Borrowing $

Section 1: About Credit (Segments 1-6)

Become familiar with credit, credit terminology, the value of credit, and how to build good credit.

Section 2: Basics of Loans (Segment 7)

Explore the basic concepts and characteristics of loans.

Section 3: Responsible Use of Credit Cards (Segments 8-10)

Examine how responsible use of credit cards can give them greater financial flexibility. Explore ways to avoid potential credit problems, including excessive debt and identity theft.

LEARNING OBJECTIVES

1. Make effective decisions as consumers, producers, savers, investors, and citizens.

2. Compare sources of consumer credit.

3. Explain factors that affect creditworthiness and the purpose of credit records.

4. Identify ways to avoid or correct credit problems.

5. Describe the rights and responsibilities of buyers and sellers under consumer protection laws.

• Spending and Credit Standard: Credit is a basic financial tool. Borrowing money to buy something usually costs more than paying cash because there is a fee for credit. Responsible borrowers repay as promised, showing that they are worthy of getting credit in the future. Some payment methods are more expensive than others. Online transactions can make consumers vulnerable to privacy infringement and identity theft. Comparing the costs and benefits of buying on credit is key to making a good purchase decision. Consumers can choose from a variety of credit sources. Credit bureaus maintain credit reports, which record borrowers’

histories of repaying loans. Sometimes people borrow more money than they can repay. Laws and regulations exist to protect consumers from a variety of seller and lender abuses. Formal complaints and government/community agencies can help consumers resolve problems with goods and services. Making minimum payments on credit card balances increases the total cost and repayment time. Understanding credit card disclosure information is key to controlling borrowing costs. Negative information in credit reports can affect your financial future.

Section 1: About Credit

Become familiar with credit, credit terminology, the value of credit, and how to build good credit. 

Opening Questions

Use these or similar questions to start thinking about this concept and how it relates to them:

1. How would you define the word “credit”?

2. Have you ever borrowed money from someone? What kind of agreement did you make about paying the money back? Did you keep your promise?

3. Do you have a credit card? What’s the interest rate? For what kinds of purchases do you use it?

4. Have you ever loaned money to someone? What kind of agreement did you make about getting paid back? Why do people put such agreements in writing?

5. Do you have a car loan or an education loan? Describe how you shopped for your loan.

Key Points

• If you do a good job managing your money over time, you gain the ability to borrow money when you need it.

This ability to borrow money is called having credit.

• Car loans, credit cards, student loans, and home mortgages are all examples of credit. In each case, you’re borrowing money from a lender with a promise to pay it back.

• Having the ability to borrow money when you need it gives you flexibility. When you’re able to borrow money, you have the option of buying something today and paying the money back over time, rather than having to wait. You gain the flexibility to act on major purchases and life opportunities that may require more money than you have on hand right now, like buying a computer, for example, or borrowing for college.

• Banks will lend you money, but only if they have trust and confidence that you’re able to pay it back. Earning this trust is called establishing credit. Those who lend you money are called lenders or creditors. The money you owe is called debt.

• When you borrow money, you’re taking on a real responsibility. The money you borrow is yours to spend, but remember: you always have to pay the money back, on time, and in full. You need to make monthly loan payments plus other costs called interest and fees.

• One possible risk of using credit is that you’ll overdo it. Borrowing too much money and being unable to pay it back is a serious problem in our country. In fact, the fastest growing group declaring bankruptcy is age twenty to twenty-four. It’s important to use credit responsibly and avoid having too much debt. If you understand how credit works and use it wisely, it can help you to reach your goals.

• Every time you borrow money and keep your promise to pay it back, you’re proving to lenders that you keep your promises. By showing them you’re trustworthy, you strengthen your ability to borrow again the next time.

This is called having a good credit record or a good credit rating. It’s also known as building a good credit history.

• Good credit means that you make your payments in full and on time. Bad credit is just the opposite. It means  you’re paying your creditors too little, too late, fail to make payments, go above your credit limit, have too much debt, or all of the above.

• If you don’t make your payments in full and on time, you’ll damage your credit record. That will make it difficult for you to get loans or credit in the future. You’ll also lose money on late fees and the additional interest you’ll be charged. But if you have a good credit history, a new lender or a new landlord will know they can trust you to pay them. It will be easier for you to rent an apartment, to get service from local utility companies, and to buy what you want, when you want it.

Good Credit not Bad Credit

Paying at least the minimum required payment not Paying too little

Paying on time not Paying too late

Never missing a payment not Missing payments

Staying within your credit limit not Going over your credit limit

Result

• Easier to borrow money

• No additional penalty fees

Result

• Difficult to borrow money

• You lose money on late fees

• To begin building good credit, start simple. Open a savings or checking account. Manage it well. Never spend more than you have in the account. Over time, your bank will see that you’re reliable, someone they can trust to repay a loan. Or get your own bank or store credit card and pay your bill on time, every month. States laws varyon the minimum age to get a credit card of your own. Check on the law in your state. Another way to build credit is to take out a small loan, let’s say for a computer, and make your full monthly payment on time, every month. With each of these steps, you’re building a good credit history.

