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A Mini-lesson for:
elementary and secondary teachers

adult and community educators

students and parents

This mini-lesson includes learning objectives, background information, discussion questions, an activity and sources of additional information. 

Objectives 
Students will:

· Learn what a bank is

· What different accounts banks offer

· What checks are and how they work

· Learn about electronic banking

· Learn about bank failures

· Learn about the Federal Reserve 

Opening a bank account is a big step because you're putting your money in someone else's hands.  You're counting on someone else to handle your money responsibly.  Before you do that, it might be a good idea to understand how a bank operates. 

What is a Bank?
A bank is a business.  Banks sell services - financial services such as car loans, home mortgage loans, business loans, checking accounts, savings accounts, certificates of deposit, and credit card services.  Some people go to the bank in search of a safe place to keep their money.  Others go to the bank seeking money for loans to buy houses or cars, start businesses, expand farms, or do any of the other things that require borrowing money. 

Where do banks get the money to lend?  They get it from all the people who open savings and other types of accounts.  Banks act as a go between the people who save and people who need to borrow.  If savers didn't put their money in banks, the banks would have little or no money to lend. 

Your savings are combined with everyone else's savings to form a big pool of money.  The bank uses that pool of money to make loans.  The money doesn't belong to the bank's president, board of directors, or stockholders.  It belongs to the depositors.  That's why banks have a special obligation not to take big risks when they make loans. 

How did Banking Begin?
No one knows who started the world's first bank, but it's safe to say that banking has it roots in the early trading civilizations of the Mediterranean ocean.  Without trade there would have been little need to establish banks.  Without banks there would have been less money to finance trading ventures. 

Imagine for a moment that you are a merchant in ancient Greece or Phoenicia.  You make your living by selling to distant ports with boatloads of olive oil and spices.  You don't grow the olive oil and spices yourself; you buy them from growers or other merchants.  If all goes well, you will be paid for your cargo when you reach your destination, but before you can sail, you must have money to outfit your ship. 

You find it by seeking out people who have money sitting idle.  They agree to put up the money for your cargo and supplies in exchange for a share of your profits when you return from your voyage. .  if you return.  The people with the idle money are among the world's first lenders and you are among the world's first borrowers.  You complain that they're demanding too large a share of your profits.  They reply that your voyage is perilous and they run a risk of losing their entire investment.  Lenders and borrowers have carried on this debate ever since. 

Today, most people who want to borrow money go to banks rather than to wealthy individuals.  But the basic concepts of borrowing and lending haven't really changed.  People don't let you have their money for nothing.  It's risky to lend money.  There's no guarantee that a lender will get the money back, even if the borrower is an old friend.  So why lend money? Why take the risk? Because lending presents an opportunity to make even more money.  People will often take a financial risk if they believe there is a good chance of making more money. 

If a bank lends $50,000 to a borrower, the bank isn't satisfied to just get its $50,000 back.  In order to make a profit, the bank charges interest on the loan.  Interest is the price borrowers pay for using someone else's money.  If a loan seems risky, the lender will charge more interest to offset the risk.  (If you take a bigger risk, you want a bigger return).  Of course, the opportunity to earn lots of interest won't mean much if a borrower fails to repay a loan.  That's why banks often refuse to make loans that seem too risky. 

Banks also use interest to attract savers.  After all, people who have extra money don't have to put it in the bank.  They have lots of choices.  But in addition to all of the different types of accounts banks offer depositors, the added advantage is being able to get to their money quickly. 

How is a Bank Started?
The process varies from state to state, but here's a simple version of what it takes to start a bank. 

1. Individuals get together and decide to start a bank. 

2. They file an application with the federal and state banking authorities.  In Indiana, it's the Indiana Department of Financial Institutions.  

3. People at the state banking authority review the application.  They look closely at the financial condition and the character of the applicants. 

4.  After reviewing the application, the federal and state banking authorities will either approve 
    or deny it.  

Why are There so Many Different Types of Banks?
Not all banks are exactly the same.  There are commercial banks, savings banks, savings and loan associations, S & L cooperative banks, and credit unions.  They now offer many of the same services, but in the past, they were very different from one another. 

Commercial banks originally concentrated on meeting the needs of business and industry.  They served places where business could safely deposit their funds or borrow money when necessary.  Many commercial banks also made loans and offered accounts to individual customers but they put most of their effort into serving business (commercial) customers. 

Savings banks , S & Ls, and cooperative banks are classified as thrift institutions or "thrifts" rather than banks.  Originally, they concentrated on serving people whose banking needs were ignored or unmet by commercial banks.  The first savings banks were founded in the early 1800s to give blue-collar workers, clerks, and domestic workers a secure place to save for a "rainy day." Savings banks were usually started by public spirited citizens who wanted to encourage the "thrift habit" among people who didn't earn much money.  Savings and loan associations and cooperative banks were first established during the 1800s to help factory workers and other wage earners become homeowners.  S & Ls accepted savings deposits and used the money to make loans to homebuyers.  Most of the loans went to people who didn't make enough money to be welcome at traditional banks. 

Credit unions began as a 19th-century solution to the emergency needs of people who were unable to borrow money from traditional lenders.  Before the opening of credit unions, ordinary citizens had no place to turn when they faced unexpected home repairs, medical expenses, or other emergencies.  Credit unions were started by people who shared a common bond such as working at the same factory, belonging to the same house of worship, or farming in the same community.  Members pooled their savings and used the money to make small loans to one another. 

Although there are still differences between banks and thrifts, they now offer many of the same banking services to their customers.  Most commercial banks now compete to make car loans, many thrifts have begun to make commercial loans, and some credit unions make loans to homebuyers. 

How do I Choose a Bank?
In the 1950s and 1960s banks used to give away toasters or other appliances to new depositors.  Choosing a bank was easy.  You went to the one that gave away the best appliance.  

Not many banks give appliances away anymore and choosing a bank is a little more complicated than it used to be.  For starters you should shop around to find out which banks offer the most competitive services.  Some banks charge a monthly fee if your account falls below a certain level and sometimes that fee can be higher than the interest your account may earn. 

Some states prohibit banks from charging fees on savings accounts held by people under 18 or 65 and over.  Find out if your state has such a law. 
Other things you might want to consider:

· Does your bank pay its depositors a competitive interest rate?

· Is the bank in a convenient location and are its business hours convenient to you?

· Is your deposit fully insured by the federal government?

· Is the bank a good corporate citizen? Does it invest in your neighborhood?

Last, but certainly not least, does your bank provide courteous and efficient service? Before you open an account, ask a few people if they are happy with their bank.  All banks are not the same.  It's up to you to do some comparison shopping before you open an account. 

What Types of Accounts do Banks Offer?
People use banks for different purposes.  Some have extra money to save and others need to borrow.  Banks help their customers meet their needs by offering a variety of accounts. 

Savings accounts are for people who want to keep their money in a safe place and earn interest at the same time.  You don't need a lot of money to open a savings account and you can withdraw your money any time. 

Checking accounts offer safety and convenience.  You keep your money in a checking account and write a check when you want to pay a bill or transfer some of your money to someone else.  If your checkbook is lost or stolen, all you need to do is to close your account and open a new one so that nobody can use your old checks.  (When cash is lost or stolen, you rarely see it again.) 

Another attractive feature of a checking account is that every month your bank sends you all the checks you have or a list or copies of the checks; which you can use as receipts if there's ever a disagreement over whether or not you paid a bill.  Businesses use checking accounts to hold the money they receive and to transfer money to other people or other businesses.  The one drawback to checking accounts is that some do not earn interest.  

NOW accounts are checking accounts that pay interest (NOW stands for Negotiable Orders or Withdrawals).  Sometimes banks require you to keep a certain minimum amount of money (a minimum balance) in your NOW account in order to keep earning interest.  Only non-business customers may open NOW accounts, businesses must use regular checking accounts. 

Money market deposit accounts usually pay a higher rate of interest and require a higher minimum balance (usually $2,500). 

Certificates of deposit (CDs) are savings deposits that require a customer to keep a certain amount of money in the bank for a fixed period of time (example: $1,000 for two years).  As a rule the rate if interest your money earns is higher if you agree to keep your money on deposit for a longer period of time.  (That's because banks can plan on using your money for a longer period of time.) Banks do not offer check-writing privileges on certificates of deposit. 
Finally, banks don't always call their accounts by the same names.  Often they choose distinctive names in hopes of attracting customer.  But sometimes there can be a real difference between one bank's accounts and another's, so shop around. 

