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	Consumer protection resources


  	Laws and regulations to protect consumers
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  	Truth in Lending Act
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  	Lemon Laws


  	Bankruptcy  info


  	Understanding warranties


  	Student Loan debt


  	Tax-time information & resources


Note to readers:

This manual is a compilation of basic debt and debt management information relating to the services provided by the Family Financial Education Foundation and Access Education Systems. The topics provided are for informational purposes only. If this information helped you in any way, we hope that you will let us know. Also, we would love to hear from you if you have ideas that you would like to share with others who are struggling. We can be reached at: (855) 789-DEBT(3328).

ACCESS EDUCATION SYSTEMS

©2012, All Rights Reserved

  724 Front Street, Suite 340

  Evanston, WY 82930

  855-789-DEBT (3328)
www.accesseducation.org


The contents of this program are copyrighted by Access Education Systems and are provided for educational purposes only. Any use of this material is subject to the laws of National and International Intellectual Rights. The writers and publishers accept no liability or obligation in relation to the content of this program. The lessons are meant to be informational only and may be subject to change without notice.



Welcome

Welcome to Family Financial Education Foundation. Congratulations! You've made a wise and life-changing decision to get out of debt and take the necessary steps toward a brighter and more stable financial future. We hope you'll feel good knowing that you've joined with thousands of other individuals who are determined to stop their spiraling use of credit cards and ultimately become "debt free." We value you as a client and will assist you in working with your creditors to achieve your goals.

FFEF Mission Statement

The mission of Family Financial Education Foundation (FFEF) is to strengthen and support low to moderate income individuals, families, and communities by providing free customized education, counseling, debt management programs, and other related services.

Our Vision

  The vision of Family Financial Education Foundation is that each of our clients will free himself from the bondage of debt and be able to declare his financial independence. 


 


Chapter 1: Understanding Your Credit

There are many benefits you will receive from staying with your FFEF debt-management plan. One of these benefits is an improvement in your credit score—a three-digit number that tells the world a great deal about how you manage your finances. Your credit score is important because it can affect your ability to buy a car, a home, insurance, and can impact your ability to get certain jobs.


A good credit score makes it possible for you to acquire secured debt such as automobile and mortgage loans and non-secured credit—credit cards. To help you avoid the pitfalls of using your new borrowing ability and to help you stay on the road to eliminating debt, FFEF has gathered the information in this booklet so you can make informed decisions and choices.

Credit buying is much like being drunk. The buzz happens immediately and gives you a lift...The hangover comes the day after. — Joyce Brothers




The FFEF Credit Score Review


Ask your FFEF Counselor about obtaining an FFEF CreditScore Review. This helpful Review will provide you with a copy of your credit report and your FICO credit scores— the same credit report and scores used by mortgage companies, banks, and other lenders when determining your credit worthiness. But more importantly, this Review will help you understand your credit report and teach you how to improve your credit score and dispute any errors that you find on the report. 


An FFEF-approved, certified Credit Report Reviewer will counsel and review your credit report with you line by line to address every concern. This is NOT credit repair. This is important information that can help you make the necessary changes in your financial habits to improve your credit score over time. Call your FFEF counselor for more information about the CreditScore Review. 


What Is a Credit Score? 


Credit scores were designed to help lending institutions go through the loan review process faster and make decisions more accurately. Retail merchants, credit card companies, insurance companies, and banks have used scoring methods since the 1950s to help them decide whether or not to grant loans, and mortgage lenders now also use these methods. Sometimes a credit score is called a FICO score. FICO is an abbreviation for Fair Isaac and Company, the company that developed the method used by most lending institutions to calculate your score. 


There are three major credit bureaus in the United States—Experian, Equifax, and TransUnion. They all calculate your credit score and will provide that score to you for a small fee. Because each agency calculates your score a little differently, your score will vary slightly from bureau to bureau. However, the Fair Credit Reporting Act guarantees you access to your credit report for free from each of the three nationwide credit reporting companies every 12 months. Go to www.AnnualCreditReport.com to request your free report online or call 1-877-322-8228. No matter how you request your report, you have the option of requesting the three reports at once or to order them one at a time. If you request your reports separately, you can monitor your credit more frequently throughout the year.


Lenders use the results of the FICO credit bureau score to determine specific reasons for approving or not approving your loan or credit requests. Your score can be anywhere between 300 and 850. Research studies done by lenders indicate that people who have scores higher than 680 are more likely to make their payments on time. People who have scores lower than 600 generally make payments late and are a higher risk for paying back the money they borrow.


What Lowers Your Score?


