Indiana Department of Financial Institutions 

STUDENTS AND CREDIT CARDS
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A mini-lesson for:
high school students 

college students 

high school teachers 

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

OBJECTIVES
Learners will:

· explain the advantages and disadvantages of credit cards 


· evaluate credit card choices 


· learn to use credit cards responsibly 

Do you understand what credit is and how to use it wisely? Like many of today's teenagers and college students, you appreciate the convenience and relative safety of credit cards. But you probably also know that credit cards can cause serious problems for young people that can plague them for years to come. Like everyone else, young and old alike, you are probably being bombarded with credit card offers, and yet you may not know how to select and manage these avenues for convenient buying. You may not realize what problems you can create for yourself when you choose to use "plastic." Knowing some simple "rules of the road" about selecting and using credit cards can help you avoid credit card problems.

Also see our Mini-Lessons on Credit Cards and How to Choose a Credit Card.

PARENTS CAN PREPARE KIDS TO USE CREDIT WISELY

Abstinence is the best policy for teens and credit, but parents can't assume kinds will agree.  Here's how to prepare kids to use credit wisely:

(  Set a good example.  It's never too early or too late to encourage saving and living within one's means.  Teach kids frugal habits, such as how to shop and cook.

(  Co-sign for a starter card while teens live at home so you can review and discuss charges and instill the habit of paying them in full each month.

(  Teach kids how to decipher a credit card statement, particularly what interest rate is being applied and how charges are calculated.  Make them read the fine print, where it may say, for example, that if they miss a payment, the interest rate goes up.

(  If you object to credit card soliciting on campus, let your child's school know.

(  Make sure kids know that if they do get into debt, you'll help them find a way out.  Two good counseling services:  The National Foundation for Credit Counseling, 800-388-2227; http://www.nfcc.org  and Myvesta.org, 800-680-3328; http://www.myvesta.org,
Advantages and Disadvantages
Credit is a contract based on your promise to pay in the future for goods and services you receive today. The advantages of credit cards are significant, and "plastic" can be an important resource in your money management plan. Credit cards offer protection against theft of your cash. You can purchase the products and services you need when you need them, even if you do not have the cash in your pocket. Credit cards are very helpful in emergencies, and many parents actually prefer that their students carry a credit card to pay for such essentials as gas, repairs and towing. They feel more comfortable knowing that their young adults have the ability to take care of any emergency quickly with a credit card. Also, you can become a better money manager as you learn to use credit responsibly. 

There are disadvantages, however, to using credit. When you carry a credit card, it is easy to buy beyond your means, to spend so much that you cannot meet the bill when it is due. When you carry a credit card, it is very easy to buy on impulse and forget you are spending future income, money that you do not yet have (and may not have in time). Moreover, if you only pay the minimum balance each month, you may be surprised to find out how many years it will take to take to pay off the balance. Interest charges really add up to increase significantly the "bottom line" of the total of what you must pay. Also, it is rarely wise to buy something that will wear out before you finish paying for it, such as a vacation or a used bicycle.

Working Teenagers and Students

In order to get a credit card in their own name, students must be 18 years old and have an income. According to U.S. News & World Report, approximately one half of all 16 to 19 year olds have part-time jobs. They spend or influence their families to spend $109 billion for consumer purchases such as, clothes, health and beauty products, snack or fast foods, videos, computers and computer software. The teen market continues to grow as the baby boomer's children become adolescents. Students are advertising targets for manufacturers, so it is important that you understand how to use credit wisely, particularly credit cards.

How To Obtain A Credit Card
If you have not established credit, several options can help you obtain a credit card:

· Have a parent or legal guardian arrange for you to have a supplemental card. Your card will be billed to their credit card account. 


· Have a parent or legal guardian cosign your credit card application. If you are unable to pay the monthly bill, then your parents must assume responsibility for the repayment. 


· Open a saving and/or checking account at a bank or credit union and agree to maintain one month's credit limit in a savings account. Then if you do not pay your monthly payment, the bank will remove the money from your account. 

Types Of Credit And Credit Cards

Two basic types of credit are secured and unsecured. Secured credit means that the product you purchased, such as a car, appliance or furniture, serves as collateral to guarantee the debt. If you do not make a payment, the creditor can legally take possession of the product.

Unsecured credit is based on your promise and signature to repay the debt without committing your savings or other collateral as a guarantee. Credit cards can be either secured or unsecured. Most credit cards are unsecured.

See our Web Site on Secured Credit Card Scams at http://www.in.gov/dfi/education/SecCrScm.html
Types of credit cards:

· Travel and Entertainment cards, such as American Express or Diner's Club. They are usually not available to students because they are used by businesses and consumers for travel and entertainment expenses and have an annual fee. 


· Bank cards, such as MasterCard, Visa, Discover and Optima. These credit cards are sponsored by individual banks and are considered all purpose cards since they can be used to pay for a variety of goods and services. Each bank decides credit limits, annual fees, terms and conditions. 


· Company or Retail Store cards, such as Sears, J.C. Penney, Shell or Mobil. These cards are used in the retail store or gas station and have no annual fee. They may have a higher interest rate than a bank card and the terms and conditions of these cards vary widely. 

Credit Record
The way you use credit will effect your credit history and a negative credit history is a serious liability. Your credit history is maintained by credit bureaus in the form of a credit report. This credit report is a record of your credit use. Your credit history will be reviewed by employers, insurance companies, apartment managers and businesses for consumer products, such as cars or furniture, and your record follows you wherever you go. The credit reporting system works so efficiently that creditors can obtain information on any consumer that uses credit within minutes.

Maintaining a positive credit history is an important responsibility. The responsibilities of credit start as soon as you receive, sign and use a credit card. It is important to know what terms and conditions you have agreed to and the interest charges that will be added to your bill, if you cannot pay the balance each month. 

Choosing A Credit Card
Credit card companies will actively seek you as a credit card user as soon as you are 18 years old. They know that consumers tend to stick with their first credit card and college students have good employment prospects. It is not as simple as choosing a card with the best bonus or rebate. You need to carefully evaluate all the terms and conditions for each card you are considering, especially if you know that sometimes you will not be able to pay the full balance. It is smart to pay the least amount of interest.

Before you select a credit card, it helps if you have a budget that identifies your income and expenses. A mini-lesson titled, A College Student Budget, can help you design a personal budget. Also, you need to understand who will be responsible for your credit card bills, you or your parents. Maybe your parents will be responsible for certain purchases, such as books, clothes and food, and you will have to pay the rest of the credit card bill. With this information, you should be able to determine how much you can spend each month with a credit card.

See our Web Site on How to Choose a Credit Card at http://www.in.gov/dfi/education/CHOOSECD.htm
See our Web Site on Choosing a Credit Card at http://www.in.gov/dfi/education/chcrcare.htm
Also see our Other Web Sites on Credit Cards at http://www.in.gov/dfi/education/CIcredit_card_infor.htm  

Costs Of Credit
The credit application or contract will disclose the terms and conditions for the credit card use. The following terms and conditions will effect the total cost of credit:

Annual Fee  — A yearly charge similar to a membership fee, usually ranges between $0 and $50. 

