of the lease term and to protect her 
from being treated unfairly at that time. The standards for wear 
and use and the estimated value at termination must be ex
plained in the disclosure statement. With limited exceptions, 
Lynn can’t be required to pay more than three times the amount 
of her monthly payment if the auto’s actual value at the end of 
the lease term is less than the original estimate. If Lynn dis
agrees with the final value the leasing firm places on the vehicle, 
she has the right to have a professional appraiser establish the 
value which could be obtained by selling the vehicle. This 
amount then takes the place of the value assigned by the lessor.

A lease plan such as this is often called an “ open-end” lease, 
since the lessee (Lynn) may have some liability at the end of its 
term. If Lynn has a “ closed-end” lease, on the other hand, she 
will not be responsible for the difference between actual and 
estimated value at termination. However, her monthly pay
ments may be somewhat higher under a closed-end lease plan.

Whichever option she chooses, Lynn will have to maintain 
insurance on the auto. Her disclosure statement will show the 
types and amounts of insurance required, as well as the total 
premium cost if the leasing company (lessor) provides coverage 
for her. Lynn and the leasing company will also have to agree 
on who will bear the responsibility for maintaining the vehicle, 
as spelled out in the disclosure statement. Now, after seeing 
all this information, Lynn has all the facts and figures she 
needs to choose the arrangement which will best fit her needs 
and (most importantly) her budget.
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FINANCING A HOME PURCHASE
Let’s look in now at Gary and Lynn several years later. Gary 
by now has obtained all the credit cards he needs, and Lynn’s 
new car is no longer new. Meanwhile, their chance meeting in 
the bank line has blossomed into romance, and they have mar
ried and are now ready to purchase their first home. They have 
both worked for several years to save a downpayment. After 
a great deal of looking, they have selected a home that appears 
to fit their budget.

The house they want has been vacant for some time, needs a 
lot of work, and is located in a run-down neighborhood. How
ever, the house is reasonably priced and they feel that they 
could make it into a comfortable home. After giving the real- 
estate agent a deposit, Gary and Lynn stop at a local savings- 
and-loan association to apply for a mortgage loan (they also 
considered applying at a local bank).

Gary and Lynn first ask the S&L loan officer whether or not 
the savings and loan is making home-mortgage loans. However, 
they could also have found the answer by looking at the Com
munity Reinvestment Act (CRA) Statement which should be 
available to the public at each branch. The statement includes 
a listing of all the types of loans that a particular bank or 
savings-and-loan association is prepared to make in the com
munity.

However, the creditor may not always be able to make a par
ticular type of loan. Although the CRA Statement lists the types 
of loans the institution usually makes, economic and other 
market conditions sometimes may temporarily restrict the

amount of money the creditor can lend for certain types of 
credit, such as for long term mortgage loans. When these condi
tions occur, creditors may say “ There is no ‘mortgage money’ 
available at the moment.” although lesser amounts (e.g., for 
shorter term automobile purchases) may be available. After 
market conditions improve and the creditor again has “ mort
gage money” to lend, the institution will be able to resume 
making this type of loan.

The loan officer gives Gary and Lynn an application to be filled 
out. (See pages 28-31 for a sample.) They notice that it differs 
from the applications they have filled out in the past, because 
it requests information about their race, sex and national origin. 
When they ask about this, the loan officer explains that Federal 
law requires creditors to ask for this information in connection 
with loans to purchase residential real estate. However, bor
rowers don’t have to answer these specific questions, and the 
S&L won’t consider such information when it decides whether 
to approve or deny the loan. Information of this type is simply 
used by Federal regulatory agencies to monitor compliance with 
Federal law.
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RESIDENTIAL LOAN APPLICATION
[Residential real estate mortgage loan]

M O R T G A G E □  C onven tiona l □  F H A A m ount In te rest N o. of M onthly Paym ent E scro w /Im p o u n d s (to  be co llec ted  m onth ly)
A P P L IE D  
F O R  i 'T □  V A  □ $

R ate
_______ %

M onths Principal & In terest 
$ □  T axes □  H azard  Ins. □  M tg. Ins. □

P repaym en t O ption

C ity County State Z ipP roperty  S tree t A ddress

L egal D escrip tion  (A ttach  descrip tion  if necessary .)

