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Fair Housing and Fair Lending Acts 
 
Plan Overview 
 
Bay Equity LLC is required to comply with state Fair Lending Statutes, which are 
structured around the Federal Fair Housing and Equal Credit Opportunity Acts.  This plan 
applies to residential home loans, but also to any consumer or business transaction.  In 
addition, these principals apply to all business practices, whether purchase financing, 
refinancing or servicing/collections, as applicable.   
 
Bay Equity LLC designates the individual(s) listed as Director of Compliance as the 
primary individual responsible for implementing and reporting on this plan.   
 
Regular Monitoring 
 
Each loan file is subject to a pre-underwriting compliance review.  That review insures 
that the file itself has been properly reviewed, and that all required disclosures have 
been made.  In addition, 10% of loan production is reviewed as outlined in the Bay 
Equity quality control plan, and fair lending determinations are assessed in each of these 
reviews.  As part of this review, any deficiencies are addressed to Senior Management 
for corrective action.  
 
Denied and Withdrawn Applications 
 
Pursuant to our underwriting and credit policy, all loans that are rejected/denied or 
withdrawn will be subject to a second level of review to insure compliance with Fair 
Lending Rules and practices.  In addition, 10% of all rejected/denied and withdrawn 
applications are selected randomly for complete review.   
 
Training Program 
 
All employees of Bay Equity, LLC receive annual training on Fair Lending and related 
laws.  We provide initial training to all new employees and when laws change or updates 
are posted, provide those links to our employees for review.   
 
Wholesale 
 
Bay Equity, LLC accepts loans originated by third party mortgage brokers through a 
wholesale channel, we will obtain written acknowledgement from the mortgage broker 
of compliance with the Fair Lending Plan.   
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Proactive Complaint Resolution 
 
Fair Lending Complaints are resolved to the customer’s satisfaction through our 
“Compliant Resolution Process” herein.  Once a complaint is lodged, it is up to Bay 
Equity LLC to resolve it, not the customer.  Bay Equity’s Customer Care department is 
managed by the Director of Compliance. 
 
Review of Marketing Material 
 
Bay Equity LLC’s Marketing Policy, which is included herein by reference, and is part of 
our origination and loan production process, requires that ALL advertising be reviewed 
by the marketing department AND compliance department.  
 
Role of Compliance Manager 
 
In addition to the responsibilities listed here, the Compliance Manager is responsible for 
maintaining and updating compliance related policies and procedures.   

 Fair Lending Compliance 
 
Introduction 
 
Regulations that deal with the granting of credit are among the major Federal consumer 
protection laws affecting mortgage lending.  While RESPA, the (Real Estate Settlement 
Procedures Act) governs transactions, and the Truth-in-Lending (TILA) governs 
disclosure of loan terms, the decision making process for loans is governed by the Equal 
Credit Opportunity Act (ECOA).   
 
In addition to mandating how credit decisions must be made and communicated, the 
ECOA also regulates what information can be used as the basis for credit decisions.  In 
this way, the Equal Credit Opportunity Act (ECOA) and the Fair Housing Act (FHA) are 
part of a national effort to eliminate discrimination and assure equitable lending to all 
applicants.  As a national policy, these Acts were designed to facilitate home ownership 
and economic development.  Their impact has been greatest in low income areas.   
 
The argument for Federal regulation is based on the belief that homeownership builds 
economic wealth and stability.  Channeling credit into markets that have been 
historically underserved, or impaired by predatory lending practices, facilitates these 
benefits.  The legislation that the late 60’s and early 70’s spawned may be viewed as a 
by-product of the civil rights movement.  In fact, there was a groundswell of reform 
oriented legislation that spring from this period.  The Truth-in-Lending Act, the 
Consumer Credit Protection Act and Real Estate Settlement Procedures Act were all 
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aggressive pieces of legislation in uncharted waters.  The concept of fair treatment in 
lending and housing may seem idealistic.  The reality is that it has been essential to the 
economic growth the nation has seen since that time.   
 
The laws that protect consumers from discriminatory or unethical practices are 
constantly being updated.  They are dynamic because our world is evolving so quickly.  
Merged in-file credit reports weren’t an issue in the 70s or 80s.  With the growth of e-
commerce, the flow of the consumer’s private information has accelerated.  New laws 
are added as business tactics change.  As a result, we have an ongoing history of 
regulations built upon the first.   
 
Year Law Acronym 

1968 The Fair Housing Act (Title VIII of the Civil Rights Act) FHA 

1968 Truth in Lending Act (Consumer Credit Protection Act) TILA 

1970 The Fair Credit Reporting Act FCRA 

1974 The Equal Credit Opportunity Act ECOA 

1974 Housing and Community Development Act HCD 

1975 Home Mortgage Disclosure Act HMDA 

1977 The Housing Financial Discrimination Act HFDA 

1977 The Fair Debt Collection Practices Act FDCPA 

1977 Community Reinvestment Act CRA 

1980 Electronic Fund Transfer Act EFTA 

1988 Fair Housing Amendments Act   

1994 Homeownership and Equity Protection Act (Amendment to TILA – 
a.k.a. Section 32) 

HOEPA 

1995 The Housing for Older Persons Act HOPA 

1996 The Fair Debt Collection Practices Act FDCPA 

1996 Consumer Credit Reporting Reform Act CCRRA 

1998 The Homeowners Protection Act HPA 

1999 Gramm-Leach-Bliley Act GLB 

2001 Uniting and Strengthening America by Providing Appropriate Tools 
Required to Intercept and Obstruct Terrorism Act  

USA PATRIOT  

2003 Fair and Accurate Credit Transactions Act  FACTA 

2005 Bankruptcy Abuse Prevention and Consumer Protection Act  

 
While these laws are Federal, individual states are also empowered to enforce these 
laws.  The Federal government pre-empted states in regulating these areas.  States, 
however, may also enforce regulations.  Some enforce these at threshold levels that are 
more rigorous than Federal laws.  This is especially true in the areas of predatory lending 
and high-cost loans.   
  
The CFPB and Secondary Regulators 
 
In the heat of the mortgage meltdown the need for increased consumer protection with 
power over mortgage lending activities was recognized.  The CFPB was created in a 
manner similar to that of the DOJ under J. Edgar Hoover.  The Bureau of Consumer 
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Financial Protection (CFPB) will assign a Fair Lending staff member to each supervisory 
examination.   
 
The creation of the Consumer Financial Protection Bureau (CFPB) as a requirement of 
the Wall Street Reform and Consumer Protection Act (aka Dodd-Frank) consolidated 
primary enforcement and regulation of consumer financial protection laws under the 
CFPB.  However, secondary regulators and agencies still preserve much of the legacy of 
these laws and their enforcement in that the staffs still remain at their respective 
agencies, despite the consolidation of regulatory authority.  These agencies remain 
invested in the identification of compliance and referral of enforcement.   
 
There are eight federal agencies in charge of enforcing the credit related laws.  Federal 
banks and savings and loans are regulated by the Treasury, the OCC, the OTS and the 
FDIC.  Mortgage companies and brokers without a federal charter are regulated by the 
Federal Trade Commission, HUD, and the Department of Justice.   
 
Types of Lending Discrimination 
 
There are different types of Lending Discrimination that the CFPB looks for when 
reviewing a company’s fair lending practices.   
 
The first is overt discrimination, however, lenders generally do not engage in overt 
discrimination.  Loan officers cannot express any type of preference for one group of 
persons over another since this showing of a preference could lead to a charge of 
lending discrimination.  Also, it is a good idea to refrain from telling jokes that might 
appear derogatory to a certain ethnic group which could give the impression to a 
member of that group that they would be a less preferable loan applicant. 
The second is disparate treatment which may be evidenced by statements revealing 
that a creditor explicitly considered prohibited factors.  Disparate treatment may be 
found where differences in treatment are not fully explained by legitimate 
nondiscriminatory factors. Loan officers must be mindful of developing a manner of 
assisting customers that allows for consistency.  When assisting an applicant in 
completing an application they must be sure that they request the same information 
from every applicant.  For example, if you generally request an applicant to provide you 
with the name of their employers for the most recent past two years to determine job 
and income stability you should be sure your request that same information from each 
applicant.  That would demonstrate equal standards for all applicants when assessing 
job stability. 
A specific form of disparate treatment is termed “Redlining” which is illegal disparate 
treatment in which an institution provides unequal access to credit, or unequal terms of 
credit, because of the race, color, national origin, or other prohibited characteristic(s) of 
the residents of the area in which the credit seeker resides or will reside or in which the 
residential property to be mortgaged is located.   
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Finally, disparate impact is typically found where lending policies are applied equally, 
but nevertheless disproportionately disadvantages certain persons on a prohibited 
basis.  If there is a disparate impact, the lender must show that the policy or practice 
serves a legitimate business purpose (effects test). 
 
Let’s look at a couple of scenarios: 
 
Is it Discrimination? 
Q: A lender offered a Lender Closing Cost Credit up to $750 for applicants aged 21-30 
and $2500 for applicants over 30.             
A:  Overt discrimination.  The policy violated the ECOA’s prohibition on discrimination 
based on age. 
 
Q: A non-minority couple applies for a loan to purchase a home.  The loan officer 
provides them with information on a number of loan programs to which they may be 
eligible.  A minority couple also applies for a loan to purchase a home.  The loan officer 
discusses only FHA financing.          
A:  Disparate Treatment.  The applicants were similarly situated, but were treated 
differently based on a prohibited basis – race.  They received different amounts of 
assistance and information from the loan officer.  REMEMBER:  Similarly situated 
applicants should receive similar treatment and the results should be similar.  
Consistency is key! 
 