Annual Percentage Rate  — The APR is the cost of credit expressed as an (APR) yearly rate. 

Finance Charge — The dollar amount paid to use credit, includes interest and all charges associated with the transaction. 

Grace Period — The grace period is the number of days you have before a credit card company starts charging interest on new purchases. Not all credit cards have a grace period. 

Periodic Rate — The interest rate the card issuer applies to your outstanding account balance to figure the finance charge for each billing cycle. 

Transaction Fees — Some credit card issuers charge a fee for a cash advance, a late payment or exceeding your credit limit. There may be a monthly fee if you do not use your card. 

Calculation Of The Finance Charge
Because there can be a significant difference in the total amount of finance charges among various cards, it is important to know how the interest rate is calculated. The credit card company will use one of three methods:

Average Daily Balance Method

This is the most commonly used method. You are given credit for your payment from the day the credit card issuer receives it and the interest in calculated on the basis of the average amount owed during the previous month.

Adjusted Balance Method

This method is the most beneficial to the consumer and produces the lowest finance charges. The balance is calculated by subtracting the payments and any credits from the balance you owe at the end of the previous billing period.

Previous Balance Method

This is the most expensive method. The finance charge is calculated on the balance owed at the end of the previous billing cycle. Payments, credits and new purchases made in the current billing cycle are not included.

As you evaluate new credit card offers, look for the best deal for your current situation. As your financial circumstances improve, you may qualify for more favorable rates.

Credit Card Evaluation
The following factors should be considered to help you select the best credit card:

· The credit card interest rate -- look for a low interest rate but remember that the interest rate is not fixed. 


· The balance calculation method - helps you determine the total cost of credit. 


· All charges and costs - some companies are adding other fees, such as late payment fees if your payment arrives after the due date or transaction fees every time you use the card. Also grace periods are shrinking with some cards. Companies generally start the grace period at the time the purchase is posted to your account. However with some cards, the grace period can start on the day of purchase. 


· Services and features available - such as rebates, cash-back incentives or extended warranties. These features should also be evaluated in terms of the extra credit costs to you. 

Read each credit contract carefully, be sure you understand all the terms, costs and conditions. The lender will give you a credit limit. However, it is more important for you to look at your finances and decide for yourself what an appropriate credit limit would be. Decide how many and what type of credit cards would best suit you needs.

Credit Availability
Your credit availability will depend on the following considerations:

· Age. You must be 18 to obtain a credit card (unless you have a cosigner). 


· Income. You must have an income or assets. 


· Amount. The amount must be realistic, based on your income and any credit you already have. 


· Purpose. It should be for a good reason, such as a student loan. 

Credit Card Responsibilities
With your first purchase on a credit card, you have entered into a legal agreement with the credit card company. You then must understand and abide by the terms and conditions of the agreement. Some other responsibilities are:

· keep your cards with you or in a safe place 


· do not give your credit card number to friends 

· before signing receipts, verify for accuracy 


· destroy all carbon copies 


· keep all receipts to check against the billing statement 

· inform the credit card company immediately if you lose your credit card 


· become familiar with the consumer credit laws that protect you. A mini-lesson titled Women and Credit Laws will give you information about the key provisions. 

Most students, whether high school or college, feel that they are capable of managing their own lives. You want to be independent of your parents. To do this you must demonstrate that you can be a responsible money manager. Using a credit card can either increase or decrease your spending power, so if you learn how to plan your credit use then you will maximize your spending power. While in college, you may want to obtain at least one credit card so that you can begin to establish a credit history and you have a way to cover most emergencies. As you show responsible use, you will establish a positive credit history and can use credit as an effective tool rather than an expensive financial trap.

See Indiana Department of Financial Institution's Web Site: http://www.in.gov/dfi/education/end.htm.
DISCUSSION QUESTIONS AND TOPICS

1. What are the advantages and disadvantages of credit? 





2. What are the two types of credit and how are they used? 





3. Why do think students should have a credit card? 





4. What costs are involved with credit cards? 





5. Which method of computing finance charges is the worst? Why? 





6. Why is it important to shop for credit? 





7. What factors should you consider when shopping for credit? 





8. How can you obtain a credit card? 





9. What are the important factors to consider when selecting a credit card? 

ACTIVITY

Obtain credit card applications from three different sources, preferably from the three types of credit cards. 

Evaluate each card.  

Explain and compare the costs involved with each card.

Give students a copy of our Brochures.

SOURCES OF ADDITIONAL INFORMATION 

Articles

Giving Credit to Teenagers from Need To Know, Corcoran, Monica, Worth Magazine, p.24, (July/August 1994).

A New Campus Stalker: Credit-Card Companies from Your Money Monitor, O'Connell, Vanessa, Money Magazine, p. 40, (September 1994).

Pamphlets - Internet

College Students and Credit

Credit Cards, What You don't Know Can Cost You

Establishing Credit For The First Time 

Secured Credit Cards: Selecting The Best One For You

Available from BankCard Holders of America for $1.00 each:

Bankcard Holders of America

Customer Relations

524 Branch Drive

Salem, VA 24153

A Teen's Guide to Money

Available free from:

CUNA (Credit Union National Association)

Mutual Group's Member Education Department

5910 Mineral Point Road

P.O. Box 391

Madison, WI 53701

Building A Better Credit Record

Choosing and Using Credit Cards

Credit and Your Consumer Rights

Secured Credit Card Marketing Scams

Using Plastic: A Young Adult's Guide to Credit Cards

Available free from:

Federal Trade Commission

Distribution Office, Room B-3

Washington, DC 20580-0001

Internet: http://www.ftc.gov
Credit Guide

Available free from:

Federal Reserve Bank of Chicago

Public Information Center

P.O. Box 834

Chicago, Illinois 60690-0834

Understanding Credit Card Costs

Consumer Action

116 New Montgomery Street, #233

San Francisco, CA 94105

ECONnections (Adobe):

Consumer Credit Buy or finance - http://ecedweb.unomaha.edu/lessons/buy9-12.pdf 

Basics of Interest Rates - http://ecedweb.unomaha.edu/ve/library/BOIR.PDF 

ABCs of Figuring Interest - http://ecedweb.unomaha.edu/ve/library/ABFI.PDF 

How to Establish and Use Credit - http://ecedweb.unomaha.edu/ve/library/HTEU.PDF 

Videos

Addicted to Debt: You are In Charge. Creative Educational Video, 69th Street, Lubbock, Texas 79424. Telephone: 1-800-922-9965. (1996). $99.00. This video is directed to teens and explains why debt is a part of American life. There is also a debt quiz to use for discussions and a curriculum guide. Focus on credit use and decision making process.

Credit Ready: Five Essential Lessons Before Starting to Use Credit. American Express Company, 1020 19th Street NW, Suite 600, Washington, DC 20036. (1995). Free. Five learning capsules help high school students decide if, when and how credit can be useful. Capsule topics are:

1. Credit: What's It Worth To You? 

2. Credit Choices: What's Right For You? 

3. Qualifying For Credit: What Do You Have To Do? 

4. Your Credit Report: What's In It, Who Sees It? 

5. Taking Control of Credit: How Can You Avoid Trouble? 

Credit Pulse. Discusses the credit process and its benefits in a news magazine format. Industry representatives discuss various topics including accuracy, privacy and consumer credit counseling. (ACB, 1991) $25 video.