• Banks look at three factors when deciding whether or not to lend money to an individual. These are referred to as the three “C’s” of credit: character, capital, and capacity.

• Character means being steady and stable financially. For example, if you’ve lived at the same address and held the same job over a length of time, a lender will have greater confidence that you’re also steady in paying my bills. The more stable you are in where you live and where you work, the better. Once you have a track record using credit, lenders consider how you’ve handled debt up to now. They generally don’t want to extend credit to people who fall behind in their payments or always pay late.

• Capital means what you own, for example, a car or the money in your savings account. This is also known as collateral or assets. If you can’t pay back the money you borrow, the lender could take these assets to pay your debt. One way or another, they want to be sure you can keep your promise to pay them back! If you have a car loan, the loan is guaranteed by the car itself. Lenders call this making a secured loan because if you fall behind on your car payments, the lender can take the car. When you use a credit card to buy things, the lender is giving you an unsecured loan. But part of the reason they give you credit is because they know you have assets. In an emergency, you could sell your assets to pay off the loan.

• The last of the three C’s is capacity. Capacity means that you have enough money coming in on a regular basis, so that even after paying all of your other expenses, you still have enough money to make your monthly loan payment. When you apply for a loan, keep in mind that the lender will look at your whole financial picture in order to decide if you have the capacity to repay them.

Character

How steady are you?

Capital

What are your assets or collateral?

Capacity

Can you repay the loan? Do you pay your bills on time and in full?

What do you own? A car? Real estate? 
Do you have a steady job?

How long have you been at your current address?

Do you have money in a savings account?

Do you make enough money to pay back the loan?

How long have you been at your current job?

Do you have other investments?

Do you have other debts and obligations?

• If you’re under 18, or if your own credit history is not strong, you’ll probably need a co-borrower such as a parent, guardian, or other adult, to apply with you if you want to qualify for a loan or a credit card. A co-borrower is equally responsible for the debt and agrees to repay the money if you can’t.

• Lenders always want to know the credit history of people who ask them for credit cards and loans. To find out, they turn to credit bureaus. Credit bureaus are companies that keep track of everybody’s credit history information. Your credit history includes things like how many credit cards you have and how much you owe; whether you pay your bills on time; where you work and how long you’ve worked there.

• The complete written version of your credit history is called your credit report.

• You give others permission to look at your credit report when you do things like fill out a credit card application or apply to rent an apartment. Many landlords do a credit check before deciding whether to rent to you. They look at your past credit history to decide if they can count on you to pay your rent. Some lenders request information about your credit in order to decide whether to offer you credit.

• The three largest credit bureaus in the United States are Equifax, Experian, and TransUnion. You can request a copy of your own credit report from any of the companies. All you need to do is provide them with some basic information including your name, address, place of employment, and social security number.

• A federal law called the Fair Credit Reporting Act allows you to receive one free copy of your credit report from each of these three companies once a year. If you request more reports after that, they may charge you.

• To get a free report online, go to www.annualcreditreport.com and follow the instructions. You can also call tollfree or request your report by mail:

Equifax Information Services

PO BOX 740241

Atlanta, GA 30374

1-800-685-1111

www.equifax.com

Experian Consumer Assistance

(Call for mailing address for your state)

1-888-397-3742

www.experian.com

TransUnion

PO BOX 1000

Chester, PA 19022

1-800-888-4213

www.transunion.com

• A sample credit report appears below. Here’s how to read it:

• Section A shows information about you – your name, current and previous address, Social Security number, date of birth, and other information to identify you.

• Section B is called Public Record Information. In this area, you’ll see any information that is listed about you in the records of local, state, or federal courts. In this example you see a bankruptcy.

• Section C shows collection agency account information. If you fail to pay back one of your creditors, they may hire a collection agency to contact you. This is a company that specializes in collecting money to pay off debts.

• Section D shows your credit history. This is a list of all the places where you have credit – or used to have credit. These are called your accounts. The credit history section is divided into twelve columns.

• The first column shows the names of your lenders. In this example you see a car dealership, a credit card company, and a department store.

• The second column shows your account numbers.

• The third column shows who is responsible for payment. On most credit reports, you’ll see an “I” 

meaning that an individual is responsible. Or you’ll see a “J” for joint – meaning that you and another person are responsible for paying.

• The fourth column shows the month and year the account was opened.

• Column 5 shows the number of months the payment history for this account has been reported.