Is it Difficult to Open an Account?
When you have decided on a bank you want to do business with and want to open a savings account, you take your money you want to deposit to the bank.  A service representative will help you with the paperwork.  The only form you need to fill out is a signature card which requires you to sign your name and then print your name, address, telephone number, date of birth, social security number, and your mother's madden name (as a means of identification).  

The service representative will take your money and open an account for you.  You will receive a "passbook" or deposit slip which will show your new account number and the amount of money that is in your new account.  Whenever you make a deposit or withdrawal, the transaction will be recorded in your "passbook" or deposit or withdrawal slip. 

You don't need a lot of money to start a savings account.  Some banks let you open one with as little as five dollars.  Nor do you need to wait until you are 18.  In most cases, you can open a savings account as soon as you are old enough to sign your name or even earlier if you open the account with a parent or guardian. 

See Study Unit:  Bank on It at:  http://www.in.gov/dfi/education/Money_Smart/bank_on_it.htm.  

What are Checks and How do They Work?
Because they are safe and convenient, checks have become a very popular method of paying for things or transferring money.  But what exactly is a check? In simple terms, a check is a written set of instructions to your bank.  When you write a check, you are instructing your bank to transfer a specific amount of money from your checking account to another person or an organization.  You can even write a check just to convert some of the money on deposit in your checking account into cash. 

When you fill in the blank spaces on one of your checks, you are telling your bank how much of your money you want to transfer and to whom you want it transferred.  You authorize the transfer by signing y our check.  One reason why checks are so popular is that people can use a cancelled check to prove they paid a bill.  In most cases a cancelled check is as good as a receipt because it bears the endorsements of all the persons, banks, companies, or other organizations that have handled it.  For example if the landlord claims you didn't pay your rent, all you need to do is find your cancelled check and point out that it was endorsed by your landlord and your landlord's bank. 

Tracing a Check Through the Federal Reserve's Check Collection Network

1. Your Aunt sent you a $20 Check for your birthday. 

2.  You deposit the check in your savings account at your bank. 
   

3.  Your bank endorses the check and sends it to its Federal Reserve Bank. 


4.  The Federal Reserve Bank gives your bank credit for the check by adding the amount of 
          the check to your bank’s reserve account or clearing balance. 


5.  The Federal Reserve Transportation system flies the check to your Aunt's Bank Federal 
          Reserve Bank. 


6.  That Federal Reserve Bank forwards the check to your Aunt's bank and deducts the 
          appropriate amount from that bank's reserve account. 


7.  Your Aunt's bank deducts the $20 from your Aunt's checking account. 

Check 21 is a sweeping new federal law effective October 28, 2004 that takes away your ability to get back your original paper checks.  Under this law, consumers could be more likely to bounce checks and may find themselves paying higher bank fees.  The complicated new law gives you some rights, but those rights depend on a variety of factors, including how the merchant and the bank decide to process your check.   Visit the FRB's web site on the new law: http://www. federalreserve. gov/paymentsystems/truncation/.

What is Electronic Banking?
Electronics and computers have made banking an around-the-clock business.  You can now do much of your banking even when your bank is closed.  You no longer need to plan your schedule around your banks business hours. 

Automated Teller Machines (ATMs) are computers that are much like limited-service bank branches.  You can use them to make a withdrawal, make a deposit, make a payment, transfer money from one account to another, or check your account balance.  In some cases, ATMs of different banks are linked together so you can use them when you travel to a different part of town or even to another state.  All you need to use an ATM is a plastic card from your bank and your own personal password called a PIN number. 

You can also have your employer electronically deposit your pay directly to your bank account each payday.   Direct deposit is also popular among people who receive Social Security checks or pension checks because it saves them the bother of standing in line at the bank, battling bad weather, or worrying about being robbed on the way home from the bank

Another electronic banking service is called electronic funds transfer or EFT.   By using EFT, a bank can transfer large amounts of money to another bank by wiring an electronic message.  There is no need to write a check or load up an armored car with cash and there's no long wait for the money to be moved.  Electronic transfers take only an instant.  An electronic message instructs a computer to deduct a certain amount of money from one bank account and then add the same amount to another bank account.  No cash changes hands, but money is transferred just the same. 

People have been predicting for years that electronic banking will someday replace checks and cash, but so far the predictions haven't been accurate.  Electronic banking has grown steadily but so has the use of checks and the amount of cash in circulation.  People like to use cash and checks because they are familiar and convenient methods of payment. 

See our Web Sites:
Automatic Debit Scams at:  http://www.in.gov/dfi/education/AutomScm.html
Credit and ATM Cards at:  http://www.in.gov/dfi/education/CrATM.html   

Debit Cards vs.  Credit Cards at:  http://www.in.gov/dfi/education/debit_vs.htm 
Do Banks Keep Large Amounts of Gold and Silver in Their Vaults?
Banks rarely keep gold or silver in their vaults anymore.  That's because our paper money is no longer backed by gold or silver and our coins do not contain precious metal.  The U. S, government still holds millions of ounces of gold and silver but citizens and foreign governments can no longer exchange their U. S.  paper money for the precious metals.  The government's gold and silver are considered valuable assets rather than forms of money.  

Today's coins and paper money (currency) are backed by the promise of the U. S.  government.  To most people, that promise is as good as gold.  Of course, coins and currency are not the only forms of money.  You won't have to keep your money in the form of cash.  Money held in a savings account or a checking account is still money.  It just isn't cash. 

Other Forms of Money
Contrary to popular belief, credit cards are a form of money even though people often refer to 

them as "plastic money. " Credit card users are actually taking out a loan and sooner or later, they will have to pay the bill for all those things they have charged.  They are buying something now and agreeing to pay for it at a later date with money, usually a check. 

Many banks issue credit cards, even to people who aren't regular customers.  Before issuing you a credit card, a bank will require you to complete an application form and will examine your credit record to see if you have a history of paying back your debts on time.  Many people run up credit card bills that are too big to pay off every month.  When that happens customers must pay a monthly finance charge that can run anywhere from 10 percent to 24 percent a year.  In addition, many banks and other companies that issue credit cards charge their cardholders an annual fee( usually $20 to $50 a year.  Even customers who pay off their entire credit card bill every month still have to pay the annual fee.  Banks and credit card companies also charge merchants a fee for making the credit card service available.  Finance charges, annual fees, and merchant fees have become an important source of profit for banks. 

Finally there's another plastic card that resembles a credit card in appearance but is actually very different in function(the debit card.  A debit card is much more like an ATM card than a credit card.  When someone uses a debit card at the gas pump or at a store, the amount of the purchase is electronically deducted from the user's bank balance.  There's no monthly bill because the amount of cash purchase is deducted almost immediately from the user’s account. 

What Happens to Your Money After You Deposit it in Your Bank Account?
The bank begins by adding the amount you're depositing to the amount that's already in your 

account (your existing balance).  Your deposit and new balance are entered into your "passbook" and into the bank's computer system.  The money you deposited is mixed in with all the other cash the bank received that day. 

When you and other customers deposit money in a bank, the bank puts most of it to work.  Part of the money is set aside and held in reserve, but much of the rest is loaned to people who need to borrow money in order to buy houses and cars, start or expand businesses, buy farm equipment or to plant crops, or do any of the other things that require people to borrow money. 

Interest - Compounding

When you keep your savings in a bank, the bank pays you extra money, which is called interest.  The interest is added to your account on a regular basis(usually once a month or once every three months (quarterly).  Compounded interest means that interest is added to your balance (usually quarterly), then the next quarter the interest is computed on your money deposited plus the last quarter interest. 

Example: New Balance = $500. 00 Interest rate = 5% Annual = $25. 00
                New Balance = $500. 00 Interest rate = 5% Compounded quarterly = $25. 72
You would earn $. 72 more with the interest compounded quarterly and the annual yield rate would be 5. 14%.  Banks must disclose to you if the savings account is compounded and how often it is compounded and give you the annual yield rate as a result of the compounding.  Some banks may compound interest as often as daily.  The shorter the compound period, the higher the yield rate would be. 