 
Predatory Lending Practices 
 
Fair lending laws also contain provisions to address predatory lending practices. Some 
examples follow: 

 Collateral or equity “stripping”: The practice of making loans that rely on the liquidation 

value of the borrower's home or other collateral rather than the borrower's ability to 

repay. 

 Inadequate disclosure: The practice of failing to fully disclose or explain the true costs 

and risks of loan transactions. 

 Risky loan terms and structures: The practice of making loans with terms or structures 

that make it more difficult or impossible for borrowers to reduce their indebtedness. 

 Padding or packing: The practice of charging customers unearned, concealed, or 

unwarranted fees. 

 Flipping: The practice of encouraging customers to frequently refinance mortgage loans 

solely for the purpose of earning loan-related fees. 

 Single-premium credit insurance: The requirement to obtain life, disability, or 

unemployment insurance for which the consumer does not receive a net tangible 

financial benefit. 
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Additional Fair Lending Terms defined by CFPB 
 
In addition, the CFPB considers “unfair”, “deceptive,” and “abusive” as three separate 
terms, each with its own meaning.  Under Section 5 of the FTC Act, traditional unfair or 
deceptive standard terms are defined as: 
 
 “Unfair” - an act or practice is unfair if it:  

 Causes or is likely to cause substantial injury to consumers  

 Cannot be reasonably avoided by consumers; or  

 Is not outweighed by countervailing benefits to consumers or to 
competition  

 
Public Policy may be considered with all other evidence  
 
“Deceptive” - an act or practice is deceptive where:  

 A representation, omission, or practice misleads or is likely to mislead the 
consumer  

 A consumer's interpretation of the representation, omission, or practice 
is considered reasonable under the circumstances  

 The misleading representation, omission, or practice is material"  
 
“Abusive” - under Dodd-Frank CFPB may not declare an act or practice abusive in 
connection with the provision of a consumer financial product or service, unless the act 
or practice materially interferes with the ability of a consumer to understand a term or 
condition of a consumer financial product or service; or takes unreasonable advantage 
of: 

 a lack of understanding on the part of the consumer of the material risks, 
costs, or conditions of the product or service;  

 the inability of the consumer to protect the interests of the consumer in 
selecting or using a consumer financial product or service; or  

 the reasonable reliance by the consumer on a covered person to act in 
the interests of the consumer  

 
The term “Abusive” has been tied to pricing and fees. 
Specific areas of increased regulatory and Department of Justice (DOJ) scrutiny are as 
follows: 

 Disparate impact of discretionary pricing policies 

 Discrimination in underwriting 

 Steering minority borrowers into less favorable loans 

 Redlining and reverse redlining 
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 Discrimination in servicing and loss mitigation 

 
One of CFPB’s primary responsibilities is the focus on fair lending by which a fair lending 
unit has begun planning several rulemakings mandated by the Dodd-Frank Act, including 
those regarding reporting of additional data fields for all companies required to report 
under HMDA. 
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Fair Lending and the Equal Credit Opportunity Act 
 
Federal Reserve Regulation B - 12 CFR Part 202 
 
The Equal Credit Opportunity Act (ECOA) is the first law protecting consumers in their 
borrowing activities.  It defines what decisions cannot be based on, and how Bay Equity 
LLC must communicate with the borrower regarding the decision.   
 
General Rules for Compliance §202.4 
 
Discrimination - Do not discriminate against an applicant on a prohibited basis regarding 
any aspect of a credit transaction.  Discriminate against an applicant means to treat an 
applicant less favorably than other applicants. 
Discouragement – Do not make any oral or written statement to applicants or 
prospective applicants that would discourage a reasonable person from pursuing an 
application 
Written Applications - Take written applications for dwelling-related credit  
Disclosure – Provide notice when the status of the application changes and provide all 
information used to arrive at decisions  
 
Definitions - §202.2 
 
Term Definition 

Applicant Any person who requests or who has received an extension of credit from a 
creditor, and includes any person who is or may become contractually liable 
regarding an extension of credit, including guarantors, like co-borrowers 

Dwelling Dwelling in this instance means a residential structure containing one-to-four 
family units.  Individual cooperative or condominium units, mobile or other 
manufactured homes are also included, regardless of whether they are 
considered as real property under state law. 

Application An oral or written request for an extension of credit, made in accordance with 
procedures established by Bay Equity LLC.  Does not include advances on a 
line of credit. Mortgages applications must be signed by the loan originator 
and applicants electronically or in writing. 

Completed 
Application 

Bay Equity LLC has received all information it regularly obtains (including 6 
items included in the Application Definition Policy) and considers. Bay Equity 
LLC shall exercise reasonable diligence in obtaining the information as 
regulated by federal guidelines such as, but not limited to ECOA, RESPA and 
TILA. 

Credit The right granted by a creditor to an applicant to either 1.) Defer payment of a 
debt, 2.) Incur debt and defer its payment or 3.) Purchase property or services 
and defer payment therefor 

Creditor A person who regularly participates in the decision of whether or not to extend 
credit.  Includes regularly referring applicants or prospective applicants to 
creditors, selecting or offering to select creditors to whom requests for credit 
may be made, like brokers.  
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Term Definition 

Credit 
Transaction 

Every aspect of an applicant’s dealings with a creditor regarding an 
application for credit or an existing extension of credit 

Empirically 
Derived Credit 
Scoring Systems 

A system that evaluates an applicant’s creditworthiness mechanically, based 
on key attributes of the applicant and aspects of the transaction, and that 
determines, alone or in conjunction with an evaluation of additional 
information about the applicant, whether an applicant is deemed creditworthy 

Extend Credit The granting of credit in any form. 

Judgmental 
System of 
Evaluating 
Applicants 

Any system for evaluating the creditworthiness of an applicant other than an 
empirically derived, demonstrably and statistically sound, credit scoring 
system. 

 
What information can be Requested – Section 202.5 
 
ECOA, and the Federal Reserve Board’s implementing Regulation B, deals with taking, 
evaluating and acting on applications for credit and the furnishing and maintenance of 
credit information.  It does not prevent a Bay Equity LLC from obtaining information 
necessary to evaluate the creditworthiness of an applicant.  It prohibits discrimination in 
any aspect of a credit transaction on the basis of 
 

 Race 

 Color 

 Religion 

 National origin 

 Gender 

 Marital Status  

 Age (provided that the applicant has the capacity to enter into a binding contract) 

 Receipt of income from a public assistance program 

 The good faith exercise of any right under the Consumer Credit Protection Act 
 
These factors are referred to as “prohibited bases.”  Most of these don’t require much 
explanation.  Anti-discrimination extends to personal associates, business associates or 
relatives.  Income from public assistance programs includes Aid to Families with 
Dependent Children (AFDC), food stamps, rent and mortgage supplement or assistance 
programs, Social Security and Supplemental Security Income (SSI), and unemployment 
compensation.  Even though Bay Equity LLCs cannot discriminate on the basis of 
national origin, the applicant’s immigration status or foreign citizenship is a valid credit 
criterion.  
 
Unless the property is in a community property state, unsecured creditors can’t ask if 
the applicant is married.  For a secured credit application, like a mortgage, only use the 
terms married, unmarried, and separated. Unmarried includes single, divorced, and 
widowed. 
 



Bay Equity LLC 
Fair Lending Plan 

Page 10  February 10, 2013 

Alimony, child support, or separate maintenance payments as income do not need be 
revealed if the applicant does not want Bay Equity LLC to consider it for qualifying.  Bay 
Equity LLC cannot inquire about birth control practices, intentions concerning the 
bearing or rearing of children, or capability to bear children – but can only ask about the 
number and ages of an applicant's dependents or about dependent-related financial 
obligations.   
 
Bay Equity LLC can’t take into account whether there is a telephone listing in the name 
of an applicant for consumer credit.  It doesn’t have to be in their name, but the 
borrower does have to have a phone in the residence. 
 
While RESPA and TILA apply only to certain types of transactions, credit transactions 
protected by ECOA are very broad.  Business, auto, consumer, agricultural loans, and 
real estate loans of all types, as well as consumer leases, are subject to the law.    
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How Applications are Evaluated – Section 202.6/202.7 
 
Bay Equity LLC has three processes that may be used to evaluate credit applications: 

 

 A demonstrably and statistically sound, empirically derived, credit scoring system 

 A judgmental system 

 A combination of credit scoring and judgment 
 
No evaluation system can discriminate among applicants.  Whatever process is used 
must apply to all applicants in the same manner. 
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What is a “Statistically Sound Credit Scoring System?” 
 
Empirical means reasoning based on facts and data, as opposed to assumptions and 
beliefs.  Empirically derived, demonstrably and statistically sound credit scoring systems 
(scoring systems) are: 
 

 Based on data comparing similar groups of people in a recent period of time. 

 Designed to analyze applicants based on Bay Equity LLC’s guidelines 

 Developed and validated using accepted statistical principles and methodology. 

 Revalidated periodically by the use of appropriate statistical principles and 
methodology and adjusted as necessary to maintain predictive ability. 

 
A scoring system has the capability of differentiating between creditworthy and non-
creditworthy applicants with a statistically significant probability.  Scores are assigned to 
credit applicants in direct proportion to the predictive value of variables employed in 
the scoring system.  If Bay Equity LLC uses a third party system, it must use its own 
experience to validate the model.   
 
What is a Judgmental Credit Scoring System? 
 
A judgmental system is used to evaluate creditworthiness by following guidelines as a 
measure.  Most financial institutions have guidelines for evaluating credit requests.  
They use the same predictive factors used in credit scoring systems.  In this type of 
system, underwriters subjectively evaluate the application and then accept or reject the 
credit request. Some institutions use a combination of the two systems to evaluate 
credit applicants.  Underwriters review the scored applications and judgmentally render 
the final credit decision.  This is referred to as an “override” or “manual underwriting.” 
 