• In column 6, you’ll see the date that the last payment, change, or other activity was made in this

account.

• In column 7, you’ll see the highest amount that has been charged to this account, or the credit limit, if there is one.

• Column 8 shows the amount of your monthly payments – if this is an installment loan.

• And column 9 shows the amount you still owe as of the date of this report.

• Column 10 shows any amount that is past due. This means money that you’re late in paying to your lender.

• Column 11 is called Status. It contains a letter and a number. The letter describes what kind of account it is. “I” means installment. This means you make a loan payment every month for a certain period of months. “R” means revolving. Credit cards are called revolving credit because as you pay the money back, your credit becomes available for you to use again and again. “O” means open. This means that the lender decides to give you credit and then bills you for what you borrow.

• What do the numbers mean? “1” means the account is paid as agreed; “2” means the account is 30 or more days past due; “3” means the account is 60 or more days past due. In this example, the car loan is I4. This means it’s an installment loan that’s 90 or more days past the payment due date. Not good!

• Finally, column 12 shows the date on which the information for this account was last updated.

• Section E, the last section of the credit report, is called Inquiries. This is a list of the companies that have requested a copy of your credit report for their review.

• When you receive your credit report, be sure to check for any mistakes. If you think your report has an error, you need to take personal responsibility for getting the mistake corrected. Contact the credit bureau immediately! Also contact the creditor in question.

• If you’re having difficulties, consider talking with a nonprofit credit counselor who is an experienced credit professional.

• In addition to your credit history, almost all lenders look at your FICO score, also known as your credit score. A computer program analyzes your entire credit history and generates a single number or score, usually ranging from 300 to less than 900. This score helps lenders decide if you are a good credit risk or not. Points are awarded or deducted based on five factors: your payment history, such as whether or not you pay your bills on time; how much you owe, including whether you’re near your maximum spending limit on your cards; how long you’ve had credit; your recent track record with credit; and the total number and types of loans and credit cards you have. The higher your credit score, the better the interest rate lenders are likely to offer you.

• Your credit score can impact your life in many ways. It may affect your ability to borrow money, get a credit card, rent an apartment, purchase a home, and get service from utility companies.

• It’s important to understand what your credit score is, what it means, and what you can do to improve it. In general, people with high FICO scores consistently pay their bills on time; keep low balances on their cards; and only apply for and open new credit accounts when they need them.

Section 2: Basics of Loans

Explore the basic concepts and characteristics of loans.

Opening Questions

Use these or similar questions to start thinking about this concept and how it relates to them:

1. Let’s say you were considering getting a $10,000 bank loan to buy a car. How would you determine whether you could repay this loan?

2. Besides paying back the $10,000 principal what other kinds of charges might you have to pay to the lender?

3. What’s one reason why you might want to pay off the loan as quickly as you could?

4. What’s one reason why you might want a lender to give you a longer loan term – that is, more time to pay back the loan?

Key Points

• To purchase very high-priced items, many people frequently borrow the money to do it. In other words, they get loans.

• With a loan, you receive all the money the lender has approved for you in one lump sum. Then, to pay the lender back, you make equal monthly payments called installments for a fixed period of time, until the loan is paid off. This is called a long-term loan or installment loan.

• When you borrow money from a bank or other lender, keep in mind that there are costs involved. Lending money is a business. The lender – whether it’s a bank, a store, a car dealer, or a credit card company – makes money by charging you an extra amount over and above the amount of the loan itself.

• The amount of the loan is called the principal, and the extra amount they charge you to borrow the money is called interest. (With a savings account you earn interest; with a loan you pay interest.)

• The amount of interest you’ll pay for your loan depends on a number of things:

• First, it will depend on how much you’re borrowing, the principal.

• Second, your costs will depend on the interest rate. That’s the percentage the lender uses to calculate the interest you’ll pay. Keep in mind that the interest rate a lender is willing to give you will depend on how good they believe your credit is. Lenders call this your creditworthiness.

• The last factor affecting your interest payments is how long it will take to pay the money back, also known as the term of the loan.

• In addition to the principal and the interest, the lender may also charge you fees for giving you the loan.

• Take some time to comparison shop for your loan. When you compare loans, it can be hard to see which one will cost you the least. To make it easier, lenders are required to tell you a loan’s annual percentage rate, or APR. The APR is a number that combines the interest rate, the term, and the fees to show you the total cost of the loan. The lower the APR, the lower the total cost. Remember, the loan with the smallest monthly payment may not have the lowest cost overall.

• What will a loan cost you? It mostly depends on two things: How long you take to pay it back, or the term, and the interest rate you’re being charged.

• As for the term, you often will have a choice to make. You may be tempted to have a longer term loan because your monthly payments will be lower, but as you can see in this example, with the longer-term loan, the total cost of the loan is higher because you’re paying more in interest.