P u rpose  o f L oan : □  P u rchase  □ C o n s tru c tio n -P e rm a n e n t □ C o n s t r u c t io n  □ R e f in a n c e  □  O ther (Explain)

 ̂ C ost of Im prov. (b) I T o ta l (a  1 1C om plete  th is line if 
C onstruc tion -P erm anen t 
o r  C onstruc tion  L oan  t<if

L ot V alue D a ta P re sen t Value (a) E N T E R  T O T A L  AS 
P U R C H A S E  P R IC E  
IN  D E T A IL S  O F

C om plete  th is  line if a R efinance L oan • P u rpose  o f  R efinance 1 D escribe Im provem ents [ ] m ade ] to  be m ade
Y ear A cqu ired  1 O rig inal C ost | A m t. E xisting L iens ' 

1
1

________________ L1 ________________ I *
1

I ___________ C ost: $
T itle  W ill Be H eld  In  W h a t N am e(s) M anner in W hich T itle W ill Be H eld

Source o f  D ow n P aym en t and  Settlem ent C harges

T h is ap p lica tion  is designed to  be com pleted  by the bo rrow er(s) w ith  the len d e r’s assistance . The C o-B orrow er Section and all o th e r C o-B orrow er questions m ust be com pleted  
and  the app ro p ria te  box(es) checked  if □  an o th e r person  will be jo in tly  ob ligated  w ith  the B orrow er on the loan, □  the B orrow er is relying on  incom e from  alim ony, 
ch ild  support, o r separa te  m ain tenance o r  on the incom e o r assets o f  ano ther person  a s  a  basis for repaym ent o f the loan, o r □  the B orrow er is m arried  and  resides, o r  the 
p roperty  is located , in  a  com m unity  p roperty  state.

2. BORROWER 3. CO-BORROWER
N am e A ge School N am e Age School

Yrs. Yrs.
P resen t A ddress P resent A ddiess □  O w n □ R e n t

F o rm er address if  less th an  2 years a t p resen t address F orm er address if  less than  2 years a t p resen t address

Y ears a t fo rm er address Y ears a t fo rm er address □  Own □  R ent

M arita l □  M arried  □  Separated D ependen ts o th e r  th an  listed  by
C o-borrow er

S tatus □  U n m arried N o. Ages
(incl. single, divorced , w idow ed)

M arital

Status □  U nm arried
(incl. single, divorced, w idow ed)

N am e and  A ddress o f  E m ployer N am e and A ddress of E m ployer

------------ years

Y ears on  th is j o b _____

□  Self E m ployed

_______  years

Y ears on th is j o b _____

□  Self E m ployed
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P o s itio n /T itle | Type o f Business P os itio n /T itle | Type o f B usiness

Social Security  N um ber H om e Phone Business Phone Social Security  N um ber H om e Phone Business P hone

4. GROSS MONTHLY INCOME 5. MONTHLY HOUSING EXPENSE 6. DETAILS OF PURCHASE

C o-B orrow er

Base E m pl. Incom e F irs t M ortgage (P& I) a. P urchase P rice

O ther F inanc ing  (P & I) b. T o ta l C losing C osts (E s t.)

H azard  Insurance c. P re  Pa id  Escrow s (E s t.)