Adverse Action 
 
Adverse action is a refusal to grant credit in substantially the amount or terms 
requested in an application unless Bay Equity LLC makes a counteroffer.  A counteroffer 
is an offer under different terms.  If the applicant accepts the counteroffer, it is not 
considered adverse action.  Adverse action also includes termination of an account or an 
unfavorable change in the terms of an account, unless all Bay Equity LLCs accounts 
change similarly.  A denial of a credit increase is also an adverse action.   
 
It is not adverse action if the applicant agrees to the changes, if Bay Equity LLC forbears, 
if the account is inactive, or if there is a denial at a point of sale (like a credit card charge 
denial).  Obviously, if Bay Equity LLC is prohibited by law from extending credit, or 
doesn’t offer the type of credit applied for, this would not be adverse.   
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If An Application Is Rejected  
 
If the application is denied, Bay Equity LLC must give all specific reasons of the action in 
writing.  The borrower has the right to know, within 30 days of the date of the 
completed application whether the mortgage loan is approved. Bay Equity LLC has to be 
diligent in obtaining the necessary information, such as credit reports, property 
appraisals and other documentation. Bay Equity LLC must tell the borrower the specific 
reason for the rejection within 60 days. An acceptable response might be: "insufficient 
income" or "insufficient employment stability." "You didn’t meet our minimum 
standards" is not specific enough.  
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Since a counter offer, if rejected, is an adverse action, the borrower has the right to 
know why he or she received a smaller mortgage or a higher interest rate. 
 
The application may have been rejected because of negative information in the credit 
report. If so, Bay Equity LLC must state this and provide the name, address, and phone 
number of the credit bureau. A borrower can receive a free copy of that report from the 
credit bureau if requested within 60 days.   
If the credit report contains inaccurate information, the credit bureau is required to 
investigate disputes. A summary of any dispute may be included in the credit report.   
 
The borrower is entitled to a copy of the property appraisal.  The appraiser cannot use 
illegal factors such as the racial composition of the neighborhood.  
 
Other General Requirements 
 
The Equal Credit Opportunity Act and Regulation B also require Bay Equity LLC to: 
 

 Notify applicants of action taken on their applications 

 Report credit history in the names of both spouses 

 Retain records on credit applications 

 Collect information about the applicant’s race and other personal characteristics in 
applications for certain dwelling-related loans 

 
Right to Receive a Copy of the Appraisal 
 
While the Appraiser Independence Rule requires that all borrowers receive copies of 
appraisals, applicants also have the right, under ECOA and Regulation B, to receive 
copies of appraisal reports obtained in conjunction with credit that is to be secured by a 
dwelling.  Bay Equity LLC must provide the appraisal reports either routinely or upon the 
applicant’s request.  This must be done whether the credit request is granted, denied, or 
withdrawn.  If Bay Equity LLC provides the appraisal report only upon written request, 
the applicant must be notified in writing of the right to receive a copy of the appraisal, 
and the notice may be given at any time during the application process but, no later 
than when Bay Equity LLC provides notice of action taken in accordance with Section 
202.9 of Regulation B. 
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Bay Equity LLC May Not Discourage the Filing of an Application 
 
ECOA prohibits the discouragement of applications.  Bay Equity LLC may not use words, 
symbols, models or other forms of communication in advertising that express, imply, or 
suggest a discriminatory preference.  However, Bay Equity LLC may affirmatively solicit 
or encourage members of traditionally disadvantaged groups to apply for credit. 
 
The ECOA Code – Who Is Responsible For the Account? 
 
The effects of the reporting section of the act are apparent on credit reports.  The law 
requires the disclosure of relationship of a creditor to the specific credit account.  Those 
codes appear on the credit report.   
 
a. U – not identified by the creditor 
b. I – individual account 
c. J – joint account 
d. A – authorized to use another’s account 
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e. S – shared joint account 
f. C – co-maker 
g. B – co-signer (responsible only in case of default) 
h. M – maker, individual account 
i. T – terminated, closed account  
 
Bay Equity LLC Do’s and Don’ts 
 
Bay Equity LLC must consider:  
 

 Reliable public assistance income in the same way as other income.  

 Reliable income from part-time employment, Social Security, pensions, and 
annuities.  

 Consider reliable alimony, child support, or separate maintenance payments, if the 
borrower chooses to provide this information. Bay Equity LLC may ask for proof that 
this income is received consistently.  

 If a co-signer is needed Bay Equity LLC must accept someone other than a spouse. If 
the property is jointly owned by a spouse, he or she may be asked to sign documents 
allowing a mortgage to be placed.  

 
Bay Equity LLC cannot: 
 

 Discourage anyone from applying for a 
mortgage or reject your application 
because of race, national origin, religion, 
sex, marital status, age, or because of 
receipt of public assistance income.  

 Consider race, national origin, or sex; 
although a borrower may be asked to 
voluntarily disclose this information to 
help federal agencies enforce anti-
discrimination laws. A Bay Equity LLC may 
consider immigration status and whether 
a borrower has the right to remain in the 
country long enough to repay the debt.  

 Impose different terms or conditions on a loan based, such as a higher interest rate 
or larger down payment, on race, sex, or other prohibited factors.  

 Consider the racial composition of the neighborhood  

 Ask about plans for having a family. Questions about expenses related to 
dependents are permitted.  

 Refuse to purchase a loan or set different terms or conditions for the loan purchase 
based on discriminatory factors.  

 Require a co-signer even if a borrower meets Bay Equity LLC’s standards.  
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 Review credit before a borrower applies for a mortgage. 
 
Borrower’s Recourse for Inaccurate Credit Information 
 
Reports sometime contain inaccurate information. For example, accounts might be 
reported that don’t belong to you or paid accounts might be reported as unpaid. If you 
find errors, dispute them with the credit bureau and tell Bay Equity LLC about the 
dispute.  
 
If you’ve had past bill-paying problems, such as a lost job or high medical expenses, 
write a letter to Bay Equity LLC explaining what caused your past credit problems. Bay 
Equity LLC must consider this information at your request.  
 
What Borrowers are Being Coached to Ask and Why 
 
“Try For the Best Loan Terms” 
 
“Some mortgage creditors may try to charge some borrowers more than others for the 
same loan product offered at the same time. This may include higher interest rates or 
origination fees or more points. Ask Bay Equity LLC if the rate you’re being quoted is the 
lowest offered that day.”  
 
Loan officers base their rates on pricing they are given.  Borrowers are being coached to 
see this list of investors.  You can provide the list of investors, or copies of pricing 
documentation.  Understand that if you refuse to provide the pricing information, the 
borrower will be understandably suspicious.   
 
If an Application is Rejected  
 
Borrowers are advised they must be told all reason why a loan is declined.   
 
Borrowers must know within 30 days of the date of the completed application whether 
the mortgage loan is approved. Bay Equity LLC must make a reasonable effort to obtain 
all necessary information, such as credit reports and property appraisals. If the 
application is rejected, Bay Equity LLC must notify the borrower in writing.  
 
Bay Equity LLC must tell the borrower specifically why the application was rejected.  The 
specific reason for the rejection, or the right to learn the reason, must be provided 
within 60 days.  
 
A creditor may say  
 
"Your income was too low"  
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"You haven’t been employed long enough."  
 
A creditor may not say "you didn’t meet our minimum standards".  It is not specific 
enough.  
 
If the Loan is “Counter-Offered” 
 
The borrower must be told the specific reason less favorable terms than applied for 
were offered, but only if you reject these terms. For example, if Bay Equity LLC offered a 
smaller mortgage or a higher interest rate, the borrower has the right to know why.   
This is only if he or she did not accept Bay Equity LLC’s counter offer.  
 
Find out what is in the credit report. Bay Equity LLC may have rejected the application 
because of negative information in the credit report. If so, Bay Equity LLC must explain 
this and give the name, address, and phone number of the credit bureau. A free copy of 
that report from the credit bureau may be obtained within 60 days.  
 
If the report contains inaccurate information, the credit bureau is required to 
investigate disputed items. Those companies furnishing inaccurate information must 
reinvestigate disputed items. Disputed items which are not removed are reflected in a 
dispute summary.   
 
The borrower is entitled to a COPY of the property appraisal. The appraisal should be 
reviewed to see that it contains accurate information.  The appraiser cannot consider 
illegal factors such as the racial composition of the neighborhood.  
 
What Recourse Does the Borrower Have?  
 
Borrowers are instructed to complain to Bay Equity LLC. They will attempt to persuade 
Bay Equity LLC to reconsider the application.   However, if this course of action doesn’t 
satisfy the borrower, and the borrower suspects discrimination, he or she may take 
additional recourse.   
 
The first level of legal recourse is to check with the state Attorney General’s office to see 
if Bay Equity LLC violated state laws.  Many states have their own equal credit 
opportunity laws which may be more stringent or equal to those that the federal 
government enforces.  Since individual states are empowered with enforcing federal 
laws, the attorney general’s offices are able to investigate a complaint.   
 
Borrowers are also instructed to contact a local private fair housing group and report 
violations to the appropriate government agency.  Bay Equity LLC must provide the 
name and address of the agency to contact.  
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Ultimately, a borrower may sue Bay Equity LLC in federal district court. If a borrower 
prevails they may recover actual damages, reasonable lawyers’ fees and court costs.  
They may also be awarded punitive damages if the court finds that Bay Equity LLC’s 
conduct was willful. 
 
Defining “Application” 
 
Application Paths and Requirements 
 
Understanding the difference between the different application paths will guide the 
originator as to which path to choose.  The MOST IMPORTANT POINT is that a 
transaction is not an application until the borrower has selected a property.   
 