• Compare the two sample loans below. Note how the term affects the monthly payment and the total cost of the loan:

Term Comparison

Based on 10% Annual Percentage Rate (APR)

Loan amount $10,000 $10,000

Term 25 months 49 months

Monthly payment $450 $250

Total cost of loan $11,106 $12,215

Total interest paid $1,106 $2,215

*Please note: the final month’s loan payment may vary from the regular monthly payment.

• As for the interest rate, it’s important to shop around. Some banks may give you a lower rate than others. In general, the shorter the term, the lower the interest rate.

Compare the two sample loans below. Note how the interest rate affects the total amount of interest paid:

Interest Rate Comparison

Loan amount $10,000 $10,000

Term 5 years 5 years

Interest rate 5% 15%

Monthly payment $188.77 $237.90

Total interest over 5 years $1,236.92 $4,271.08

*Please note: the final month’s loan payment may vary from the regular monthly payment.

• Discuss the costs and the options with your lender. Carefully study the monthly payment and the APR. Then decide if you can really afford the loan. You want to be sure the monthly loan payment is an amount you can afford, but minimize the total cost of your loan if you can.

• Before you sign any loan agreement, be sure to read it, including the fine print. Make sure you understand the terms and the costs.

• A few lenders out there, unfortunately, are less than honest. They may try to sell you a loan that’s great for them, but NOT for you. So please be careful! Watch out for lenders who say, “No Credit? No Problem!” It just isn’t true. Don’t sign anything you don’t understand. Ask questions. Get advice from a financial professional you can trust. Don’t sign a blank contract that the lender says they’ll fill in later.

• If you decide to apply for a loan, remember that you have legal rights as a borrower. The U.S. government passed the Equal Credit Opportunity Act to promote the availability of credit to all applicants who qualify for credit without regard to race, color, religion, national origin, gender, marital status, or age.

Practice

Use the loan comparison worksheet to compare the terms of different loans they are considering.

Loan Comparison Worksheet

Use a worksheet to compare the terms of different loans you’re considering. Please note that “points” are fees charged by the lender. One point is equal to 1% of the loan amount.

Loan 1 Loan 2 Loan 3 Loan 4

Loan amount $

Interest rate %

# of points

# of monthly

payments

Monthly payment

amount $

Total interest paid

$

Cost of points $

Total amount paid

$

Section 3: Responsible Use of Credit Cards

Examine how responsible use of credit cards can give them greater financial flexibility. Explore ways to avoid potential credit problems, including excessive debt and identity theft.

Opening Questions

Use these or similar questions to start thinking about this concept and how it relates to them:

• Why might someone want to make a purchase with a credit card rather than paying cash or taking out a loan?

• Would you recommend to someone to have many credit cards, or just one or two? Explain your reasoning.

• Do you know anyone who has gotten into financial trouble because of credit card spending? What do you think caused the problem?

• What are some reasons it would be a good idea to shop around for credit cards?

Key Points

• Credit cards can be more convenient than carrying cash, but remember, you always have to pay the money back.

• In general, people spend more when they use credit cards instead of cash. It can be easy to get in over your head with credit card debt before you know it!

• As a general guideline, never borrow more than 20% of your yearly net income. That’s the amount of money you take home in a year after taxes and other deductions. A second guideline is that less than 10% of your monthly income should go toward paying off credit card bills.

• To keep your credit card spending under control, try this strategy: use cash or your debit card for everyday purchases. Save your credit card for buying larger, more lasting items. But before you actually use your card, think through what you want to buy and how you’re going to repay the money.

• Loans are called “installment” credit, meaning you receive the money once and pay it back over time in installments. Credit cards are called revolving credit because as you pay the money back, your credit becomes available for you to use again and again.

• Every time you use your credit card, you’re actually borrowing money from the financial institution that issued you the card. The financial institution pays the debt to the store for what you bought. In turn, you pay the money back to the financial institution.

• As a reminder, when you use your debit card, the money is deducted directly from your checking account.

When you use a credit card, you receive a monthly bill you have to pay.

• Many financial institutions offer credit cards. Some will charge you an annual fee to have one. When you apply for a card, they’ll check your credit history and decide whether or not to give you a card. They’ll also decide how much you’re allowed to borrow, or “charge.” This is called your credit limit. If the credit card company issues you a card, they’ll let you know what your credit limit will be.

• If you haven’t established a good credit history yet, some lenders offer secured credit cards. These are ideal for people who are starting out on their own or need to rebuild their credit. To qualify, you’re normally required to open a savings account with a balance equal to the credit limit of the card. For example, if you want a credit card with a five hundred dollar limit, you must have five hundred dollars in your account. This gives the lender security that you can pay them back, and some lenders will pay you interest on this balance. By establishing a good payment history with your secured credit card, you can improve your qualifications for unsecured credit in

the future.

