
      ONE 

 Scratching the Surface 

 Credit scores and credit reports. What’s the big fuss about? Unfortunately, 
because of noisy TV commercials and radio advertisements, the very topic 
may have you running away from, rather than facing an important aspect 
of your fi nancial portfolio. 

 Eyerolls and all, I believe that your credit score is your  greatest finan-
cial asset , and by the end of this book you’ll know why. 

 Where do you get a credit report? How do you get a credit score? Is it 
part of a credit report? If not, why not? What does a credit report include, 
anyway? 

 Why are companies allowed to pull your credit, and for what reasons 
are they using this information? Why should you bother, and what is the 
big deal? 

 Or is it that you are afraid to take those fi rst steps in facing your credit 
issues and the topic just scares you? 

 Have no fear.  The Credit Cleanup Book  is here. 
 There’s no reason for you to fear your credit report. Understanding ex-

actly what your credit report shows and knowing your scores is not only 
empowering, but can be used as weapons in your fi nancial arsenal when 
it comes to saving money and getting the best deals and rates on services, 
over the course of your life. 

 Just 100 points in a credit score can mean the difference between hundreds 
and thousands of dollars and time wasted to higher interest rates and fees. 
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 Here’s a simple example. Two homeowners are buying a home and 
need a $200,000 home loan. Borrower A, with a credit score of 760, quali-
fi es for a rate of around 4 percent, where the monthly payment, before taxes 
and insurance, is approximately $955. 

 Borrower B, with a credit score of 660, qualifi es for a rate around 5 per-
cent, where the monthly payment is approximately $1075. 

 A credit score difference of 100 points costs Borrower B $120  more  per 
month in interest fees. Also, after 5 years, Borrower B will pay $7,200 
 more  than Borrower A. 

 Obviously, the fi gures grow the higher the loan amounts. If you con-
tinue qualifying for mortgages with lower credit scores, you’ll suffer for 
each home loan received, every time. 

 Where the problem is truly apparent is refl ected in credit card debt and 
fees. A person with excellent credit might have an average credit card 
APR of 15 percent charged on purchases. If he charges $5,000 and makes 
minimum payments toward the balance, he will end up paying more than 
double the original amount charged  and take almost 3 years to do it ! 

 But that’s not all. The more shocking scenario is that someone with poor 
credit will likely have a 30 percent APR, and will have paid  25 times  the 
original $5,000 balance if he makes minimum monthly payments spread 
over three decades, to pay it all off. That ends up being over $120,000. 
This comparison should help crystallize just how much creditors receive 
on interest fees when consumers pay only the minimum amounts due 
monthly, and why a credit score matters. More on this is explained in 
Chapter 8, “Credit and Your Life.” 

 You must be a step ahead of what lenders and service providers see 
when they consider your applications for money or products. 

 Now that we are roughly six years after the economic credit crisis 
and recession, Americans are borrowing again. The economy is slowly 
improving, as is the job market. People are regaining the confi dence to 
buy and spend, and they are spending on major purchases such as homes 
and automobiles. 

 The Federal Reserve, under Fed Chief Ben Bernanke and now Janet 
Yellen, began tapering its economic stimulus efforts known as “Quantita-
tive Easing” because it saw the signs of the United States’ economic health 
bouncing back, albeit slowly, but it is has been happening since late 2013. 

 And according to a Federal Reserve report released in the fi rst quarter of 
2014, Americans in the last quarter of 2013 were once again seeking loans 
for new homes and automobiles, 1  almost with the same demand since the 
recession six years ago. 
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 What does all this mean? It means that you should really be trying to 
understand where  you  stand. Because your credit score impacts you, your 
fi nancial health, and most defi nitely your family’s future. 

 Bravo to taking the fi rst step in educating yourself by starting this book. 
 The purpose of this book is to make you aware of where you stand and 

help you get to where you want to be credit wise—to present yourself in 
the best light possible when it comes to your history and scores. If you 
want to improve your credit score, or remove negative information from 
your credit reports, I’ll help you get there. I’m going to help demystify the 
process, and once you know what to anticipate, you’ll fi nd understanding 
and repairing credit to be less daunting of a project. 

 We’ll get started with this chapter, by introducing the three credit re-
porting agencies (CRAs) that monitor your fi nancial records, and learning 
a little history to boot. In  Chapter 2 , “Getting Prepared,” I even provide 
some practical tips on getting organized and prepared for this process, as 
well as strengthening your mental focus to stay dedicated. 

 In  Chapter 3 , “The Credit Report,” I’ll provide information about order-
ing your reports and scores from not only the three major CRAs but also 
other sources that provide comparable information. They all have their 
differences, and we’ll fi nd out why. 