	Late payments

  	Too many accounts opened within 12 months


  	 Short credit history


  	High balances on revolving credit (e.g., store credit cards) 


  	Tax liens, judgments, or bankruptcies


  	 Too many recent applications for credit 


  	Too many revolving credit accounts



How to Improve Your Score


	 Pay your bills on time

  	Keep credit balances low on one or two cards


  	Apply for new accounts only if absolutely necessary



 


Chapter 2: Mortgage Loans

A mortgage loan is secured by real property, usually residential property like a house, condominium, or time-share property. The interest is generally lower on a mortgage loan than on non-secured loans because the property is considered collateral and reduces the risk for the lender.


A mortgage loan is the most popular way for individuals or groups to finance ownership of a home or residence. The main components of a mortgage loan are:


	Property: the physical property being financed 


  	Mortgage: the loan



  	Borrower or borrowers: the person or persons desiring ownership of the property



  	Lender: any lender, but usually a bank or similar financial institution



  	Principal: the original size of the loan, which may or may not include costs in addition to the price of the property such as closing costs



  	Interest: the charge for borrowing the lender's money



  	Foreclosure or repossession: the right of the lender to foreclose, repossess, or seize the property if the mortgage contract is broken



A great deal of "creative" financing has been developed to make it possible for people with poor credit to obtain a mortgage loan. It's more important than ever to be sure you understand the terms of the loan you are signing for and the impact it may have down the road on your ownership. The type of loan you decide on and the institution you borrow from will influence your settlement costs and the monthly cost of your loan. There are many types of lenders and types of loans you can choose from. We will discuss some, but not all of them here.


Mortgage Brokers


Mortgage Brokers (e.g., Lending Tree) are companies that offer to find you a lender who is willing to make you a loan. They may be paid by the lender, you, or both. You should ask the mortgage broker who is paying the fees. If a mortgage broker operates as an independent business, it is not acting as your representative.


Government Programs


You may be eligible for a loan insured through the Federal Housing Administration (FHA) or the Department of Veterans Affairs or other similar programs operated by cities or states. These programs are worth looking into as they typically require a smaller down payment for a better interest rate.

Today there are three kinds of people: the have's, the have-not's, and the have-not-paid-for-what-they-have's. — Earl Wilson

 

Fixed-rate Mortgage


In a fixed rate mortgage (FRM), the interest rate you are charged stays the same for the length of the loan. This ensures that your monthly loan payment also stays the same. 

This monthly payment does not include additional costs such as property taxes and property insurance. If these costs are collected for you by the lender and held in escrow, they may cause your monthly payment to change over time, but the actual loan payment will remain the same. Your monthly payment is calculated using the interest rate agreed upon, the amount of the loan, and the length or term of the mortgage. All fixed rate mortgages have an interest rate tied to an index, usually the prime lending rate. 


Fixed-rate mortgages are the most classic form of loan for home purchasing in the United States. The most common terms are 15-year and 30-year mortgages, but shorter terms are available as well as long-term mortgages of 40 and 50 years. These long-term loans are common in areas with high-priced housing, where even a 30-year term makes the monthly payment out of reach for the average family.


Fixed-rate mortgages usually have higher interest rates than adjustable rate mortgages, with long-term fixed-rate loans at the highest interest rate. This doesn't mean that fixed-rate mortgages are worse than adjustable rate mortgages. 

Generally, the fixed-rate mortgage will cost the borrower less over the term of the loan than an adjustable rate mortgage. This is because if interest rates go up, so does your ARM monthly payment, while the FRM payment will remain the same no matter what. Your choice would need to be made based upon the amount of time you will take to pay the loan back, the current interest rate, and the likelihood that the interest rate will increase or decrease while you have the loan. The ideal scenario is a low current interest rate for a loan you expect to be paying on for 15 or 30 years.


Generally, you will have the option to pay off your fixed-rate loan early without penalty. Paying your loan off early would reduce the total cost of the loan because you will pay less interest and will shorten the amount of time needed to pay off the loan.


If you are currently renting and are considering applying for a mortgage loan, be sure you factor in costs such as property taxes, property insurance, and property repairs, which are usually absorbed by the landlord. 


Some Terms to Know


	 Fully Indexed Rate—the cost of the fixed-rate mortgage is calculated by adding the Index (Prime Rate) + Margin. This determines the interest rate of your loan for the life of the loan.



  	Margin—the lower the Margin, the better the interest rate of the loan. Margins usually vary between 2% to 7%. A margin is collateral that the holder of a financial instrument has to deposit to cover some or all of the credit risk of his counterparty (most often his broker).



  	Index—a published financial index, usually the Prime Rate, used as the basis of the interest rate of the loan.



  	Term—the length of time of the loan. The number of payments can vary; a 30-year term could have 30 payments or 360 payments.


