Curriculum Guide

I. OVERVIEW OF PRESENTATION.  TODAY’S PRESENTATION WILL INCLUDE THE FOLLOWING ELEMENTS:

I. Discussion of the various types of cards available and their terms and conditions.

I. Discuss how to use credit cards wisely, including realizing the costs of incurring credit card debt and failing to repay it promptly.

I. Learn how to compare various credit products and choose among them.

I. Talk about credit ratings, how to get and keep a good one and the importance of doing so.

I. Review the economic and other consequences of abuse of credit cards. 

I. Review some basic points to remember to help you avoid credit card abuse.

II.
GOALS AND PURPOSES OF THE PROGRAM

A. Reason for creation of Credit Abuse Resistance Education (CARE) program


1.  As judges and bankruptcy practitioners, we have come to believe that if many young people, earlier in their lives, had received a basic orientation in money management skills and the wise use of credit products, their financial problems and many of the adverse consequences that result from them may have been avoided.

· Sixty-eight percent of teenagers say they have never discussed using credit cards responsibly with a family member.  

· Thirty-one percent of teenagers18 to 19 years old already have a credit card in their own name.  

· 71% of young adult card holders revolve their balances compared to 55% of all cardholders.

 2.  More and more young people, beginning with their undergraduate years, are accumulating significant and unmanageable amounts of credit card and other consumer debt resulting from the combination of easy access to credit and lack of financial sophistication and money management skills.

· People under the age of 25 are the fastest growing group of bankruptcy filers. They accounted for almost 100,000 filers in 2001.  

· You will soon be receiving many tempting credit card offers.  They may come in the mail or you may be offered any number of enticing free prizes for signing up for a credit card when you go through college registration or orientation.  Who doesn’t want a free T-shirt or other free merchandise offered to get you to complete a credit card application?

· In the last decade, the youngest adults (age 18-24) increased their credit card debt by104%.

· Graduating college students average $20,402 of debt -- $3,262 of this debt is on credit cards.
3. More and more young people are suffering the adverse consequences of credit card abuse, including ending up in bankruptcy court as debtors in bankruptcy cases.

· Students double their average credit card debt and triple the number of credit cards they carry between the time they arrive on campus and the time they graduate.
· The average annual gross income for a person who seeks credit counseling is $29,425.  The same person’s average debt, excluding mortgage or rent payments, is $23,184.
B. Purpose of the presentation

B. Acknowledge the pressures placed on young people by our competitive consumptive society.

B. Acquire a basic understanding of certain credit products and how they work.

B. Appreciate the true costs of using credit cards and other financial products.

B. Understand the consequences of abuse of credit.

B. Acquire some basic tools to make responsible use of credit cards and other financial products.
III. MAKING THE CREDIT-MONEY CONNECTION

Not all young people make the connection between credit and money.

1. When you purchase something using a credit card, you are still going to have to pay for it with real money.  There will be a bill coming.  Credit does not add to your income. It adds to your ability to purchase items but it does not change your income level or your ability to pay for those items.

2. What inexperienced consumers fail to realize is that if you cannot afford to buy something with cash, you likely cannot afford to make that purchase using credit.  At one time in our economy, if you could not afford to buy something, you could not walk out of the store with it (legally that is).  But with the advent of credit, you can now buy things you cannot really afford because the purchase process and the payment process are now separated by 30-60 days (or longer, since you are allowed to make payments over a long period of time). 

3. Using credit means paying for today’s purchases with tomorrow’s income.  Why is that not necessarily a smart thing to do?  

IV. LEGITIMATE REASONS FOR HAVING AND USING A CREDIT CARD

I. Emergencies, when you lack sufficient cash

I. Establishing a credit history and a good credit rating.

I. To secure or facilitate certain other transactions, such as renting a hotel room or an automobile.

I. Identification

I. Safety – It is safer to carry a credit card than cash because there is a limit to your liability if a card is lost or stolen (usually $50).  If your cash is lost or stolen, it is a 100% loss.

I. Large purchases, which you cannot afford to make with cash and which you plan to pay over time according to a reasonable schedule that you know you can afford.

V. TYPES OF CARDS

I. Debit

· When used, a debit card draws money directly from your bank account, just like writing a check.

· If there is nothing in the account, there is nothing to draw out.

· A debit card does not involve an extension of credit.

I. Charge cards

· These cards are often issued by retail merchants for use specifically in their stores or in purchasing their goods and services, such as Sears, Macy’s, or British Petroleum (BP).
· In most instances, the balances on these cards must be paid off at the end of each month rather than extended over time.