 For those who are hemming and hawing about getting your credit re-
port for whatever reason, I’ll tell you the simplest routes to get one. If 
you’re nervous of what you might see, I encourage you to face down this 
fear— now . Just remember that whatever’s there is there, and only  you  
can change it for the better. It’s your job to care, otherwise no one else 
will. Credit cleanup and positive credit maintenance are the baby steps 
toward fi nancial empowerment, and you’ll be glad you took them. With 
your credit scores and reports, ignorance is  not  bliss. 

 In  Chapter 4 , “The Credit Score,” I’ll break down the components 
and factors behind credit scoring. You may be surprised at what actions 
and credit items impact your score more than others, for example, re-
cent versus older negative information, or how your overall debt usage 
is weighed. 

 In  Chapter 5 , “Checking and Correcting Your Credit Report,” I’ll help 
you analyze your credit scores, line items and history, and from here you’ll 
be able to determine if your credit score is satisfactory, or what areas are in 
need of attention, correction, and improvement. Perhaps your score could 
be better once certain inaccuracies or outdated information are tackled. I’ll 
take you through the dispute process with the CRAs to remove negative or 
adverse information. 
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 In  Chapter 6 , “Improving Your Credit Score,” my tips are actionable, 
easy to implement, and tested. By this point you’ll understand what behav-
iors matter the most to credit scoring, and we’ll try to apply these tips to 
our daily lives. I’ve used them myself, and am happy to share. 

 If your credit scores are suffering in large part due to the amount of debt 
you have accrued,  Chapter 7 , “Managing Debt,” explains the various debt 
management strategies, including Do It Yourself (DIY) debt settlement or 
bankruptcy. You’ll also learn about your rights and whether they’re being 
violated by creditors and collectors according to the Fair Debt Collection 
Practices Act. 

 I fi rmly believe that you should know what happens when companies, 
utilities service providers, and lenders are evaluating when they pull your 
credit report, and I address credit qualifying criteria in  Chapter 8 , “Credit 
and Your Life.” 

 If you’re gearing up to buy a home, as many in postrecession 2014 
are doing once again, we’ll look at how banks and lenders have changed 
their qualifying guidelines for prospective mortgage applicants. If 2013 
is repeated—should demand outweigh the supply of available, existing 
homes—you’re going to need a solid preapproval before you go home-
shopping. You can’t get a stellar preapproval without decent credit. 

  Chapter 8  also discusses how your credit is evaluated while seeking 
employment, applying for insurance, getting a new apartment lease, or 
setting up utilities and services. Your credit score matters, and a healthy 
one will secure you the best deals, interest rates, and apparently even now, 
a potential life partner. 

 Finally, credit awareness and repair aren’t suffi cient to a promising credit 
future. After all the hard work and effort put into obtaining, learning about, 
and working on your credit, in  Chapter 9 , “Practice Makes Habit,” I’ll 
leave you with the latest and greatest tools to send you off in style. You’ll 
learn about new budgeting and money management tools, and about the 
positive credit and money behaviors to avoid detrimental consequences. 
  
 If you fi nd out your credit is not so great, then my goal is to help you re-
pair and improve it. If your credit is already decent, I want to tell you how 
to make it excellent. If you’ve got excellent credit and aren’t sure how 
certain fi nancial decisions or actions will impact your credit score, I hope 
I can dispel myths or provide some clarity toward positive credit behaviors 
in the short and long term. 

 I truly believe a credit score is an undeniable Darwinian force—similar 
to how top SAT scores open doors for students to the best universities—top 
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credit scores get you a company’s best services and rates. Top credit scores 
put you in favor when seeking out leases and services. Consider having a top 
credit score as being in the exclusive club in the game of life, where success 
depends on how well one survives the pits and puzzles of the credit game. 

 Having a low credit score, though, is no game. It’s a harsh reality that 
can cost dearly in missed opportunities, higher fees, and a lot of wasted 
money over a lifetime—but only for as long as you allow it to. 

 It’s time to establish your greatest fi nancial asset: your credit score. 
 While the idea of having your whole fi nancial character being reduced 

down to a three-digit score is downright dehumanizing, that is exactly 
what happens when you ask a bank to lend you its money or a utility 
company to use its services. Everyone from banks, investment houses, 
mortgage and auto lenders, even cable and cellphone companies, want as-
surance of your ability to pay what is owed in a  timely  manner. 

