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Debt happens. If you’ve read a headline, gone to your mailbox or surfed the web 
lately, you’ve probably seen factors contributing to a nationwide personal debt 
problem: increased reliance on credit cards, shifting mortgage loan practices, 
slow recovery from economic recession, persistent unemployment – right along 
with constant offers for more credit cards and over-the-top claims on how to get 
out of debt fast. 

The level of personal debt is part of the problem. Another concern is the 
increase in questionable debt collection practices. While many debt collectors 
are professional and respectful, unfortunately, others work with inaccurate 
information, mislead consumers about their obligations or use “scare tactics” 
that are neither ethical nor legal. 

Whether you’re faced with debt that is out of control, are being unfairly pursued 
for debt you don’t owe or being harassed for debt you might owe but cannot 
repay, this guidebook will help explain your rights and responsibilities. It 
provides general information about: 

How the debt collection system works. 

How you can manage your debt. 

What you can do if collectors are contacting you. 

When to seek professional assistance. 

We hope you find this Debt Collection Guidebook to be a valuable first step to 
help you resolve your concerns. If you have additional questions after reading 
this document, your ARAG legal plan can help. If you have ideas on how to 
improve this document, please share them with us at Service@ARAGgroup.com. 

If you’re not an ARAG member, please feel free to review this information and 
contact us to learn how ARAG can offer you affordable legal resources and 
support. 

Sincerely, 

ARAG Customer Care Team
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Glossary

Collection law firms. A debt collector that can file lawsuits to collect valid 
debts. If the law firm does not have any offices in your state they generally will 
operate more like a typical collection agency. 

Collector. The collection agency or collection law firm that attempts to 
retrieve funds owed to creditors. 

Contingent fee. An arrangement where the debt collector keeps a percentage 
of the funds collected from the debtor as payment for collection services. 

Creditor. The person who originally loaned money to the debtor. 

Debt. An obligation to pay money at some time in the future in return for 
the purchase or lease of goods or services. Debt is typically spelled out in a 
contract but can arise from a liability (such as a debt for damages, taxes or 
assessments). 

Debt buyer. A debt collector that buys large portfolios of defaulted debt from 
creditors then seeks to recover on the investment by retaining the portfolio 
and collecting the debt, keeping part and reselling part of the portfolio or 
reselling the entire portfolio.

Debtor. The person who owes money to a creditor. 

In-house collections. Collections handled by the company that sold the goods 
or provided the services for which the debt was undertaken. 

Secured debt. Debt secured by collateral (such as a mortgage on a residence 
for a home loan). If the debt is not paid, the creditor can attempt to collect the 
collateral as payment. 
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Statutes of limitation. State laws that impose time limits within which a 
person with a claim must file a lawsuit to enforce that claim. A lawsuit filed 
past the statutory time limit can be dismissed if the expired time limit issue is 
raised by the debtor. 

Unsecured debt. Debt that is not backed up (secured) by collateral. 

Write-Off. An accounting practice within a business that says the account is no 
longer listed as an account receivable. The creditor can still attempt to collect 
the account directly, through a debt collector, or by a lawsuit. This is also 
known as a charge-off.
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Background 

When used responsibly, credit provides a valuable service to consumers. It 
allows them to buy goods and services they may need without paying for the 
entire purchase upfront. Using credit wisely can also help consumers establish 
good credit scores. Having a good credit score can help consumers obtain 
mortgages and car loans at lower interest rates. Unfortunately, as many 
people learn, debt can easily and quickly get out of control. 

Overview of Debt Collection Process 
However you look at it, there is a lot of debt and a lot of people trying to 
collect it. The collection process can escalate quickly because nearly all 
credit accounts have become automated and amounts in default can be 
automatically referred to collection.

Growing personal debt in America

3.18 trillion as of April 20141Total U.S. consumer debt

Total U.S. revolving debt  
(98 percent of which is made  
up of credit card debt)

$870.4 billion, as of April 20141

Total loan amount (non-revolving, 
non-mortgage debts such as car 
loans, student loans, etc.)