 

Don't borrow money from a neighbor or a friend, but of a stranger where, paying for it you shall hear of it no more.

  — Lord Burleigh




Adjustable-rate Mortgage


An adjustable-rate mortgage (ARM), or variable-rate mortgage, is a mortgage loan with an interest rate that is adjusted periodically based on an index (prime rate). This is done to ensure a steady margin for the lender, whose own costs are usually related to the index. Monthly payments made by the borrower may change over time as the interest rate changes. This is not to be confused with the graduated-payment mortgage, which offers changing payment amounts but a fixed interest rate. Adjustable-rate mortgages transfer some of the interest rate risk from the lender to the borrower. The borrower benefits if the interest rate falls and loses if the interest rates rise.


All adjustable-rate mortgages have an adjusting interest rate tied to an index (prime rate). The index may be applied in one of three ways: directly applied, rate + margin, or based on index movement. A directly applied index means the interest rate changes exactly with the index. In other words, the interest rate on the note is the same as the index. These loans are usually reserved for borrowers with impeccable credit. A rate + margin basis means that the interest rate will equal the index plus a margin—additional percentage points added to the index. The amount of the margin may differ from lender to lender, but it usually stays the same for the length of the loan. The percentage of margin is stated in the loan papers. For example, the rate may be stated as Prime Rate plus 2%. The third calculation, index movement based, means the mortgage starts at an agreed-upon interest rate, which is then adjusted based on the movement of the index. The initial interest rate is not tied to any index; only the adjustments are tied to an index.


Example


Suppose you are interested in buying a home for $200,000. You have $20,000 down payment and you want a 30-year loan. Compare the monthly payments calculated by two different lenders. Both use the same index, but one lender uses a 2% margin and the other lender uses a 3% margin. 



The moral of the story is it pays to shop around.


Limits on Adjustable-rate Charges


Loans with payments that may increase over time have an inherent risk of financial hardship for the borrower. To limit this risk, limits are placed on the charges that can be made. These limits are typically governed in one of three ways:


	Frequency of the interest rate change, e.g., adjustments made every 6 months, typically 1% per adjustment, 2% total per year



  	Periodic change in interest rate, e.g., adjustments made only once a year, typically 2% maximum



  	Total change in interest rate over the life of the loan, e.g., an 8% beginning interest rate cannot increase to more than 13% over the life of the loan


Variations of Adjustable-rate Mortgages


Hybrid


This is a combination of fixed and adjustable interest. The interest rate is fixed for a period of time, and then changes to an index + margin model. For example, a 3/1 hybrid has a 3-year fixed period and subsequent 1-year rate adjustment periods. Hybrids have gained in popularity in recent years. In 1998, the percentage of hybrids relative to 30-year fixed rate mortgages was less than 2%; by the beginning of 2006, some lenders were reporting as many as 90% of their mortgage loans to be hybrids.


Option ARMs


The borrower has the choice of making a specified minimum payment, an interest-only payment, or a 15-year or 30-year fixed rate payment in a given month. These are popular loans because they are usually offered with a very low initial interest rate and a low minimum payment, which allows borrowers to qualify for a much larger loan than they would otherwise. This type of loan was created to suit people in fields with sporadic income, some self-employed people or those in seasonal businesses. 

For example, someone who makes the majority of his or her income during the winter holiday season may wish to pay the full payment during the busy season, then drop back to the interest-only payment during the rest of the year. The danger of these loans is that a borrower may get in over his head with a home he can't really afford.


Some Terms to Know


X/Y: ARMs are often referred to this way. X is the number of years the initial interest rate applies before the first adjustment happens (commonly 3, 5, 7, and 10 years), and Y is the interval between adjustments (commonly 1 for one year and 6 for six months). For example, a 5/1 ARM means that the initial interest rate applies for five years, after which the interest rate is adjusted annually. 


Start Rate: the introductory interest rate the borrower pays for the first fixed-interest period.


Period: the length of time between interest rate adjustments. If interest rates are falling, a shorter period benefits the borrower. If interest rates are rising, a longer period benefits the borrower.


Floor: the minimum interest rate of an ARM loan. This prevents an ARM loan from ever adjusting lower than the Start Rate. 


Payment Shock: industry term to describe the upward movement of mortgage loan interest rates and its effect on borrowers. This is the major risk of an ARM, as this can lead to severe financial hardship for the borrower.

For example, if your ARM interest rate in year one is at 10% and your monthly payment is $1,342.17 and then in year two it goes up to 11% your payment will increase to $1,456.50


Cap: Any clause that sets a limitation on the amount or frequency of rate changes.