There is another side to interest.  When someone borrows money from a bank, the bank charges them interest and it charges borrowers a higher rate than it pays savers.  For example, it might pay savers 5% and charge borrowers 8% on up to as high as 25% imposed on some bank credit cards. 

Why do Banks Fail and What Happens When They do?
A bank is a business and like other businesses, banks sometimes fail.  But why should banks go out of business? Sometimes banks fail because the people who run them make poor business decisions such as expanding too quickly, pushing too much money into one type of loan, or using bad judgment making loans.  Sometimes banks fail because of fraud.  Maybe the president makes questionable loans to friends or hires unqualified people and pay them huge salaries. 

Things like that happen and they sometimes lead to bank failures.  But in most cases, banks go out of business because changing economic conditions make it difficult or impossible for borrowers to repay their loans.  The economy might slow down and many people are laid-off.  As a result, real estate values may fall drastically and banks that have made a large number of real estate loans could be faced with unpaid loans or property that is worth much less now than when the loan was made.  

Finally, the bank lost so much money to bad loans that government regulators stepped in and closed the bank.  The bank had fallen victim to changing economic conditions, falling real estate values, and a high concentration of real estate loans. 

Also, for example, take a bank that gets too big too fast.  The bank's president was determined to turn the conservative old institution into the region's biggest bank.  The bank's loan officers got the message and started making as many loans as they could.  Loan applications weren't always checked as closely as they had been in the past and some of the loans were approved more quickly than they were in the old days.  But nobody seemed too concerned because the local economy was strong and real estate values were rising rapidly.  Then the economy slowed down and things took a turn for the worse.  Businesses the bank had loaned money to began to close and failed to make their payment to the bank on their loans.  In the end, the bank was losing so much money on bad loans that government regulators were forced to step in and close it.  The regulators tried to find a buyer for the bank, but no other bank wanted to get stuck with all the loans that had turned sour.  Eventually another bank agreed to buy the bank if the federal government would agree to keep many of the problem loans. 

Do Depositors Lose Their Money When a Bank Fails?
The Federal Deposit Insurance Corporation (FDIC) has protected bank deposits up to a certain amount since 1934.  In all that time, no one has lost money in an FDIC insured account.  The FDIC covers most types of deposits, including savings deposits, checking deposits, and certificates of deposit.  The basic insured amount is $100,000 per depositor. 

In the days before federal deposit insurance, the U. S.  banking system was plagued by bank "runs" or "panics." At the slightest hint of trouble, depositors would run to the bank and line up to withdraw their money.  All too often, only the first few people in line had any hope of ever seeing their money again, others lost everything.  Even healthy banks sometimes failed after rumors caused depositors to panic and withdraw their money. 

For many years the public seemed willing to accept the tragic losses that resulted from bank failures.  But then came the Great Depression of the 1930s.  Hard times forced thousands of banks to close their doors forever.  Financial losses ran into the hundreds of millions of dollars.  The human suffering was impossible to calculate.  The wave of bank failures and shattered public confidence in the banking system caused Americans to look to the federal government for help.  Congress responded by establishing the FDIC which provides deposit insurance coverage of up to $2,500 per depositor.  Public confidence rebounded and bank failures declined from approximately 4,000 in 1933 to 61 in 1934. 

Over the years the amount of the federal insurance has increased and has helped to maintain public confidence in the U. S.  banking system.  Bank failures have not been eliminated, but long lines of panic stricken depositors have become an uncommon sight.  When people are confident that their money is safe, they don't panic and rush to withdraw it. 

See Web Site Electronic Deposit Insurance Estimator at:  http://www2.fdic.gov/edie 

Do Depositors Lose Money if Their Bank is Robbed?
No.  Nearly all banks have private insurance that covers them if they are robbed.  (It is not the same as federal deposit insurance.) In addition, most banks take elaborate measures to safeguard the 

cash and other valuable items left in their care.  Bank vaults have long been protected by steel reinforced concrete walls, time locks, and metal alloy doors that resist drilling and explosions.

At one time, armed security guards stood watch over banks, but nowadays most banks seem to have decided (wisely) that they would rather not expose their customers and employees to gun play.  Shotguns and revolvers have been replaced largely by closed-circuit television cameras that maintain a constant watch over everyone who enters or exits the bank. 

Another fairly recent innovation is the exploding dye pack.  In certain cases, bank employees are able to place a package of red dye in with the robber's stash of stolen cash.  Later, when the crook opens the stash, the concealed dye pack explodes covering the robber and the stolen money with dye that won't wash off. 

What is the Federal Reserve and How Does it Fit Into the U.  S.  Banking System?
Although the Federal Reserve is often in the news, not everyone understands what it is and

what it does.  Perhaps the best way to explain is with Federal Reserve Questions and Answers to cover some of the most common questions that people ask:

Q.  What is the Federal Reserve?

A.  It is the central banking system of the United States. 

Q.  What does it do?
A.  The Federal Reserve has three main duties:

1. As a bank for banks, it provides banks, thrift institutions, and credit unions with such services as check processing and electronic funds transfers;

2. As a bank for the U. S. government, it holds many of the governments accounts and acts as the U. S. Treasury's agent when it sells Treasury securities and U. S.  savings bonds; and

3. It is responsible for making policies that will affect how much money and credit will be available to the U. S. economy. 
Q.  When was the Federal Reserve established?

A.  Congress created the Federal Reserve Systems in 1913 to help make the U. S.  banking system safer and more efficient. 

Q.  How many Federal Reserve Banks are there?

A.  There are 12 Federal Reserve Banks, 25 branches to those banks and 11 regional check processing centers which are limited-service branches that only process checks.  Each of the 12 Reserve Banks serves its own Federal Reserve District. 

Q.  Where is the headquarters for the Federal Reserve?

A.  The System's headquarters is in Washington, DC  It is called the Board of Governors of the Federal Reserve System. 

Q.  Does the Federal Reserve lend money to people who want to start businesses or buy cars and houses?

A.  No.  The Federal Reserve does not lend money to private borrowers, but it sometimes lends money to banks when the need arises. 

Q.  Does the Federal Reserve print U.  S.  paper money?

A.  No.  Although the Federal Reserve Notes account for almost 100 percent of the U. S.  paper money in circulation, the notes are actually printed by the Bureau of Engraving and Printing in Washington, DC  and Fort Worth, Texas.  The paper money is then shipped to the Federal Reserve Banks and their 25 branches.  When banks need cash for their customers needs, they order it from the Federal Reserve Banks in their District. 

Q.  Do all Federal Reserve Banks store gold bars in their vaults?

A.  Only the Federal Reserve Bank of New York has a working gold vault and almost all of the gold in the vault is foreign-owned.  The U. S.  government gold is held at Fort Knox, Kentucky, the U. S.  Mints in Denver and Philadelphia, the San Francisco Assay Office of the U. S. Mint, and the U. S. Bullion Depository in West Point, New York. 

Q.  Do all checks written in the United States go through the Federal Reserve System?

A.  No.  The Federal Reserve Banks handle more than one-third of all U. S. checks.  The others are processed by private banks. 

Q.  Is the Federal Reserve responsible for regulating and supervising the entire U. S.  banking system?

A.  No.  It shares the responsibility with other regulatory agencies including the Office of the Comptroller of the Currency, the Federal Deposit Insurance Corporation, the Office of Thrift Supervision, the National Credit Union Administration, and the banking commis-sions in each state. 

Q.  Does the Federal Reserve set interest rates?

A.  The Federal Reserve is responsible for U. S. monetary policy, which means that it makes policies that influence how much money and credit will be available to the U. S.  economy.  Interest rates often go up and down in response to the Federal Reserve's monetary policy decisions, but only the discount rate is set directly by the Federal Reserve.  The discount rate is the rate paid by banks when they borrow from the Federal Reserve.  

See Web Site on Basics of Interest Rates at:   http://ecedweb.unomaha.edu/ve/library/BOIR.PDF  Acrobat file.
DISCUSSION QUESTIONS

1.   What is a bank and what kinds of banks are there?

2. What kinds of accounts can you open at a bank?


3.   What is the difference between an ATM card, a credit card, and a debit card?




4.   Discuss how a bank earns money. 




5.  Discuss what can cause a bank to fail. 




6.  Who regulates the U.  S.  monetary system?

ACTIVITY
Encourage students to open a savings account at the bank their parents may have their deposits.  Discuss the advantages of putting their extra money in a savings account instead of keeping it in a piggy bank.  