Application Processes 
 
 Product 

Discussion 
Pre-Qualification Pre-Approval (Bay 

Equity does not 
currently offer 
Pre-Approval) 

Application (Collection of 
the 6 required data 
elements) 

Description No 
Prequalification, 
just rates and 
points 

Pre-Qualification 
Certificate 

Binding 
Commitment 

Specific Request for 
Mortgage 

Process Get Product 
Discussion 
Worksheet  
Emphasize NOT 
application 

Use a Product 
Discussion 
Worksheet and 
obtain 
Written Credit 
Authorization prior 
to Pulling Credit  

Pre-Property loan 
Approval  
(Underwriting 
Only)  
Complete 
Application 
Except Property  

Complete Application 
including property info and 
obtain a copy of the 
signed sales contract (if 
purchase) 

Credit 
Report 

NO YES YES YES 

Property NO NO NO YES 

LOS Status Pre-Qualification Pre-Qualification Pre-Approval Application Taken 

Disposition No application – 
simply destroy per 
Privacy Policy 

Issue Certificate 
or send to 
underwriting for 
denial 

Underwriting 
Issues Pre-
approval or Denial 
(unless customer 
withdraws) 

Issue Loan Commitment 
(if applicable) 

Regulations None Reg. B Equal 
Credit – for 
denial/adverse 
 

Reg. B Equal 
Credit Opportunity 
- Adverse 
HMDA Reporting 
(unless 
withdrawn)  
If Product 
Selection is ARM 
– Charm Booklet, 
ARM Disclosure 
FCRA – Credit 
Score Notice 

HUD Settlement Booklet 
(Purchases)  
Servicing Transfer 
Disclosure ( 
ARMs - CHARM Booklet, 
ARM Disclosure 
Interest Only - Non-
Traditional Mortgage 
Booklet, Illustrations 
FACT Act Notice of Credit 
Score 
Privacy Policy 
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Application Disclosure 
(appraisal and privacy 
notices) 
General Conditions Letter 
State specific disclosures 

Cost 
Disclosures 

None Estimate of Costs 
Form 

Estimate of Costs 
Form 

Good Faith Estimate  

 
 
Underwriting Decision Process 
 
Underwriting Flow 
 
Responsible Party Description of Task 

Processor 
Prepares case for submission using standard pre-submission checklist and 
copying file in correct file order 

Underwriter As received, logs Loan as submitted in loan status screen in Loan Tracking, 
General. 

Underwriter Utilizes appropriate checklist to initiate review of loan 

Underwriter If outside investor, PMI loan, determines program acceptability to investor, PMI 
Company 

Underwriter Complete underwriting analysis, reviewing documentation to assure 
compliance with loan specifications as outlined by investor 

Underwriter Conditions.  Outline items required to meet underwriting approval, number 
them as whether these are prior to closing (Prior to Doc), approval (SUSP), 
Funding (prior to funding).  It is important for reporting purposes that the 
conditions are listed with the most critical items first.  (i.e. do not start 
conditions with hazard insurance, right of rescission or other boilerplate 
conditions.)  

Underwriter Approve - (or forward to loan committee or 2
nd

 signature, dependent on 
approval level) Issue approval letter, Underwriter Certification, M/C 
Suspend - Issue Suspense Notification 
Denial – Review denial with 2

nd
 level Credit Officer, review possibilities for 

counter offer or remedy –  
If concurs with rejection, Issue Denial 
If counter-offer, follow counter-offer procedure 
If denial - follow Bay Equity Cancel Decline Procedures and submit for 
compliance review. 
Change status and status date in system 

Underwriter/Proce
ssor 

Return file to processor.  Review contingencies as part of ongoing training 

Processor  If suspended - Makes corrections, cures deficiencies, and returns file to 
underwriting for re-underwriting, clearing conditions, or additional consultation 

Underwriter Clears conditions 
Makes any required changes to system/registration based on resubmission,  
Returns file to processor. 

Processor Reviews for any at closing conditions - forwards file to closing department, if 
local or, forwards file to investor for approval and closing.   
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If Loan Is Approved 
 
Notify Borrower.  Notification may not always follow the first column below.  In the 
event the borrower does not respond, column two provides instruction on how to 
proceed while documenting the action taken: 
 

Borrower Responds  Borrower Does Not Respond 

Borrower provides missing documentation 
in order to proceed to underwriting for 
credit decision. 

After one week follow up by phone and 
document the conversation log.   

Borrower accepts loan commitment/credit 
approval 

Send a notice to the borrower outlining 
missing documentation required in order 
to proceed with the application.  A written 
letter or email is accepted by Bay Equity as 
written documentation.   

 Additional follow-up calls may be placed 
and documented, but must not exceed 30 
days from the file start date.  If no 
response in 30 days, send notice of 
cancellation 

  

 If Borrower is reached and informs of 
intent not to proceed 

 Document conversation log and send 
email to borrower outlining the 
conversation to retain as written 
documentation. 

 Send notice of cancellation by following 
Bay Equity’s Cancel Decline Policy and 
Procedure. 

 
 
Sending a notice of withdrawal is not required. Sending a notice of cancelation isn't 
required by law either.  But Bay Equity LLC does it any way in order to better document 
our loan files as to the final action taken.  Examiners have been very interested in 
justifying and substantiating the "action taken" listed on the Loan Application Register 
(LAR).  Because of this, we want to make our decision process as transparent and 
communicated as possible.   
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Underwriting Disposition Process 
 
Upon reviewing the loan file the underwriter makes the determination to approve, 
suspend or deny the loan.  Each decision requires the issuance of documentation 
surrounding the action. 
 
”Approved with Conditions”  
 
The Underwriter can add the conditions – to the Underwriter Conditions page.  Once 
complete, the underwriter simply prints the underwriting approval form for signature.  
Approvals are then generally distributed to the borrower and the loan officer. 
 
Suspended Loans 
 
Under normal circumstances a loan is suspended only when the underwriter believes 
that the loan is fundamentally "approvable", but is missing one or more items which, if 
not positively addressed, could cause the loan to be declined.   
 
In this case, all conditions are once again entered in to the Underwriting Conditions 
Form.  Upon completion of the data entry the underwriter can issue the additional 
information request. 
 
Denial - Adverse Action  
 
Denied or declined loans must have a Notice of Denial or Termination of Credit - adverse 
action - failing any other action on the case.   
 
If the borrower withdraws the application, we must provide the adverse action letter 
stating this.  However, if the underwriter declines the loan application, the underwriter 
should generate and deliver the adverse action notice. 
 
 
Second Level of Review 
 
In order to insure that consumers are not arbitrarily denied financing, we have all credit 
denial decisions reviewed by a second level, senior credit officer.  The object of this 
review is not to concur with the denial, but to identify if any other avenue of financing 
may be provided to the borrower and to insure that the denial is not made on any 
prohibited basis.  
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The Fair Housing Act 
 
Covered Transactions  
 
The act applies to residential real estate-related transactions and how they can be sold, 
leased, financed, improved, and appraised, whether for purchase or refinance, and also 
applies to servicing and collections. Any property that will function as a home is subject 
to the act.  This includes one to four unit properties, a condominium, a cooperative unit, 
mobile homes, other manufactured homes, time-sharing properties, and even land, if it 
will be the site for a dwelling.   Fair lending may also apply to business and consumer 
transactions, as they apply to residential property or non-business transactions. 
 
Equal Housing Logo 
 
All housing advertisements must have the fair housing logo. 
 

 
Unlawful Lending Practices 
 
“Redlining” 
 
A specific form of disparate treatment is Redlining which is the practice of denying loans 
for housing in certain neighborhoods even though the individual applicant may be 
otherwise eligible for credit.  The term “redlining” refers to the anecdotal practice of 
drawing red lines on a map to show disfavored neighborhoods.  It is unlawful when 
based upon a prohibited basis.  The terms “racial redlining” refers to the practice of 
basing loan, insurance, or investment criteria on the racial characteristics of the people 
who live in a particular neighborhood.  Making excessively low appraisals may also be 
redlining.  Racial redlining is discriminatory because it presumes a perception of higher 
risk arising from the racial or social composition of the population.  
 
“Redlining” is a rational response to a real risk.  Property located in a flood plain, in a 
slide area or close to a geologic fault presents a level of risk that may be unacceptable. 
The problem arises when the perceptions of risk are unrealistic, inaccurate, or arbitrary, 
or when the boundaries of the affected area are overbroad.   Where institutions have 
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excluded areas based on risks, the institutions have to substantiate that the exclusion is 
based solely on those considerations. 
 
This does not mean that a lending institution is expected to approve all housing loan 
applications or that it must make all loans on identical terms. Denying loans or granting 
loans on more stringent terms and conditions must be justified based on economic 
factors.  A weaker income or credit history, condition of the proposed security property, 
the lack of neighborhood amenities or city services and portfolio concentration are all 
justifiable.   
 
A Racially Exclusive Image 
 
Creation and exploitation of a racially exclusive image, even where there may be little 
concurrent evidence of a discriminatory policy, may be discriminatory.  Even a less than 
conspicuous display of the Equal Housing Lending poster can tend to create this 
atmosphere.  It is unlawful to print a statement or advertisement indicating any 
preference or limitation based on a prohibited characteristic.  The court has applied this 
prohibition to newspaper advertisements soliciting tenants and home buyers who spoke 
certain languages. 
 
Here we see that the evidence of discrimination is less obvious.  Single race advertising 
exploits an exclusive image as does using media that caters to selected segments of the 
population.  
 