R eal E state  T axes d. T o ta l ( a + b + c )

D iv idends/In terest M ortgage Insurance e. A m ount of M ortgage

N et R en ta l Incom e H om eow ner Assn. D ues f. O ther F inanc ing

O th e rt  (Before  
com pleting, see notice 
under D escribe Other 
Incom e below.)

g. P resen t E quity  in L ot

T o ta l M onthly Pmt. h. A m ount o f  C ash  D eposit

i. C losing C osts Pa id  by Seller (

j. C ash  Reqd. F o r  C losing  (E s t.)  $

7. DESCRIBE OTHER INCOME

O C -C o-B orrow er M onth ly  A m ount

8. IF EMPLOYED IN CURRENT POSITION FOR LESS THAN TWO YEARS COMPLETE THE FOLLOWING
Prev ious E m ployer/S choo l C ity /S ta te Type o f Business D ates  F ro m /T o M onth ly  Incom e

9. THESE QUESTIONS APPLY TO BOTH BORROWERS
If  a  “ yes”  answ er is given to a question  in 
th is co lum n, exp la in  on  an a ttached  sheet.

H ave  you any  o u ts tand ing  judgm ents?

In  the last 14 years, have you been bankrup t?  
H ave you had  p ro p erty  foreclosed  upon or 

g iven title  o r a deed in  lieu thereof?

A re you a  co-m aker o r endorser on a note?

A re  you a party  in a law  suit? 
A re you o b liga ted  to pay  alim ony, child 

support, o r  sep ara te  m ain tenance?

Is any p a r t  o f th e  dow n paym ent borrow ed?

B orrow er Y es /N o  C o-B orrow er Y es/N o B orrow er Y e s /N o  C o-B orrow er Y es /N o

D o you have health  and  acciden t insurance? 

D o  you have m ajo r m edical coverage? 

D o  you in tend  to  occupy the p roperty?  

W ill th is  p roperty  be you r p rim ary  residence?

H ave you prev iously  ow ned a hom e? 

Sale price o f prev iously  ow ned hom e

* A ll P resen t M onth ly  H ousing  Expenses o f the  B orrow er and C o-B orrow er should  b e  listed on a  com bined  basis.
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T his s ta tem en t and  any applicab le  supporting  schedules m ay be com pleted  jointly  by both  m arried  and  un m arried  co -bo rrow ers  if  th e ir  assets 
and  liab ilities  arc sufficiently jo in ed  so th a t the sta tem en t can  be m eaningfu lly  and fairly  p resen ted  on a com bined  basis; otherw ise sepa
ra te  sta tem en ts and  schedules a re  required . If  the  C o-B orrow er 
schedules m ust be com pleted  abou t th a t spouse also.

ction  was com pleted about 

□  Com pleted Jointly

spouse, th is  s ta tem en t and  supporting  

□  N o t C om pleted  Jo in tly

10. ASSETS 11. LIABILITIES
Ind ica te  by (•)  those liab ilities  th a t will be satisfied upon sale o f  r e a l es ta te  owned o r  upon refinancing o f property .

C ash  o r M arketD escrip tion  V a ,uc C red ito r’s
N am e, A ddress, A ccount N um ber

A cct. N am e if N o t 
B o rro w ers )

M o. Pm t. and  
M os. left to  pay

U npaid
B alance

C ash  D eposit T ow ard  P u rchase  $ 
H eld  By

Insta lm en t D eb ts (include "revolv
ing”  charge accounts)

$ P m t./M o s . 

/

$

C hecking  and  Savings A ccounts 
(N am es o f  In s titu tio n s /
A cct. N o s .) /

/

/

S tocks and  B onds (N o ./d e sc r ip tio n ) A utom obile  L oans /

/L ife In su rance  N et C ash  V alue 

Face A m o u n t ($ ) R eal E s ta te  Loans

SU B T O T A L  L IQ U ID  A SSETS i

R eal E state  O w ned (E n ter M a rke t 
V alue fro m  Schedule  o f  R eal 
E sta te  Owned)

V ested  In terest in R etirem en t F und O ther D eb t, Including Stock Pledges

N et W orth  o f Business O w ned 
(A ttach  F inancial S ta t.)