Have students that open a savings account explain to the class the procedure for opening the account. 

Have your class take the Banking Services Quiz.   

Give students a copy of our Brochures. 

PowerPoint presentation for this Mini-lesson at:  http://www.in.gov/dfi/education/MiniLessons/Banking%20Basics%20mini.ppt 

BANKING SERVICES QUIZ
 
1.   A pawnshop offers loans to people starting their own business.  
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True 
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False 
2.   Opening a checking account requires completing a signature card.  
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True 
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False 
3.   A blank endorsement allows anyone to cash a check.  
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True 
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False 
4.   A "smart card" stores a person's bank balance right on the plastic card.  
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True 
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False 
5.   An outstanding check refers to one written on an account with a very low 
     balance.  
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True 
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False 
6.   The highest loan rates usually occur when borrowing from a: 
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bank. 
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credit-card company.  
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pawnshop.  
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credit union.  

 

7.   A (fill in the blank) is used to add funds to a bank account. 
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check 
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deposit slip 
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signature card 
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withdrawal slip 
8.   A (fill in the blank) endorsement includes the words "FOR DEPOSIT 
     ONLY. " 
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full
[image: image20.wmf]

special 
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blank 
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restrictive 

9.    Obtaining cash from an ATM is similar to: 
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writing a check.  
[image: image24.wmf]

making a deposit. 
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opening a new account. 
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earning interest on your account.  

10.   A service charge on your bank statement will result in: 
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a higher balance.  
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a lower balance.  
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earning more interest.  
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more outstanding checks.  

BANKING SERVICE QUIZ ANSWERS
1.   A pawnshop offers loans to people starting their own business.  [image: image31.wmf]

True
2.   Opening a checking account requires completing a signature card.  [image: image32.wmf]

False
3.   A blank endorsement allows anyone to cash a check.  [image: image33.wmf]

False
4.   A "smart card" stores a person's bank balance right on the plastic card.  [image: image34.wmf]

False
5.   An outstanding check refers to one written on an account with a very low 
     balance.   [image: image35.wmf]

False 
6.   The highest loan rates usually occur when borrowing from a:  [image: image36.wmf]

pawnshop.

7.   A (fill in the blank) is used to add funds to a bank account.  [image: image37.wmf]

deposit slip
8.   A (fill in the blank) endorsement includes the words "FOR DEPOSIT 
     ONLY. "  [image: image38.wmf]

restrictive

9.    Obtaining cash from an ATM is similar to:  [image: image39.wmf]

writing a check.
10.   A service charge on your bank statement will result in:  [image: image40.wmf]

a lower balance.
Sources Of Additional Information 

Articles 
Accounts That Give Piggy Banks a Run For The Money, by Debra Nussbaum.  The New York Times, p. F7, (June 30, 1996). 

Students Tackle a Subject With Interest; learning the fundamentals of investing can be a profitable lesson, by Martha M. Hamilton.  The Washington Post, p. WH9, (March 4, 1997).

Pamphlets 

Federal Reserve Bank of New York 
Public Information Department 
33 Liberty Street 
New York, NY 10045 
Supplementary Materials (free).  

Internet 
More Information on the Federal Reserve:
Adobe booklet on Federal Reserve - Who We Are and What We Do http://ecedweb.unomaha.edu/ve/library/WWAW.PDF   - Sketches the structure of the Federal Reserve System and the operations of the St.  Louis Fed.  Photographs, diagrams, and drawings.  

Federal Reserve Purposes and Functions http://www.federalreserve.gov/pf/pf.htm 
Federal Reserve Web Site on Monetary Policy  http://www.federalreserve.gov/policy.htm 
Federal Reserve General Information Web Site http://www.federalreserve.gov/general.htm 
ABC's of Figuring Interest Acrobat file (370 KB) http://ecedweb.unomaha.edu/ve/library/ABFI.PDF 
Gonczy: Booklet, Grades: 9 - 12 Discusses the various ways of calculating interest and how this can affect the dollar amount paid.  

Economics - University of Omaha http://ecedweb.unomaha.edu/standards/5-8standards.htm 
Basics of Interest Rates Acrobat file (761 KB) http://ecedweb.unomaha.edu/ve/library/BOIR.PDF 
Richard D. C.  Trainer.  Grades: 8 - 12   Provides an elementary discussion on interest rates and the effect on production, employment, income, and prices.  


How Banks Create Money HBCM. PDF Acrobat file (476 KB)  http://ecedweb.unomaha.edu/ve/library/HBCM.PDF  Lyndi Beale.  Grades: 9 - 12   This module explains how the U. S.  banking system uses excess reserves to create money in the form of new deposits for borrowers.  


ECONnections (Adobe):

Why We Save (Grades K-2)         http://ecedweb.unomaha.edu/lessons/saveK-2.pdf 
My Money (Grades 4, 5, & 6)        http://ecedweb.unomaha.edu/ve/library/MYMO.PDF 
Life of a Dollar Bill (Grades 4-8) http://ecedweb.unomaha.edu/ve/library/LODB.PDF 
Road to Roota (Grades 2-7)           http://ecedweb.unomaha.edu/ve/library/ROOT.PDF 
M & M Interesting (Grades 6-8)   http://ecedweb.unomaha.edu/lessons/M&M6-8.pdf 
Once Upon a Dime (Grades 6-9) http://ecedweb.unomaha.edu/ve/library/DIME.PDF 
Web Sites if you have a Complaint Against A National Bank: http://www.federalreserve.gov/pubs/complaints 
Note: The links in this Mini-lesson that go to web sites outside of this agency's control are provided as a convenience only. The Department takes no responsibility for their content.
OPPORTUNITY.  .  .  .  
The Equal Credit Opportunity Act requires that all credit applicants be considered on the basis of their actual qualifications for credit and not be turned away because of age, gender, marital status, race, color, religion, national origin, because they receive public income such as welfare or Social Security, or because they exercise their rights under Federal credit laws such as filing a billing error notice with a creditor.  A creditor may not use any of those grounds to discourage you from applying for credit; refuse you credit if you qualify; or lend you money on terms different from those granted another person with similar income, expenses, credit history, and collateral.  The Act also provides that an individual may choose to rely on the credit history of a spouse or former spouse if it can be shown that the individual helped to build up that history.  

QUALIFYING.  .  .  .  
Creditors determine whether or not you're a good credit risk by evaluating: 

Your ability to repay, as indicated by how much of your income is left over after you pay your basic expenses every month.  Creditors ask for employment information: your occupation, how long you've worked, and how much you earn.  They want to know your expenses, how many dependents you have, whether you pay alimony or child support, and the amount of your other obligations.  

Your assets, such as a house, bank account, or insurance policy;  anything that would serve as security for the creditor if you couldn't meet your payment.  Creditors want to know what you may have that could be used to back up or secure your loan and what sources you have for repaying debts other than income.  

Your credit history, showing what debts you've had before and how you've managed them.  They look at how much you owe, how often you borrow, whether you pay bills on time, and whether you live within your means.  They also look for signs of stability: how long you've lived at your present address, whether you own or rent, and length of your present employment.  

Your attitude is important, too, because the creditor has to decide whether you're the kind of individual who will act responsibly in using credit.  Appearance and behavior have been known to influence a creditor's decision.  

BEGINNING.  .  .  .  
You may qualify in all respects except for a credit history.  Building a credit history takes time and patience.  This problem affects young people just beginning careers as well as older people who have never used credit.  You may have to start in a small way and build up slowly.  Here are some suggestions: 

Establish a savings and/or checking account.  Creditors look on them as evidence that you're able to handle money. 

Borrow against the security of your savings account at the bank.  The interest you pay on the "passbook" loan will be partly offset by the interest your account keeps on earning, so the loan will cost you less than a regular small loan would.  

Buy something on time at a major store or open a local department store charge account and pay your bills promptly.  This is a stepping stone to other kinds of credit. 

Apply for a gasoline credit card. 

If you can't get credit on your own, you might ask a relative or a friend who already has a good credit standing to cosign your loan application and share your liability.  Once you have repaid the debt, try again to get credit on your own. 

If you're new in town, write for a summary of any credit record kept by a credit bureau in your former town.  (Ask the bank or department store in your old hometown for the name of the agency it reports to. )

Before applying for credit, ask whether the creditor reports credit history information to credit bureaus serving your area.  Most creditors do, but some do not.  If possible, you should try to get credit that will be reported.  This builds your credit history.  