Inside Credit: Three Stories. Real-life stories of three people in different credit situations: borrowing money for the first time to buy a car, dealing with creditors during unemployment, and borrowing money to repair a home. Includes interviews with loan officers to explain how the credit process works. (AFSA, 1991) $29.99 for purchase of 26 min. video or free loan.

CONSUMER EDUCATION RESOURCES

Each resource item below has a bold code inside parentheses that corresponds with a source listed at the end of this publication. To order an item, contact the source using the address or phone number provided. Numbers following a pound sign indicate the order number for the item. Titles with an asterisk (*) are available in both English and Spanish. A customized list of materials in other languages is available upon request. For further credit education information, call the Consumer Credit Education Hotline: 800-336-NICE(6423) between 8 a.m. and 5 p.m. Eastern Time, Monday through Friday.

General

Publications

Buying and Borrowing: Cash in on the Facts. Sections include: solving credit problems, buying on layaway, buying on credit, cosigning a loan, getting warranty protection, shopping by phone and mail, and how to get other information from the Federal Trade Commission. Special attention is given to credit protections. (FTC, 1986) Free 11pp.booklet.

Choosing and Using Credit Cards. Charges and terms to be considered when choosing a credit card including how card issuers figure balances for finance charges. Summarizes federal protection regarding billing, unauthorized charges and purchase disputes. Provides addresses where to go for help. (FTC, 1991) Free 4 pp. brochure.

Credit Do's and Don'ts. Lists advantages and disadvantages of using credit, the sources of consumer credit, how to compare costs, and how to manage credit cards. Also highlights key point on credit agreements, contracts, reducing credit costs, and what to do if you can't pay your bills. (CA-CES, 1992) $ 1 for 12 pp. booklet.

Credit Education: Strategies for Success (Volume 1) Highlights of projects from the first two years (1991-1992) of the four-year National Coalition for Consumer Education/AT&T Consumer Credit Education Fund. Presents insights, steps and strategies for creating a successful program. (NCCE, 1994) Free with self-addressed 10" x 12" envelope.

Credit Help: Names and Numbers to Know. Names and addresses for organizations that sell credit card lists, maintain credit reports, track and assist with credit card fraud and provide debt counseling. (NICE, 1994) Free 6 pp. brochure.

Downsize Your Debt: How to Take Control of Your Personal Finances. Hundreds of ideas for saving when borrowing money. Points out the most common and costly mistakes borrowers make. Tells how to establish/protect a good credit history, manage credit, fix a damaged report, reestablish credit, and negotiate with creditors. Among the other topics covered: affinity cards, kids and credit, loan options, home-equity loans, refinancing, downsizing debt, credit fraud, credit rights and what to do when payments are a problem. (PEN, 1993) $ 10 for 297 pp. book.

How to Establish and use Credit. Explains factors that determine whether someone is a good credit risk and how to build a credit history. Warns of the dangers of credit and provides two rules of thumb indicating credit problems. (FRB-P, 1987) Free 8 page brochure.

A Plain English Dictionary of Credit Terms. Definitions of common credit terms with tips on how to use credit wisely. (AE, 1993) Free 18 pp. brochure.

Smart Credit Quiz. Ten multiple choice questions focus on legal rights, handling credit problems and maintaining a good credit history. (MC-2, 1993) Free 4 pp. brochure.

Take Charge of Your Credit: A Guide to Consumer Credit Education Resources. A list of credit education materials designed for consumers. Includes materials from government and non-profit organizations. (NICE, 1993) Free 12 pp. brochure with self-addressed, stamped, legal-size envelope.

The Ultimate Credit Handbook: How To Double Your Credit, Cut Your Debt And Have A Lifetime Of Great Credit. A comprehensive guide to saving money on credit, what's in a credit file, getting out of debt, improving a damaged credit rating, and solving credit problems. Includes consumers' rights under major credit protection laws. (PB: Gerri Detweiler, 1993) $10 plus $3 shipping for 293 pp. book. Also available in local bookstores.

What Every Cardholder Should Know: Credit Card Basics. Brief overview of credit cards that explains credit terms. Emphasizes building and maintaining a good credit history. Lists the national credit bureaus and items contained in a credit report. Also has seven quick tips to prevent fraud or theft. One paragraph promotes the MasterCard network of ATM's. (MC, 1993) Free 10 pp. brochure.

What Every Consumer Should Know: Credit Card Options. Introduction to how a secured credit card works and who might need one. Explains how these cards differ from cards that do not require a deposit. Lists 13 questions to ask when applying for a credit card. Also provides tips for establishing a good credit history. Promotes list of institutions issuing a secured MasterCard (MC, 1993) Free 10 pp. brochure.

Slides

Are You Credit Wise? (#87/110) The advantages and disadvantages of using credit, as well as the types of credit agreements, where credit is available, and clauses to be aware of in credit contracts. (VML, 1987) $48 for purchase of 56 slides and script. Rental is $7 in CA ; $10 out of state.

Software

Credit Smart. Fifteen questions on credit from the CFA/TRW National Consumer Competency Test in quiz format. Useful for independent study or to encourage group discussion. Developed by AT&T Universal Card Services, Inc. (NICE, 1992) $10 for IBM compatible computer disk.

Mixed Media

CreditBasics: the Abc's of Managing Our Credit. Designed for limited resource families, lessons address buying on credit, using credit wisely and solving problems. (NY-CES-S, 1992) $20 for 10 pp. teaching guide (3 lessons) with 3 videos (4-6 min.each). $5 extra for kit with both English or Spanish versions.

Credit Tool or Trap. Five units on credit selection, common credit problems, the importance of a good credit rating, what to do if payment is a problem and bankruptcy. Focus is on credit cards and installment loans. Includes masters for student worksheets and overheads. (NBD, 1989) $35 for 50 min. videotape (divided into five segments) and 71 pp. teacher guide. Distribution limited to FL, IL, IN, MI and OH. Also available in Arabic.

How to Use Credit Wisely. Content covered includes types of credit, credit worthiness, shopping and applying for credit, credit problems, and consumer rights. Has information on home mortgages as well. Includes duplication masters for student activities, transparencies and tests. (ICA, 1991) $39.95 plus $3 postage and handling for 220 page teacher guide. $2 for 48 pp. student booklet with quantity discounts available. Student booklet available in Spanish.

Understanding Credit. Introduces the basics of credit through a series of interviews with a financial counselor, banker, a credit bureau director, and the Iowa State Attorney General. Coverage includes credit uses, the application process, credit bureau activities, and legal protection for credit customers. Part I of a two-part series designed for training volunteer credit counselors but suitable for other uses. Part II, Solving Credit Problems: Debt Collection Process, tells what to do when facing financial difficulty. (IA-CES, 1990) Cooperative Extension personnel pay $39 to IA-CES for each part. Others order from MRI and pay $75.95 for Part I (25 min. video) and $79.95 for Part II (15 min. video). Teaching guide and reproducible masters available for no extra cost. 