A utom obiles (M ak e  and  Y ear)

/

A lim ony, C hild  Support, and M aintenance 
Paym ents (Owed To)F u rn itu re  and  Personal P roperty

O ther A ssets (Item ize )

T O T A L  M O N TH LY  P A Y M E N T S $

A
T O T A L  A SSETS $

T O T A L

N E T  W O R T H  (A  m inus B ) $ L IA B IL IT IE S

B

$
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SCHEDULE OF REAL ESTATE OWNED (If Additional Properties Owned Attach Separate Schedule)
A ddress o f P roperty 

(Ind ica te  S if Sold, PS if Pending Sale 
o r R  if R ental being held for incom e) \ y

T ype of 
P roperty

P resent
M arke t V alue

A m oun t o f 
M ortgages 

& L iens

G ross
Rental
Incom e

M ortgage
Paym ents

T axes, Ins. 
M ain tenance  

and M isc.

N et
R ental

Incom e

$ $ $ $ s $

TOTALS $ s $ % s $

12. LIST PREVIOUS CREDIT REFERENCES

O B -B o rro w er C -C o-B orrow er J  C red ito r’s N am e and A ddress A ccount N um ber Purpose H ighest B alance D a te  Pa id

L ist any additional nam es under w hich credit has previously been  received

A G R E E M E N T : The U ndersigned  applies for the loan  ind icated  in th is  app lica tion , to  be secured  by a first m ortgage  o r deed  o f  tru s t on 
the property  described herein, and represen ts that the  property  will n o t be used for any illegal o r  res tric ted  p u rpose  and  th a t all s ta tem en ts  
m ade in th is  application  are true and are m ade for the  purpose o f o b ta in in g  the loan . V erification  m ay be ob ta in ed  from  any  source nam ed 
in  th is  app lica tion . The original o r a  copy o f th is app lica tion  will be re ta ined  by the  lender, even if  the loan  is n o t g ran ted .

B o rro w er’s S ig n a tu re . C o-B orrow er’s S ig n a tu re .

_______VOLUNTARY INFORMATION FOR GOVERNMENT MONITORING PURPOSES________
I f  th is loan  is for purchase o r construction  o f a hom e, the fo llow ing in fo rm ation  is requested  by the F ed e ra l G o vernm en t to  m o n ito r th is 
le n d e r’s com pliance with Equal C red it O pportunity  and  F a ir H ousing  Law s. T he law  provides that a lender m ay ne ith e r d isc rim ina te  on the 
basis o f th is infontaation nor on w hether o r not it is furn ished . F u rn ish in g  th is in fo rm ation  is o p tio n a l. I f  you do n o t w ish to  fu rn ish  the 
follow ing in fo rm ation , please initial below.

BORROW ER: I do not wish to  furn ish  th is in form ation  (initials) 
R ace/N attonal Origin
□  A m erican  Ind ian , A laskan N ative SEX □  Fem ale  □  M ale
□  A sian , Pacific Islander □  Black □  H ispanic □  W hite
□  O th e r (specify)______________________________________________________

CO-BORROW ER: I do not w ish to  fu rn ish  th is in fo rm a tio n  (in itia ls) 
R ace/N at tonal Origin
□  A m erican  Ind ian , A laskan  N ative SEX □  F em a le  □  M ale
□  A sian , Pacific Islander □  B lack □  H ispan ic  □  W hite
□  O ther (specify)______________________________________________________

FOR LENDER’S USE ONLY
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After Lynn and Gary have completed the application, the loan 
officer explains that the savings and loan (or bank) will finance 
80 percent of the property’s appraised value, but will also charge 
a I-IV2 percent loan fee (called “ points” ). The loan officer then 
gives them a copy of a pamphlet called “ Special Information 
Booklet.” This booklet explains the many other costs that Gary 
and Lynn may have to pay during the process of obtaining 
financing and of transferring the property, commonly called the 
“ settlement” or “ closing” process. Settlement costs include 
various fees — for property appraisal, for title examination and 
title insurance, for loan charges, and for initial payments of 
interest, taxes and property-insurance premiums. The loan 
officer also provides Lynn and Gary with a written estimate of 
most of the costs that they’ll have to pay in connection with the 
loan closing. However, these costs are only estimates, and may 
differ somewhat from the actual costs.