  The Credit Cleanup Book  will help you: 

   •  Obtain your credit reports with scores 

  •  Find out where you stand 

  •  Contact credit bureaus or creditors to correct and remove negative 
information 

  •  Understand your rights with regard to your credit report and debt 
collectors 

  •  Understand positive credit behaviors and credit metrics 

  •  Use the best tools for credit success  

 Just as I’ve used my own tips to improve my credit, I also coached 
many clients on these same tips as a former mortgage loan originator. 
I now want to provide you with invaluable and practical solutions to help 
achieve and keep higher credit scores. 

 So let’s get started toward building our greatest fi nancial asset. 

  A BRIEF AND NOT TOO BORING HISTORY OF CREDIT 

 Let’s scratch the surface. First, it helps to know the names of the three 
main credit reporting agencies that are collecting and reporting informa-
tion about you, also known as CRAs and credit bureaus. They are Ex-
perian, Equifax, and TransUnion, and they are regulated by the Fair Credit 
Reporting Act (FCRA). They also comprise a global, billion-dollar indus-
try of credit scoring, reporting, and data warehousing. 
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 Each CRA has a massive database, which consists of information on 
payment histories and fi nancial records on hundreds of millions of con-
sumers, on a frequent, usually monthly basis. 

 Every month, fi nancial institutions or creditors send the CRAs credit 
fi les which include consumers’ account numbers, types of credit (e.g., 
mortgages, credit card loans, and automobile loans), outstanding balances, 
collection actions taken against them, and bill payment histories. 2  

 This data, I suspect much like the various Facebook data that advertisers 
fi nd so valuable—for instance how often people are logging in, how long 
they’re online, which companies they “like,” and what other sites they ac-
cess using the “Facebook Sign In” functionality—simply gives companies’ 
marketing departments fodder to learn about your consumer behaviors. 

 The difference is that this data is used to determine someone’s cred-
itworthiness when he or she applies to borrow any money or use most 
services. It’s your track record of how well or badly you’ve paid things on 
time, to whom, and for how much. This data is also sold to fi nancial insti-
tutions, which, upon seeing your consumer history and the types of credit 
or debts you’ve had, will solicit you with deals and offers they think might 
suit your needs—deals you “can’t refuse.” 

  The Credit Bureaus 

 The history of credit reporting and scoring isn’t so boring—honest. It’s 
actually quite compelling and fascinating, considering it tracks the rise of 
the companies that are now gathering, reporting, and selling information 
about you, so that other companies can judge you by it. Really. 

 Back in the day, legend has it that when people purchased on credit, 
banks would keep internal ledgers on their clients’ individual payment his-
tories, and then exchange these client reputations with other banks. Imag-
ine the administrative paperwork involved there,  way  before the Excel 
spreadsheet was even a twinkle in Bill Gates’ eyes. 

  Equifax 

 The fi rst CRA was Equifax, or what was then known as Retail Credit 
Company. Born in Atlanta, Georgia in 1899—where it is still headquar-
tered today—Equifax started as a business-to-business data provider for 
life, auto, medical, and insurance policy applicants. 

 Nowadays, Equifax sells information, software, analytics, and consumer 
and business credit reports primarily to insurance and health care provid-
ers, utilities companies, government agencies, and fi nancial institutions. 
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Equifax’s consumer credit unit (the division which concerns average con-
sumers like us) only started in 1999, and it offers what we mainly purchase 
in the form of products like credit reports, and services like credit fraud 
and identity protection monitoring.  

  TransUnion 

 Created in 1968 as a holding company, which then acquired a credit 
bureau, TransUnion has evolved over the years in its business-to-business 
products. TransUnion was actually at the forefront of technology, enabling 
tape-to-disc transfer of consumer data, as well as creating the fi rst online 
information storage and retrieval data processing system, which drasti-
cally sped up lending decisions. Its consumer business, started in 2002, 
offers credit products like credit reports.  

  Experian 

 Technically the youngest of three bureaus by name only, Experian is a 
result of over a hundred years of mergers of both U.K. and U.S. data and 
retail companies, most notably TRW Credit Group, which rebranded as 
Experian in 1996. Since then, Experian has shed its parent company, the 
United Kingdom’s Great Universal Stores (GUS), listed itself as a pub-
lic company on the London Stock Exchange, and continues on its path 
to global information domination, by recently acquiring Brazil’s largest 
credit bureau, Serasa, in 2007. 3    

  Credit Scoring Is Born 

 In 1956, an engineer named Bill Fair and a mathematician named Earl 
Isaac founded the fi rm Fair Isaac and Company. Together, the pair worked 
hard to convince lenders that their mathematical formulas were the key to 
generating more reliable data from consumer credit histories. 

 By the 1960s, controversy was surfacing over what was contained in the 
CRAs’ reports. People suspected that their credit reports were being used 
against them. They felt that lenders and businesses were denying them 
crucial services and opportunities, and leaving them largely in the dark 
with no rights to see what was in their personal fi les. 