Using Credit Wisely. Covers how much credit consumers can afford, types of credit and comparison shopping plus the basics of money management including handling conflict and planning spending. Final section covers handling credit problems such as billing errors, late payments and bankruptcy. (WI-CES, 1987) $5 plus postage for each unit or $15 for complete set of 3 units. Each independent study unit contains a 50 page workbook and two audio tapes.

You're Accountable. An overview of saving, spending, and borrowing in an economic context. Worksheets for comparing saving/checking accounts, saving for a goal, credit scoring, etc. (NY-CES, 1987) $60 for 36 pp. teacher guide with worksheets and 50 min. video tape.

Financial Responsibility Education Action Kit And Wise Use Of Credit (Video). Reproducible materials on credit for community educators focus on how to shop for credit and wise use of credit. Videotape discusses credit use and how to save money. Resource list also provided. (AE, 1994) Free kit . Video is closed captioned for the hearing impaired.

APPLYING FOR CREDIT AND CONTRACTS

Publications

Do You Need Credit? The how to's of establishing, qualifying for, and applying for credit. Also explains why credit is denied, what a credit bureau is and how to maintain a good credit record. (NFCC, 1991) Free 8 pp. brochure in limited quantities.

Equal Credit Opportunity. Checklist of rights when applying for credit and where to complain if discrimination is suspected. (FTC, 1992) Free 4 pp. fact sheet. 

How the New Equal Credit Opportunity Act Affects You. Explains consumer rights under the Equal Credit Opportunity Act. (FRB-P, 1986) Free 8 pp. brochure.

Scoring For Credit. An explanation of credit scoring and how it is used to determine a good credit risk. What happens if credit is denied. (FTC, 1986) Free 2 pp. brochure.

What To Do If You're Denied Credit. How to check out and correct credit records with reference to rights under the Equal Credit Opportunity Act. Brief mention of what to do if an entry is not correct. (AARP, 1988) Free 10 pp. brochure.

CREDIT OPTIONS AND COSTS

Publications

Abc's Of Figuring Interest. Explains different methods of calculating interest: simple interest, add-on interest, discount and compound interest. Compares loans with a declining balance versus those which use the "Rule of 78ths." Briefly mentions mortgage points and required (compensating) deposit balances. (FRB-C, 1992) Free 16 pp. booklet.

Acquiring Credit. Formulas to determine APR and total finance charge in dollars. Brief discussion of types of credit cards and loans, qualifications for credit, plus pros and cons. Ends with a checklist of what should be on a contract and debtor obligations after signing. (MD-CES #434, 1986) Free 4 pp. fact sheet.

All Credit Cards Are Not The Same. Factors to consider when shopping for a credit card: grace period, fees and minimum payments. Shows the cost of credit when minimum payments are made for varied periods of time at different interest rates. (AE, 1992) Free card with sliding panel.

The Arithmetic Of Interest Rates. How to calculate interest rates and monthly payments on loans. Provides tables for determining loan finance charges and the future value of a dollar saved. (FRB-NY, 1984) Free 34 pp. booklet.

Calculate The Cost Of Credit. Financial table for calculating monthly payments and total interest paid on a loan. Also has a checklist of danger signals and tips on what to do if you are in trouble. (CUNA, 1987) $12 per 100 copies of 10 pp. brochure.

Credit Cards What You Don't Know Can Cost You. Reveals seven credit card cost secrets: cash advance gouging, misleading interest rates, costly balance calculation methods, backdated interest charges, phantom grace periods, endless repayment periods, and nuisance fees. Offers tips on how to reduce credit card costs. (BHA, 1992) $25 for 44 pp. report. Non-profit organizations pay $10.

Credit Decisions. Focuses on how much credit you can afford and loan options. Tables provided can be used to determine personal credit limit and compare cost of loans. (NY-CES #322TOP12, 1988) $1 for 4 pp. brochure.

Exactly How To Get A Low Interest Credit Card. Report on a survey of banks issuing low-rate credit cards asking what criteria banks use to evaluate applications. Details the profile of an applicant almost certain to be accepted for one of these cards. Includes a list of low-interest-rate banks and finally, details steps to follow to improve the likelihood of getting one of these cards. (BHA, 1993) $ 5 for 28 pp. booklet.

How To Choose A Credit Card. How to comparison shop for a credit card. Uses a question and answer format, for example: 1) How much am I paying for credit? 2) How can I eliminate interest payments? 3) Should I go for gold? Step-by-step instructions help determine what type of card is most suitable to the user's credit use profile. (BHA, Updated Regularly) $ 1 for 5 pp. brochure.

Paying A Loan Off Early: Things You Should Know. Introduces three methods of determining the early pay-off figure on loans: Rule of 78ths, Actuarial Method and Daily Simple Interest Method. A chart presents the monetary difference between the first two methods. (FRB-P, 1989) Free 8 pp. brochure. 

Sizing Up A Cheap Loan. Table for comparing the cost of low-interest financing offered by manufacturers. Also can be used to determine whether low-rate financing is a better value than a rebate. (KIP, 1992) Free 1 p. chart with self-addressed, stamped, legal-size envelope.

Truth In Lending: What It Means To You. Describes federal protections pertaining to the cost of credit, theft and advertising. Also discusses the provision covering when your home is used as security. (FDIC) Free 4 pp. booklet.

Teaching Guide

Instructors Guide -- Comprehensive Credit Manual. Designed for training of credit professionals and community presentations, the guide has 19 units covering these topics: social psychology of credit, economics of credit, strategic credit planning, staffing, basic types of credit, marketing, credit application process, credit scoring, credit reporting, detecting and preventing application fraud, operations, collecting accounts, Consumer Credit Counseling Services, credit controls, credit enhancements, health care credit and collections, credit legislation and regulation plus credit technology. (ICA,  1993) $ 149.95 for ICA members and $174.95 for non-members plus $10 shipping and

handling for two volume guide.

Video

Truth In Lending - Regulation Z. Discusses the Truth in Lending Law and how to shop wisely for credit. (FRB-D) Free 25 min. video on loan basis to educators within FRB Dallas District.

Mixed Media Personal Finance Templates. Common financial decisions are included. Credit templates help compare loans with different prices, interest rates, and repayment periods. Credit lessons are on buying a first house, comparing the cost of credit, credit savvy for new borrowers, and buying a car. (NY-CES, 1987) $35 for teacher guide with 14 lessons (3 on credit) and 12 computer software templates (1 on credit) used with Lotus 123 on IBM compatible.

Credit Protection Overview

Publications

Consumer Handbook To Credit Protection Laws. Detailed discussion of credit as related to protection: application, records and complaint advice. Includes a special section on electronic fund transfers. Has some general information on credit costs. (FRB, 1989) Free 44 pp. brochure.

Consumer rights. Summarizes the federal laws and regulations covering services offered by financial institutions including housing and privacy laws that have credit implications. Provides tips on how and where to file complaints. (FFIEC, 1990) Free 12 pp. brochure. 