By providing the special information booklet and the closing- 
cost estimates, the loan officer is complying with the Real Estate 
Settlement Procedures Act (RESPA). This law is intended to 
take some of the mystery and surprise out of the process of 
closing a real-estate transaction, and to give buyers advance 
notice of how much money they will need to complete a sale.

The loan officer also furnishes Lynn and Gary with a “ Truth-in- 
Lending Disclosure S tatem ent.”  This statem ent provides 
information concerning the loan as a whole, not just closing 
costs. This information includes the “ Amount Financed” — the 
total amount of credit provided to Lynn and Gary or on their 
behalf. “ On their b eh a lf’ refers to amounts that the lender will 
pay to others for Lynn and Gary, such as fees for the appraisal, 
credit report and title examination. However, it does not include
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the S&L's I-IV2 percent loan fee, since this fee is withheld from 
the loan and thus reduces the credit actually provided.

The disclosure statement also tells Gary and Lynn how much 
their loan will cost them. This is expressed as a percentage of 
the amount financed — the “ Annual Percentage Rate” (APR). 
The APR takes into account the various costs imposed as a 
condition to the loan, whether they are “ loan fees” (which are 
collected in advance or withheld from the loan), or “ interest” 
(which is paid over the term of the loan). With this information, 
Gary and Lynn can shop around and compare APR’s quoted by 
different lenders in order to choose the best deal. If they only 
compared basic interest rates, they might make a poor choice, 
since one lender might charge a lower rate of interest while col
lecting such a large advance loan fee that its true loan cost 
would actually be higher than someone else’s.
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Lynn and Gary find some other useful information on the dis
closure statement, such as the total number of payments they 
must make. However, since they are still in the early stages of 
applying for the loan, they must understand that the information 
on the statement is only an estimate; it could change before 
they actually obtain the loan.

One week later, the savings and loan notifies Lynn and Gary 
that its appraised value of their house doesn’t support the loan 
amount they requested. Lynn and Gary become worried that the 
§&L might be “ redlining” — that it’s using arbitrary appraisal 
policies to avoid making loans in the neighborhood where they 
wish to live. Redlining could occur when a lender refuses to 
make loans in a certain area because of the neighborhood’s 
dilapidated property, or low-income status, or racial or ethnic 
mix.

However, after calling the loan officer, Lynn discovers that the 
property appraisal was lower than she expected because the 
roof of the house was in worse condition than she had thought. 
The savings and loan, however, is willing to make the loan if 
she and Gary come up with another $1,000 for the down pay
ment. This seems reasonable to them, and so they ask Lynn’s 
family to help them with additional funds.

The loan officer also says that the property they have chosen is 
located in a flood-hazard area, so that they must purchase flood 
insurance before the loan can be made. Flood insurance pro
tects both the lender and the borrower if the property is 
damaged by flood. The policy itself may be obtained through a 
local insurance agent in a manner similar to fire and property 
insurance. Flood insurance is required by Federal law whenever
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property is located in an area that the government believes to 
be flood-prone.

After Lynn and Gary make arrangements for insurance cover
age, title examination, and various other items, closing day 
finally arrives. Before the legal papers are signed, however, they 
receive a “ Uniform Settlement Statement” which lists the exact 
costs that they and the seller of the house have agreed to pay and 
the amount of each payment. (Lenders often require that insur
ance premiums and real property taxes be paid “ into escrow.’’ 
Thus, Lynn and Gary’s actual monthly payments could include 
these items.) This statement includes precise amounts for the 
closing costs previously estimated. The couple will also receive 
a Truth-in-Lending disclosure statement if they hadn’t already 
received one, or if the amounts previously disclosed have 
changed substantially. (As of April 1982, a Truth-in-Lending 
disclosure statement must be provided within three days of 
receipt of the application.)