 Perhaps this was largely due to the fact that CRAs back then were con-
cerned mainly with negative fi nancial information, as well as lifestyle in-
formation culled from newspapers and other sources—even information 
as personal as sexual orientation, drinking habits, and cleanliness. 4  
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 So Fair and Isaac came along with their algorithms, which looked 
past age, race, or gender discrimination. Their models could do substan-
tially better at predicting an applicant’s creditworthiness and tendencies 
to default faster than any human being could. A formulaic decision also 
couldn’t play on human emotion and judge anyone based on bad teeth, 
breath, hair, clothes, or whatever other irrelevant credit criteria the loan 
decision makers were using as qualifying metrics at the time. 

 With their formulas, aided by superfast computer processing, what is 
today’s billion-dollar credit industry was born. 

 In 1989, Fair Isaac and Company formally introduced its FICO score, 
which served as the formal basis for the loan decisions of banks and lend-
ers. With computerized scoring, lenders could fi nally use empirical meth-
ods to determine consumers’ credit worthiness. 

 As Liz Pulliam Weston, MSN Money’s Personal Financial Columnist, 
stated, “Credit scoring, aided by ever more powerful computers, was also 
fast. Lending decisions could be made in a matter of minutes, rather than 
days or weeks.” 5   

  The Love Affair: FICO + CRAs 

 All three credit bureaus incorporated FICO’s formulas into their credit 
scoring models. There’s a misnomer that a “FICO score” represents or 
is tied to a  single  credit bureau, and this is simply inaccurate. All three 
credit bureaus use FICO’s original data modeling within their credit scor-
ing methods, but each in their own way, assigning greater weight to certain 
components over another. Which is why, if you’ve pulled your credit re-
port previously, you get three  similar, but not identical , scores. How credit 
is scored is further discussed in  Chapter 4 , “The Credit Score.” 

 To add confusion to the process, each bureau’s FICO scores have taken 
on nicknames of their own. Because of effective marketing by the CRAs 
and lending industries, we now have so many credit score names and types 
thrown at us that it’s easy to lose track of what’s what. 

  A Fashion Analogy 

 One way to think of it would be like this: The CRAs are three separate 
denim companies that make jeans. They sell plain jeans, but they also sell 
jeans with a special FICO thread. The special FICO thread is what makes 
the three denim companies’  premium  jeans authentic to retailers. 

 Of course, each denim company (CRA) has designed different shapes 
and styles in how and where they place this special FICO thread on their 
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jeans, but they all end up looking very close to each other, just with minor 
differences. 

 The three CRAs’ jeans with FICO thread have become so popular 
they’re becoming even better known by the names of their premium jean 
lines: Beacon, PLUS, and Empirica jeans. 

 Although consumers can still get jeans from other companies without 
this FICO thread, maybe even at way less cost, and maybe without the fi t 
or hug that the FICO-threaded jeans will provide, they’ll be satisfi ed with 
what they get because the jeans look so close and are good enough for 
everyday and going-out wear. Heck, there’s even a way to merge the best 
of all three denim companies’ jean fabric, with the special FICO thread, 
into one. That would be the special (and pricey) tri-merge jean with that 
FICO thread.   

  FICO Score Aliases and Ranges 

 Hopefully the above helps you think about it all in a different way. But 
it’s true. Over the years, the CRAs’ individual FICO scoring models have 
earned nicknames in their own right. Whereas a FICO score is just really 
based on the original mathematical algorithms that serve as the basis from 
which most credit is modeled, the CRAs named their proprietary FICO 
score models with the following titles, as well as their unique credit scor-
ing ranges: 

   CRA   FICO Score Name   Score Range  
 Equifax Beacon 300–850 
 Experian PLUS 330–830 
 Transunion Empirica 400–925  

 If you’ve recently applied for a loan and the loan representative said, 
“Your ‘Beacon’ score is 745,” then it means that the lender consulted 
Equifax for a credit report and score. The Beacon score is simply Equi-
fax’s FICO score for its consumer unit. 

 To spur up competition against FICO, the three CRAs actually collabo-
rated to create the VantageScore model in 2006. They touted this score to be 
a more innovative and consistent approach to scoring. The VantageScore’s 
scoring methodology primarily mirrors FICO’s model, and also offers a 
letter grade on top of a numerical grade. But, it still hasn’t quite pushed the 
FICO score off its throne. The FICO score is simply the most long-standing 
and entrenched model that has been in use by lenders. Also, when loans 
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(like mortgages) are packaged together and sold as investments to buyers 
on Wall Street, their faith in the quality of those investments largely relies 
on the FICO scores used to underwrite and qualify those mortgages. 