Initial Adjustment Rate Cap: the longer the initial fixed term, the more the bank would like to potentially adjust your loan. Typically, this cap is 2-3% above the Start Rate on a loan with an initial fixed-rate term of 3 years or lower and 5-6% above the Start Rate on a loan with an initial fixed-rate term of 5 years or greater.


Rate Adjustment Cap: the maximum amount an ARM may increase on each adjustment. This is usually 1% for loans with an initial fixed term of 3 years or greater and 2% for loans with an initial fixed term of 5 years or greater.


Lifetime Cap: most ARM loans have a 5% or 6% Life Cap above the Start Rate.


Be careful! Adjustable-rate mortgages are sometimes sold to unsophisticated consumers who are unlikely to be able to repay the loan should interest rates rise. Extreme cases are characterized as predatory loans by the Consumer Federation of America. Protections against interest rate rises include (a) a possible initial period with a fixed rate (which gives the borrower a chance to increase his/her annual earnings before payments rise); (b) a maximum (cap) that interest rates can rise in any year (if there is a cap, it must be specified in the loan document); and (c) a maximum (cap) that interest rates can rise over the life of the mortgage (this also must be specified in the loan document). 


Before considering an Adjustable-Rate Mortgage, carefully consider the pros and cons. Doing so will help you avoid accumulating too much house debt and monthly payments you cannot afford. Payments that are too high lead to bankruptcy and emotional stress. In most cases, a fixed rate conventional loan is the best decision.

Let's Review 


Before you shop for an Adjustable-rate Mortgage, ask yourself the following questions:


1. Is my income likely to increase enough to cover higher mortgage payments if interest rates go up?


2. Will I be taking on other sizeable debts, such as a loan for school or school tuition in the near future?


3. How long do I plan to own the home? If you plan to sell soon, rising interest rates may not pose the problem they do if you plan to own the house for a long time.


4. Can my payments increase even if interest rates generally do not increase?

 



Chapter 3: Home Equity Loans

A Home Equity Loan is a loan in which a borrower uses the equity in his or her home as collateral for securing the loan. This creates a lien on the borrower's home. These loans are sometimes used to finance major home repairs, medical bills, or college educations. 


Most home equity loans require good to excellent credit history. They are usually referred to as second mortgages, because they are secured by the value of the property, just like a mortgage loan. Home equity loans are usually, but not always, for a shorter length of time than the mortgage. It is sometimes possible to take the interest paid on a home equity loan as a deduction on income taxes.


Closed-end Home Equity Loan


The borrower takes the loan as a one-time lump sum of money. A number of variables affect the amount that can be borrowed. These include credit history, borrower's income, and value of the property. Closed-end home equity loans are usually fixed rate loans and can be for as long as 15 years. 


Open-end Home Equity Loan


This is a revolving-credit loan, often called a "line of credit," in which the borrower chooses when to use the borrowed money. A limit is set for the loan, much like the limit on a credit card. These loans can be as long as 30 years and are usually at a variable interest rate. 


Fees that may be assessed with a Home Equity Loan include, among others:


	Appraisal 	

  	Originator fees


  	Title 

  	Closing costs


No man's credit is as good as his money. — E.W. Howe




A Home Equity Loan Can Be Risky 


If you need money to pay bills or make repairs or just want to take a dream vacation, you may think a home equity loan is the answer. Beware. You could lose your home and your money. Not all loans are the same. Before you sign on the dotted line, do your research. Some lenders look for homeowners who have low incomes or less-than-perfect credit problems by concealing high-interest loan terms and give borrowers loans they will have difficulty repaying.


Consider Your Options


	Before you put your home at risk, talk with your FFEF representative to work out the best solution for your needs.



  	Inquire about state or local agencies or community groups that help homeowners with energy bills, home repairs, or other emergency needs. 



  	Contact the U.S. Department of Housing and Urban Development toll-free at 800-569-4287 or visit www.hud.gov/offices/hsg/sfh/hcc/hccprof14.cfm for help in finding an agency near you. FFEF is a HUD-Approved Agency helping clients in Wyoming and parts of Utah.



  	Talk with someone who is knowledgeable and whom you trust before you make your decision.



  	Investigate several lenders, including at least one bank and one credit union in your community. Don't assume that if you have credit problems, you won't qualify for a loan from a bank—you could be surprised!



Comparison Shop—Questions You Should Ask


	What are the monthly payments? 


  	What is the annual percentage rate (APR)? Use the APR to compare one loan with another.


  	 Will the interest rate change at anytime? If so, when, how often, and by how much?


  	How long will you have to repay the loan?


  	Is it a loan or a line of credit? 


  	Is there a balloon payment—a large single payment at the end of the loan term? 


  	 How much will you have to pay in points and fees? One point equals 1 percent of the loan amount (1 point on a $10,000 loan is $100). If you will have to pay more than 5 percent of the loan amount, ask why. 