They have already examined the various statements and dis
closures pertaining to the loan, so these new documents contain 
no surprises. They can, therefore, sign the legal papers which 
obligate them to undertake what will probably be the largest 
purchase of their lives. With the papers signed, Gary and Lynn 
receive the keys to their new home and are ready to move in.
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OBTAINING A
HOME-IMPROVEMENT LOAN

Five years have now passed since Gary and Lynn purchased 
their home. In the meantime, they have had one child and are 
expecting another. In order to have ample room in the house, 
they have decided to borrow money to add a room and furnish 
it before the baby is born. Their income has gradually risen, 
so they feel that they can afford to take on additional monthly 
payments. A new bank has just opened in the neighborhood, 
and Lynn and Gary decide to make an application there.

The loan officer explains that banks normally make home- 
improvement loans with the property being improved serving 
as collateral, meaning that if Gary and Lynn do not repay as 
agreed, the property could be foreclosed and sold to satisfy the 
debt. Since they still owe money to the savings and loan for 
their home mortgage, the bank would take a second security 
interest, called a “ second trust deed” or “ second mortgage.” 
Gary and Lynn realize that the value of their home has increased 
during the five years since they bought it. The difference 
between its present value and the amount they still owe is called 
their “ equity” in the home. This is important, because the bank 
will loan no more than a fixed percentage of the borrower’s 
equity — although that percentage varies among different 
lenders.

After reviewing their application, the lending officer tells them 
that they should have no problem getting the additional money, 
because their equity is adequate to support the amount they 
want to borrow. With Gary’s and Lynn’s salary combined,

they should be able to repay the second mortgage without 
difficulty.

The bank officer informs them that they can return the following 
week to sign the papers. This will give the bank time to get an 
updated appraisal and title report and to prepare the legal docu
ments. Flood-insurance requirements again apply. However, if 
they had previously purchased the maximum coverage in con
nection with their home mortgage, they wouldn’t need addi
tional flood coverage at this time.

The bank officer also tells Gary and Lynn that after they sign the 
papers, they must still wait three more business days before 
they can get their money. This is because a Federal law gives 
them the “ Right of Rescission,” the right of a consumer to 
cancel (within three business days) a transaction that results in 
a security interest in the consumer’s home. (Congress passed 
this law to stop a practice followed by some unscrupulous 
contractors, who would persuade a borrower to sign a second
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. mortgage and then foreclose on the mortgage if the borrower 
refused to pay for shoddy work.) This law does not apply to 
home-purchase loans, so Lynn and Gary didn’t have to wait the 
three days when they were borrowing money for their home. 
Where the loan is intended to finance home improvement, vaca
tion, bill consolidation or other such purposes, the rescission or 
“ cooling-off ’ period must be complied with — unless the money 
is needed right away to meet a “ bona fide personal financial 
emergency.”

When Gary and Lynn return to the bank to sign the legal docu
ments, they will receive copies of a notice regarding the purpose 
and effects of the three-day rescission period, as well as instruc
tions on how to cancel the transaction if they choose to do so. 
Also at this time, they each receive a disclosure statement 
similar to the one they received when they purchased their 
home. After signing the necessary documents, and after waiting 
for the end of the three-day waiting period, Gary and Lynn 
receive their money and prepare to add the new addition for 
their new addition.
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A FINAL WORD
We have followed Gary and Lynn from their initial entry into 
the credit world through some common credit transactions — 
from applying for a credit card to getting a home-improvement 
loan. With them, we have also learned about credit standards, 
about the types of information creditors may and may not 
request, and about important terms that borrowers should 
know, such as finance charge or annual percentage rate.

This booklet has been designed to assist both lenders and bor
rowers by helping consumers to become better informed about 
credit. But although intended as a general overview of consumer 
rights under Federal law, it should not be relied on by creditors 
or consumers as a “ definitive” statement of law.