If you believe you're creditworthy, keep trying to establish your credit.  Don't be discouraged.  Shop around.  Persistence has a way of paying off.  

BENEFITS.  .  . WARNING.  .  .  .  
Credit is a good thing when used wisely.  It lets you buy necessities when you're short of cash and luxuries when you want them.  Without credit you might have to put off buying what would be useful or desirable.  

But, like other good things, credit can be misused.  Borrowing can be addictive and may be dangerous to your financial health.  

REMEMBER.  .  .  . 

Credit isn't usually free.  It's paid for by interest charges that vary with the type of creditor, kind of credit, and the time period involved.  

Credit isn't more money.  It's a convenience that lets you enjoy certain benefits now that you'll have to pay for later on.  


It's important to keep your payments up to date.  If you run into a problem because of unforeseen difficulties, discuss it with your creditors.  

It's important to keep track of how much you owe overall, so that when you do get your credit established, you won't take on more debt than you can handle. 
Be wary of ads that promise you "instant credit" or "a major credit card regardless of your lack of credit history or past credit record. " If asked for money up-front to get you a loan, be aware, it may be a scam and you'll never see your money again and still won't have a loan.  

The people who get the most out of credit understand that: 


Credit isn't a right to be expected.  It's a privilege to be protected.  

BORROWING BAROMETERS.  .  .  .  
How much debt you can handle depends on your family situation, assets, income, expenses, employment status, age, health, and a lot more.  If your monthly payments are more than what's left over from your weekly paycheck after basic expenses, you may be headed for trouble.  

IF YOU'RE TURNED DOWN.  .  .  .  
If you are rejected for credit, find out why.  There may be reasons other than lack of credit history.  Your income may not meet the creditor's minimum requirement or you may not have worked at your current job long enough.  Time may resolve such problems.  You could wait for a salary increase and then reapply, or simply apply to a different creditor.  However, it is best to wait at least 6 months before making each new application.  Credit bureaus record each inquiry about you.  Some creditors may deny your application if they think you're trying to open too many new accounts too quickly. 

( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( ( 

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available, such as:

Answers to Credit Problems

Applying for Credit

At Home Shopping Rights

Bankruptcy Facts

Buried in Debt

Charge Card Fraud

Choosing A Credit Card
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Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information.   

Applying for Credit
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Fraudulent telemarketers have found yet another way to steal your money, this time from your checking account.  Consumers across the country are complaining about unauthorized debits (withdrawals) from their checking accounts.  

Automatic debiting of your checking account can be a legitimate payment method; many people pay mortgages or make car payments this way.  But the system is being abused by fraudulent telemarketers.  Therefore, if a caller asks for your checking account number or other information printed on your check, you should follow the same warning that applies to your credit card number -- do not give out checking account information over the phone unless you are familiar with the company and agree to pay for something.  Remember, if you give your checking account number over the phone to a stranger for "verification" or "computer purposes," that person could use it to improperly take money from your checking account.  

HOW THE SCAM WORKS 

You either get a postcard or a telephone call saying you have won a free prize or can qualify for a major credit card, regardless of past credit problems.  If you respond to the offer, the telemarketer often asks you right away, "Do you have a checking account?" If you say "yes," the telemarketer then goes on to explain the offer.  Often it sounds too good to pass up.  

Near the end of the sales pitch, the telemarketer may ask you to get one of your checks and to read off all of the numbers at the bottom.  Some deceptive tele-marketers may not tell you why this information is needed.  Other deceptive telemarketers may tell you the account information will help ensure that you qualify for the offer.  And, in some cases, the legitimate telemarketer will honestly explain that this information will allow them to debit your checking account.  

Once a telemarketer has your checking account information, it is put on a "demand draft," which is processed much like a check.  The draft has your name, account number, and states an amount.  Unlike a check, however, the draft does not require your signature.  When your bank receives the draft, it takes the amount on the draft from your checking account and pays the telemarketers' bank.  You may not know that your bank has paid the draft until you receive your bank statement.  

WHAT YOU CAN DO TO PROTECT YOURSELF 

It can be difficult to detect an automatic debit scam before you suffer financial losses.  If you do not know who you are talking to, follow these suggestions to help you avoid becoming a victim: 

(    Don't give out your checking account number over 
       the phone unless you know the company and 
       understand why the information is necessary.  

 

· If someone says they are taping your call, ask why.   

· Don't be afraid to ask questions.  

 

(    Companies do not ask for your bank account 
       information unless you have expressly agreed to 
       this payment method.  

ITS THE LAW 
Since December 31, 1995, a seller or telemarketer is required by law to obtain your verifiable authorization to obtain payment from your bank account.  That means whoever takes your bank account information over the phone must have your express permission to debit your account, and must use one of three ways to get it.  The person must tell you that money will be taken from your bank account.  If you authorize payment of money from your bank account, they must then get your written authorization, tape record your authorization, or send you a written confirmation before debiting your bank account.  

If they tape record your authorization, they must disclose, and you must receive, the following information: 

(  The date of the demand draft;

 

(    the amount of the draft(s); 

· the payers' name (who will receive your money); 

 (   the number of draft payments (if more than one); 

 

 (   a telephone number that you can call during 
       normal business hours; and 

 

 (   the date that you are giving your oral 
       authorization.  

If a seller or telemarketer uses written confirmation to verify your authorization, they must give you all the information required for a tape recorded authorization and tell you in the confirmation notice the refund procedure you can use to dispute the accuracy of the confirmation and receive a refund.  

WHAT TO DO IF YOU ARE A VICTIM 
If telemarketers cause money to be taken from your bank account without your knowledge or authorization, they have violated the law.  If you receive a written confirmation notice that does not accurately represent your understanding of the sale, follow the refund procedures that should have been provided and request a refund of your money.  If you do not receive a refund, it's against the law.  

If you believe you have been a victim of fraud, contact your bank immediately.  Tell the bank that you did not okay the debit and that you want to prevent further debiting.  You also should contact your state Attorney General.  Depending on the timing and the circum-stances, you may be able to get your money back. 
MORE INFORMATION
To learn more about your rights under the telemarket-ing Sales Rule and how to protect yourself from fraudulent telephone sales practices, request a free copy of Straight Talk About Telemarketing.  Contact. 

Consumer Response Center
Federal Trade Commission
Washington DC 20580
(202) 326-2222
TDD: (202) 326-2502
(     (     (      (     (     (     (     (     (     (     (     (     (
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What To Do If They're Lost or Stolen

Many people find it easy and convenient to use credit and ATM cards.  The Fair Credit Billing Act (FCBA) and the Electronic Funds Transfer Act (EFTA) offer procedures for you and businesses to use if your cards are lost or stolen. 

Limiting Your Financial Loss

Report the loss or theft of your credit and ATM cards to the card issuers as quickly as possible.  Many companies have toll-free numbers and 24-hour service to deal with such emergencies.  It's a good idea to follow up your phone calls with a letter.  Include your account number, when you noticed your card was missing, and the date you first reported the loss. 

You also may want to check your homeowner's insurance policy to see if it covers your liability for card thefts.  If not, some insurance companies will allow you to change your policy to include this protection. 

Credit Card Loss.  If you report the loss before the cards are used, the FCBA says the card issuer cannot hold you responsible for any unauthorized charges.  If a thief uses your cards before you report them missing, the most you will owe for unauthorized charges is $50 per card.  This is true even if a thief uses your credit card at an ATM machine to access your credit card account. 

However, it's not enough simply to report your credit card loss.  After the loss, review your billing statements carefully.  If they show any unauthorized charges, send a letter to the card issuer describing each questionable charge.  Again, tell the card issuer the date your card was lost or stolen and when you first reported it to them.  Be sure to send the letter to the address provided for billing errors.  Do not send it with a payment or to the address where you send your payments unless you are directed to do so.  

ATM Card Loss.  If you report an ATM card missing before it's used without your permission, the EFTA says the card issuer cannot hold you responsible for any unauthorized withdrawals.  If unauthorized use occurs before you report it, the amount you can be held liable for depends upon how quickly you report the loss.  For example, if you report the loss within two business days after you realize your card is missing, you will not be responsible for more than $50 for unauthorized use. 