  	Are the application fees refundable if you aren't approved for the loan?


  	What are the lender fees? 


  	What is the penalty for late or missed payments?


  	Is there an early pay-off penalty?


  	Is credit insurance for disability or unemployment included or available? Is it optional? 



After you pick your lender, you'll want to get copies of the following:


	"Good Faith Estimate" of all loan charges and terms. This must legally be sent to you within 3 days of applying.



  	Blank copies of the forms you'll be required to sign at closing. This is so you can read them carefully and ask for an explanation of anything you don't understand.



  	Before the loan closing, contact your lender to see if any changes have been made to the Good Faith Estimate. 



Have someone who is knowledgeable and whom you trust review the Good Faith Estimate and other loan papers before you finally sign the loan contract. Be sure the terms you are signing are the same ones you agreed to, and make sure all your questions have been answered.


Never sign a contract with a lender who:


	Tells you to falsify information on the loan application (for example, suggests that you write down more income than you really have)



  	Pressures you to apply to borrow for more money than you need



  	Promises one set of terms but changes them without good reason 



  	Tells you to sign blank or incomplete forms



  	Pressures you to sign before you are ready



Remember! You Have 3 Business Days to Cancel the Loan


Federal law gives you 3 business days after signing the loan papers to cancel a home equity loan—for any reason—without penalty. You must cancel in writing, which then means the lender must return any money you have paid.


You can learn more about home equity loans by visiting the federal government's website for consumers, www.consumer.gov (see the Home and Community section). 


Prime Rate


Prime Rate is often used as the foundation for calculating fixed- and variable-rate mortgages and home equity loans. If you read the interest-calculating information in most credit card applications, you will see their interest rates described as Prime Rate plus a fixed amount.


U.S. Prime Rate began as the interest rate that lenders charged to borrowers who were considered risk-free. This is not always the case these days. There is very little variation in Prime Rate from bank to bank. Adjustments to Prime Rate are generally made by all banks at the same time. In December 2010, the U.S. Prime Rate was at 3.25%; while in Canada, it was at 1%. 


You may have heard of or seen the term Wall Street Journal Prime Rate (WSJ Prime Rate). It is published in the Wall Street Journal. The WSJ defines Prime Rate as "The base rate on corporate loans given by at least 75% of the nation's 30 largest banks." 


Let's Review 

When you're shopping for the best home equity loan, ask the following questions as you compare lenders.

Questions:


	What are the monthly payments? 


  	What is the Annual Percentage Rate (APR)? 


  	What is the interest rate? 


  	Will the interest rate change? 


  	When? 


  	How often?


  	How much? 


  	What will I have to pay in points? 


  	What will I have to pay in fees?


  	Application or loan processing fees? 


  	Origination or underwriting fees? 


  	Lender or funding fees? 


  	Appraisal fees? 


  	Document preparation and recording fees? 


  	Broker fees? 


  	Other fees? 


  	Are any of the application fees refundable? 


  	if I don't get the loan?


  	How many years do I have to repay the loan? 


  	Is this an installment loan or a line of credit? 


  	Is there a balloon payment? 


  	What are the total closing costs? 


  	If I use a broker, how and how much will he or she be paid? 


  	What is the penalty for late or missed payments? 


  	What is the penalty if I pay off or refinance the loan early?


  	Does the loan include optional credit insurance? 


  	Can I afford this loan? 






Chapter 4: Plastic Money

Credit Card Law


The new legislation that went into effect February 22, 2010, is known as the Credit CARD Act or the Credit Card Accountability, Responsibility, and Disclosure Act (hereafter referred to as the "Act"). The Act addresses aspects of credit card expenditure that are most probably unknown to the majority of consumers, such as: making random interest rate changes which are often inadequately shown on credit card statements; applying the consumer's payment to the balance with the lowest interest rate first; and shortening the pay cycle less than 21 days to facilitate adding additional late fees if the payment is not received on time; and, charges that are incurred in extending increased credit in order to charge exorbitant fees. 

The new Act addresses and seeks to remedy unfair practices associated with random interest rate changes and calculation of interest, the way consumer payments are applied to credit card debt, the charging of fees for late payments, clarity of activity on monthly statements and fees charged for over-the-limit transactions.


Unfair Interest Calcualtion. Eighty percent of Americans use credit cards. Of that 80%, very few realize that credit card companies have often charged arbitrary rate increases. 


Credit card rate increases would occur at any time and for any reason. And, of course, credit card companies have taken advantage of this right and have taken it for granted that the majority of consumers won't or don't take note of these increases. The Act prohibits arbitrary and immediate interest rate increases. Under the guidelines found in the Act, an interest rate increase must be disclosed to the consumer 45 days before it goes into effect. This gives the consumer more time to use reward points, which must remain as they are for the 45 days. Credit card companies have been able to retract or reduce reward points at will. 