 As a result, we won’t focus too much on VantageScore in this book. 
After all, according to a Consumer Financial Protection Bureau report 
from September 2012, scores developed by Fair Isaac Corporation (FICO) 
accounted for over 90 percent of the market of scores sold to fi rms in 2010 
for use in credit-related decisions.  

  Three Sides to the Story 

 One report does not a whole fi nancial picture make. Regardless, many 
times service providers and even some lenders will order only a single 
report from a CRA to base their decisions. That’s equivalent to a person 
judging a news story, tabloid, lovers quarrel, or any other situation based 
on only one side of the story. He may not receive the most thorough, accu-
rate, well-rounded, or fair representation of a situation, but it may suffi ce 
depending on how much he wants to know. Single versus tri-merge reports 
are explained further in  Chapter 3 , “The Credit Report.” 

 Simply put, many companies, particularly utilities companies or ser-
vice providers, may only consult with one credit bureau to determine your 
creditworthiness. When I bought my fi rst car in 2003 and a second in 2005, 
only a single credit report was pulled on my behalf when I was applying 
for auto loan fi nancing. 

 When applying for a mortgage, which is asking for a lot more money 
than a car, the trifecta of credit data from the CRAs is always culled to-
gether so that the lender can have the full picture of the prospective bor-
rower’s credit history. Where one report may not suffi ce, the lender will 
want the full background on the loan candidate, which is wise considering 
that data may vary depending on factors as simple as the candidate’s geo-
graphical location, bureau to bureau.  

  But Wait, There’s One More 

 There is a lesser known credit agency out there, and it goes by the name 
of Innovis. Started in 1970, in addition to “credit reporting for more than 
200 million consumers,” Innovis also provides identity verifi cation, fraud 
prevention, receivables management, and credit information, according to 
its website. 6  While the credit reporting part may resemble the functions 
of the big three, Innovis operates quite differently with the way it handles 
data—one reason it is not always recognized as a standard CRA. 
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 According to the credit expert John Ulzheimer’s SmartCredit blog, “Inno-
vis receives credit information from credit grantors but not from all sources 
reporting to the big three credit reporting agencies. It does not sell credit 
reports for credit granting purposes and does not offer a credit score. They 
also sell pre-approved lists of consumers for offers of credit and insurance.” 

 Ulzheimer, who is also the President of Consumer Education at Smart-
Credit.com, maintains that Innovis was originally going to be the negative 
bureau, reporting only negative credit information such as past due ac-
counts. However after pulling his own Innovis report, he wrote on his blog 
that most of the data on it was mortgage-related, and since neither he nor a 
colleague who pulled her Innovis report had any previous negative credit 
such as collections or public records, he could not verify if this informa-
tion was present or not on Innovis reports. 

 So the fact that Innovis doesn’t sell your information for solicitors, 
doesn’t score, and provides identity verifi cation and receivables manage-
ment makes it quite a different CRA. Innovis is, however, still regulated 
by the FCRA, and should your curiosity pique over what your Innovis re-
port holds, you are entitled to one free credit report which can be requested 
directly from its website at  www.innovis.com.  The fi rst one’s free, and 
additional copies vary in costs by state.   

  CONSUMER PROTECTIONS 

 With the rise of credit reporting agencies collecting various data, and 
the scoring and decisions on loans taking place behind the scenes, con-
sumers began to demand answers to what seemed very vague and hidden 
business inner workings. 

 They wanted to understand the discrepancies between credit card and 
home loan applications, as well as the criteria for which they were being 
approved or declined. 

 According to the Electronic Privacy Information Center, 

By the 1960s, signifi cant controversy surrounded the CRAs because 
their reports were sometimes used to deny services and opportunities, 
and individuals had no right to see what was in their fi le. 

 There was abuse in the industry, including requirements that 
 investigators fi ll quotas of negative information on data subjects. To do 
this, some investigators fabricated negative information, and  others in-
cluded incomplete information. The CRAs were maintaining outdated 
information, and in some cases, providing the fi le to law  enforcement 
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and to unauthorized persons. Public exposure of the industry resulted 
in congressional inquiry and federal regulation of CRAs. 7  

  The Fair Credit Reporting Act (FCRA) 

 The controversy led to a congressional inquiry, and in 1971, Congress 
passed the Fair Credit Reporting Act (FCRA), which for the fi rst time es-
tablished a framework for fair information practices to protect privacy and 
promote accuracy in credit reporting. 