However, if you don't report the loss within two business days after you discover the loss, you could lose up to $500 because of an unauthorized withdrawal.  You risk unlimited loss if you fail to report an unauthorized transfer or withdrawal within 60 days after your bank statement is mailed to you.  That means you could lose all the money in your bank account and the unused portion of your line of credit established for overdrafts. 

If unauthorized transactions show up on your bank statement, report them to the card issuer as quickly as possible.  Once you've reported the loss of your ATM card, you cannot be held liable for additional amounts, even if more unauthorized transactions are made.  
Protecting Your Cards
The best protections against card fraud are to know where your cards are at all times and to keep them secure.  For ATM card protection, it's important to keep your Personal Identification Number (PIN) a secret.  Don't use your address, birth date, phone or social security number.  Memorize the number.  Statistics show that in one-third of ATM card frauds, cardholders wrote their PINS on their ATM cards or on slips of paper kept with their cards. 

The following suggestions may help you protect your credit and ATM card accounts. 
For Credit Cards:
· Be cautious about disclosing your account number over the phone unless you know you are dealing with a reputable company. 

 

· Never put your account number on the outside of an envelope or on a postcard.  

· Draw a line through blank spaces on charge slips above the total so the amount cannot be changed.  

· Don't sign a blank charge slip.  

· Tear up carbons and save your receipts to check against your monthly billing statements.  

· Open billing statements promptly and compare them with your receipts.  Report mistakes or discrepancies as soon as possible to the special address listed on your statement for "billing inquiries. " Under the FCBA, the card issuer must investigate billing errors reported to them within 60 days of the date your statement was mailed to you.  

· Keep a record — in a safe place separate from your cards — of your account numbers, expiration dates, and the telephone numbers of each card issuer so you can report a loss quickly.  

· Carry only those cards that you anticipate you'll need. 

For ATM cards:
· Never write your PIN on the outside of a deposit slip, an envelope, or on a postcard. 

· Don't carry your PIN in your wallet or purse or write it on your ATM card.  

· Take your ATM receipt after completing a transaction. 

· Reconcile all ATM receipts with bank statements as soon as possible.  

Buying a Registration Service
For an annual fee of $10 to $35, companies will notify the issuers of your credit and ATM accounts if your card is lost or stolen.  This service allows you to make only one phone call to report all card losses rather than calling individual issuers.  Most services also will request replacement cards on your behalf.  

Purchasing a card registration service may be convenient, but it's not required.  The FCBA and the EFTA give you the right to contact your card issuers directly in the event of a loss or suspected unauthorized use. 

If you decide to buy a registration service, compare offers.  Carefully read the contract to determine the company's obligations and your liability.  For example, will the company reimburse you if it fails to notify card issuers promptly once you've called in the loss to the service? If not, you could be liable for unauthorized charges. 
(    (    (    (    (    (    (    (    (    (    (    (    (    (    
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As debit cards become increasingly popular, strains are appearing among customers, merchants, and banks.  

The problems range from difficulties when the cards are lost or stolen to complaints from merchants that the fees to accept these cards are too high. 

Not All Plastic is Created Equal

New car rental rules represent the first case in which debit cards cannot be used in the same way as credit cards.  The big car rental companies, including Hertz and Avis, have recently stopped letting people rent cars using just a Visa Check card or the similar Master Money card from MasterCard.  The card companies, and the banks that issue these cards (known as debit cards(are furious; and so are some customers. 

For years, the car rental companies have used possession of a credit card as a crude way to weed out potentially risky renters, just as they have usually ruled out renters under the age of 25.  But this test does not work with debit cards because banks will now give them to nearly any one with a bank account.  

Charges on debit cards, which go under many names, come directly out of a consumer's checking account almost immediately rather than appearing on a monthly credit card statement.  In contrast to using a credit card, which the debit card physically resembles, no loan is involved in the transaction. 

Debit cards "provide no qualification of credit-worthiness," a Hertz spokesperson said.  Car rental companies believe they are entitled to a certain level of confidence because in car rental, unlike almost any other business, the customer is given total control of a vehicle with an approximate value of $20,000. 

The rental car companies are requiring a customer with only a debit card to follow the same procedures as someone who pays cash to rent a car.  That involves making an application several weeks in advance and leaving a substantial deposit. 

Higher Fees?

The new debit cards have become more popular because they are easier to use and more widely accepted than those that require personal identification numbers.  Moreover, for the tens of millions of Americans who do not qualify for a credit card, the cards are their first opportunity to put a card with a MasterCard or Visa label in their wallets.  

Until recently, such cards also provided the easiest way for such individuals, many of whom have had financial troubles, to rent a car or buy merchandise over the phone. 

Banks like the debit cards because transactions on them are less costly to process than paper checks.  Also, some banks charge customers a fee for the cards.  And for the MasterCard and Visa versions, banks receive a fee from merchants of about one percent of the purchase price.  Retailers, though, have become increasingly unhappy about the growth of these debit cards precisely because they do not want to pay the fee. 

Confusingly, a single card can have both a Visa or MasterCard logo and the mark of an automated teller machine network like NYCE or MAC.  If a signature is used, rather than a personal identification number, the fee paid by the merchant is higher.  

The credit card companies say the higher fee is justified because of the greater risk.  Even though both types of transactions involve electronic verification of the amount of money in the consumer's checking account, the card companies say their experience has been that the signature method results in more overdrafts. 

For consumers, the debit cards also carry a little more risk.  If the card is stolen, a thief can go on a spending spree with the money in the customer's checking account.  

Federal law limits liability to $50 if the cardholder notifies the bank within two days of discovering the missing card.  But the bank has up to 20 days to put the money back into the checking account. 

See our Brochure on Credit and ATM Cards. 
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FAST FACTS 

	(  Electronic banking, also known as electronic fund transfer (EFT), uses computer and electronic technology as a substitute for checks and other paper transactions. 
 
(  An access device is a means of gaining access to your account, such as a card or a code, for the purpose of initiating EFTs.  Most institutions use a personal identification number (PIN) for this purpose.  
 
(  Take care of your EFT card.  Know where it is at all times and report its loss as soon as possible.  
 

(  Choose a PIN different from your address, telephone number, social security number, or birth date.  

 

(  Keep and compare your EFT receipts with your periodic statements so that you can find and promptly report errors and unauthorized transfers.  Prompt reporting is necessary to limit your liability for these problems


To most of us, electronic banking means having 24-hour access to cash through an automated teller machine (ATM) or having our paychecks deposited directly into our checking or savings accounts.  But electronic banking offers several other services that you may find useful.  

This brochure lists types of consumer transactions that are covered under the federal Electronic Fund Transfer Act (EFT Act), discusses the information financial institutions must disclose, explains what you can do if you find errors on your monthly statements, discusses your liability if your ATM card is lost or stolen, and describes your limited stop-payment privileges.  

Electronic Fund Transfers 

Electronic banking, also known as electronic fund transfer (EFT), uses computer and electronic technology as a substitute for checks and other paper transactions.  Because EFTs are so convenient, you may wish to know the full range of their services.  

Automated Teller Machines or 24-hour Tellers are electronic terminals that permit you to bank at almost any time of the day or night.  To withdraw cash, make deposits, or transfer funds between accounts, you generally insert a special ATM card and enter your personal identification number (PIN).  

 

Direct Deposits or Withdrawals allow you to authorize specific deposits such as paychecks and social security checks to go directly to your account on a regular basis.  You also can arrange to have recurring bills, such as insurance premiums and utility bills, paid automatically.  This service applies only if you authorize transactions in advance.  

 

Pay-by-Phone Systems permit you to telephone your bank (or other financial institutions) with instructions to pay certain bills or to transfer funds between accounts.  You must have an agreement in advance with the financial institution to make such transfers.  

 

Point-of-Sale Transfers allow you to pay for retail purchases with an EFT (or "debit") card.  This is similar to using a credit card, but with one important exception -- the money for the purchase is transferred immediately (or soon thereafter) from your bank account to the store's account.  Both MasterCard and Visa, among others, offer debit cards that can be used at participating retailers, and an increasing number of merchants are accepting this type of payment.  For example, these transfers are becoming more common at grocery stores, oil companies, and convenience stores.  However, because point of sale transfers are still relatively new, they might not yet be widely available at retailers in your region of the country.  