With the passage of the Act, a consumer now has the added opportunity to formulate a new plan to pay off the debt before the interest rate increase goes into effect. For example, a consumer may want to increase his monthly payment on the specific credit card that he knows is going to be raising interest rates and decrease payment on accounts offering lower interest rates. The Act, which addresses varying interest rates on partial balances which comprise the total balance, offers clear advantage to the consumer in that the credit card company must now apply excess payment to that balance with the highest interest rate. 


In the past, even though the consumer has expected the credit card companies to apply payments to the balances with the highest interest rates, the issuer routinely applied the payment to the charges on the lowest interest rate. To illustrate this point: a credit card company may have offered a promotional rate of only 3%, but it may have only applied to the first $500 charged; on an additional $500 charge, an issuer was able to charge a cash advance rate of a whopping 28%; the next $500 charged may have been a regular purchase rate of interest. 


  This provided the issuer with a higher assessed interest for a greater amount of time. To further use the illustration above, historically, credit card payments would first be applied to the $500 balance on which the 3% interest has incurred. The last balance to be paid off  would have been the additional $500 or the balance with the highest interest rate of 28%. 


In knowing how the total balance of a credit card is typically broken up, a credit counselor will be able to correctly assess if payments are now credited appropriate to the Act; that is, consumer payments are credited to the balance with the highest interest rate first. The Act will serve to shorten the length of time in paying off the total balance owed which lowers the overall interest paid by the consumer. It will also ensure that promotional interest rates must stay in place for 60 days. 


Another hidden charge associated with credit card interest rates has been the calculation of interest utilizing the balance in a previous month to calculate interest on the current statement. This unfair practice is called "double-cycle" billing and it is no longer permitted under the Act. In this type of billing, the payment applied to a previous month's balance is not considered or subtracted from the amount owed. A trained credit counselor has the ability to assure that "double-cycling" isn't presently occurring and can accurately calculate what the interest rate should be in subtracting the previous month's payment from the balance and using that amount in calculating the assessed interest. 


An issuer can also raise interest rates if they can see that your credit report has somehow suffered a set-back. The new found credit report information could be on another account entirely, but these new and negative aspects of your credit report are enough impetus for the credit card issuer to raise interest rates on your activity with their company. 

The fact that the issuer can raise interest rates based on your lowered credit report status has not fundamentally changed with the Act, but what has changed is that, unless the consumer has a delinquency of 60 days on his account, the new interest rate can only be attached to new balances. The interest on the old balance must be assessed at the old rate. Also, a credit card company cannot raise interest rates for 12 months. This new requirement for charging additional interest gives reason for the credit counselor to offer more encouragement to the consumer to pay off credit card debt, and that between the consumer and his credit counselor, more control over credit card debt can be realized.


Unfair late fee practices. 

The Act frees the consumer from late fee traps which are incurred with weekend and holiday deadlines and due dates that change periodically. Often times a consumer will not compare a previous statement with a present one and therefore doesn't realize he has been charged a late fee for passed due dates. 

He also does not take into account the mailing time if the due date falls on a weekend or holiday. This has been a significant way for credit card companies to increase their revenue—to merely make the due date on a weekend or holiday. Following the guidelines of the Act, should the due date fall on a holiday or weekend, the credit card company will be in clear violation. 


Credit limit increases without consumer knowledge. 

Most credit card companies have allowed consumers to go over their credit limit without any communication required between the consumer and the company. Credit card companies have made a tremendous amount of money due to this allowance. The credit card company would then slap on an extra fee, typically at least $39. As a result of the Act, a credit card company will have to get permission from the consumer to process those transactions that would put the consumer's account over the credit limit. 

If a credit card company pays charges that have exceeded a consumer's credit limit, it cannot charge an over-the-limit fee. Under the Act, extra fees are greatly restricted for a consumer who has a credit card with a low credit limit, largely because that consumer does not qualify for a card with a higher credit limit.


Playing hide and seek with credit card statements. 

Due to the passing of this Act, credit card companies are required to be more transparent in their dealings with the consumer. What have been hidden fees assessed to the unknowing and uninformed consumer, are now appearing in a more straight forward and obvious manner. In the past, a credit card company could assess a hidden fee or a number of hidden fees at will and with little or "hidden" notice to the consumer. The issuer could even make these increased hidden rates retroactive so that the fees could be assessed a couple of months before the consumer was even notified of the change.

 A credit card company must now notify the consumer 45 days in advance of assessing any rate changes. These hidden fees must now be clearly shown on the credit card statement so as to discern exactly what fees are being charged to the consumer and the purpose of such fees. 