$2.3 trillion1 

$9.85 trillion2Amount of residential mortgage 
debt (one-to-four family residences)
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Generally, unpaid debts are referred to in-house collections first. When an 
individual’s in-house debt rises to a certain level, or has been held for a certain 
time period, most creditors will “write-off” a defaulted account. Writing off or 
“charging off” a defaulted account is simply an accounting move: the account 
is no longer listed as an account receivable. However, the creditor can, and 
generally will, attempt to collect the account through one of these options: 

Continue to attempt to collect the debt through in-house collections 

Assign the debt to a third party

Sell the debt to a third party who becomes the new owner of the debt

Note that if a debt is sold, the debtor (the person who owes the money) does 
not lose any rights or defenses simply because the debt was sold. In fact, the 
debtor may gain new rights and claims against the collecting assignee and new 
owner. In general, a debtor can continue to claim all the rights and defenses he 
or she had with the original debt owner against the: 

Original debt owner 

New owner 

Collecting assignee

Main Types of Debt
The five main types of debt3 placed with debt collectors are:

Credit card debt 

Telecommunications debt (cell phones or cable charges)

Electric utility debt 

Healthcare debt 

Government debt (taxes)
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Assigning Debt
Once a creditor has determined that its own collection efforts are exhausted, 
it may assign the case to a collection agency or a collection law firm. Most 
commonly, these collection agencies have a contract with the creditor and 
receive all of the creditor’s accounts for collection. 

These types of collectors typically receive a contingent fee which is a 
percentage of the money it receives from the debtor.

Selling Debt
According to a Federal Trade Commission (FTC) Report, debt buyers often 
purchase large portfolios of defaulted debt from creditors at five percent 
or less of the debt’s face value. Debt buyers then try to recover on their 
investment in a number of ways: 

Retaining the portfolio and collecting on it 

Keeping part and reselling part of the portfolio

Reselling the entire portfolio

The increasing trend of selling debt to a debt buyer suggests that older, less 
documented debts will be pursued more frequently. Consumers need to be 
more aware of this practice and carefully research any past debt that becomes 
involved in collection. 

Collection law firms are another type of debt collector. Collection law firms 
(which may or may not have an office in your state) have the capacity to file 
lawsuits and collect valid debts. If the collection law firm does not have any 
offices in your state they will behave in a manner similar to a typical collection 
agency. 

If a collection law firm does file suit, it will usually bill its referring creditor 
either on an hourly basis for its litigation work or claim a percentage of any 
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recovery. Regardless of the compensation arrangement with the referring 
creditor, the collection law firm will nearly always add a claim to the lawsuit 
seeking to recover its hourly fees in any judgment obtained against the debtor. 

Debt Collection Lawsuits 
If a collector cannot collect payment for a debt, he or she may file a lawsuit 
in order to recover the collateral that secured the loan. For example, in some 
states, mortgage holders have to file a lawsuit because the only way to regain 
mortgaged property is through a judicial foreclosure. Consequently, holders of 
other liens on the property will have to file a lawsuit in order to foreclose those 
liens and access the property.

Courts are overloaded with debt collection lawsuits because many debt buyers 
use lawsuits as a common tactic to collect debt. 

Whether you have legitimate debt you are obligated to pay, or are being 
pursued for out-of-date or inaccurate debt, you have legal rights and options 
that could reduce your liabilities or defeat the creditor’s claim entirely. 
Unfortunately, many people do not understand their options and the courts 
are limited in their ability to advise debtors of these defenses. Many debtors 
involved in a collection lawsuit would benefit from consulting with an attorney 
before deciding to appear on their own behalf (pro se defendant) or choosing 
not to do anything.

Statutes of Limitation 
All states have laws called “statutes of limitation” that impose time 
limits within which a person having a claim must file a lawsuit to 
enforce that claim. A lawsuit that is filed past the statutory time limit 
can be dismissed (i.e., thrown out) if this time limit violation is raised by 
the debtor.
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A Proactive Approach 

If you’ve found that your personal debts are unmanageable, be proactive and 
try to minimize the debt you have. Consider taking the following steps to keep 
from going deeper into debt. 