Another tactic is the use of excessively burdensome qualification standards with the 
effect of denying housing to minority applicants.  An example of this would be if a rental 
agent emphasized the security deposit to and required credit checks for black 
applicants, but not for whites. 
 
One of the most difficult patterns of discrimination to discern is the imposition on 
minority loan applicants of higher interest rates and onerous terms, conditions, or 
requirements.  This and differing standards or procedures in administering foreclosures, 
late charges, penalties, reinstatements, or other collection procedures has become 
more readily identified as HMDA data is being more thoroughly developed.   
 
Racial Steering 
 
Racial steering is deliberately guiding potential purchasers toward or away from certain 
areas because of race.  It is unlawful to use a word, phrase or action…which is intended 
to influence the choice of a prospective property buyer on a racial basis.   
 
Insurance and Discrimination 
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The ECOA does not prohibit an insurance company who sells or participates in the sale 
of insurance from differentiating in the terms and availability of insurance on prohibited 
bases.  When dealing with housing credit the result is different.  When insurance 
required for housing credit is denied, or made more difficult to obtain, on a prohibited 
basis, the law does preclude the practice if the creditor is involved in arranging 
insurance. If the borrower obtains his or her own insurance, there is no discrimination.  
 
Congress amended the FHA in 1988 [Public Law 100-430] to include an administrative 
enforcement mechanism for HUD and allow increased penalties for violations.  It also 
extended the law to the secondary mortgage market.  While HUD has primary 
enforcement authority for compliance with the FHA, financial institutions are supervised 
under the FHA by the FDIC. 
 
Violations and Enforcement 
 
The protection of the law extends to people who are related to the transaction but not 
necessarily the subject of discrimination, like sellers and real estate agents.  Employers 
can’t take adverse action against people who refuse to participate in discrimination or 
whistleblowers.   
 
Advertising 
 
The Fair Housing Act also prohibits discrimination in advertising.  While many of the 
advertising guidelines written into law were repealed, it is still is illegal to make, print, 
publish; to use words, phrases, symbols, or photographs; or to express to agents, 
brokers, or employees a preference for or limitations; or that dwellings are or are not 
available to a particular group or persons because of race, color, sex, religion, national 
origin, familial status or handicap.  Like the ECOA, under the FHA creditors may 
encourage members of traditionally disadvantaged groups to apply for credit.   
 
Violations 
 

 Refusing to sell or rent housing after a bona fide offer is made, or refusing to 
negotiate to sell or rent, or otherwise make unavailable or deny, a dwelling to any 
person. 

 Discriminating against any person with respect to terms, conditions, or privileges of 
sale or rental of a dwelling, or with respect to the provision of services or facilities in 
connection with the sale or rental. 

 Making any oral or written statement or advertisement with respect to a sale or 
rental of a dwelling that indicates any preference, limitation, or discrimination or an 
intention to make any such preference, limitation, or discrimination. 

 Representing to any person that any dwelling is not available for inspection, sale, or 
rental when such dwelling is available. 
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 Inducing or attempting to induce for profit, any person to sell or rent any dwelling by 
representations regarding the entry or prospective entry into the neighborhood of a 
certain person or persons. 

 
Section 804 is particularly significant because it makes it unlawful not only to refuse to 
negotiate or complete a sale or rental, but also to “otherwise make unavailable or deny” 
a dwelling on a prohibited basis.  The court has characterized this language as being “as 
broad as Congress could have made it”  
 
Limitations Extended to 3rd Parties 
 
In further attempting to address discriminatory actions, FHA takes the aggressive 
approach of identifying practices that may utilize unlawful practices.  Appraisers cannot 
use prohibited bases for determining value.  While issues that positively affect diversity, 
like wheelchair accessibility, can be used as positive factors, racial, gender or issues of 
national origin may not be. 
 
In the secondary market, knowingly buying a loan that was made on a discriminatory 
basis is prohibited.  The pursuit of such actions must take reasonable care not to disrupt 
the availability of financing in neighborhoods.   
 
Allegations of Discrimination  
 
A complaint may be filed with HUD which will investigate and attempt to resolve the 
grievance by means of conference, conciliation, and persuasion.  Persons also may sue 
anyone who allegedly discriminated against them, whether or not they file a complaint 
with HUD.  The Attorney General of the United States may also sue for an injunction 
against any pattern or practice of resistance to the full enjoyment of the rights granted 
by FHA. 
 
 
Filing Complaints 
 
Borrowers have one year to file a complaint with HUD.  The complaint should include:  
 

 name and address;  

 The name and address of the person or company who is the subject of the 
complaint;  

 The address or other identification of the housing involved;  

 A short description of the facts indicating rights were violated; and  

 The dates of the alleged violation.  
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HUD will notify the complainant when it receives the complaint. Normally, HUD also 
will:  
 

 Notify the alleged violator of the complaint and permit the person to submit an 
answer;  

 Investigate the complaint and determine whether there is a reasonable cause to 
believe the Fair Housing Act has been violated; and  

 Inform the complainant if it cannot complete an investigation within 100 days of 
receiving the complaint.  

 
Training 
 
In the continuous training process the Director of Compliance with work with the Credit 
Risk Manager, Quality Control Manager and Underwritering Manager for the scheduling 
and conducting of underwriting or processing training as is needed, or revealed by 
patterns of underwriting deficiency.   
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The Home Mortgage Disclosure Act (HMDA) – Regulation C 
 
HMDA, enacted by Congress in 1975, requires Bay Equity LLC to collect data about our 
housing-related lending activity, report the data annually to the government, and make 
the data publicly available.  Initially, HMDA required reporting of the geographic 
location of originated and purchased home loans.  In 1989, Congress expanded HMDA 
data to include information about denied home loan applications, and the race, sex, and 
income of the applicant or borrower.   
 
In 2002, the Federal Reserve Board (the Board) amended the regulation that 
implements HMDA (Regulation C) to add new data fields, including price data for some 
loans.  HMDA does not prohibit any lending activity, nor is it intended to encourage 
unsound lending practices or the allocation of credit. 
 
Congress enacted HMDA to: 

 Provide the public with information to judge whether lenders are serving their 
communities; 

 Enhance enforcement of laws prohibiting discrimination in lending like the Equal 
Credit Opportunity Act (ECOA) and Fair Housing Act (FHA) 

 Provide private investors and public agencies with information to guide investments 
in housing. 

 
HMDA data covers home purchase, home improvement loans and refinance 
transactions.    It also seeks to collect data on originations, servicing transfers and 
denied, incomplete or withdrawn applications.  With some exceptions, for each 
transaction Bay Equity LLC reports data about: 
 

 the loan (or application), such as the type and amount of the loan made (or 

applied for) and, in limited circumstance, its price; 

 the disposition of the application, such as whether it was denied or resulted in 

an origination of a loan; 

 the property to which the loan relates, such as its type (single-family vs. multi-

family) and location (including the census tract), and 

 the applicant’s ethnicity, race, sex, and income. 

 
CFPB’s Fair Lending and Enforcement offices have “begun investigating fair lending 
matters, including those transferred from the prudential regulators. In addition, the 
offices are engaging in early-stage research to identify new investigations. Further detail 
regarding these and other ongoing investigations will not be made public by the Bureau 
until such time that a public enforcement action is filed.”  
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HMDA Reporting 
 
Most loans secured by primary residences are required to be reported.  Home equity 
line of credit (HELOC) reporting is optional.   Bay Equity LLC does not have to report 
HMDA data unless it has an office in a metropolitan statistical area (MSA).  Banks, 
savings and loan associates, credit unions, and mortgage and consumer finance 
companies are required to report HMDA data if they meet the law’s criteria for 
coverage.  Although the information changes annually, Bay Equity LLC is regulated by 
HMDA if: 
 
For Depository Institutions For Non-Depository Institutions 
the assets of the institution total more than 
a certain threshold;  
the institution originated at least one home 
purchase loan or refinancing of a home 
purchase loan secured by a first lien on a 
one-to-four-family dwelling 
federally insured or regulated; or was the 
mortgage loan insured; guaranteed, or 
supplemented by a federal agency; or was 
the loan intended for sale to the Federal 
National Mortgage Association (FNMA) or 
Federal Home Loan Mortgage Corporation 
(FHLMC)? 

a for-profit lender?  
home purchase loan originations 
(including refinances of home purchase 
loans) equal or exceed 10 percent of its 
total loan originations, measured in 
dollars, or equal $25 million or more?  
either: (a) have a home or branch office 
in an MSA/MD on the preceding 
December 31, or (b) receive applications 
for, originate, or purchase 5 or more 
home purchase or home improvement 
loans on property located in an MSA/MD 
in the preceding calendar year?  
either: (a) have assets (when combined 
with the assets of any parent 
corporation) exceeding $10 million on 
the preceding December 31, or (b) 
originate 100 or more home purchase 
loans (including refinances of home 
purchase loans) in the preceding 
calendar year? 

 
The Loan Application Register (LAR)  
 
The LAR itemizes reportable transactions by individual application.  Bay Equity LLC is not 
required to arrange transactions on the LAR in any particular order.  Any member of the 
public may request a LAR from any lender covered by HMDA.  To help preserve 
consumer privacy, the law requires Bay Equity LLC to remove the loan or application 
number and the application and action taken dates before making the LAR public. 
 
Interest Rate Data 
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One of the greatest controversies over HMDA data arose in 2004 when lenders were 
required to report loans that exceeded an APR threshold much lower than previously 
required.  Loans subject to Section 32 of the Truth-in-Lending Act, known as The Home 
Owners Equity Protection Act (HOEPA) were always reported separately.  Now lenders 
had to report “higher cost,” or Sub-Prime, loans at a lower threshold.  Not surprisingly, a 
large concentration of loans made in 2004 (reported in 2005) fell into this new category.  
As intended, the data showed lending patterns indicating certain portions of the 
population were offered higher cost loans at a higher percentage.   
 