The passage of the Act has actually increased the importance of having a credit counselor because of his ability to determine that the credit card company has or hasn't maintained its previous "hidden fee policy" and that the company has followed the Act and provided clarity of fees on the statements. A consumer can then decide what credit cards need immediate attention due to frivolity of shown charges. 

With the enactment of the new legislation, the credit counselor can provide even more information on the purposes of fees that previously were hidden or frivolous. A credit counselor can also look at the spectrum of a consumer's debt and advise him which accounts to pay off in the quickest manner and which credit card companies more often charge unnecessary fees. Credit counselors are in a unique position to negotiate that certain fees are taken off of a statement.

Debt, n. An ingenious substitute for the 

  chain and whip of

  the slavedriver. 

— Ambrose Bierce

People lend only 

  to the rich.

— Proverb

 




Credit Card Payment: Cause & Effect


Credit card issuers will now be required to show, on a consumer's statement, the varying consequences of a consumer's finances if he pays the minimum payment on his debt, and the extra interest incurred in doing so. Issuers have to illustrate on the monthly statements, calculation of interest if the consumer pays off the entire debt in 36 months as opposed to lengthening or shortening the time it takes to pay the debt in full. Showing the various scenarios on the statements provides the credit counselor with important information to even better serve the consumer in paying off his credit card debt intelligently and efficiently. 

In a credit card company's mandated clarity, much more information can be gleaned for the benefit of the consumer. With more information, more interpretation and deciphering are necessary, and a credit counselor can best assess and discuss with the consumer the benefits of paying off one credit card over another.


Was that in my contract? Contracts between credit card companies and consumers have traditionally only been received in hard copy, which means if a consumer had not kept a copy of the contract he had to request a hard copy from the issuer. This is another way that consumers have "skipped over" exactly what benefits and restrictions a credit card had to offer and more importantly, what that company typically charged in comparison to another credit card issuer. A credit counselor did not, therefore, have ready access to the contracts between the consumer and issuer. As a result of the Act, credit card companies are now required to put contracts on the internet. 

This type of readily obtainable documentation helps the credit counselor to further analyze and compare the various credit card services available to meet his client's financial responsibilities. A credit counselor can greatly help the consumer in monitoring changes in the contract to better advocate for the consumer. He can inform the consumer if current disclosures and/or protections and terms listed on the contract adequately serve him. The appearance of a consumer-credit card company contract on the internet makes clear the assurances a consumer has or does not have in using that particular credit card.


Tighter reigns on credit cards. In the past, anyone over the age of 18 could obtain a credit card, particularly if he was a college graduate or preparing to graduate from college. A pre-graduating college senior often found himself literally inundated with credit card applications and requests. With the passage of the Act, a co-signer will be required for anyone under the age of 21.


The exception to this would be if a person under the age of 21 has a lucrative job with an obvious ability to make the monthly payments. The advantage for consumers with this new clause, is that there won't be nearly as many delinquent accounts among credit card holders; therefore, the credit card company would be less inclined to tack on extra fees in order to counteract client delinquency.


The last ditch effort. Between May 22, 2009 and February 22, 2010, credit card companies enjoyed a "last ditch" opportunity to raise interest and collect what fees they could get before the fateful February 22nd deadline. You can bet these extra fees have been lavishly added in a credit card company's panicked reaction to the Act. One consumer reported that the interest rate on her credit card went from 9% to 19% after the Act was introduced. A credit counselor can be successful in negotiations for lowering interest rates and fees associated with the last desperate attempts by the credit card companies to make significant profit on the backs of in-debt consumers.


I can read my statement! Upon the implementation of the Act, it has become more important that the consumer reads every item on his monthly statement. The Act causes credit card companies to treat consumers more fairly and to the consumer's advantage. By being familiar with the new legislation, a credit counselor can affirm to the consumer that a credit card company has done what is requisite in following the precepts of the new Act. The credit counselor actually has a responsibility to hold the credit card companies accountable for non-implementation of the Act. They can and will monitor/evaluate to determine that the protections for consumers are adequate and commensurate with the Act.


Credit counselors, a bright spot. When new policies come into effect in any program, it is imperative that the people working in that industry acquaint themselves with that new policy.  FFEF credit counselors are well-versed in the new Act. As more information becomes available to the public and transparency comes into effect, it is imperative that a consumer seek to interpret, by studying his credit card statement, the advantages that have been realized by the passage of the Act. Careful analysis of monthly statements and credit card contracts is required to ascertain that lawful consumer protection is in place. The passage of the Act necessitates that a consumer in debt is knowledgeable enough to take full advantage of the new legislation and use it to his benefit. A credit counselor can be a bright spot in enlightening the consumer as to the advantages he now has as a result of the Act. The new Act has helped to provide optimism about the consumer's financial future.