· If balances can be carried, they are usually subject to interest rates higher than those of other credit card issuers.

I. Credit cards

· The use of a credit card involves the extension of credit by the card issuer.

· The issuer pays the vendor; you pay the issuer, according to the terms of the cardholder agreement.

· If the charges are not paid in full by the due date on the monthly statement, interest at the rates set forth in the cardholder agreement applies to the unpaid balances.
VI. CHOOSING A CREDIT CARD – THINGS TO CONSIDER

A. Annual fees – Some card issuers charge an annual fee which must be paid regardless of usage of the card; this needs to be considered as part of the cost of the credit available under that card.
B. Interest rates – There are many types:

B. Introductory – These rates are in effect only for a limited time and increase significantly after that promotional or introductory period.

B. Balances v. Cash Advances – Some cards have different rates of interest for repayment of cash advances taken on the card versus repayment of charges for goods and services.

B. Fixed v. Variable – Some cards offer a fixed rate of interest that does not fluctuate with any other index; others offer a variable rate that is a fixed number of percentage points above some other index, such as the prime rate.

B. Default Interest – Regardless of what your ordinary interest rate is, failure to pay required amounts by the due date may cause a default interest rate to be applied. These rates are often 3% to 4% above the ordinary interest rate.  In addition, failure to make payments on time may subject you to a late charge.

C. Determine if your card has a grace period, which permits you to avoid finance charges by paying your balance in full before the due date.

C. Without such a right, the card issuer may impose a finance charge on credit extended from the date you charge something using your credit card.
C. If your card does include such a period, the issuer must mail your bill at least 14 days before the due date so you have enough time to pay it and avoid the finance charges.

C. Many cards do not have grace periods for cash advances, even if they do have one for purchases.

D. Method of computation

D. Different card issuers use different methods of computing the balance that will be subject to finance charges.

D. If you incur charges which you expect to pay over time or you do not have a grace period, it is worthwhile to understand what method your card issuer uses.

D. These methods are complicated and somewhat difficult to understand, but generally the so-called “adjusted balance” method is most advantageous for cardholders.  The most commonly used method is the so-called “average daily balance” method.

E. Rewards

E. Some cards offer rewards in the form of points which can be redeemed for merchandise or services based on the volume of charges or interest paid.

E. You should consider whether the rewards offered are of value to you and what weight to give them in choosing the best card for you.

VII. COST OF MAINTAINING BALANCES ON YOUR CREDIT CARD

I. In 2001, the average family in the United States had $7,000 in credit card debt. Now it is up to $9,200. If they maintained that balance at 20% interest over the cardholder’s working life, they will have paid more than $73,000 in interest (from age 25 to 65).

I. Not only does the family lose the $153 they pay in interest per month, but there is an “opportunity cost” as well.  If the family invested that $153 each month instead of using it to pay interest, it would grow to $401,600 over their working years (based on a 7% return from age 25-65).
VIII.
MAKING ONLY THE MINIMUM PAYMENT

I. If you carry a balance on your credit card, you must make monthly payments to reduce the balance.

I. Subject to the minimum payment requirement, you may pay as much or as little as you like on the balances.

I. Minimum balance requirements vary.  In the past, on most cards the minimum payment is from 1.5 to 2% of the total balance, with an absolute minimum of somewhere between $10 to $20.  For most credit card companies, the minimum balance has increased to 4%.  This makes the minimum payment higher (double) but the balance will go down much faster.
I. Making only the minimum payments significantly extends the amount of time needed to pay off the debt and significantly increases the total amount of interest paid and therefore the total cost of your purchases.  

The example below illustrates the effect of making only the minimum payment versus some other amount on a balance of $2,000:

	Amount Paid
	
	
	New Minimum Payment of 4% (Will Not Fall Under $15)


	Years to Pay Off Balance
	
	
	8.2

	Total Interest Paid
	
	
	$1,073

	Total Cost of Purchases
	
	
	$3,073


IX.  HOURS OF WORK TO PAY INTEREST ON $1000 DEBT

E. Sometimes it is helpful to see how many hours you would have to work just to pay the interest on a debt.
E. If you had a debt of $1000 at 12% interest, if your hourly wage was $7.50, you would have to work 16 hours just to pay the interest on that debt.  That is just the interest without paying any of the original $1000.

E. At 18% interest, it would take 24 hours of work at a wage of $7.50 an hour in order to pay the interest on the $1000 loan.

E. Credit is not free use of someone else’s money.  Be sure it is worth it to you to work the number of hours you will need to work to pay the interest on any debt you take on.
X. COMPARING LOANS

E. It is always smart to shop for credit as carefully as for the item you are 

purchasing with the credit.

