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AVOIDING FRAUD
Your credit reputation can be damaged by 
fraud perpetrated by identity thieves who 
make unauthorized purchases or open new 
accounts in your name. So it’s important  
to keep your Social Security number,  
credit card numbers, and bank account 
information secure. 

Scammers are extremely creative in 
seeking access to those details over the 
telephone or online. Typically they pose as 
a legitimate organization and ask you to 
confirm account information or personal 
information. Don’t do it. No reputable  
organization would make such a request.

NATIONAL CREDIT SYSTEMS
How do lenders know enough about how 
you’re using credit to decide whether 
to lend you money or give you a credit 
card? There are three nationwide credit 
reporting organizations—Equifax, 
Experian, and TransUnion—that collect 
credit information and create credit 
reports and credit scores based on 
relevant information about individual 
people. These credit bureaus sell the 
reports and scores to lenders, employers, 
insurers, landlords, and others who have 

a legitimate right to use the information 
to evaluate applicants.

According to the Fair and Accurate 
Credit Transaction Act, you have the 
right to dispute any information on  
your credit report that you believe is 
inaccurate. You can also write a 100-word 
explanation, which will be sent out 
whenever your credit report is requested.

To get a copy of your credit report if 
you've been turned down for credit, you 
can contact the following organizations 
directly. You're entitled to a free copy. 

Equifax
800-685-1111  
Equifax Credit  
Information Services  
PO Box 740241  
Atlanta, GA 30374  
www.equifax.com

Experian
888-397-3742  
CreditExpert  
Customer Care  
PO Box 19729  
Irvine, CA 92623  
www.experian.com

TransUnion
800-888-4213  
TransUnion  
PO Box 2000  
Chester, PA 19022  
www.transunion.com

If you want to be able to use credit, you 
must show potential lenders that you’ll 
live up to your end of the bargain. The 
way you establish this credit history is by 
borrowing and repaying on time. With a 
record in place, creditors are more likely 
to grant your new credit applications.

This can mean having a large enough 
spending limit on your credit card to be 
able to buy what you need. Or it may mean 
being able to get a loan to buy a house or a 
car, pay for higher education, or start and 
build your own business.

THE ROAD TO GOOD CREDIT
You can build a strong credit history  
if you use credit wisely over a period of 
time. It’s important not to wait until you 
need to borrow to think about whether 
you’ll qualify. 

Get a credit card. The easiest first 
step in building a good credit reputation is 
usually obtaining and using a credit card 
on a regular basis. If you don’t already 
have a credit card, you can apply for one 
that’s issued by the bank or credit union 
where you have an account. 

If your application is rejected, you  
can apply for a retail store card or a 
gasoline card. While the ways you can use 
these cards is more limited, using them 
wisely can help you establish your credit-
worthiness. 

As a last resort, you may consider 
what’s known as a secured credit card, 
which is typically linked to a savings 
account you maintain with the issuer. But 
be careful. Some of these cards have high 
fees and using one may not always help 
you get a regular card.

Make payments on time. It’s 
essential to make at least the minimum 
payment on your credit card bill by the 
date it is due. In addition to the late fee 
you’ll be charged each time you miss the 
deadline, you put your credit reputation  
at risk if you pay more than 60 days late  
at least three times.

Keep balances well below credit 
limit. Lenders evaluate how much debt 
you have in relation to the amount of 
credit available to you on your cards or 
from other credit sources. The smaller  
the proportion of credit you’re using in 
relation to what you could use, the stron-
ger a candidate you are for more credit.

Limit your applications for new 
credit. If you apply repeatedly for new 
credit, you may appear irresponsible to  
a potential creditor.

UNFAIR CREDIT PRACTICES
If you apply for credit and are 
turned down, you have the  
right to know the specific 
reason why your application 
was rejected. Under the Equal 
Credit Opportunity Act, it’s 
illegal for a lender to give vague 
or indefinite explanations. So if 
you are denied credit but aren’t 
given a specific reason, you should 
request an explanation immediately, 
in writing. The lender must respond 
within 60 days. 

Among other things, you can’t be 
denied credit because of your gender,  
race, marital status, religion, ethnicity,  
or age. But not having a regular source  
of income or a strong credit history are 
legitimate reasons for rejection.

FIXING BAD CREDIT
If you’ve had credit problems, there are a 
number of ways to repair the situation—
though you’ll have to work at it over time.

Limit the number of credit cards 
you use, charge less, and make your 

payments on time. But don’t stop using 
cards entirely because meeting your  
obligation to pay is one way to demon-
strate you’re being responsible.

Don’t repeatedly shift balances  
from card to card or apply for a lot 

of new credit.

Develop a plan to  
pay off your debts  

and get your finances  
in order. Then put the  
plan into action.

Building Good Credit
There’s a clear road to qualifying to borrow.
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LINING UP THE MONEY
If your child is applying for a federal loan, it’s smart to apply early in the year he or she wants  
to borrow. 

certain other reasons. And there are  
ways to defer or postpone repayment in 
certain circumstances.

If you’re able, you can help your child 
repay loans with a gift up to the annual 
tax-free amount.