 Consumers fi nally gained the right to view, dispute, and correct their 
records, and CRAs began to add positive fi nancial history to the normally 
bleak reports, which up until then reported only negative information. 
Consumers also benefi tted from the fi rst offi cial guidelines for fair prac-
tices in regard to the use of credit scoring. Finally, a process around scor-
ing, reporting, obtaining, and disputing credit became clearer. 

 According to the EPIC,

Shortly after the FCRA took effect, the CRAs were pursued for 
 violations of numerous provisions of the Act. As recently as January 
2000, the three CRAs paid $2.5 million in a case settlement brought 
by the FTC. 

 Comprehensive amendments to the FCRA were made in the Consumer 
Credit Reporting Reform Act of 1996 (P.L. 104–208). The Amendments 
contained a number of improvements to the FCRA, but it also included 
provisions that allow affi liate sharing of credit reports, ‘prescreening’ of 
credit reports (unsolicited offers of credit made to certain consumers), 
and limited preemption of stronger state laws on credit. 8  

 Even in recent years the Federal Trade Commission continues to leg-
islate by the FCRA, suing the three major CRAs for almost $3 million in 
civil penalties. But it doesn’t stop with just the CRAs—the FCRA’s rules 
also apply to any information providers. The FTC sued a major consumer 
data broker, ChoicePoint Inc. and made them pay $15 million in penalties 
and consumer refunds for not screening prospective subscribers before 
selling them sensitive consumer information. The FTC has also charged 
companies with furnishing inaccurate information to CRAs. 9   

  The Fair and Accurate Credit Transactions Act (FACTA) 

 In 2003, amendments were made to the FCRA, largely to address the 
alarming rise and continued reports of identity theft. As a result, the Fair 
and Accurate Credit Transactions Act (FACTA) was created. The act 
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added a number of improvements to credit reporting law, including the 
right for consumers to receive free annual credit reports. On these credit 
reports, consumers were also given rights to place fraud alerts in case they 
became victims of identity theft. 

 To this day, many consumers are unaware of the “one-free-credit-report-
per-year” benefi t, perhaps because the onus is on them to request their per-
sonal reports. This could also be due to the amount of noisy mixed messages 
they receive, in the form of radio and television advertisements, alerting 
them to the plethora of credit reporting and monitoring products available. 

 Another tenant of FACTA was the requirement of merchants and retail-
ers to truncate credit card account numbers from cardholder receipts at 
point of sale. Back in the day, if you dropped one of your credit or debit 
card receipts, a thief could have picked up that receipt and stolen your full 
credit card number and expiration date. FACTA changed that and enforces 
this rule with a fi ne of $100 to $1,000 per violation—and has been very 
successful, particularly when people band together in class-action lawsuits 
to face off against violators.  

  Rise of Consumer Debt and Credit Crisis 

 Once lenders grasped the idea of credit scoring, they didn’t let go. Many 
would argue that credit scoring was too savvy, and enabled the rise of 
American consumer debt in the 1990s, given the banks’ abilities to make 
snap judgments on issuing credit to qualifi ed loan applicants. With credit 
scoring, an applicants’ stellar credit history was suffi cient proof of the 
likelihood that borrowers would make good on their loan commitments in 
a timely manner. 

 And since banks make money by lending money, the more risk-free 
debt they could dole out—in anticipation of the repayments of this debt 
plus interest over a period of time—the more money they could make for 
themselves. 

 Credit scoring has also been accused as the culprit in the most recent 
fi nancial crisis, which had its beginnings in 2006. Critics have pointed to 
the failure of credit-scoring formulas, since the soaring number of borrow-
ers who defaulted on their mortgages provided some evidence that perhaps 
scoring didn’t work as well as it should. 

 To this criticism Fair Isaac and Co. responded that credit scores were 
designed only as part of a larger decision-making system, where lenders 
should also take just as many factors into account, such as the borrower’s 
income, assets, other debts, and ability to repay the loan. And although 
credit scoring was probably the most signifi cant factor in a candidate’s 
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loan application, if other large pieces of the puzzle didn’t match up, then 
the full picture would be left incomplete. 

 Having been a loan originator myself, this much is true, except in 
the cases where the lenders’ products didn’t require income and asset 
documentation as a direct result of the strength of a borrower’s credit 
scores. 

 As far back as 2005, the acting U.S. Comptroller of the Currency Julie 
Williams was warning lenders that they were relying too much on risk-
factor shortcuts such as credit scores that focus on past credit performance, 
without considering the borrowers’ ability to repay the new debt they were 
taking on. 

 Looking back, there were many contributors to “the perfect storm.” 
Lenders became more and more creative about what they deemed accept-
able underwriting guidelines and began lowering standards way outside of 
the conventional standards most lenders had traditionally banked on. 