 HOEPA Threshold HMDA High Cost Threshold 

1st Mortgage 8% over comparable treasury 3% over comparable treasury 
2nd Mortgage 10% over comparable treasury 5% over comparable treasury 
 
More specifically, the price data takes the form of a “rate spread.”  Bay Equity LLC must 
report the spread (difference) between the annual percentage rate on a loan and the 
rate on Treasury securities of comparable maturity.  For first-lien loans, the threshold is 
three percentage points above the Treasury security of comparable maturity; for 
second-lien loans, the threshold is five percentage points.  The Board chose the 
thresholds in the belief that they would exclude the vast majority of prime loans and 
include the vast majority of sub-prime loans. 
 
Bay Equity LLC does not report the APR itself.  Rather, for loans with rate spreads 
exceeding the prescribed thresholds, Bay Equity LLC reports the difference between the 
APR and the rate on Treasury securities of comparable maturity.   
 
 
Fair Lending Analysis 
 
According to Patrice Ficklin, CFPB Assistant Director for Fair Lending, CFPB has authority 
to enforce the Equal Credit Opportunity Act and the Home Mortgage Disclosure Act. 
Banking regulators continue to enforce the Fair Housing Act and the Community 
Reinvestment Act. CFPB has independent litigating authority and may bring fair lending 
cases against banks and non-banks in federal court. It may also hold adjudication 
proceedings before the bureau's own administrative judges, which can issue cease and 
desist orders and penalties, and provide equitable relief for borrowers. CFPB must still 
refer fair lending violations to the Justice Department when there is evidence of a 
"pattern or practice" of discrimination. 
 
CFPB issued Bulletin 2012-04 (Fair Lending - April 18, 2012) which fully embraces the use 
of disparate impact analysis in lending discrimination cases and cites staff commentary 
to Regulation B; “The act and regulation may prohibit a creditor practice that is 
discriminatory in effect because it has a disproportionately negative impact on a 
prohibited basis, even though the creditor has no intent to discriminate and the practice 
appears neutral on its face, unless the creditor practice meets a legitimate business 
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need that cannot reasonably be achieved as well by means that are less disparate in 
their impact.” CFPB has likely initiated research into market data to find instances of 
disparate impact. 
 
Examples of enforcement action and settlement for fair lending violations include: 
Countrywide Financial Corporation (Dec. 2011): 

o DOJ settled claims of race, national origin, and marital status discrimination in 

residential mortgage lending with Countrywide (acquired by Bank of America 

Corporation in 2008) 

o The claims were the largest pattern or practice lending discrimination violations 

of the Fair Housing Act and ECOA ever alleged by DOJ’s Civil Rights Division 

o The settlement required Countrywide to pay US$335 million to alleged victims 

of discrimination 

 
AIG Federal Savings Bank and Wilmington Finance Inc. (Mar. 2010) 

o DOJ settled allegations of discrimination against African American borrowers in loan 

pricing with AIG FSB and WFI 

o DOJ alleged that AIG FSB and WFI charged higher fees on wholesale loans to African 

American borrowers and failed to supervise or monitor brokers in setting broker fees 

The settlement required AIG FSB and WFI to: 
o pay up to US$6.1 million to African American customers chargedhigher fees, and; 

o invest at least US$1 million in consumer financial education 

 
Best Practices 
 
It is becoming standard in the industry for an institution and its compliance team to 
conduct proactive fair lending reviews under the direction and supervision of counsel 
before the federal banking regulators have initiated an investigation or cited the 
institution for a potential fair lending violation. The current standard calls for counsel 
and its expert consultants to build robust computer regression models to conduct 
analyses of the institution’s lending that are tailored to the specific institution’s lending 
policies and practices. While it is useful as an initial step to analyze publicly available 
Home Mortgage Disclosure Act (HMDA) data to determine whether there are any 
underwriting or pricing outliers consisting of members of protected classes, such data 
provide relatively few explanatory variables for underwriting or pricing statistical 
analyses. Analysts should supplement HMDA data with numerous other types of data 
such as credit scores and “loan-to-value” ratios. 
 
The purpose of a customized regression model is to determine whether there is 
statistical evidence to suggest that an applicant’s marital status, race/ethnicity, age, or 
gender affected the likelihood that his or her application would be approved or denied, 
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the likelihood that he or she would be subject to disadvantageous pricing, or the 
likelihood that he or she would be subject to other adverse consequences associated 
with applications for credit. While a review of differences in denial rates and average 
annual percentage rates, for example, may indicate possible disparities, a thorough 
analysis must control for possible legitimate explanations for differences in treatment, 
such as differences in credit scores or “debt-to-income” ratios. When thorough 
regression analyses that substantially control for appropriate loan and borrower 
characteristics indicates that there are statistically significant disparities that appear to 
disadvantage protected classes, a more granular review of an institution’s lending 
activity may be warranted. Through a more detailed analysis, analysts may be able to 
identify a particular geography (e.g. state, region,  or metropolitan statistical area) or 
specific broker or originator where any apparent disparities occurred. Analysts should 
also supplement their analyses with matched-pair file reviews. The purpose of file 
reviews is to collect detailed information from individual loan files about an applicant’s 
qualifications for credit and to compare similarly situated protected class and non-
protected class applicants to determine whether the apparent disparities can be 
explained by legitimate, non-discriminatory factors. This review may lead to the 
discovery of certain attributes common to the apparently disadvantaged applicants or 
borrowers (other than their protected class status) that were not included in the 
statistical models, such as collateral-related issues or the existence of specific types of 
derogatory credit. 
  
Bay Equity uses Statistical Analyses to review fair lending data which includes: 

 HMDA Data 

 Underwriting 

 Pricing 

 Fees (Broker/Originator Compensation and Overages/Underages) 

 Redlining 

 Comparative File Review 

 
Statistical analysis of underwriting and pricing is based upon a review of underwriting 
guidelines and rate sheets that may control for factors such as the following: 
 

Underwriting Analysis Pricing Analysis 

Loan Purpose Loan Purpose 

Occupancy Status Occupancy Status 

Property Type Property Type 

Presence of a Co-Applicant Loan Amount 

Loan Amount Rate Lock Week 

Debt-to-Income Ratio Loan-to-Value Ratio 

Loan-to-Value Ratio Applicant Credit Score 

Applicant Credit Score Detailed Loan Product 
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Automated Underwriting Decision Detailed Loan Product 

Detailed Loan Product Loan Term 

MSA MSA 

 
 
 
HPML – Section 35 Calculator-Worksheet 
 
For each loan lock-in, secondary marketing will perform an analysis of whether the loan 
triggers Section 35 limits, using the FFIEC Calculator.  In addition an automated 
compliance test (Mavent) is run by Encompass on every loan transaction to identify 
HPML loans.  Bay Equity does not currently offer or fund loans that fail Section 35. 

 
Calculator located at:  http://www.ffiec.gov/ratespread/newcalc.aspx 
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The Fair Credit Reporting Act 
 
The Federal Fair Credit Reporting Act (FCRA) promotes the accuracy and privacy of 
information in the files of the nation’s consumer reporting companies.  
 
The Fair Credit Reporting Act (15U.S.C.1681) was enacted by Congress in 1970 to ensure 
that information used by banks and legitimate users is accurate.  It also allows   
customers to verify the accuracy of information found in reports.  
 
FCRA Features 
 
Identifies what steps the consumer may take when an adverse action is based on 
information found in the consumer report. 
 

 consumer must authorize the release of credit information 

 details how long credit information may be on the report 

 Identifies permissible purposes and end users of credit report information.  

 provides for penalties of up to 2 years imprisonment and/or fines.  

 State law enforcement officers may file court actions on behalf of their residents 
based on this Act  

 dispute errors and have them investigated within 30 days.  

 Block or opt out of unsolicited offers of credit or insurance. 
 
Penalties 
 
A person who obtains a credit report without proper authorization or an employee of a 
credit-reporting agency who gives a credit report to unauthorized persons may be fined 
up to $5,000 or imprisoned for one year or both.  Agencies may fine up to $1,000 for 
each willful or negligent violation.  
 
Procedure for Correcting Errors 
 
The Fair Credit Reporting Act (FCRA) establishes procedures for correcting mistakes on 
the borrower’s credit report.  Both the credit agency and the reporting organization are 
responsible for correcting inaccurate or incomplete information in the borrower’s 
report. To protect the borrower’s rights under the law, contact both the credit bureau 
and the information provider. It’s very important to follow the procedures outlined 
below or the borrower won’t have any legal recourse if there is a future dispute. 
 
Disputes must be resolved 30 days after receipt of a dispute notice from the consumer. 
If the consumer provides additional relevant information during the 30-day period, the 
CRA has 15 days more. The Credit Reporting Agency (CRA) must provide the creditor 
with all relevant information within five business days of receipt.  If the creditor does 
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not investigate or respond within the specified time periods, the CRA must delete the 
disputed information from its files.  
 
Borrowers Copy of Report 
 
Borrowers have the right to receive a copy of the credit report. The copy of the report 
must contain all the information in the credit file at the time of the request. Note that 
Bay Equity LLC is not a credit reporting agency.  As such, the borrower must receive the 
credit report directly from the repository. 
 

 CBI/Equifax 

 TRW/Experian 

 TransUnion/Empirica 
 
Each of the nationwide consumer reporting repositories is required to provide the 
borrower with a free copy of his or her credit report, upon request, once every 12 
months. Beginning September 2005, consumers from coast to coast have access to a 
free annual credit report if they ask for it.  
 