1. Stop using your credit cards. Many people respond to a reduction in income 
by using their credit cards more. The better move is to stop using them 
completely. If you must use a credit card, use one only when you have to. The 
higher your debt climbs, the more vulnerable you may be when defending 
yourself against collection actions or bankruptcy. 

2. Address any payment problems early. Businesses and taxing authorities are 
interested in getting paid, but they are not looking for lawsuits to file or to hire 
collectors. As soon as you know you are going to have problems paying your 
bills, contact your creditors to explain your situation and see what you can 
work out. You may be able to defer or stretch out repayment without incurring 
penalties, you may be able to reduce payments or modify debt principal, and 
in severe cases you may be able to get hardship waivers of the debt. The point 
is to act so the debt stays with the creditor to minimize both the costs and pain 
for you. 

3. Know what you can afford when negotiating with creditors. Understand 
your financial situation, your income sources and their reliability and your debt 
obligations. For example, if part of your income is from a temporary job you 
may not want to count it in when figuring what you can afford. Similarly, if you 
need your car to get to work, then making a deal to keep it is more important 
than paying unsecured credit card debts. What you want to avoid is going 
back to the creditor and renegotiating a payment plan, especially when the 
underlying financial facts have not changed in the interim. 

4. Prioritize debts. While all debts are legal obligations, not all debts are of 
equal priority. Some debts are secured by collateral and not paying them 
could cost you your home. Some debts are “pay-as-you-go” such as utility 
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services. If you stop paying them the service will be disconnected and you will 
incur an extra reconnection fee. Debts such as support payments have drastic 
enforcement remedies for non-payment (e.g., being arrested). Consider the 
value of the secured property, the service, and the consequences of not paying 
when you set priorities. 

5. Carefully consider the risks of refinancing your mortgage or adding a 
second mortgage as a way to pay off debts. Converting unsecured debt into 
secured debt is rarely advisable because it puts your family’s most important 
asset (your home) at risk. You will likely incur additional debt or costs to 
refinance (origination fees, document fees, etc). In many states, even creditors 
with judgments cannot force a sale of your residence unless they hold a 
mortgage or a tax lien. Before you change your current mortgage, consider 
discussing your situation and options with a consumer attorney in your area. 

6. Never write checks if you don’t have funds to cover the amount you are 
spending. Not only will you incur bank fees in addition to the debt you are 
trying to pay, but you may face criminal prosecution. Intentionally writing a 
check on a closed account or account with insufficient funds is a crime. Do 
not write postdated checks (that is, a check with a date later than the date on 
which it was written) either, especially if a creditor or collector requests one. 
The covering deposit may not happen or the creditor or collector may deposit 
the check before the check date. If funds are low in a checking account, check 
the balance with the bank before writing the check. 

7. Carefully consider the consequences before using a “payday” lender.  
Payday lenders charge very high interest rates and may require an “automatic 
debit agreement” which can tie up your bank account or strip it of funds you 
really need. 

8. Be wary of transferring property to friends or family to hold safe for you 
until after you are out of debt trouble. This may be a “fraudulent transfer” 
under your state’s law, adding costs to any lawsuits and perhaps drawing in the 
people you asked to help you. 
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9. Thoroughly research any consumer credit counseling 
program before you get involved. While some programs can 
help you design a realistic debt management strategy, do 
some research before agreeing to pay a firm who will then 
pay your creditors. Contact authorities such as your local 
state’s attorney, attorney general or consumer protection 
office to check out a credit counseling firm. 

10. There is no substitute for the advice of an attorney. 
Specific situations that merit consultation with an attorney 
include receiving a notice that looks like a lawsuit, or if 
you face a repossession or foreclosure. Discussion with 
an attorney will help you know what the creditor can do 
and what options you might have that eliminate future 
obligations.