Disclosures 

The best way to understand your legal rights and responsibilities regarding your EFT account is to read the documents you receive from the financial institution that issued you the "access device. " An access device is a card, code, or other means of gaining access to your account for the purpose of initiating electronic fund transfers.  The means may vary from institution to institution, but most use a PIN for this purpose.  This unique number should be known only to you and to select employees of the financial institution.  

Before you contract for EFT services or make your first electronic transfer, the institution is required to disclose to you the following information in a form you can keep.  

· A summary of your liability for unauthorized transfers. 
· The telephone number and address of the person to be notified when you believe that an unauthorized transfer has been or may be made, along with a statement of the institution's "business days. " This information will tell you the number of days you have to report suspected unauthorized transfers.  

· The type of transfers you can make, the amount of any charges for transfers, and any limitations on the frequency and dollar amount of transfers. 

· A summary of your right to receive documentation of transfers, of your right to stop payment on a pre-authorized transfer, and the procedures to follow to stop payment.  

· A notice describing the procedures you must follow to report an error on a receipt for an EFT, how to request more information about a transfer listed on your statement, and the time period in which you must make your report. 

· A summary of the institution's liability to you if it fails to make or stop certain transactions.  
· Circumstances under which the institution will disclose information to third parties concerning your account.  

In addition to these disclosures, you will receive for most transactions two other types of important papers -- terminal receipts and periodic statements.  (Separate rules apply to passbook accounts from which pre-authorized transfers are drawn.  Your contract for that account is the best source of information about those rules. ) You are entitled to a terminal receipt each time you initiate an electronic transfer, whether you use an ATM or make a point-of-sale electronic transfer.  Among other things, the receipt must show the date and the amount of the transfer and the type of the transfer, such as "transfer from savings to checking. " When you make a point-of-sale transfer, you probably will get your terminal receipt from the salesperson.  If you make a withdrawal from a cash-dispensing machine that cannot issue receipts, the institution is required to mail you a receipt on the next business day following the transfer.  

New provisions to the EFTA, effective immediately; compliance mandatory as of October 1, 2001, require ATM operators that impose a fee for providing electronic fund transfer services to post a notice in a prominent and conspicuous location on or at the ATM.   The operator must also disclose that a fee will be imposed and the amount of the fee, either on the screen of the machine or on a paper notice, before the consumer is committed to completing the transaction.   In addition, when the consumer contracts for an electronic fund transfer service, financial institutions are required to provide initial disclosures, including a notice that a fee may be imposed for electronic fund transfers initiated at an ATM operated by another entity. 

You also are entitled to a periodic statement for each statement cycle in which an electronic transfer is made.  This statement must show, among other things, the amount of any transfer, the date it was credited or debited to your account, the type of transfer and type of account(s) to or from which funds were transferred, and the address and telephone number to be used for inquiries.  You are entitled to a quarterly statement even if you made no electronic transfers within that quarter.  

Keep and compare your EFT receipts with your periodic statements each month in the same way you compare your credit card invoices with your monthly credit card statement or your checks against your monthly bank statements.  Doing so will enable you to make the best use of your rights under federal law to dispute errors and avoid liability for unauthorized transfers.  

Errors 

You have 60 days from the date a problem or error appears on your periodic statements or terminal receipt to notify your financial institution.  The best way to protect yourself in the event of an error (or a lost or stolen ATM or EFT card) is to notify the issuer by certified letter, return receipt requested, so you can prove that the institution received your letter.  Keep a copy of the letter you send for your records.  

After notification about an error on your statement, the institution has 10 business days to investigate and tell you the results.  If the institution needs more time, it may take up to 45 days to complete the investigation -- but only if the money in dispute is returned to your account and you are notified promptly of the credit.  At the end of the investigation, if no error is found, the institution may take the money back, if it sends you a written explanation.  

If you fail to notify the institution of the error within 60 days, you may have little recourse.  Under federal law, the institution has no obligation to conduct an investigation if you have missed the 60-day deadline.  

If your failure to notify the institution within the time periods allowed was due to an extenuating circumstance, such as lengthy travel or illness, the issuer must extend the time period for notification to what is reasonable.  Also, if state law or your contract imposes lower liability limits, those lower limits apply instead of the limits in the federal EFT Act.  

After reporting the loss or theft of your ATM card, you are not liable for additional unauthorized transfers that may be made.  Because these unauthorized transfers may appear on your statements, however, you should carefully review each statement you receive after you report the loss or theft.  If the statement shows transfers that you did not make or that you need more information about, contact the institution immediately, using the special procedures provided for reporting errors.  

Limited Stop-Payment Privileges 

When you use an electronic fund transfer, the EFT Act does not give you the right to stop payment.  If your purchase is defective or if your order is not delivered, it is up to you to resolve the problem with the seller and get your money back -- just as if you had paid cash.  

There is one situation, however, in which you can stop payment.  If you have arranged regular payments out of your account to third parties, such as life insurance companies, you can stop payment if you notify your institution at least three business days before the scheduled transfer.  The notice may be oral or written, but the institution may require a written follow-up to be made within 14 days of the oral notice.  Your failure to provide the written follow-up ends the institution's responsibility to stop payment.  This right to stop payment does not apply to mortgage or loan payments you owe to the institution that issued the EFT access device.  

Although federal law provides only limited rights to stop payment, individual financial institutions may offer more rights or state laws may require them.  If this feature is important to you, you may want to shop around to be sure you are getting the best "stop payment" terms available.  


Suggestions 

If you decide to become an EFT user, remember the following precautions.  

(  Take care of your EFT card.  Know where it is at all times and report its loss as soon as possible.  

 

(  Choose a PIN different from your address, telephone number, social security number, or birth date.  Choosing a different number will make it more difficult for a thief to use your EFT card.  

 

(  Keep and compare your EFT receipts with your periodic statements so that you can find and promptly report errors and unauthorized transfers.  

If you believe the institution that issued your EFT access device has failed to fulfill its responsibilities to you under the EFT Act, in addition to informing the issuer, you may wish to complaint to the federal agency that has enforcement jurisdiction over that issuer
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What is a Credit Report? 
Your credit report contains important information about you.  It generally includes facts about your identity, where you work, live, your bill-paying habits, and public record information.  Credit grantors use credit reports to determine whether or not you will be extended credit.  Identity information includes your name, address, marital status, Social Security number, date of birth, number of dependents, and previous addresses.  Employment data includes your present position, length of employment, income, and previous jobs.  Factual information about your credit history consists of your credit experiences with specific credit granters.  Public record information includes civil suits and judgments, bankruptcy records or other legal proceedings recorded by a court.  A credit report does not contain information on arrest records, specific purchases, or medical records.  

Companies called credit reporting agencies or credit bureaus compile and sell your credit report to businesses, which use it to evaluate your applications for credit, insurance, employment, and other purposes allowed by federal law.  Therefore, it is important that your credit report contain complete and accurate information.  

It is advisable that you review your credit report every three or four years to check for inaccuracies or omissions.  You also may want to check your report sooner if you are considering a major purchase, such as buying a home.  

How Can I Obtain a Credit Report? 
If you have been denied credit, insurance, or employment because of information that was supplied by a credit reporting agency, the Fair Credit Reporting Act requires the report recipient to give you the name and address of the credit reporting agency that supplied the information within 30 days after the credit was denied.  If you contact that agency within 60 days of receiving the denial notice, you can receive a free copy of your credit report.  

If you simply want a copy of your report, call the credit reporting agencies listed in the Yellow Pages under "credit" or "credit rating and reporting. " Call each credit report agency listed since more than one agency may have a file on you, some with different information.  You may have to pay a reasonable charge for each report.  

Three large national credit bureaus supply most credit reports: Experian, Equifax, and Trans Union.  You may want to contact each of them for a copy of your report.  

Experian (Formerly TRW ) http://www. experian. com 

P. O.  Box 949

Allen, TX 75013-0949

(888)397-3742

Free 

Equifax Credit Information Services, Inc.  http://www. equifax. com 

P. O.  Box 740241

Atlanta, GA 30374-0241 

(800) 685-1111 

$8 Fee 

Trans Union Corporation  http://www. transunion. com 

Trans Union Consumer Relations 

760 West Sproul Road, P. O.  Box 390 

Springfield, PA 19064-0390 

(800) 916-8800

$8 Fee 

When you show proper identification, the credit reporting agency must then disclose to you all its information and identify the sources of that information.  The law requires the credit bureau to disclose the "nature and substance" of the information in the file.  You must also be informed about anyone who obtained reports for employment purposes in the past two years, plus the names of all others who requested credit reports or other information about you in the past six months.  