For more information about any of the transactions, credit 
terms and laws described in this booklet, contact the consumer- 
affairs office at your nearest Federal Reserve Bank.
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GLOSSARY

Acceleration
The creditor’s right to demand immediate payment in full if a 
borrower defaults.

Annual Percentage Rate (APR)
The finance charge for a full year, expressed as a percentage 
which reflects all costs of the loan.

Appraisal
A report setting forth an opinion or estimate of value.

Billing Cycle
The time interval (usually a month) between regular periodic 
billing statement dates.

Billing Error Statement
A statement furnished to the customer which explains how to 
report mistakes in a periodic statement and how to ask for 
further information about items in the statement.

Capitalized Cost Reduction
In leasing contracts, an amount equivalent to a down payment.

Charge Account
A line of credit that may be used repeatedly, usually with a 
specific limit.

%

Check Guarantee Card
A guarantee of an individual’s check, up to a certain limit. 

Closed End Credit
A loan or other fixed amount of credit, generally with fixed 
payment amounts and intervals (opposite of Open End Credit).

Collateral
Property which the borrower pledges to the creditor to assure 
loan repayment, and which is subject to seizure if the customer 
does not repay the loan (or defaults on any other promise he 
or she makes).
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Consumer Leasing Act
A Federal law which requires disclosure of important lease 
terms and costs in leasing of property to individuals for per
sonal, family or household purposes (the law also regulates 
advertising for such leases).

Community Reinvestment Act
An act designed to encourage banks and savings and loans to 
help meet the credit needs of their communities, including low- 
and moderate-income neighborhoods, consistent with the safe 
and sound operation of the institution.

Consumer Credit Reporting Agency
A company which assembles credit and other information on 
consumers, and which supplies the information to others.

Credit Life and Disability Insurance
Insurance taken out in connection with a credit transaction. 
Usually the debt will be paid off if the insured person dies, or 
payments will be made while the borrower is disabled.

Credit Report
Information about an individual consumer’s credit history that 
is submitted by the credit bureau to creditors (or employers or 
insurance companies) on request.

m
Creditor
A person or firm that extends credit by loaning money, by sell
ing property or goods on credit, by furnishing credit cards or the 
like.
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Credit Standards
Standards established by a creditor that a consumer must meet 
in order to borrow money, get a credit card, or buy on credit.

Deed o f  Trust
A type of security instrument conveying title in trust to a third 
party covering a particular piece of property.

Direct Financing
A term usually used in auto financing. It means that the buyer 
obtains a loan directly from a lender.

Disclosure Statement
A statement containing information lenders must give borrow
ers before a credit contract is signed. Included in this statement 
are such things as the finance charge, the annual percentage 
rate, loan fees and insurance premiums. Similar statements are 
required in lease transactions.

Encumbrance
Anything that affects or limits the title of property, such as 
mortgages, leases, easements, or restrictions.

Escrow
A portion of a mortgagor’s monthly payment held by the lender 
to pay such things as taxes, hazard insurance, mortgage insur
ance and other items as they become due.

Equity
The difference between the fair market value of property and 
current indebtedness.
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Fair Credit Reporting Act
A Federal law providing consumers access to information con
tained in their credit reports, and providing a means of correct
ing errors in such reports.

Finance Charge
The cost to the consumer for borrowing money or buying on 
credit, expressed in dollars and cents as required by the Truth 
in Lending Act. It includes not only interest, but also various 
other charges.

Guarantor
A person who agrees to pay a debt of another if that person does 
not.

Judgmental Credit System
A system under which a creditor makes a credit decision based 
on its credit standards and judgment of the borrower’s credit- 
worthiness. (In contrast, a credit-scoring system  is relatively 
mechanical because numerical values are assigned to various 
factors. The credit decision is based on whether or not the 
borrower meets the minimum credit “ score.” )

Late Charge
An additional charge a borrower is required to pay, as penalty 
for failure to pay a regular installment when due.