The credit practices rule. Explains the federal law on consumer credit contracts. Discusses what provisions are prohibited, what notice must be given to co-signers and late charges. (FTC, 1992) Free 2 pp. brochure.

Your Legal Guide To Consumer Credit. Rights under federal law with a special section on bankruptcy and its alternatives. Resource list for filing complaints, credit counseling, etc. (ABA, 1988) $2 for 48 pp. booklet.

Slides
Using Credit -- You're Protected. An overview of credit laws and the protection they provide. (VML, 1987) $49 for purchase of 58 slides and script. Rental is $7 in CA and $10 out of state.

Credit Reports And Bureaus

Publications

Building A Better Credit Record: What To Do What To Avoid. How credit bureaus work and interpreting a sample report. Covers various topics dealing with problems: record errors and omissions, mounting bills, a poor credit history, credit counseling programs and credit repair companies. (FTC, 1988) Free 14 pp. booklet.

Fair Credit Reporting. A summary of consumers rights under the Fair Credit Reporting Act in question and answer format. (FTC) Free 2 pp. fact sheet.

Fair credit reporting act. Consumer rights under this federal law and how to deal with a reporting agency. English and Spanish text in one publication. (FDIC) Free 8 pp. booklet.

The Role Of Consumer Credit Bureaus. Explains what credit bureaus do and don't do. For example, bureaus are repositories for credit repayment information but they do not evaluate credit applications and make lending decisions. (TRW, 1993) Free two-page reproducible fact sheet.

Your Credit Rating. An overview of what credit files contain, who has access, how to check a report and correcting information. References rights under the Fair Credit Reporting Act and legal remedies when a reporting agency fails to comply. (FRB-P, 1989) Free 8 pp. brochure.

What is a consumer credit report? Tells what a typical credit report includes and does not include. Discusses credit information and public record information. (TRW, 1993)Free two-page reproducible fact sheet.

Miscellaneous

Publications

Buying On Layaway. How layaway purchase plans work and ways to avoid problems. (FTC) Free fact sheet.

Consumer Rights At The Cash Register. An alert on rights when making purchases at retail stores: the right to 1) refuse to provide a credit card number when paying by check, 2) refuse requests for a phone number when paying by credit card,  and 3) charge low-cost items on a credit card. (BHA) $3 for brochure and wallet card.

Credit Cards and Charge Accounts Register. A form to record information on credit cards and charge accounts in case a card is lost or stolen. (AR-CES, 1990) Free 2 pp. brochure.

How To 'Opt Out Of' Direct Marketing Lists. How to deal with unwanted phone and mail solicitations. Points out the advantages of having a name on mailing lists, then provides addresses to have name removed if a consumer still decides to opt out. (TRW,1994) Free two-page reproducible fact sheet. 

The Student Guide: Financial Aid. Describes federal grants and work/study programs as well as loans for college, vocational and technical school students. (CIC, 1992-93) Free 58 pp. booklet.

With Rent to Own Your Paycheck's Blown! An expose on rent to own deals. Reports the costs of these plans and alternatives including cash, credit cards, and retail store cards. Tells what happens if a contract is not paid in full and where to get help in New Jersey. Though state specific, this is a good model for other states. (NJ-CL, 1991) Free 4 pp. brochure. 

SOURCES

AARP AARP Fulfillment Desk 601 E. St., NW Washington, DC 20049 

ABA American Bar Association 750 North Lake Shore Drive Chicago, IL 60611 Phone:

312-988-5727

ACB Associated Credit Bureaus, Inc. Member Services Department 1090 Vermont Avenue, NW,

Suite 200 Washington, DC 20005 Phone: 202-408-7413

AE Office of Public Responsibility American Express Company World Financial Center New

York, NY 10285-4850 Fax: 212-640-4443

AFSA AFSA Credit Education Foundation Central Orders Desk 919 18th Street, NW

Washington, DC 20006 Phone: 202-296-5544

AR-CES Cooperative Extension Service University of Arkansas, P.O. Box 48 N.E. Research

& Extension Center Keiser, AR 72351

BHA Bankcard Holders of America 6862 Elm St.Ste. 300 McLean, VA 22101 Phone:

703-917-9805

CA-CES Cooperative Extension Service-California University of California 139 Highlander

Hall Riverside, CA 92521 Phone: 714-787-5241

CIC Consumer Information Center Pueblo,

CO 81009

CUNA Credit Union National Assoc., Inc. P.O. Box 431 Madison, WI 53711 Phone:

800-356-9655

FDIC Federal Deposit Insurance Corporation Office of Consumer Affairs 550 17th Street,

NW Washington, D.C. 20429 Phone: 800-424-5488

FFIEC Federal Financial Institutions Examination Council 1776 G Street, NW, Suite 850B

Washington, D.C. 20006 Phone: 202-357-0177

FRB Board of Governors of the Federal Reserve System Publication Services, MS-138

Washington, D.C. 20551 Phone: 202-452-3244

FRB-C Federal Reserve Bank of Chicago P.O. Box 834 230 LaSalle Street Chicago, IL 60690

Phone: 312-322-5111

FRB-D Federal Reserve Bank of Dallas Public Affairs Department, Station K Dallas, TX

75222 Phone: 214-651-6289

FRB-NY Federal Reserve Bank of New York Public Information Department 33 Liberty Street

New York, NY 10045 Phone: 212-720-6134

FRB-P Federal Reserve Bank of Philadelphia Public Information/Publications P.O. Box 66

Philadelphia, PA 19105-0066 Phone: 215-574-6115

FRB-R Federal Reserve Bank of Richmond Public Services Department P.O. Box 27622

Richmond, VA 23261 Phone: 804-697-8109

FTC Federal Trade Commission Bureau of Consumer Protection Pennsylvania Avenue & 6th

Street, NW Washington, D.C. 20580 Phone: 202-326-2222

IA-CES HDFS Extension 170 LeBaron Hall Iowa State University Ames, IA 50011 Phone:

515-294-6568

ICA International Credit Association Box 419057 St. Louis, MO 63141-1757 Phone:

314-991-3030

KIP Kiplinger's Washington Editors Inc. Editors Park, MD 20782 Phone: 800-544-0155

301-853-8590

MC MasterCard International 888 7th Ave. New York, NY 10106 Phone: 212-649-5522

Tamara Nunez

MC-2 MasterCard International Phone: 800-999-5136

MD-CES Cooperative Extension Service University of Maryland 2309 Computer Science

Building College Park, MD 20742-2451 Phone: 301-403-4264

NBD National Bank of Detroit Public Affairs Division 611 Woodward Detroit, MI 48226

Phone: 313-225-3492

NCCE National Coalition for Consumer Education 43 Main St., Suite 201 Chatham, NJ

07928 Phone: 201-635-1916

NFCC National Found. for Consumer Credit 8611 Second Avenue, #100 Silver Spring, MD

20910 Phone: 301-589-5600

NICE National Institute for Consumer Ed. 207 Rackham Building Eastern Michigan

University Ypsilanti, MI 48197 Phone: 800-336-NICE 313-487-2292

NJ-CL Consumers League Education Fund 69 S. Fullerton Ave. Montclair, NJ 07042 Phone:

201-744-6449

NY-CES Cooperative Extension Service Cornell University, Resource Center 7 Business & Technology Park Ithaca, NY 14850 Phone: 607-255-2080

Credit cards are a great modern invention and are quick, convenient, and helpful in a wide variety of circumstances.  However, teens can be especially vulnerable to credit difficulties and need to be cautioned about the pitfalls of credit cards.  A credit card may seem like a "free ride" to many untried and unsuspecting young people and they end up accumulating a large debt long before they have the earning power to pay it off.