 Lenders stopped requiring verifi cation of certain aspects of a borrower’s 
portfolio and stopped considering what could happen if the mortgages’ 
rates adjusted higher amidst a changing housing climate. The credit crisis 
happened due to an arrogant assumption on many parts that housing appre-
ciation and robust housing markets would continue along their heady path. 

 Lenders issued 100 percent home loan fi nancing for borrowers who 
   either had no money down, had mediocre credit, or both. This fi nancing 
came with interest rates that were only locked for the fi rst two, three, or 
fi ve years. After the lock term the rates could rise as could the mortgage 
payments, resulting in a refi nance as the only option to get out of the mort-
gage. But soon enough, even refi nancing wasn’t an option for many. 

 Investopedia defi nes credit crisis as “a crisis that occurs when several 
fi nancial institutions issue or are sold high-risk loans that start to default. 
As borrowers default on their loans, the fi nancial institutions that issued 
the loans stop receiving payments. This is followed by a period in which 
fi nancial institutions redefi ne the riskiness of borrowers, making it diffi -
cult for debtors to fi nd creditors.” 10  To explain it further, it states, 

In the case of a credit crisis, banks either do not charge enough inter-
est on loans or pay too much for the securitized loan, or the rating 
system does not rate the risk of the loans correctly. A crisis occurs 
when several factors combine in the marketplace, affecting a large 
number of investors. 

 For example, banks will charge teaser rates on loans, but when the 
initial low payments change, they become too high for borrowers 
to pay. The borrowers default on the loans, and the loan’s collateral 
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value simultaneously drops. If enough lending institutions reduce the 
number of new loans issued, the economy will slow down, making it 
even harder for other borrowers to pay their loans. 

 The credit crisis crippled our nation, bringing housing and new con-
struction to a screeching halt in many major U.S. cities. As industries and 
the businesses relying on them slowed down, employees were laid off, 
and the after effects of this national correction are still being felt today. 
It would be roughly fi ve years later in 2013 before any signs of economic 
health. In early 2014, lenders who were scared into tightening their lending 
guidelines had only just begun lending again, and borrowers, practically 
fi ve years after the crisis, began getting comfortable with borrowing again.  

  The New Guard: Dodd-Frank 

 In an answer to the credit crisis, Congress passed the Dodd-Frank Wall 
Street Reform and Consumer Protection Act of 2010. This bill aimed to 
require more transparency on the part of various fi nancial products being 
traded, as well as safeguards to prevent further major bank bailouts. 

 But furthermore, the bill created the Consumer Financial Protection Bu-
reau (CFPB), which now also monitors the credit reporting industries. To 
specifi cally address the mortgage industry since its practices contributed 
so greatly to the most recent recession, in early 2014 Dodd-Frank also 
enacted a controversial new standard for lenders when underwriting and 
approving new mortgage loans. This additional scrutiny addresses a bor-
rower’s ability to repay a mortgage and is addressed in detail in the section, 
“This Is Now: New Mortgage Rules, New (Safer) Subprime,” in  Chapter 8 . 

 According to the CFPB’s website: “Congress established the CFPB 
to protect consumers by carrying out federal consumer fi nancial laws. 
Among other things, we: 

   •  Write rules, supervise companies, and enforce federal consumer fi nan-
cial protection laws 

  •  Restrict unfair, deceptive, or abusive acts or practices 

  •  Take consumer complaints 

  •  Promote fi nancial education 

  •  Research consumer behavior 

  •  Monitor fi nancial markets for new risks to consumers 

  •  Enforce laws that outlaw discrimination and other unfair treatment in 
consumer fi nance.” 11   
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 How well the CFPB operates remains to be seen, since it is a fairly 
nascent yet already fully staffed organization. The CFPB takes direct sub-
missions from consumers as well as whistleblowers. You can submit a 
complaint if you’ve had an issue with a fi nancial product or service, which 
they claim they will forward to the company to get a response from them. 
(For complaints go to  http://www.consumerfi nance.gov/complaint/. ) 

 In addition to consumer complaints, the CFPB also fi elds whistle-
blower tips. If employees at companies suspect unethical business prac-
tices they can submit anonymously to whistleblower@cfpb.gov or call 
(855)-695-7974. 12    

  THE CREDIT REPORTING TRAIL 

 When companies and lenders pull your credit report, they are determin-
ing whether they: 

   1.  want you as their customer, 

  2.  want to grant you their services or lend you money, and 

  3.  believe you can pay them back on time for the money borrowed and 
services used.  

 A credit report provides a glimpse of your debts owed, as well as a look 
at your money management behaviors over time. Lenders and companies 
won’t give you what you want (and in most cases, what you can’t live 
without) unless you’ve demonstrated an ability to responsibly manage and 
handle certain fi nancial liabilities. 