• It’s always a good idea to shop around for the credit card with the lowest interest rate and lowest annual fee you can find. Compare the two examples below. In both cases, customers used a credit card to purchase a large-screen TV with a $500 price tag, and made a $100 payment each month. But note how the difference in the interest rate affects the total amount of interest each customer paid:

• Remember that if you pay off the purchase by paying your first credit card statement in full, you’ll pay no interest, plus you’ll have your full credit limit available to use again; but if you decide to pay for your purchase over time, you’re going to be charged interest on the unpaid balance each month – in other words, on the amount you still owe. So even though your monthly payments may be low, the total amount you end up spending for that new TV is quite a bit higher! It definitely pays to get a credit card with a low interest rate, and to pay off your bill as quickly as you can.

• Each month, the credit card company will send you a bill, or statement, showing the amount you’ve borrowed.

The format of these statements may vary. You can familiarize yourself with the basic elements by reviewing a credit card statement

How to read your credit card statement

Each month, the credit card company will send you a bill, or statement, showing the amount you’ve borrowed. This amount includes your most recent purchase activity and your prior outstanding balance, if any. The format of these statements can var. Read it:

A. Your credit card account number is on your statement. Remember to keep it a secret, or others can use your account.

B. There is the closing date of the statement. It’s the date the credit card company created this statement.

C. The amount of your credit line is in other words your spending limit.

D. Your available credit means the amount of your credit that you haven’t borrowed yet, so it’s still available to you.

E. In the Transactions section, you’ll see a list of each charge and payment you made in date order.

F. Your transactions are summarized on your statement, in the Account Summary section.

G. Read the Payment Information. This shows the total amount you now owe, called your New Balance.

H. The Minimum Payment is due each month, you must pay at least this portion of what you owe. If you wish, you may pay more than the minimum, up to the total amount, if you can. If you want to have good credit, and reduce the amount of interest you’ll pay, it’s a good idea to pay more than the minimum payment each month.

I. Read the Due Date of the statement. Unless your credit card company receives your payment by this date, they will begin charging you interest on the amount you owe. Most companies will also charge you a late fee. They may also increase your interest rate.

J. In the Rate Information section you’ll see how the interest and fees are being calculated.

K. The Payment Coupon repeats your current payment information. Include the coupon with your check if you pay by mail, and be sure to write in your new address if you’ve moved.

• In addition to reviewing your statements, read the fine print of your agreement with the credit card company, which is called a disclosure. It will tell you how many days you have before they begin to charge interest and fees. This is called the grace period. Nowadays, most credit card companies give their customers 20 to 25 days to make their payments. But be careful: your statement may arrive in the mail just a few days before your

payment is due!

• The disclosure will also tell you if the interest rate you’re being charged is subject to change. Again, be careful!

Some credit card companies begin to raise your interest rate after you’ve had the card for a certain period of time, or if you fail to pay your bills on time.

• If you have any questions about your credit card statement, the terms of your credit card agreement, or your billing schedule, contact a customer service representative at the credit card company. The phone number is on your statement.

• Credit cards can be very helpful and convenient, but it all comes back to having the cash to pay for what you charge. As we’ve seen, you pay a price for keeping an unpaid balance on your credit card from one month to the next. If you want to save money, try to get a credit card with a low interest rate and pay off your balance

every month. Here are some more valuable tips about using credit cards wisely:

Tips for using credit cards wisely

• For now, have just one credit card with a low spending limit. This will help you start to get comfortable using credit and paying it back, and stop you from getting into big trouble with debt.

• Get a credit card with a low interest rate and pay off the balance or as much as you can every month.

• Make at least the minimum payment each month.

• Don’t use your credit cards to buy things you really can’t afford. Follow your budget.

• Stay within your credit limit. Track your credit card charges throughout the month.

• Pay your credit card bills on time.

• Some credit card companies may offer you a cash advance. Avoid this option except in emergencies. You’ll be charged a fee and the interest rate is usually much higher!

• If you’re getting into trouble with debt, get help early. Consider talking with a credit counselor, an experienced professional, who can help you get out of debt.