Review Your Free Credit Report Annually 
The Federal Trade Commission (FTC) encourages 
consumers to review their credit reports every 
year. Clear up misinformation as soon as possible 
to keep from jeopardizing your credit rating or 
stalling your application for any credit based 
purchase. 

You can get one free credit report a year from 
each of the three major credit bureaus by visiting 
AnnualCreditReport.com. This is a free site that 
will not ask for your credit card number or try to 
sell you additional services.
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What Collectors Can (and Cannot) Do
 
Debt collectors can be professional people doing a necessary job while 
remaining respectful of you and your rights. However, there are some debt 
collectors whose activities are hurtful because they use inappropriate 
collection strategies. In fact, the Federal Trade Commission (FTC) consistently 
receives the highest percentage of consumer complaints about debt 
collectors.3 Congress recognized the problems consumers have with the 
activities of some debt collectors and passed legislation to give consumers 
effective protection. 

The major protection against third party debt collectors is the federal Fair 
Debt Collection Practices Act (FDCPA). The FDCPA gives you rights to ensure 
that attempts to collect a claimed debt from you are done in a proper and 
respectful manner. The FDCPA also gives you the right to direct the debt 
collector to cease contact with you. Once you have told the collector to 
cease contact with you, that direction holds even if a lawsuit is filed on the 
alleged debt. You can download a full copy of the FDCPA at the Federal Trade 
Commission’s website: www.ftc.gov. 

Who must comply with the FDCPA?  
In general, the FDCPA protections apply to: 

Collection agencies 

Collection attorneys 

Most foreclosure attorneys 

Creditors using a false name 

Creditors collecting for another person or entity 

Purchasers of debt after the debt is in default 

Check collection services
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The FDCPA’s protections apply so long as the “debt” involved is “any obligation 
or alleged obligation of a consumer to pay money arising out of a transaction 
in which money, property, insurance or services which are the subject of the 
transaction are for personal, family, or household purposes, whether or not 
such obligation has been reduced to judgment.” (In other words, the FDCPA 
applies to consumer debts, not to business debts.) 

Debt collectors’ activities are restricted by the FDCPA. Understanding the 
following restrictions can help you know how to deal with collectors and 
understand what is acceptable and unacceptable. (Note: the term “consumer” 
means the person who is alleged to owe the debt the collector is going after.) 

This section provides specific examples of what a collector cannot do, however, 
these are not the only forms of prohibited harassment or abuse. Consult 
with your local consumer protection agency if you feel you are being treated 
unfairly. 

A debt collector may not harass, oppress or abuse any person in connection 
with the collection of a debt. Specifically, a debt collector may not: 

•  Use, or threaten to use, violence or other criminal means to harm you, your 
reputation, family or property. 

•  Use obscene, profane or abusive language. 

•  Repeatedly make telephone calls with the intent to harass any person 
at the called number. 

•  Place telephone calls without identifying him/herself clearly. 

•  Publish or threaten to publish a list of consumers who allegedly refuse  
to pay their debts. 
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A debt collector may not use any false, deceptive, or misleading 
representation in connection with the collection of debt. Specifically, a debt 
collector may not: 

•  Falsely represent the character, amount, or legal status of any debt. 

•  Falsely represent or imply that he or she is affiliated with the United States 
or any State. 

•  Represent or imply that nonpayment of any debt will result in the arrest or 
imprisonment of any person or the seizure of any property or wages of any 
person unless such action actually is lawful and the debt collector actually 
intends to take such action.

•  Threaten to take any action that cannot legally be taken or that is not 
intended to be taken. 

•  Imply that the consumer committed a crime in order to disgrace the 
consumer. 

•  Communicate, or threaten to communicate, false credit information. 

A debt collector may not use unfair or unconscionable means to collect or 
attempt to collect any debt. Specifically, a debt collector may not: 

•  Solicit any postdated check or other postdated payment instrument for the 
purpose of threatening or instituting criminal prosecution. 

•  Deposit or threaten to deposit any postdated check or other postdated 
payment instrument prior to the date on such check or instrument. 