Around 6 million full-time college undergraduates now have credit cards.  It doesn't matter that they have no income or credit history; card companies figure they'll get a job that can pay the bills.  Parents don't have to cosign.   In fact, you might not even know your kids have cards.  But if they overspend, the card companies hope the parents will come to the rescue and pay the bill.  Some firms even ask for parental income on the student's credit-card application.

It pays students who use credit responsibly to get a student card.   They'll never get such easy credit again.  But some students get so far into debt that they ruin their credit rating before they graduate.  Two out of three undergraduates have at least one credit card and 27% of them have four or more cards according to a recent study by a national educational loan provider.  The average credit card balance for undergraduates is $1,879.

If your child gets a card, make sure he or she understands the significance of a clean credit history.  Also explain why it's important to pay more than the minimum every month.  The student who racks up a $1,000 credit-card bill in the freshman year and pays only the low minimum each month will finish a bachelor's degree, a master's program, and still need three and a half years to pay off that freshman spending spree.

Credit card applications have been invading the mailboxes of high school students too.

How to Help Prepare a Child for Credit Responsibility

(  Help teens set up a budget, open a checking account, and decide if or how credit cards can be used during young adult years.

  

(  Consider various credit companies before acquiring a card.  Read the contract carefully and talk with teens about terms and conditions found in the small print.

  

(  Show teens what happens to a balance if only the minimum amount is paid monthly.

  

(  Help them figure out how long it will take to repay the loan and what the actual cost of the item will be after all credit charges have been added.

  

(  Explain that if he/she pays late or less than the minimum, he/she can be penalized with fees (up to $30 per infraction) and a higher interest rate.  Discuss what may happen when dealing with collection agencies.

  

(  Keep a college student's credit limit low, $500 to $1,000, and instruct him/her to use the card only for emergencies.  Spell out what is/is not "an emergency."

 

(  Explain what the term "good credit rating" means,  what it is used for, and why it is important to maintain one in today's economy. Discuss the consequences of a bad credit rating.

  

(  Consider having the bills sent to your address so you can see they are paid on time. 

  

(  Tell your child to keep the card in a safe and secret place and to notify the card issuer immediately if it is lost or stolen. 

(  Recommend that students who choose to use credit cards limit themselves to one card and pay off the balance in full each month.

  

If Teen is Already in Trouble

If your child is already in trouble, don't delay action:

Call your child's creditors before he defaults to avoid negative marks on his credit report.  Ask them to lower interest rates or suspend new interest charges for six months.  Get the new terms in writing.

 

If you decide to pay off the balance, ask the creditor to remove any penalty or legal fees and all negative marks they've put on your child's credit report.  Before you hand over any money, get a letter confirming the agreed-upon amount is "payment in full" and that no further action will be taken.  Tip:  For help negotiating, call the nonprofit organization: Consumer Credit Counseling Services at 1-800-388-CCCS or visit Debt Counselors of America's web site at www.dca.org . 

  

Consider a debt consolidation loan only if it will lower the interest rate, not just the monthly payment. 

  

Check your child's credit report a few weeks later.  If there are negative remarks, send the credit bureau copies of correspondence confirming your agreement. 

  

Protect Your Child’s Privacy:

Call 1-888-466-6936 for facts every concerned parent needs to know about protecting their child's privacy.

  (    (    (    (    (    (    (    (    (    (    (    
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SHOP FOR YOUR CREDIT CARD

Smart consumers comparison shop when looking for credit such as a mortgage or an auto loan.  It is also a good practice to engage in when choosing a credit card.  The choices you make can save you money.

Shop among some of the credit card issuers listed in this brochure. Compare them with cards you already have and with offers you receive in the mail for the terms that best suit your spending and repayment habits. 

Key credit terms to consider in the credit card agreement are: 
Annual Fee - a flat, yearly charge similar to a membership fee. Many credit card issuers charge an annual fee for granting you credit, typically $15 to $55. Some issuers charge no annual fee.

 

Annual Percentage Rate (APR) - the cost of credit expressed as a yearly rate. 

 

Finance Charge - The dollar amount you pay to use credit. Besides interest costs, it may include other charges associated with transactions such as cash advance fees. 

Transaction Fees and Other Charges- Some issuers charge a fee if you use the card to get a cash advance, if you fail to make a payment on time, or if you exceed your credit limit. Some may charge a flat fee every month whether you use the card or not. 

 

Grace Period - A time, usually 25 days, during which you can pay your credit card bill without paying a finance charge.

  

Average Daily Balance - A balance calculation method most creditors use in calculating their finance charge. The average daily balance is calculated by adding each days balance and dividing the total by the number of days in the billing cycle. 

 

Adjusted Balance Method - This balance used to calculate the finance charge is derived by subtracting the payments you've made from the previous balance. This method is most favorable to the customer. 

 

CREDIT CARD FEATURES TO CONSIDER

 

Smart consumers find the best deal for their budgets and repayment styles. If you always pay your monthly bill/s in full, the best type of card is one that has no annual fee and offers a grace period for paying your bill without paying a finance charge. 

If you don't always pay off the credit card balance/s at the end of the month, be sure to look at the annual percentage rate. 

Example: 

	PRIVATE
Terms
	Card A
	Card B

	Average monthly balance
	$2,500
	$2,500

	APR
	x .18
	x .14

	Annual finance charges
	$ 450
	$ 350

	Annual fee
	+ $20
	-0-

	Total Cost
	$ 470
	$ 350


Other features to consider are enhancements to the credit card that the issuer offers. Enhancements can include cash rebates, purchase protections, warranty guarantees, and usage incentives such as frequent flyer miles.
CREDIT CARD PLANS 
The following credit card list is subject to change.  Readers are encouraged to contact the credit card issuer for current rates and to learn about their other credit plans.