E. This slide shows an example of a car purchase where you compared three different lenders – a credit union, the dealership, and a bank. 

E. The amount you are borrowing from all three lenders is the same--$4,200.

E. The APR (the interest rate stated in a consistent manner as the annual percentage rate) varies considerably between the lenders.  That will make a difference in the amount of your payment and the total finance charge.

E. The other significant difference is the number of payments.  The credit union is encouraging you to pay off the loan in 24 months, the bank in 36 months where the dealership will allow you 48 months to pay off the loan. It could even be that the credit union would only allow this priced car to be financed for no longer than two years and the bank for three.
E. Take note of the difference in what is repaid and the difference in the total finance charge (the dollar cost of using credit rather than paying cash) for these loans.

XI. THE TIME FACTOR ON A LOAN

E. Looking at the same loan as the previous slide, look at the difference in the total finance charge if the interest rate stays the same and only the length of time you take to pay back the loan changes.

E. Paying the loan off over 48 months rather than 24 makes the payment much smaller but it raises the total cost of this car (amount borrowed plus the finance charge) over $400.  The finance charge more than doubles when you double the length of time it takes to pay off this car.

XII. YOUR CREDIT REPORT

I. Not everyone has a credit report.  You have a credit report if you have obtained and used credit.

I. Getting credit and having a good credit rating is like a catch 22 – it is difficult to get credit without a credit rating, but you cannot have a credit rating without having obtained and used credit.  You can solve this dilemma by taking out and repaying a small loan or obtaining a credit card with the help of a co-signer, like a parent, for example.
I. Credit reports are put together by credit reporting agencies who gather information from those who extend credit and compile it in a report for use by other creditors in making credit decisions.  

I. A credit report will contain basic identifying information about you, including your employment history and income information, account information obtained from reporting creditors about their experience with your payment history, a notation identifying persons who have requested a copy of your credit report and information obtained from the public record such as judgments, bankruptcies, foreclosures, tax liens and other legal information.

I. Negative information on your credit report may result in a denial of credit or significantly increase the cost of credit you are able to obtain.  Negative information includes the following: late payments, unpaid accounts, bankruptcy, judgments, tax liens, excessive number of credit inquiries, and credit lines that are fully drawn or “maxed out.”  

I. Adverse information on your credit report can affect you for a long time.  Most negative information can remain on your report for seven years.  Bankruptcies may be reported for as much as ten years.

XIII.
CONSEQUENCES OF CREDIT CARD ABUSE

I. Excessive and unmanageable credit card debt might make it impossible for you to continue your education and require that you drop out of school.

I. After graduation, a poor credit history might result in denial of employment.

· Many employers will request credit reports on applicants.  Although they may only do so with consent, denial of consent will almost surely remove you from the applicant pool.

· Even if your qualifications are equal to or superior to another applicant, significant credit problems may result in the job you want being given to someone else.

I. Proposed lenders will almost always review a credit report before making a lending decision.  Poor credit history can result in denial of a loan for such things as cars and homes.

I. A bad credit report can have other negative impacts, as well.  A poor credit history can result in denial of a student loan to pay for graduate school. Landlords may review credit reports before agreeing to enter into an apartment lease.  

I. The distractions and harassment often accompanying poor credit history and excessive debt can have adverse psychological impact as well, impairing job performance and relationships with friends and family.  In some people, it has caused depression, at some times severe enough to cause them to take their own lives.

XIV.      AVOIDING CREDIT ABUSE

I. Be able to distinguish between your needs and wants.  Never use your credit card to pay for a want.  

I. Have one credit card, with a low credit limit; choose it carefully after checking all the terms and conditions.

I. Pay off your balance each month.  A good way to be assured of being able to do this is not to charge anything unless there is already money in the bank to pay for it.
I. If you must carry a balance, never make just the minimum payment.  Always pay more than the minimum so you are making some real progress toward getting the debt paid off.
I. If you have a balance, monitor it from month to month; if it is growing, understand why and develop a plan to pay it off.

I. Create a budget listing necessary expenditures; make the budget realistic; track your expenses each month to see where your money actually goes.  Include amounts for entertainment as well as savings or investments.

· If you save as little as $100 per month and it grows at a modest rate of 5% over a period of 20 years, it will have reached $40,000.

I. Use cash or a debit card whenever possible.  Try to follow these two basic rules:
· Don’t use a credit card for purchases under $10.

· If you can eat it or drink it, don’t charge it. 
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