•  Create charges to any person (such as collect telephone calls and telegram 
fees) by concealing the true purpose of the communication. 

•  Communicate with a consumer regarding a debt by postcard. 

A debt collector may not communicate with a consumer without the prior 
consent of the consumer or the express permission of a court in a number of 
situations. A debt collector may not communicate with a consumer: 

•  At any unusual time or place; or a time or place known to be inconvenient to 
the consumer. 
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•  If the debt collector knows the consumer is represented by an attorney, 
unless the attorney fails to respond within a reasonable period of time to a 
communication from the debt collector or unless the attorney consents to 
direct communication with the consumer. 

•  At the consumer’s place of employment if the debt collector knows 
the consumer’s employer prohibits the consumer from receiving such 
communication.

Debt Collector Limits 
The limits on communication apply to communications to 

The consumer 

His/her spouse 

His/her guardian

His/her parents (if the consumer is a minor) 

His/her executor or administrator (if the consumer is deceased.)

A debt collector may communicate with the consumer, his/her 
attorney, a consumer reporting agency, the creditor, the creditor’s 
attorney and the debt collector’s attorney. Additionally, a debt collector 
may communicate with anyone the consumer or the court has given 
permission.

A debt collector who contacts any third party in an attempt to find out 
where to find the consumer, must identify him/herself and that he or she is 
confirming or correcting location information about the consumer, and, if 
expressly asked, identify his/her employer. The debt collector may not: 

•  State that the consumer owes any debt. 

•  Contact the third person more than once, unless the third person 
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requests further contacts, or unless the collector reasonably believes the 
information provided was incomplete and that the third person now has 
correct or complete location information about the consumer. 

•  Communicate by postcard, or indicate on the envelope that the 
communication relates to debt collection of a debt or that it is from a debt 
collector. 

•  Communicate with anyone except the consumer’s attorney once the 
collector knows the consumer is represented, as long as the collector knows 
or can readily access the attorney’s name and address.

A debt collector must provide a consumer with a written notice, either in its 
initial communication or within five days of the initial communication, that 
contains: 

•  The amount of the claimed debt. 

•  The name of the creditor to whom the claimed debt is owed. 

•  A statement of the consumer’s right to dispute the claimed debt. 

•  A statement of the consumer’s rights to have the claimed debt verified and 
to have the original creditor and account information identified. 

A debt collector or a collection attorney has limits on where it may file a 
suit against a consumer on the claimed debt. A debt collector or collection 
attorney may not: 

•  File a legal action on a real estate debt in any other judicial district except 
the one where the real estate is located. 

•  File a legal action on a debt in any other judicial district except the one 
where the consumer resides or where the consumer signed the contract 
sued upon.
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Your Rights: What You Can Do

If you believe a debt collector is violating these restrictions, you can assert the 
following rights: 

You can make the collector give you evidence to verify its claims about the 

debt. Notify the collector in writing, within 30 days of initial contact, that you: 

Dispute the debt and demand verification, including the name and 
address of the original creditor. 

Demand that the collector cease collection activities until this 
information is provided. 

You can end the debt collection communications with you once and for all. 

Notify the collector in writing at any time that you refuse to pay the 
claimed debt or that you want the collector to cease any further 
communications with you. 

After you send a written termination notice, the collector is allowed (but 
not obligated) to advise you that further contact is being terminated. 

You can file a complaint with the Federal Trade Commission (FTC) if the debt 

collector has violated any of the FDCPA’s requirements. 

Consumers may file complaints with the FTC via its toll-free hotline 
(1-877-FTC-HELP), online complaint forms (FTCComplaintAssistant.gov) 
or United States mail. 