Codes Used in the Credit Card Plan List: 

M = Master Card            F = fixed rate

V = Visa                         V = variable rate

N = national                    R = only in selected states

T = tiered pricing, different rates for balance levels

State abbreviation = only in state specified 

(G) = Gold Card  (P) = Platinum Card

	PRIVATE
Institution, 
Plan & Availability
	APR
	Grace Period
Days
	Annual Fee
	Telephone

	Abbott Bank,MC,N
	17.60V
	25 
	0
	800-426-6420

	AFBA Ind Bk, V, N
	VPrime +3.49
	25 
	0
	800-776-2265

	Amalgamated Bk, M, N
	VPrim + 4.5
	25 
	0
	800-723-0303

	Baybank, M, N
	16.90V
	0
	$21
	800-221-3393

	Capital One (P)
	9.9 Cash adv. 19.8
	25
	0
	800-822-3397

	Central Carolina, M, N
	VPrime + 2.5
	25 
	$29
	800-334-1073

	Chevy Chase Bk, V, N
	V Prime + 5.15
	25 
	$20
	800-937-5000

	Citibank, V, N
	V Prime + 9.4
	25 
	0
	800-950-5114

	Citizens TC, V, N
	V Prime +7.15
	25 
	0
	800-922-9999

	Columbus Bk, V, N
	14.9V
	25 
	12
	800-348-8900

	Crestar Bk, V, N
	V Prime + 6.9
	25 
	20
	800-368-7700

	FCC NB, V, N
	V Prime + 9.9
	25 
	0
	800-368-4535

	Fifth Third Bk, M, R
	V Prime + 5.9
	25 
	18
	800-472-3030

	1st of Am. Bk, M, N
	V Prime + 8.4
	25 
	0
	800-423-3883

	1st USA Bk, V, R
	13.99F
	25 
	0
	800-955-9900

	1st USA Bk, (P)
	9.99
	25 
	0
	800-294-2993

	GE Capital, M, N
	19.8F
	25 
	0
	513-677-6736

	Household Bk, V, N
	15.65V
	25 
	15
	800-477-6000

	Huntington Bk, V, IN (P)
	V Prime
	25 
	75
	800-480-2265

	Huntington Bk, V, IN (G)
	V Prime + 1
	25 
	49
	800-480-2265

	Huntington Bk, V, IN (G)
	V Prime + 4.49
	25 
	0
	800-480-2265

	Mellon Bk, M, N
	V Prime + 8.25
	20 
	35
	800-753-7011

	NBD, Skokie V, R
	V Prime + 8.25
	15 
	0
	800-766-4623

	Oak Brook Bk, M, N
	V Prime + 4.9
	25 
	17
	800-666-1011

	Peoples Bk, V, N
	13.90F
	25 
	25
	800-426-1114

	Providian Ban Cor, V, R
	13.9V
	25 
	0
	800-964-6000

	Pulaski Bank & Trust
	9.45
	25
	50
	800-980-2265

	Pullman Bank & Trust (G)
	VPrime +3
	25
	0
	800-785-5626

	Security NB, V, R
	12.87V
	25 
	18
	800-356-8085

	Simmons First Nat'l (G) 
	9.5
	25
	50
	800-636-5151

	Union Fed, V, IN
	11.5F
	25 
	0
	800-284-8835

	Union Planters, M,N
	V Prime +3.75
	25 
	29
	918-664-1400

	USAA Savings (G, P)
	VPrime + 1
	25
	45
	800-022-9092
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Most credit cards are unsecured.  However, there are three ways in which some credit card lenders take collateral.
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#1 Security interest in items purchased
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Some credit card lenders, usually store credit such as Sears, claim to take collateral in items purchased with their card.  This means that if you have problems making payments, those lenders may threaten to repossess property bought with the card.  In addition, personal property collateral may affect your rights if you later need to file bankruptcy.  

Most threats to repossess personal property are not carried out.   Nevertheless, it is a good idea to know whether the security interest exists. If it does, use another card in preference to that card whenever possible.

#2 Your bank account

[image: image9.wmf]
Another type of credit card taking a security interest involves card balances secured by a bank deposit.  The card allows you a credit limit up to the amount you have on deposit in a particular bank account.  If you can't make the payments, you lose the money in the account.

These cards are usually marketed as a good way to establish credit or to reestablish credit if you have had financial problems.  They may be useful to establish that you can make regular monthly payments on a credit card after you have had problems in the past.  

However, since almost everyone now gets unsecured credit card offers even after previous financial problems, there is less reason to consider allowing a creditor to use your bank deposits as collateral.  

It is preferable not to tie up your bank account or to pay interest to a lender for the privilege of establishing that you can afford to make payments.

[image: image10.wmf]#3 Home equity line of credit

Finally, there are increasing opportunities to obtain credit cards in connection with a home equity line of credit.  Each time you use the card, the balance is secured against your home.  

In many cases these are sold by home improvement contractors as a good way to pay for home improvements.  Sometimes the initial amount advanced on such a card is as much as your credit limit.

Home secured credit cards are almost always a bad idea.  You should always seek to avoid using high-rate credit secured by your home because the potential consequence of nonpayment if you have financial problems is loss of your family's shelter by foreclosure.  You will likely do better if you seek a more traditional home equity credit line from a bank at a lower rate of interest.

In general, all things being equal, you should seek and use credit cards which do not take collateral in preference to those that do.  Since interest rates on cards that do take collateral are typically just as high as those on cards that do not, the choice in favor of unsecured cards should be clear. 

   (   (   (   (   (   
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CREDIT CARDS THAT TAKE SECURITY INTERESTS
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If you're looking for credit, be wary of some "gold" or "platinum" card offers promising to get you credit cards or improve your credit rating. 

While sounding like general-purpose credit cards, some "gold" or "platinum" cards permit you to buy merchan-dise only from specialized catalogues. Marketers of these credit cards often promise that by participating in their credit programs, you will be able to get major credit cards (such as an unsecured Visa or MasterCard), lines of credit from national specialty and department stores, better credit reports, and other financial benefits. 

Rarely, however, can you improve your credit rating or get major credit cards by buying "gold" or "platinum" credit cards. Often the only major credit card you might get is a secured credit card that requires a substantial security deposit with a bank. In addition, many of these credit-card offers do not report to credit bureaus as they promise, and their cards seldom help secure lines of credit with other creditors. 

Such "gold" and "platinum" credit-card offers usually are promoted through television or newspaper advertisements, direct mail, or telephone solicitations using automatic dialing machines and recorded messages. People who live in lower-income areas often are the target of these sales pitches. 

Watch Out For... 
Be wary of "gold" and "platinum" card promotions that: 

Charge upfront fees, without saying there may be additional costs. Some "gold" or "platinum" card promoters charge $50 or more for their cards. Only after you agree to pay this fee are you told there's an additional fee, sometimes $30 or more, to get the merchandise catalogues. Yet, these catalogues are the only places you can use the cards. 

 

Use of 900 or 976 telephone exchanges. Ads for "gold" and "platinum" cards may urge you to call numbers with 900 or 976 exchanges for more information. You pay for phone calls with these prefixes -- even if you never get the "gold" or "platinum" card. The cost for these calls can be high. 

 

Misrepresent prices and payments for merchandise. You're not allowed to charge the total amount when you buy merchandise from "gold" or "platinum" card catalogues. Instead, you often must pay a cash deposit on each item you charge -- an amount usually equal to what the company paid for the product. Only after you pay your deposit can you charge the balance. Also, catalogue prices can be much higher than discount store prices. 

  

Promise to easily get you "better credit." Marketers of "gold" and "platinum" cards often claim its easy to get major credit cards after using their cards for a few months. In fact, the only major cards you usually can get through these marketers are secured. A secured card requires you to open and maintain a savings account as security for your line of credit. The required deposit may range from a few hundred to several thousand dollars. Your credit line is a percentage of the deposit, typically 50 to 100 percent. 