Lease Agreement
A written document containing the conditions under which the 
possession and use of real and/or personal property are given 
by the owner to another for a specific period and for a specific 
amount.

Lien
A legal claim of one person on the property of another as 
security for a debt.

Lienholder
The person who holds legal claim on another person’s property 
as security for a debt.

Line o f  Credit
An agreement by a bank or other financial institution to extend 
credit up to a certain amount for a certain time to a specific 
borrower.

Open-End Credit
A credit plan under which the borrower obtains funds from time 
to time, and under which the creditor usually assesses finance 
charges on outstanding balances (commonly referred to as 
credit-card or revolving-charge accounts).

Overdraft Coverage
A line of credit permitting a person to write checks for more 
than the account balance, with interest charged on the amount 
borrowed.

Periodic Statement
A statement sent, usually on a monthly basis, to consumers 
with open-end accounts, reflecting the current balance, charges 
and payments made since the previous statement, the interest 
rate, and the amount of interest charged.
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Points
A one-time charge assessed by the lender to increase the yield 
on a mortgage loan. One point is equal to one percent of the 
principal amount of the note.

Prohibited Bases
Reasons for which a creditor may not deny credit. They include 
race, color, religion, national origin, sex, marital status, age (if 
the applicant is of legal age to sign a contract), receipt of income 
from any public-assistance program, or good-faith exercise of 
any right under the Consumer Credit Protection Act (which 
includes the Truth-in-Lending Act, among other consumer pro
tection laws).

Real Estate Settlement Procedures Act (RESPA)
A Federal law that provides for disclosure of charges involved 
in closing a residential real-estate loan.

Recourse
Responsibility of a dealer involved in a consumer loan to make 
repayment if the purchaser fails to make the required payments 
to the lender.

Repossession
The creditor’s reclaiming or taking back of property (such as an 
automobile or appliance) if the buyer fails to make payments as 
agreed, or otherwise defaults.

Rescission
The right of a consumer to cancel (within three business days) 
a transaction that results in a security interest in the consumer’s 
home. (There is no right to rescind a loan that finances the pur
chase of the home.)

Revolving Credit
The same as Open-End Credit.

Second Mortgage
A real-estate mortgage junior, or in second place, to another 
mortgage.

Security Agreement
An agreement between a lender and a debtor which gives the 
lender a security interest.

Security Interest
Any interest in property, real or personal, that secures payment 
of a debt or performance of an obligation.
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Federal Reserve Banks

ATLANTA, Georgia 
P.O. Box 1731 
ZIP 30301 
(404) 586-8500

KANSAS CITY, Missouri 
Federal Reserve Station 
ZIP 64198 
(816) 881-2000

BOSTON, Massachusetts 
600 Atlantic Avenue 
ZIP 02106 
(617) 973-3000

MINNEAPOLIS, Minnesota 
250 Marquette Avenue 
ZIP 55480 
(612) 340-2345

CHICAGO, Illinois 
P.O. Box 834 
ZIP 60690 
(312) 322-5322

NEW YORK, New York 
Federal Reserve P.O. Station 
ZIP 10045 
(212) 791-5000

CLEVELAND, Ohio 
P.O. Box 6387 
ZIP 44101 
(216) 241-2800

PHILADELPHIA, Pennsylvania 
P.O. Box 66 
ZIP 19105 
(215) 574-6000

DALLAS, Texas 
Station K 
ZIP 75222 
(214) 651-6111

RICHMOND, Virginia 
P.O. Box 27622 
ZIP 23261 
(804) 643-1250

SAN FRANCISCO, California 
P.O. Box 7702 
ZIP 94120 
(415) 544-2000

ST. LOUIS, Missouri 
P.O. Box 442 
ZIP 63166 
(314) 444-8444

BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM 

20th and Constitution Avenue, N.W. 
Washington, D.C. 20551 
(202) 452-3000
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