Review your state’s law to find what your state prohibits or requires of 
debt collectors, how you can get the state law enforced and whether 
there is a civil remedy you can take.
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Let us help you
If you need additional help or 
guidance, ARAG is here for you. 
Simply contact a Customer Care 
Specialist who can help you 
understand the benefits available  
to you. For more information:

Visit the Education Center at:  
ARAGLegalCenter.com, call  
1-800-247-4184 or email  
Service@ARAGgroup.com
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Preparing to Meet Your Attorney

If you decide to consult an attorney about your legal matters, we suggest you 
complete the following worksheet prior to your meeting. By preparing this 
information ahead of time, you have the opportunity to clearly think through 
your needs and the attorney will have the necessary information to provide 
you with the highest level of legal service.

Start by thinking about your current situation, the communications you have 
received and any history you have about the legal matter. Summarize your 
legal needs in a few sentences. Use this as a starting point when you make your 
first phone call to an attorney.
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List the names, dates and pertinent details about your legal matter so you will 
be ready to discuss it with your attorney either over the phone or during an in-
office visit. Gather as much information as you can about the debt, what you’ve 
paid, what you feel you owe, and any contact between you, the creditor and any 
collector. 
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List and attach any documents or background information you think will be 
helpful in the first meeting with an attorney.This should include all written 
communications you have from the collector or the creditor, any final invoices 
on the claimed debt, any receipts of payment of the disputed amount of the 
claimed debt, and any notes about contacts you have had with the creditor 
and/or the collectors about the claimed debt.
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Checklists

The best defense against a debt collection lawsuit is prevention. Here’s how to 
use your credit wisely and minimize the possibility of future problems. 

Pay on time. If you don’t, you will be charged late fees and finance charges. 

Correct billing errors promptly. If you find a mistake on your bill, you can 
dispute the charge and withhold payment on that amount while the charge 
is being investigated. You still have to pay any part of the bill that’s not in 
dispute, including finance and other charges. 

Report lost or stolen cards. If your credit card is lost or stolen, report it 
to the card issuer as soon as possible. Some issuers have 24-hour toll-
free telephone numbers to accept emergency information. If you report 
the loss before the card is used, you can’t be held responsible for any 
unauthorized charges. If a thief uses your card before you report it missing, 
the most you’ll owe for unauthorized charges is $50. If the thief uses your 
card number, not your card, you have no liability for the unauthorized 
charges. 

If you want a collector to stop contacting you: 

Note the date, time, name, company, and phone number. Tell them in a 
professional manner that you do not want to be contacted by them any 
further. 

If future contact takes place, contact the Federal Trade Commission or a 
private attorney who handles consumer protection cases. 

If a lawsuit is filed: 

Gather all documents. Collect all relevant documents such as invoices, 
receipts, contracts, or other agreements. Also collect any notes about 
contacts between you, the creditor, and any collector. 
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Connect with your attorney. To fully understand your rights, connect with 
an attorney. You may be able to settle out of court or have the lawsuit 
dropped. 

Report to court. If you are given a court date, research the claims, and 
understand what, if anything, you owe. By showing up, you can disqualify 
or negotiate the claims. By not showing up, the plaintiff’s claim will be 
accepted as valid and a judgment can be entered against you for the 
amount of the plaintiff’s claim plus additional fees and costs.

Resources For More Information

The following websites were used as resources in developing this 
guidebook and provide additional information. 

Federal Trade Commission: ftc.gov 
National Consumer Law Center: nclc.org 
National Association of Consumer Advocates: naca.net 
Student Loan Borrower Assistance: studentloanborrowerassistance.org/ 
Consumer World: consumerworld.org/pages/agencies.htm 

1 Federal Reserve’s G.19 report on consumer credit, April 2014. 

2  Mortgage Debt Outstanding, Federal Reserve; June 2014. 

3 Collecting Consumer Debts, Federal Trade Commission, February 2009. 

While every effort has been made to ensure the accuracy of this publication it is not intended to provide 

legal advice as individual situations will differ and should be discussed with an expert and/or lawyer.

By clicking on the links provided within this publication you are connecting to another web site. We 

have provided links to these sites for information that may be of interest to you. These links and any 

opinions, products, services, or any other sites contained therein are not endorsed by ARAG. ARAG 

is not responsible for the legality or accuracy of the information contained therein, or for any costs 

incurred while using this site.
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