How To Protect Yourself 
Follow these precautions to avoid becoming a victim of "gold" and "platinum" card scams: 

(  Think twice about any offer to get "easy credit." 
Be skeptical of promises to erase bad credit or to secure major credit cards regardless of your past credit problems. 

There are no "easy" solutions to a poor credit rating that's based on accurate information. Only time and good credit habits will restore your credit worthiness. 

(  Investigate an offer before enrolling. 
Contact your local Better Business Bureau, consumer protection agency, or state Attorney General's office to see if any complaints have been filed against a particular promoter of "gold" or "platinum" cards. 

If a marketer promises that a card is accepted at certain retail chains, verify it with the stores. 

If a marketer assures you that reliable information about you will be reported to credit bureaus, call the bureaus to confirm that the merchant is a member. Unless "gold" or "platinum" card merchants are subscribers to credit bureaus, they won't be able to report information about your credit experience. 

( Be cautious about calling a 900 or 976 telephone numbers. 

Calls to numbers with 900 or 976 prefixes cost money. 

Don't confuse these exchanges with toll-free 800 numbers. If you dial a pay-per-call number mistakenly, contact your local phone company immediately. They may be able to remove the charge from your bill. 

For More Information 
Contact:  

FTC

Public Reference

Washington, DC, 20580;

(202) 326-2222, TDD (202) 326-2502.

Or visit them on the Internet at  http://www.ftc.gov. In addition, contact the National Fraud Information Center (NFIC) at 1-800-876-7060, 9 a.m. - 5:30 p.m. EST, Monday - Friday, or at  http://www.fraud.org. NFIC is a nonprofit organization that operates a consumer hotline to provide services and assistance in filing complaints. NFIC helps the FTC and state officials by entering complaints into a computerized database to help track and identify fraud operators. 

  (   (   (   (   (   (   (   (   (   (   (   (   ( 
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Basic Types of Credit 

Revolving Credit - Open End. . . . 

Typically covers most credit cards, revolving charge accounts in retail stores, and lines of credit with lending institutions. Sales or cash advances have finance charges calculated on the unpaid balance or average monthly balance and the consumer has the privilege of paying in installments. 

A periodic statement is given showing the periodic rate, annual percentage rate, previous balance, debits and credits during the billing period, present balance, balance upon which finance charges were imposed, minimum payment due, and the date payment is to be received. 

Installment Credit - Closed End. . . . 

The granting of credit for a sale of merchandise or service or a cash advance loan by a contractual agreement. The cash price or cash advanced plus allowable additional charges such as sales tax, official fees, and authorized credit insurance premiums are the amounts to be financed. The amount financed plus the finance charge is scheduled to be repaid in installments. 

The contract must disclose the finance charge rate as an Annual Percentage Rate; the Finance Charge; the amount financed; the total of payments; the number, amount, and timing of installments as well as other information pertaining to the contract. 

Closed end transactions can be "precomputed" or "simple interest" accounts. "Precomputed" accounts have the finance charge included in the total balance due and each payment is subtracted from that balance. A refund by the Rule of 78s is given of unearned finance charges if the account if prepaid in full.  See our Brochure on the Rule of 78s - What is it?

A "Simple interest" account balance is the principal balance and does not include any finance charges or interest. The interest is calculated from payment date to payment date on the unpaid principal balance; the interest is subtracted from the amount of the installment and the amount remaining is subtracted from the principal balance. When a "simple interest" account pays off, the amount due is the principal balance plus interest due on that balance from the date last paid to the date of the payoff. It is important to know which type of an account your credit transaction will be. 

Where to Shop for Credit 
It is important to shop for credit just like you shop for new clothes or a new car. You need to compare the cost of different companies' credit transactions the same as you would compare the cost of a new car. 

If you are making a purchase on credit, shop different merchants not only for the best buy for the product but also the best buy for your credit transaction. If you are planning on taking out a loan, shop around to the different types of financial institutions such as banks, credit unions, savings and loans as well as finance companies to fine the lowest finance charges for your particular needs. 

What to Look For 
The first question you need to ask in a credit transaction is "What is the Annual Percentage Rate?" The Annual Percentage rate is the cost of your credit transaction expressed as an annual interest rate. The annual percentage rate reflects all types of finance charges that are imposed in the credit transaction. 

A credit transaction may have a note rate of 9% plus high prepaid finance charges known as "points" that make the annual percentage rate much higher than the 9% note rate. A company might also verbally quote you an "add-on rate" which is also a rate much lower than the actual annual percentage rate. A 10% "add-on rate" can result in an annual percentage rate of 18%. 

Read Before You Sign 
Your creditor is required to give you specific information to help you understand the terms of your agreement. Those required disclosures must be provided clearly and conspicuously. 

Take the time to read your contract, do not let the creditor rush you. If there is a provision in the contract you do not understand, ask about it. 

In addition, credit insurance must not be a factor in the approval of the extension of credit and you must desire that insurance and voluntarily request the insurance for the premium to be excluded from the finance charge. 

The creditor may also try to sell you other types of insurance and/or auto club plans. If you do not want them, tell them so. Never be pressured into accepting a product you do not want. The more products added to a loan or credit sale, the more that credit transaction will cost you. 

The credit transaction is legal and binding once it is signed by the debtor/s. A loan secured by the debtor's residence that is not for the purchase of the residence and a home solicitation sale are the only types of credit transactions that have a three day period in which the debtor/s can cancel or rescind the transaction. 

Remember . . .

· PRIVATE "TYPE=PICT;ALT=WB01518_.gif (392 bytes)"Shopping for credit will let you choose the best possible credit terms to suit your particular needs. 

· PRIVATE "TYPE=PICT;ALT=WB01518_.gif (392 bytes)"Use the annual percentage rate to compare credit costs. 
· PRIVATE "TYPE=PICT;ALT=WB01518_.gif (392 bytes)"Read the credit agreement before you sign. 

· PRIVATE "TYPE=PICT;ALT=WB01518_.gif (392 bytes)"Don't be afraid to ask questions if you do not understand the credit agreement. 
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

Co-Signing

Credit and Divorce

Credit Reporting and Scams

Debt Collection Problems?

Deep in Debt?

Equal Credit Opportunity

Fair Credit Reporting

Fair Debt Collection

Gold Cards

Hang up on Fraud

High Rate Mortgages

Home Equity Credit Lines

How to Avoid Bankruptcy

How to Cut the Costs of Credit

Identity Theft

Look Before you Lease

Mortgage Loans

Older Consumers 

Repossession

Reverse Mortgage Loans

Rule of 78s – What is it?

Secured Credit Card Scams

Shopping for Credit

Using Credit Cards

Variable Rate Credit

What is a Budget?

What is the DFI?

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.  



SHOPPING FOR CREDIT

DEPARTMENT OF FINANCIAL INSTITUTIONS

Consumer Credit Division

30 South Meridian Street, Suite 300

Indianapolis, Indiana 46204

317-232-3955

1-800-382-4880 
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