Under federal law, a borrower is also entitled to a free report if a company takes 
adverse action against him or her.  A denial of an application, for credit, insurance, or 
employment is an adverse action.   The borrower must ask for the report within 60 days 
of receiving notice of the action.  
 
"Imposter" Free Credit Report Sites  
 
The FTC advises consumers who order their free annual credit reports online to be sure 
to correctly spell annualcreditreport.com, or link to it from the FTC's website to avoid 
being misdirected to other websites that offer supposedly free reports, but only with 
the purchase of other products. While consumers may be offered additional products or 
services while on the authorized website, they are not required to make a purchase to 
receive their free annual credit reports. 
 
The borrower has the right to know who asked to review his or her report within the 
past year – two years for employment related requests. 
 
If a company denies an application based on information given by a consumer reporting 
company, the borrower has the right to the name and address of the consumer 
reporting company.  
 
The borrower has the right to file a dispute with the consumer reporting company if 
there is a question over the accuracy or completeness of information in a report.  Both 
the consumer reporting company and the information provider are obligated to 
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investigate a claim, and responsible for correcting inaccurate or incomplete information 
in a report.  
 
The borrower has a right to add a summary explanation to his or her credit report if the 
dispute is not resolved to his or her satisfaction.  The agency will charge a fee for this 
service.  
 
Seven-Year Reporting Period  
 
The standard method for calculating the seven-year reporting period runs from the date 
that the event took place.  The event is defined as the date 
 

 a delinquent account was placed for collection, internally or by referral to a third-
party debt collector, whichever is earlier 

 charged to profit and loss, or subjected to any similar action 
 
For example, assume that payments on a loan were late in January, but were caught up 
in February. It was late again in May, but caught up in July. It was late again in 
September, but was not caught up before the account was turned over to a collection 
agency in December. There were no more payments on the account, and it was charged 
to profit and loss in July of the following year. Under the Fair Credit Reporting Act 
(FCRA), the January and May late payments each can be reported for seven years. The 
collection activity and the charge to profit and loss can be reported for seven years from 
the date of the September payment, which was the delinquency that occurred 
immediately before those activities.  
 
Exceptions to the 7 Year Rule 
 

 Chapter 7 bankruptcy information will remain on your credit reports for 10 years. 

 Unpaid tax liens might, depending on where you live, remain on your credit reports 
indefinitely. 

 Certain states require that adverse credit information remain on your credit reports 
no longer than 5 years. 

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

 Information about criminal convictions has no time limit. 

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

 Default information concerning U.S. Government insured or guaranteed student 
loans can be reported for seven years after certain guarantor actions. 

 Information about a lawsuit or an unpaid judgment against you can be reported for 
seven years or until the statute of limitations runs out, whichever is longer. 

 



Bay Equity LLC 
Fair Lending Plan 

Page 37  February 10, 2013 

Permissible Purpose for Ordering a Credit Report 
 
To make a credit inquiry, a business must have a “permissible purpose” identified under 
the FCRA. According to this act, access to credit reports is limited to specific situations, 
which are referred to as "permissible purposes."  
 

 In response to a court order 

 For the purposes of disclosure to the consumer  

 As part of a legitimate business transaction which includes extending credit, 
reviewing the credit report of an existing customer, and collecting a debt 

 For employment screening purposes  

 As part of the insurance underwriting process  

 In connection with screening requirements of a consumer’s eligibility for a license 
granted by the government  

 In response to a request by state or local child support enforcement authorities to 
determine an individual’s capacity to pay child support 

 To determine the risk and valuation of loans for the purposes of investing or 
servicing. 

 
Authorization to pull a credit report must be provided in writing by the consumer prior 
to pulling credit. 
 
Bay Equity LLC’s Reporting Duties (Section 623) 
 
Bay Equity LLC is not a Credit Reporting Agency.  Providing reports directly to a borrower 
is a violation.  As a loan servicer, there are legal obligations. If Bay Equity LLC reports 
information about consumers to a CRA it is considered a "furnisher" of information.  If 
you are a furnisher you must 
 

 not furnish information that you know is inaccurate  

 Correct information if you discover you've supplied one or more CRAs with 
incomplete or inaccurate information 

 Not give disputed information to any CRA without also telling the CRA that the 
information is in dispute 

 Investigate and report findings about any dispute and review all relevant 
information provided by the CRA about the dispute  

 notify CRAs when consumers voluntarily close credit accounts 

 Notify the CRA within 90 days of the month and the year of the commencement of 
the delinquency that immediately preceded your action account.  
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Fair and Accurate Credit Transactions Act (FACTA) 
 
The Fair and Accurate Credit Transactions Act of 2003 amended the Fair Credit 
Reporting Act.  Aside from imposing comprehensive identity theft protections and 
changing notice requirements for users of consumer reports, it imposed responsibilities 
for appropriate handling of report information.    
 
Disposing of Consumer Report Information 
 
In an effort to protect the privacy of consumer information and reduce the risk of fraud 
and identity theft, a new federal rule is requiring businesses to take appropriate 
measures to dispose of sensitive information derived from consumer reports. 
 
According to The Federal Trade Commission, the nation’s consumer protection agency, 
that enforces the Disposal Rule (FTC), the standard for the proper disposal of 
information derived from a consumer report is flexible, and allows the organizations and 
individuals covered by the Rule to determine what measures are reasonable based on 
the sensitivity of the information, the costs and benefits of different disposal methods, 
and changes in technology.  
 
For example, reasonable measures for disposing of consumer report information could 
include: 
 

 burn, pulverize, or shred papers containing consumer report information so that the 
information cannot be read or reconstructed;  

 destroy or erase electronic files or media containing consumer report information so 
that the information cannot be read or reconstructed;  

 hire a document destruction contractor to dispose of material  

 insuring the contractor is in compliance by reviewing an independent audit of a 
disposal company’s operations and/or its compliance with the Rule 

  

 Bay Equity LLC contracts with a third party vendor to shred documentation in a 
secure manner. 

 
Identity Theft “Red Flag” Programs 
 
FACTA was updated in 2008 to require that companies that handle sensitive consumer 
information review that information for evidence of identity theft.  Most mortgage 
originators already question suspicious activity in a borrower’s credit file.  The process 
checks for suspicious activity and asks whether it is possible that the customer’s identity 
has been stolen.  In the event of a breach, companies are required to remedy the 
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identity theft.  Usually this means providing credit monitoring services for the consumer 
at the company’s cost.   
 
FACTA and Identity Theft  
 
The Fair and Accurate Credit Transactions Act (FACTA) 
provides protections for consumers who are victims of 
identity theft.  Identity theft occurs when someone 
uses a borrowers name, Social Security number, date 
of birth, or other identifying information fraudulently. 
FACTA, which amends the Fair Credit Reporting Act 
(FCRA) gives consumers specific rights when they are 
victims of identity theft.  FACTA, the FCRA and the 
Gramm-Leach-Bliley Act all work together to enforce 
consumer privacy rights. 
 

A borrower has the right to ask that nationwide 
consumer reporting agencies place “fraud alerts” in 
his or her credit file to let potential creditors and others know that he or she may be a 
victim of identity theft. The borrower may contact the agencies directly 
 

 Equifax: 1-800-525-6285; www.equifax.com 

 Experian: 1-888-EXPERIAN (397-3742); www.experian.com 

 TransUnion: 1-800-680-7289; www.transunion.com 
 
The initial fraud alert stays in the credit file for at least 90 days. An extended alert stays 
in the file for seven years.  An extended alert requires the filing of an identity theft 
report.  An initial fraud alert entitles the borrower to a copy of all the information in the 
file at each of the three nationwide agencies, and an extended alert entitles you to two 
free disclosures in a 12-month period.  
 
In correcting fraud the borrower has the right to obtain documents relating to 
fraudulent transactions made or accounts opened. Bay Equity LLC must give him or her 
copies of applications and other business records.  A debt collector must provide 
information about the debt incurred by an identity thief – like the name of the creditor 
and the amount of the debt. 
 
Information in a file that resulted from identity theft may be blocked.  The consumer 
reporting agency can refuse or cancel a request for a block if, the borrower doesn’t 
provide the necessary documentation, or a material misrepresentation by the borrower.  
  
Once a debt resulting from identity theft has been blocked, a person or business with 
notice of the block may not sell, transfer, or place the debt for collection. 

 

  

Fair and 
Accurate  
Credit 
Transactions 
“Red Flag” 
Identity Theft 

 

http://www.transunion.com/
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A borrower may prevent businesses from reporting information that is a result of 
identity theft.  The borrower must identify the information to be blocked and provide an 
identity theft report. 
 
FACTA and the Credit Score Disclosure 
 
In 2003 it became the responsibility of Bay Equity LLC to provide the borrower with a 
copy of the borrower’s credit scores within 30 days of obtaining a credit report 
containing scores.  Armed with this information, the borrower is able to see the relative 
strength of his or her credit.   
 
FACTA and the Risk Based Pricing Notice 
 
Effective January 1, 2011, a creditor must provide borrowers who receive terms 
materially less favorable than other customers, as a consequence of their credit score, 
with the Risk Based Pricing Notice.  This is a disclosure that the borrower’s loan terms 
have been affected by credit risk, and how that risk compares to other applicants.   
 
In its conception this disclosure was intended to be a more technical, loan level 
disclosure.  It would have told a borrower what the best rate for his loan would have 
been under risk-free circumstances, then which premiums were added to arrive at the 
price – complete transparency.  However, a creditor has an exception to the detailed 
disclosure requirement.  Instead of a detailed disclosure, mortgage lenders may 
aggregate credit experience into percentages (bar graph), showing a distribution of 
credit scores among consumers using the same model.   
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The Gramm-Leach Bliley Act 
  
The Financial Modernization Act of 1999, also known as the "Gramm-Leach-Bliley Act" 
or GLB Act, includes provisions to protect consumers’ personal financial information 
held by financial institutions. There are three principal parts to the privacy 
requirements: the Financial Privacy Rule, Safeguards Rule and “pretexting” provisions. 
 