Debt tips

Twenty warning signs of financial trouble

1. You’re always late in paying your bills.

2. Your checking account is frequently overdrawn.

3. You race to deposit your paycheck because you’ve already written checks that require the money in your paycheck.

4. A small reduction in your income or an unusual expense would make you unable to pay all of your monthly bills.

5. Your credit accounts are usually at their maximum limits.

6. You apply for more credit cards because you have reached the limit on the ones you have.

7. You are spending more than 20% of your take-home pay on credit payments (not counting your rent or mortgage).

8. Your loan or credit card balances stay the same or go up each month.

9. You can make only minimum payments on your revolving charge accounts.

10. It takes you 60 or even 90 days to cover bills you once could pay monthly.

11. You don’t have a savings account, or have stopped making deposits to it.

12. You are always worried about your debts.

13. You argue with your spouse or partner over bills.

14. You’re still paying off purchases you made a year ago.

15. You use savings or credit cards to cover everyday living expenses, such as groceries.

16. You sometimes wonder why you made certain purchases.

17. You juggle payments to keep creditors (also called “lenders”) satisfied.

18. You ignore the mail or telephone to avoid dealing with creditors.

19. You put off medical and dental visits because you cannot pay the bill.

20. You feel free to spend more after clearing up a debt.

Reducing your debt

If the amount you owe others is at an uncomfortable level, you’re not alone. Millions of Americans have spent too much on credit and then learned – the hard way – how difficult it can be to pay it off. If you find you’re having difficulty making payments, here are some tips for lowering your debt and getting your finances under control:

• Don’t take on any new debt. Stop using your credit cards. Say no to offers for credit cards, debt consolidation, and second mortgages.

Debt tips (continued)

• Make a written plan. Make a list of all your bills and their amounts. Review your budget and determine the total amount you can afford to repay each month. Set a date when each bill can be paid. Remember, even though it pays to get out debt quickly, keep sufficient savings to cover several months of living expenses in case of an emergency.

• Pay off your highest interest rate debts first. To get out of debt more rapidly, first pay down the balances of loans or credit cards that charge the highest interest, while paying at least the minimum due on your other debts. Once the highest interest debt is paid off, start on the next highest, and so on.
• Contact your creditors. Contact your creditors and discuss payment schedules that you can afford. Try to get your rate lowered or a different payment plan worked out. Creditors will want to work with you to find a payment solution. Follow-through on your commitment by making your payments on time, as agreed.

• Make more than the minimum monthly payment on credit cards. You will save lots of money on interest and reduce or eliminate your debt much sooner. Starting in late 2005, look for new information on credit card statements that will help you better determine how making just the minimum payment will affect the amount of debt you will have to pay off overall.

• Be aware of credit card rates and fees. Educate yourself about the annual fees, current interest rates, finance charges, cash-advance fees, late fees, penalty pricing and any other fees tied to your card. This knowledge can help you make better decisions about which card to use and how to manage your card.

• Cash advances can be trouble! Only get a cash advance when it is absolutely necessary. Higher interest rates (than you’re paying for card purchases) are usually charged, and the rates are put into effect immediately, without a thirty-day grace period. Most banks also charge a service fee based on how much cash you’re withdrawing. The same applies to personalized “checks” some credit card companies may send you.

• Transfer balances to cards with lower interest rates. Find credit cards that offer a low introductory rate (usually for six months), and transfer the balance from your previous credit card to that credit card. Before you take this step, however, make sure that, after the introductory rate has expired, the new card offers the same (or lower) interest rate as your current card.

• Ask for help. Many nonprofit debt counseling centers across the country will advise you for a low fee or at no charge. Contact the Consumer Credit Counseling Service in your area. (Check the White Pages in your phone book.) They can often help you work out a repayment plan with your creditors.

• Don’t give up. Reducing your debt is challenging, but don’t stop trying. It’s one of the most important things you can do for a better financial future.

How different debt-reduction strategies compare

Where will you find the money to pay down your debts, especially high interest credit cards? There are advantages and disadvantages to tapping different sources of funds. Here’s a comparison of four possible strategies:

Stop spending

Advantages: This is the surest strategy for climbing out of debt as quickly as possible. You’ll have more money available for paying off your debts and learn to live within your means.

Disadvantages: Making debt repayment your priority will probably mean postponing or doing without some other purchases.

Home equity loans

Advantages: The interest rate is usually lower than credits cards and the interest is tax-deductible. Monthly payments are much lower because the term of the loan is spread out over a long term. Disadvantages: Remember, home equity loans are secured by your home. If you fail to make your payments, you could lose your home! Additionally, home equity loan balances reduce the amount of money you’ll receive when you sell your home. Because payments are spread out over a long term, you’ll be in debt for a long time, too.

Debt consolidation loans

Advantages: Debts from several credit cards are consolidated into a single payment, often at a lower interest rate. This can make easier to keep track of monthly bills.

Disadvantages: Watch out for predatory lenders who may try to take advantage of you. Some companies that promise to negotiate with credit card companies on your behalf charge enormous fees and can’t get a better interest rate than you could by simply calling the company yourself!

Transfer balance to another card

Advantages: Many credit card companies will let you transfer balances and charge no interest for six months or even a year, allowing you to save on interest charges.