 It’s your right as a consumer to understand what companies are discov-
ering about you when you’re applying to borrow money or obtain services. 
This ranges from how well you’ve paid your bills and the types of liabili-
ties or debts you’ve had, including your mortgage, credit cards, student 
loans, auto loans, and merchant cards (also known as major retailer credit 
cards like those for furniture, electronics, and clothing stores), as well as 
any information on fi le in public records, such as liens and judgments fi led 
against you, and any bankruptcies or foreclosures in your name. 

 Many times—and I mean  many —there is signifi cant erroneous or out-
dated information on credit reports, which is why it’s crucial to be aware 
of what’s showing on your reports, and preferably on an annual basis. 
Checking your personal credit may also become a frequent necessity if 
you are preparing for a major purchase, such as buying a house or car. Or 
a boat perhaps? Which rings in the expression, “The best day in a man’s 
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life is the day he buys a boat. The second best day is the day he sells it.” 
But really. Again,  YOU are the owner of your credit data, and if you don’t 
care about your credit report and score, no one else will.  

  How Your Actions Are Tracked, Compiled 
as Data, and Sold 

 The credit reporting trail starts with you. The minute you inquire about 
or open new credit, how you repay that credit eventually winds up on a 
credit report. But how does it all get there? This in itself is somewhat 
tricky. Because within the credit reporting system is a huge web of credi-
tors, subscribers, members, associations, and agencies that are linked be-
cause of the incredible value of your consumer fi nancial data. 

 You create the data, and everyone else captures it, reports it, passes it 
on, and sells it to one another. These processes and the layers involved 
are what make credit reporting the billion-dollar industry it is today. Note 
that aside from you being the data instigator in this process, the long list of 
data followers never anticipated for you to be actively involved anywhere 
else along the process, particularly not in monitoring or questioning their 
analysis of your behaviors and actions. 

 Remember that the credit bureaus all started as business-to-business 
organizations and facilitators of consumer data; only in the most recent 
decade and after FACTA passed and FICO started releasing public score 
data did the CRAs start direct-to-consumer divisions, allowing everyone 
to access their personal CRA information on fi le. 

 So who or what is logging your actions, and how does it ultimately 
show up on a credit report? First, large- to mid-sized creditors and debtors 
(which would be the likes of major banks and credit card issuers)  pay  the 
CRAs for the service of keeping track of their large volumes of consumer 
data, which includes payment histories. They are considered subscribers, 
who can not only report your consumer information, but also run credit 
checks. 

 According to former debt collector Dana Neal in his book  Best 
Credit , it’s unclear what the large or midsize subscribers pay the CRAs 
to do this; however, smaller creditors can also open up accounts with 
the bureaus by paying a setup fee of around $300, and then a monthly 
subscription fee of $50, which enables them to report at will. 13  To be 
considered, the company would have to manage and report data for a 
minimum number of accounts, anywhere from 100 to 500, depending 
on the CRA. 
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 Underneath these subscribers are the CRA members, who only have 
the ability to pull reports. Neal asserts that because the CRAs are private 
companies, they aren’t required to post specifi c guidelines for how they 
accept business accounts, other than claim that each account’s eligibility 
is considered at their sole discretion. 

 For the companies that can’t become subscribers or members, they can 
then turn to the many third-party agencies or associations who  are  sub-
scribers and provide middlemen services by rolling up data from clients 
and reporting it to the CRAs on the nonsubscriber or nonmember com-
pany’s behalf. 

 But what happens if individuals or small businesses are neither sub-
scribers nor members, and aren’t interested in joining the third-party 
associations to report data? If these companies can’t report delinquent ac-
counts or run inquiries they’ll often turn to private collection agencies and 
other third parties—which also have subscriber accounts and report to the 
CRAs very diligently. 

 Add to this roster companies called Service Bureaus (some, which Neal 
states are owned by the creditors themselves) which aggressively scan 
public records on a regular basis in search of consumer names, addresses, 
and Social Security Numbers which, Neal asserts, have an accuracy that 
is suspect at best, often citing data that is transcribed and recorded inac-
curately, with mixed-up names and SSNs, account numbers and amounts. 

 Do you remember the game as a child where you sat in a large circle and 
a person fi rst whispered a phrase in one person’s ear, and it went around 
the circle until the last person uttered the phrase out loud, which was noth-
ing like the original? Don’t let this be how your actions show up as the 
data on a CRA report. 

 With so many opportunities for errors in the amount of times your credit 
data changes hands from the moment it’s created, it is up to you to ensure 
that what is presented at the end of the chain is correct and  presents you in 
the best light possible.      