STAFFORD LOANS
Stafford loans are available directly from 
the federal government, through private 
lenders, or from both sources, based on 
the arrangement a college or university 
has made. In both programs, the loans 
may be subsidized or unsubsidized,  
and repayment is deferred until six 
months after you graduate or aren’t 
enrolled at least half-time. The interest 
rate is set each year on July 1.

Subsidized loans are awarded on the 
basis of financial need. The government 
pays the interest while you are enrolled 
at least half-time and until repayment 
begins. Unsubsidized loans may be avail-
able if you don’t demonstrate financial 
need. Your loan begins to accrue interest 
as soon as the money is disbursed and,  
if you choose to postpone paying it,  
the accrued interest is added to your  
principal before repayment begins.

• US provides money for direct loans or guarantees loans from other lenders
• There is a six-month grace period for repayment from the date  

of graduation or leaving school

• Money is a combination of government and school funding
• There is a nine-month grace period for repayment from the date  

of graduation or leaving school

Stafford  
loans

Perkins  
loans

Students and their parents can turn to the federal government 
first when they need to borrow money to help them pay for higher 
education, including college, graduate, and vocational school. The 
government’s programs include Stafford and Perkins loans  
for students, and Parents Loans for Undergraduate  
Students (PLUS).

To apply, you must provide detailed information about 
your family’s finances by filing the Free Application 
for Federal Student Aid (www.fafsa.ed.gov). This will 
determine whether you qualify for federally subsidized 
assistance and what you’ll be required to contribute.

You may also have to file a separate application  
for state- sponsored aid, and some colleges require  
individual applications in addition to the federal 
form. Check with the college and the  
US Department of Education website  
(www.ed.gov) for more information. 

FACTORS THAT DETERMINE  
ELIGIBILITY FOR AID:
• Income
• Family assets, including savings  

and investments except retirement accounts
• Number of other students in the family also  

paying tuition
• Family expenses, both ordinary and unusual

THE AMOUNT YOU’RE 
EXPECTED TO PAY IS FIXED
Your child is eligible for the difference 
between what a college costs and the 
amount you’re expected to contribute, 
based on your financial situation.

Assume you’re 
responsible for 
$9,500

You’re eligible for Stafford loans for 
graduate or professional school in addition 
to undergraduate work.

PERKINS LOANS
Perkins loans, which are granted by your 
college or university, are made based 
on need and the amount of money the 
school has available when you apply. The 
interest rate is fixed and begins to accrue 
nine months after you graduate or aren’t 
enrolled at least half-time. That’s when 
repayment begins as well.

CONSOLIDATING  
STUDENT LOANS
If you have federal student loans, you may 
want to investigate consolidating them 
into a single loan either directly with the 
government or through a lender offering 
these loans. Consolidating means you have 
a new loan at a rate that may be lower 
than the average on your other loans, and 
you make one payment instead of several.

There are advantages to a Direct 
Consolidation Loan. With it, you may be 
eligible for more generous repayment 
terms or for loan forgiveness under the 
Public Service Loan Forgiveness Program. 

COLLEGE A
TUITION
$12,000

Available
aid 

$2,500

COLLEGE B
TUITION
$19,500

Available
aid 

$10,000

Borrowing for Education
More than half of all American college students or their 
families borrow part of the cost of their education.

FACTORS THAT INFLUENCE  
WHAT YOU CAN BORROW: 
• Financial resources of the college or university
• Needs of other students
• Special interest in your child

STUDENT OBLIGATIONS
Most higher education loans available 
from the federal government or the 
institution a student attends are made 
to the student, not the student’s parents. 
Repayment is an unavoidable obligation, 
and failure to do so has serious conse-
quences for his or her credit history.

There are generally several ways to 
repay, each one suited to a slightly dif-
ferent financial situation. The best plan 
isn’t necessarily the one with the lowest 
payments—or the highest. Some loans 
may be forgiven for working in certain 
occupations for a fixed period or for  

CONSIDER A PLUS
As a parent, you can borrow to cover the full cost 
of your children’s higher education—as long as 
those costs have not been covered by other loans, 
grants, and scholarships—regardless of financial 
need. You must have good credit to qualify or 
arrange for a cosigner, or endorser.

If you take a PLUS, you must begin to repay 
within 90 days after you receive the money or 
write a check against your PLUS line of credit. 
The interest may be deductible, based on your 
adjusted gross income, which isn’t true of  
personal loans.

OTHER WAYS TO BORROW
If you need to borrow more than is available 
through the government or your child’s college, 
you do have alternatives. 

You might consider a home equity loan. The 
rates may be as low or lower than on a PLUS and 
the interest may also be deductible. However, you 
put your home at risk if for any reason you are 
unable to make the payments that are due.

You might consider borrowing against your 
401(k) or other employer plan. But if you should 
leave your job for any reason and can’t repay the 
401(k) loan, it will be considered a taxable with-
drawal. You might withdraw from your IRA, but 
you’ll owe income tax on any IRA earnings and on 
your contributions if you deducted them. Tapping 
your 401(k) or IRA might also put your own  
long-term financial security at risk. 

You or you child might also take a personal 
education loan from a bank or other lender. 
However, the rates tend to be higher than on  
most other education loans.
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