Disadvantages: Before you transfer a balance, be sure to read the fine print in the disclosure statements: there could be hidden finance charges. Remember that the introductory rate your being offered is only temporary: if you can’t pay off the balance before the permanent interest rate kicks in, you may end up with higher payments than you had before. Also, be sure to close your old credit card account. Otherwise, the balance transfer may tempt you to pile on even more debt in the old account.

Protect Your Money and Identity

If criminals get your ATM, debit, or credit cards, or personal financial information such as account numbers, passwords, or Social Security number, they can drain your bank accounts or make charges to your credit cards. They may also commit a crime called identity theft by taking out loans and obtaining credits cards and even driver’s licenses in your name.

There are 27 million victims of identity theft every year in the United States. Identity theft can seriously damage your credit and financial reputation, and it may take years to restore your good credit and name. Don’t let it happen to you! Here are tips to help you avoid financial fraud and safeguard your identity, bank accounts, and money:

Card safety: ATM, debit and credit cards

• Report lost or stolen cards immediately to the company that issued you the card.

• Sign your card on the signature panel as soon as you receive it.

• Protect your cards as if they were cash – never let them out of your possession or control.

• Don’t leave your credit cards in your car’s glove compartment. A high percentage of credit card thefts are from car glove compartments.

• Don’t lend your cards – credit, debit, or ATM -- to anyone. You are responsible for their use. Don’t let your credit cards be used by others, even family and friends.

• Never write down your personal identification number (PIN) – memorize it.

• Never tell anyone your PIN. No one from a financial institution, the police, or a merchant should ask for your PIN. You are the only person who needs to know it.

• When selecting a PIN, avoid picking a number that is easy for others to guess – for example, your name, telephone number, date of birth, or any simple combination of these.

• Be sure that you get your card back after every purchase.

• Always make sure that sales vouchers are for the correct purchase amount before you sign them.

• Always keep copies of your sales vouchers, credit card, and Automated Teller Machine (ATM) receipts.

• Always check your billing statement to make sure the purchase amounts are correct. Immediately dispute any charges that you did not make by notifying your credit card provider.

• Always put disputes regarding your billing statements in writing immediately upon becoming aware of the disputed item; otherwise, you may be held legally responsible for the entire amount of the disputed item. Many credit card issuers have specific instructions for notifying them of a billing error dispute. Read your credit card agreement and billing statements carefully for information regarding dispute notification requirements. You may also contact your credit card issuer to ask about their dispute notification requirements.

• To help you respond quickly in case your cards or ID are lost or stolen, make a chart like this one. Be sure to store the list in a safe place. Never carry it with you.

Credit card name Financial institution Account number 24-hour customer service #

• Don’t volunteer any personal information when you use your credit card, other than by displaying personal
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ATM safety

• Think about your personal safety when using an ATM. Because most ATMs give out cash and many accept deposits, it makes sense to be alert and aware of your surroundings no matter where or when you use an ATM.

• Memorize your personal identification number. Don’t write down your account number and PIN and carry it with you. If your wallet or purse is stolen, someone else could have access to your money.

• When typing in your PIN at the ATM, cover the number pad so no one near you can see your PIN.

• Always keep your ATM receipts.

• When you’re by yourself, avoid using an ATM in out-of-the-way or deserted areas. Use ATMs located inside banks or supermarkets where other people are around.

• Be aware of your surroundings. Is the area well-lit?

• Try to use ATMs that have cameras or other security devices nearby.

• Put your money and ATM card away before you leave the ATM. Always avoid showing your cash.

• Keep your ATM card away from things with magnets, which can erase the information stored on the card.

• If your ATM card is lost or stolen, contact your bank immediately.

Mail safety

• Notify the post office immediately if you change your address.

• Make sure your mailbox is secure.

• Remove your incoming mail promptly.

• Don’t leave your mail for long periods of time in open or unguarded areas (e.g., apartment lobbies). If you’re out of town, put a hold on your mail delivery or have a person you trust pick it up.

• Don’t put outgoing mail in your residential mailbox. If you use the red flags found on some mailboxes to alert your mail carrier of outgoing mail, you are also alerting potential thieves that outgoing mail is in the box.

• If regular bills or statements stop reaching you, contact the company immediately.

• If you stop receiving mail, call the post office immediately. Some criminals are able to forge your signature and have your mail forwarded elsewhere for the purpose of obtaining information that will allow them to apply for credit in your name.

• If you’re told of a forwarding order placed on your mail without your knowledge, go to the post office to check the signature and cancel the order. Ask the post office to track down the forwarded mail – it can remain in the postal system for up to 14 days, so it may not yet have landed in the criminal’s hands.

Telephone safety

• Don’t give your account number over the phone unless you initiated the call.

• When you purchase by phone, for maximum security, use a corded, rather than cordless phone.