A consumer reporting agency will send a free report once in any 12-month period upon request of a consumer if the consumer is unemployed and intends to apply for employment in the 60-day period beginning on the date on which the certification is made, is a recipient of public welfare assistance, or has reason to believe that the file on the consumer at the agency contains inaccurate information due to fraud.  

How Can I Correct Errors on my Credit Report? 
You have the right, under the Fair Credit Reporting Act, to dispute the completeness and accuracy of information in your credit file.  When a credit reporting agency receives a dispute, it must reinvestigate and record the current status of the disputed items within a "reasonable period of time," unless it believes the dispute is frivolous or irrelevant. " 

If the credit reporting agency cannot verify a disputed item, it must delete it.  

 

If your report contains erroneous information, the credit reporting agency must correct it.  For example, if your file showed an account that belongs to another person, the credit reporting agency would have to delete it. 

 

If an item is incomplete, the credit reporting agency must complete it.  For example, if your file shows you were late in making payments on accounts, but failed to show that you were no longer delinquent, the credit reporting agency must show that your payments are now current. 

At your request, the credit reporting agency must send a notice of correction to any report recipient who has checked your file in the past six months.  

What Can I do if I Have a Dispute? 
You must make your dispute directly to the credit reporting agency.  Although the Fair Credit Reporting Act does not require it, the Federal Trade Commission staff recommends that you submit your dispute in writing, along with copies (NOT originals) of documents that support your position.  

In addition to providing your complete name and address, your letter should clearly identify each item in your report you dispute; explain why you dispute the information; state the facts; and request deletion or correction.  You may want to enclose a copy of your report with the items in question circled.  

Send your dispute by certified mail, return receipt requested and keep copies of your dispute letter and enclosures.  

Duty to correct and update information . . 

A person who furnishes information to one or more consumer reporting agencies and has furnished to a consumer reporting agency information that the person determines is not complete or accurate, shall promptly notify the consumer reporting agency of that determination and provide any corrections to that information to the agency and any additional information that is necessary to make the information provided by the person to the agency complete and accurate.  The person shall not thereafter furnish to the agency any of the information that remains not complete or accurate.  

closed accounts.  .  .  . 

A person who regularly and in the ordinary course of business furnishes information to a consumer reporting agency regarding a consumer who has a credit account with that person shall notify the agency of the voluntary closure of the account by the consumer, in information regularly furnished for the period in which the account is closed.  

Your Side of the Story.  .  .  .  
If a reinvestigation does not resolve your dispute, you can file a statement of up to 100 words to explain your side of the story.  The credit reporting agency must include this explanation in your report each time it sends the report out.  As well as to each report made within 60 days prior to your request.  Credit reporting agency employees often are available to help you word your statement.  

Are all my Accounts Listed in my Credit Report? 

Most credit grantors report their data to credit bureaus at least monthly.  Some smaller lenders, however, do not report information to credit bureaus.  

How Long Will Information Stay on my Report? 

Be aware that when negative information in your report is accurate, only the passage of time can assure its removal.  Credit reporting agencies are permitted by law to report bankruptcies for 10 years and other negative information for 7 years.  

Also, any negative information may be reported indefinitely for use in the evaluation of your application for: 

(  $150,000 or more in credit;. 

 

(  a life insurance policy with a face amount of $150,000 or more; or 

 

(  consideration for a job paying $75,000 or more.  

Adding Accounts to Your File…

Your credit file may not reflect all of your credit accounts.  Although most national department stores and all-purpose bank credit card accounts will be included in your file, not all creditors supply information to credit reporting agencies.  

If you have been told that you were denied credit because of an "insufficient credit file" or "no credit file" and you have accounts with creditors that do not appear in your credit file, you can ask the credit reporting agency to add this information to future reports.  Although they are not required to do so, many credit reporting agencies will add other verifiable accounts for a fee.  

What About a Credit Repair Company? 

It is recommended that a credit repair company be looked at long and hard before being used.  The law gives a consumer certain rights to accuracy in the credit report.  If a credit report is repairable, it can be done by the consumer.  If it contains accurate, negative information, handing money to a credit repair company will not help.  They cannot remove accurate information or information you cannot have removed.  

Who Can Order My Credit Report? 

There are limited circumstances under which a credit bureau may furnish consumer credit reports.  These permissible purposes are: 

(  In connection with credit or collection transactions.  

(  For employment purposes.  

(  For the underwriting of insurance.  

(  For the determination of a consumer's eligibility for a license.  

(  Other legitimate business transactions initiated by you.  

(  To review an account to determine whether you continue to meet the terms of the account.  

(  Court orders meeting specific requirements.  

(  At the your written instruction.  
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If you have a complaint about a bank or other financial institution, the Federal Reserve System might be able to help you.  The Federal Reserve is responsible for carrying out many of the federal laws that protect consumers in their dealings with financial institutions.  The Board of Governors, located in Washington, D. C. , works with the twelve Federal Reserve Banks around the country to make certain the commercial banks that the Federal Reserve supervises abide by these laws.  

They can help individual consumers by:

(     Answering questions about banking practices, and 

 

· Investigating complaints about specific banks under their supervisory jurisdiction.  Complaints about financial institutions that are not supervised by the Federal Reserve System are referred to the appropriate federal agency. 

What Kinds of Complaints are Investigated?
As a federal regulatory agency, the Federal Reserve System investigates consumer complaints received against state chartered banks that are members of the System.  If you think a bank has been unfair or deceptive in its dealings with you, or has violated a law or regulation, as a consumer you have the right to file a complaint.  The major consumer protection laws covering financial services are described later.  

The Federal Reserve is particularly concerned that state member banks comply with federal laws and regulations that prohibit discrimination in lending.  In such cases, additional steps are taken to ensure that your complaint is promptly and thoroughly investi-gated.  In addition, complaints alleging discrimination in housing that are covered by the Fair Housing Act are referred to the U. S.  Department of Housing and Urban Development.  

How to File a Complaint
Before writing or calling the Federal Reserve, we encourage consumers to try to settle the problem with the financial institution first.  This may involve directly contacting senior bank management or the bank’s customer service representative for assistance.  If you are still unable to resolve the problem, you may file a written complaint with the Federal Reserve including the following information: 

· Your name, address, and daytime telephone number, including area code; 

· Name and address of the bank involved in your complaint or inquiry; 

· Your bank or credit card account number; 

· The name of the person you contacted at the bank, along with the date, if applicable; 

· Description of the complaint.  State what happened, giving the dates involved and the names of those you dealt with at the bank.  Include copies of any letters or other documents that may help them to investigate your complaint.  Please do not send original documents, copies are preferred; remem-ber to sign and date your letter.  

It’s important to give the Federal Reserve System as much information about the problem as possible; this will assist them in providing a quicker response to you.  

Where to Send Complaints
· Send Complaints to:


What will the Federal Reserve Do?

Consumer complaints filed against state member banks are investigated by the 12 regional Federal Reserve Banks.  Once they receive your complaint, it will be reviewed by their consumer affairs staff who will contact the bank about your concern.  

The Reserve Bank will investigate each issue raised in your letter and ask the bank involved for information and records in response to your complaint.  If additional information is needed, they will contact you by telephone or in writing.  

The Reserve Bank will analyze the bank’s response to your complaint to ensure that your concerns have been addressed and will send a letter to you about their findings.  If the investigation reveals that a federal law or regulation has been violated, they will inform you of the violation and the corrective action the bank has been directed to take.  

Although the Federal Reserve investigates all complaints involving the banks it regulates, it does not have the authority to resolve all types of problems.  For example, they are unable to resolve contractual disputes, undocumented factual disputes between a customer and a bank, or disagreements about bank policies and procedures.  These matters are usually determined by bank policy and are not addressed by federal law or regulation. 

 In many instances, however, filing a complaint may result in a bank's voluntarily working with you to resolve your situation.  If, however, the matter is not resolved, the Federal Reserve will advise you whether a violation of law has occurred or whether you should consider legal counsel to resolve your complaint.  

 (   (   (   (   (
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