The GLB Act gives authority to eight federal agencies and the states to administer and 
enforce the Financial Privacy Rule and the Safeguards Rule. These two regulations apply 
to "financial institutions," which include not only banks, securities firms, and insurance 
companies, but also companies providing many other types of financial products and 
services to consumers. Among these services are lending, brokering or servicing any 
type of consumer loan, transferring or safeguarding money, preparing individual tax 
returns, providing financial advice or credit counseling, providing residential real estate 
settlement services, collecting consumer debts and an array of other activities. Such 
non-traditional "financial institutions" are regulated by the FTC.  
 
The Financial Privacy Rule governs the collection and disclosure of customers' personal 
financial information by financial institutions. It also applies to companies, whether or 
not they are financial institutions, who receive such information.  
 
The Safeguards Rule requires all financial institutions to design, implement and maintain 
safeguards to protect customer information. The Safeguards Rule applies not only to 
financial institutions that collect information from their own customers, but also to 
financial institutions "such as credit reporting agencies" that receive customer 
information from other financial institutions. 
 
The “Pretexting” provisions of the GLB Act protect consumers from individuals and 
companies that obtain their personal financial information under false pretenses, a 
practice known as "Pretexting."  
 
Defining the Customer 
 
A company's obligations under the GLB Act depend on whether the company has 
consumers or customers who obtain its services. A consumer is an individual who 
obtains or has obtained a financial product or service from a financial institution for 
personal, family or household reasons. A customer is a consumer with a continuing 
relationship with a financial institution. Generally, if the relationship between the 
financial institution and the individual is significant and/or long-term, the individual is a 
customer of the institution. For example, a person who gets a mortgage from Bay Equity 
LLC or hires a broker to get a personal loan is considered a customer of Bay Equity LLC or 
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the broker, while a person who uses a check-cashing service is a consumer of that 
service. 
 
Only customers are entitled to receive a financial institution's privacy notice 
automatically. Consumers are entitled to receive a privacy notice from a financial 
institution only if the company shares the consumers' information with companies not 
affiliated with it, with some exceptions. Customers must receive a notice every year for 
as long as the customer relationship lasts. 
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The privacy notice must be given to individual customers or consumers by mail or in-
person delivery; it may not be posted on a wall. Reasonable ways to deliver a notice may 
depend on the type of business the institution is in: for example, an online lender may 
post its notice on its website and require online consumers to acknowledge receipt as a 
necessary part of a loan application. 
 
The Privacy Notice 
 
The privacy notice is a clear, conspicuous, and accurate statement of the company's 
privacy practices.  It includes what information the company collects about its 
consumers and customers, who it shares the information with, and how it safeguards 
the information. The information is the "nonpublic personal information" the company 
gathers and discloses about its consumers and customers.  It is most, or all, of the 

 



Bay Equity LLC 
Fair Lending Plan 

Page 44  February 10, 2013 

information a company has about them. Public information is not protected by privacy 
rights.   
 
Opting Out 
 
Sharing private information may be a particular concern to the borrower.  Will the 
information be resold or will they receive an onslaught of solicitations from affiliated 
companies.  Consumers and customers have the right to opt out of - or say no to - 
having their information shared with certain third parties. The privacy notice must 
explain how they can do that.  
 
The privacy notice also must explain that consumers have a right to say no to the 
sharing of certain information - credit report or application information - with a financial 
institution's affiliates. An affiliate is an entity that controls another company, is 
controlled by the company, or is under common control with the company. Consumers 
have this right under a different law, the Fair Credit Reporting Act. The GLB Act does not 
give consumers the right to opt out when the financial institution shares other 
information with its affiliates. 
 
The GLB Act provides no opt-out right in several other situations: For example, an 
individual cannot opt out if: 

 a financial institution shares information with outside companies that provide 
essential services like data processing or servicing accounts;  

 the disclosure is legally required;  

 a financial institution shares customer data with outside service providers that 
market the financial company's products or services.  

 
The Safeguards Rule 
 
The Safeguards Rule requires financial institutions to develop a written information 
security plan that describes how the company is prepared for, and plans to continue to 
protect clients’ nonpublic personal information. (The Safeguards Rule also applies to 
information of those no longer consumers of the financial institution.) This plan must 
include: 
 

 Denoting at least one employee to manage the safeguards,  

 Constructing a thorough information security and risk management plan on each 
department handling the nonpublic information,  

 Develop, monitor, and test a program to secure the information, and  

 Change the safeguards as needed with the changes in how information is collected, 
stored, used and disposed of.  
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In the mortgage industry we produce vast amounts of paper that contain consumer’s 
most sensitive data.  Among other things, improper disposal of this information can 
result in data breaches.  Fraud perpetrators have targeted mortgage company 
dumpsters to mine this data – a practice known as “dumpster diving.”  Between the 
safeguards rule, FACTA and FCRA, consumers have substantial protections against 
identity theft and the institutions that handle that data are made responsible for losses.   
 
Receiving Nonpublic Personal Information 
 
The GLB Act puts some limits on how anyone that receives nonpublic personal 
information from a financial institution can use or re-disclose the information. Take the 
case of a lender that discloses customer information to a service provider responsible 
for mailing account statements, where the consumer has no right to opt out: The service 
provider may use the information for limited purposes - that is, for mailing account 
statements. It may not sell the information to other organizations or use it for 
marketing. 
 
 
Other Provisions 
 
Financial institutions are prohibited from disclosing their customers' account numbers 
to non-affiliated companies when it comes to telemarketing, direct mail marketing or 
other marketing through e-mail, even if the individuals have not opted out of sharing 
the information for marketing purposes. 
 
Another provision prohibits "pretexting" - the practice of obtaining customer 
information from financial institutions under false pretenses. They are gaining the 
customer’s or consumer’s permission to share under false pretexts – such as a valuable 
offer.  Suddenly the consumer has opted in without realizing it.   
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Fair Debt Collection Practices Act 
 
The Fair Debt Collection Practices Act requires that debt collectors treat borrowers fairly 
and prohibits certain methods of debt collection. The law does not erase any legitimate 
debt.  If a borrower uses credit cards, owe money on a personal loan, or pays on a home 
mortgage, he or she is considered a "debtor."  Personal, family, and household debts are 
covered under the Act. This includes money owed for the purchase of an automobile, 
for medical care, or for charge accounts. If he or she falls behind in repaying the 
creditor, or an error is made on accounts, he or she may be contacted by a "debt 
collector." A debt collector is any person who regularly collects debts owed to others. 
This includes attorneys who collect debts on a regular basis.   
 
Rules Regarding Contact with Borrowers 
 
A collector may make contact in person, by mail, telephone, telegram, or fax. However, 
a debt collector may not make contact at inconvenient times or places, such as before 8 
a.m. or after 9 p.m., unless a borrower agrees. A debt collector also may not make 
contact at work if the collector knows that the employer disapproves of such contacts. 
 
A borrower can stop a debt collector from contacting him or her by writing a letter to 
the collector telling them to stop. Once the collector receives the letter, they may not 
make contact again except to say there will be no further contact or to notify the 
borrower that the debt collector or creditor intends to take some specific action. The 
collector may contact an attorney rather than the borrower. A collector may contact 
other people only once for investigatory purposes.  The collector may not tell anyone 
that they owe money. 
 
The debt collector must 
 

 send a written notice telling the amount of money owed within five days after of 
first contact 

 not make contact if the borrower sends the collection agency a letter stating there is 
no money owed within 30 days after written notice 

 
Debt collectors may not 
 

 harass, oppress, or abuse you or any third parties they contact  

 use threats of violence or harm;  

 publish a list of consumers who refuse to pay their debts (except to a credit bureau);  

 use obscene or profane language;  

 repeatedly use the telephone to annoy someone; 

 use any false or misleading statements when collecting a debt; 
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 falsely imply that they are attorneys or government representatives;  

 falsely imply that you have committed a crime;  

 falsely represent that they operate or work for a credit bureau;  

 misrepresent the amount of your debt;  

 indicate that papers being sent to you are legal forms when they are not; or  

 indicate that papers being sent to you are not legal forms when they are; 

 state you will be arrested if you do not pay your debt;  

 state they will seize, garnish, attach, or sell property or wages, unless the collection 
agency or creditor intends to do so, and it is legal to do so;  

 state actions, such as a lawsuit, will be taken when such action legally may not be 
taken, or when they do not intend to take such action; 

 give false credit information to anyone, including a credit bureau;  

 send anything that looks like an official document from a court or government 
agency when it is not;  

 use a false name;  

 collect any amount greater than your debt, unless state law permits such a charge;  

 deposit a post-dated check prematurely;  

 use deception to force borrowers accept collect calls or pay for telegrams;  

 take or threaten to take property unless this can be done legally;  

 contact a borrower by postcard 
 
Payment of Debts 
 
If a borrower owes more than one debt, any payment you make must be applied to the 
debt the borrower indicates. A debt collector may not apply a payment to any debt the 
borrower does not believe he or she owes. 
 
Recourse for Borrowers 
 
Borrowers may sue a collector in a state or federal court within one year from the date 
the law was violated. They may recover money for the damages suffered plus an 
additional amount up to $1,000. Court costs and attorney’s fees also can be recovered. 
A group of people also may sue a debt collector and recover money for damages up to 
$500,000, or one percent of the collector’s net worth, whichever is less. 
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