• If you’re contacted by a telephone salesperson (or “telemarketer”), ask questions. The fewer questions a telemarketer can answer, the less likely that it’s a legitimate business. Write down the name, address, and phone number of the businesses or organizations that contact you. Ask for the names of other customers who can tell you about their experience with the business or organization.

Online safety

• Don’t send identifying personal information, such as account numbers, credit card numbers, or PINs via email.

Financial institutions will never send you an email asking for this type of information.

• Select one credit card with a low credit limit to use for all your online purchases. Tell your credit card provider that you do not want them to raise the limit on this card without your prior written permission.

• Don’t download files from strangers or click on hyperlinks from people you don’t know.

• Install a firewall on your computer. Equip your computer with virus protection software and update it regularly.Run a spyware program weekly.
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• If you use your credit card to make purchases over the Web:

1. Be sure to make secure transactions. This means using a secure Web browser that keeps your information safe by encrypting it, that is, writing it in secret code.

2. Make sure there is secure transaction symbol displayed at the bottom corner of your Web browser.

3. Log off completely from any site after you have made an online credit card transaction. If a “log off” feature is not provided, shut down your browser to prevent unauthorized access to your personal data.

If someone’s asking you to buy…

• Unless you initiated the contact, never give out confidential information (such as account numbers, Social Security number, or mother’s maiden name) to anyone.

• Be cautious when you receive offers to buy over the telephone, by mail, or on the Internet. Be especially careful about deals that sound too good to be true. Some of these offers may be illegal scams designed to cheat you. Don’t respond to calls or emails requesting your account information to “award a prize” or “verify a statement.”

• Beware of high-pressure sales people, especially if they tell you the sale must be made now.

• When in doubt, consult the Better Business Bureau or the U.S. Postal Inspection Service.

Home safety

• Be wary of strangers you allow into your home. Don’t leave sensitive information, credit cards or checkbooks lying around.

• Store your new and cancelled checks securely.

• Keep your Social Security card in a secure place.

• Photocopy your driver’s license, credit cards, car registration, Social Security card and other identification, and keep the copies in a safe place.

• Shred unnecessary financial documents, old bank statements, invoices, and unwanted pre-approved credit offers. If possible, buy a shredder and mix the shredded paper thoroughly before throwing it out.

Monitor your financial activity

• Review your account statements as soon as you receive them. Notify the financial institution immediately if you notice errors or unauthorized activity.

• If your account statement is late in arriving, call your financial institution to find out why.

• Consider signing up for online banking. This will allow you to monitor your account activity at any time.

• Never tell anyone your online banking password and change it periodically.

• Check your credit report for accuracy at least twice a year. If a report lists unfamiliar accounts with large credit lines, you may be a victim of identity theft. Also review the “Inquiries” section of your reports. It tells you who has reviewed your credit history. If a car dealer in another part of the country has pulled your credit report, for example, you may be the victim of identity theft.

If you become a victim of identity theft:

• Contact your financial institution and credit card issuers immediately and alert them to the situation.

• Contact one of the three major credit bureaus and discuss whether you need to place a fraud alert on your file.

This will help prevent thieves from opening a new account in your name.

• Here is the contact information for each bureau’s fraud division:

• Equifax 800-525-6285

• Experian 888-397-3742

• TransUnion 800-680-7289

• Report all suspicious contacts to the Federal Trade Commission at www.consumer.gov/idtheft or by calling 1- 877-IDTHEFT.
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What is “phishing”?

• Some criminals send emails directing you to phony Web sites for the purpose of stealing your confidential financial information. The email will probably warn you of a serious problem that requires your immediate attention. It may use phrases such as “Immediate attention required” or “Please contact us immediately about your account.

• These emails, called “phishing,” usually contain a link that sends you to a counterfeit Web site that is made to look like that of your own bank or that of a merchant.

• If you did not initiate the communication, don’t respond. If you provide the requested information, you’re likely to find yourself the victim of identity theft.

• Notify the financial institution yourself if you believe the source of the email was not legitimate.

What is “skimming”?

• Skimming is a form of financial fraud where criminals copy the magnetic stripe encoding from your credit card using a hand-held device called a skimmer, which resembles an ATM keyboard. Each skimmer can hold data from hundreds of different credit cards.

• Once your credit card has been swiped through the device, the thief has the information needed to make a counterfeit card.

• Thieves often sell the data to other people. The data can be downloaded into a computer and emailed anywhere around the world and is used to make counterfeit credit cards.

• Restaurants are a common location for skimming. The skimmers can be used out of your sight when your server takes your credit card to pay for your meal. To avoid skimming, try to either watch the server process your transaction or take your credit card to the cashier yourself. Also, monitor your credit card statements carefully and report any unauthorized activity immediately