Before borrowing money from a friend decide which you need most. — American Proverb

Charge Cards


In 1914 Western Union offered the first consumer Charge Card. A charge card is similar to a credit card, except that a charge card requires the cardholder to pay the balance in full every month. There is no minimum payment, which means there is no official interest. A missed payment or partial payment incurs a severe late fee and sometimes future transactions are restricted or the card is cancelled.


Businesses often use charge cards to pay and keep track of expenses. Retailers like Neiman Marcus issue charge cards to customers. Some American Express and Diners Club cards are also charge cards, rather than credit or debit cards.

Debt is the worst poverty. — Thomas Fuller




Credit Cards


A Credit Card is called revolving credit, which means the balance does not need to be paid off in full each month. The balance that is carried forward is a loan and incurs interest. Credit and debit card usage now accounts for more than half of all purchases made. Credit card companies try harder and harder to entice consumers to use their credit cards by offering free gifts, rewards, cash back and even free gasoline. To compete, banks are offering new incentives. 


It is estimated that American consumers are now $2.5 trillion in debt. That is an average of $8,100 per person (man, woman and child) in the United States. And if you're saying to yourself—that this statistic doesn't seem quite so bad—just keep this in mind: We're talking about consumer credit which does not include debt secured by real estate.  So if you're thinking that number has mortgage values in it, it doesn't. There can be lots of positives about carrying plastic instead of cash. However, credit cards are only advantageous when used correctly. Credit card debt has become a major financial concern for millions of Americans. Avoiding it in the first place is much easier by exercising some self-discipline. Here are a few simple rules to follow: 


1. Choose wisely. Find out the Annual Percentage Rate (APR) and if it is fixed or variable. What is the grace period? What are the transaction fees? Look for any other charges like late fees and over-limit fees.


2. Establish good spending habits. A credit card is not a free pass to spend money that you don't have or will be borrowing. Keep a budget and know what you have available to cover expenditures. Forget the spending limit the card gives you and establish your own based on your budget. Only use the card for major purchases or in emergencies. 


3. Pay the full balance every month. If you can't pay the full amount, put the card away and only use cash until you have paid off the balance.


4. Keep good records. Keep all your credit card receipts and compare them to your statement every month. Make sure there are no charges on your statement that you do not recognize. If there are, report them to the credit card company immediately. Make sure you have the numbers of your credit cards and keep them in a safe place in case your card gets lost or stolen.


Low-Interest Cards


A low-interest credit card can be the best option for someone who knows he or she will be maintaining a balance. Use the Internet and your new good credit to compare cards and get the best low-interest credit card for you. As many credit cards offer an introductory low-interest rate, you need to look past this to see what your long-term interest rate will be. Consider other fees and penalties when comparing cards.


Credit Card Reward Options 


If you are planning to pay off your balance each month, a credit card with a rewards program is probably more advantageous.

Categories of Credit Cards

	Bank Cards: These are issued by, of course, banks. Visa®, MasterCard® and Discover® Card are bank cards.



  	Travel and Entertainment (T&E) Cards: These include American Express® and Diners® Club. They are often provided by corporations to their employees for use when they are traveling on business.



  	House/Private Label Cards: Issued by national and local department stores, gasoline and phone companies, etc., these can only be used at specific businesses. Many businesses are now offering combination cards, which can be used at more than one retailer.



1.	Travel: If you like vacations, travel, hotel, and airline mile credit cards can be a good deal. You are rewarded with points when you make a qualified purchase. The points can be redeemed for plane tickets, hotel stays, vacation packages, and car rentals. Be sure to check for hidden fees such as charges if you don't pay off your balance each month, annual fees, late payments, etc. Read the fine print. Make sure you are not spending more for your travel rewards than you should. Cash advances usually do not qualify for points. 

Find out if the points ever expire. If you don't make frequent purchases, you probably won't qualify for an expensive trip to the Mediterranean. Pick a travel reward credit card that offers flights or vacations to destinations that you are likely to visit.


2.	Airline: Airline mile credit cards reward you with points when you make qualified purchases, which you can redeem for plane tickets or other rewards. 


3.	Gas: Gas credit cards offer rebates on all your gasoline purchases. This can add up to quite a savings for frequent drivers. Make sure there are plenty of qualified service stations where you live and drive. Know your benefits. Some cards have a high teaser rebate percentage initially, and then go to a lower rebate percentage rate. 


The right card for you is the one you can use where you like to shop, that charges you the least amount of money in interest and fees, and provides benefits you need. Terms and benefits vary greatly between cards, so it's important to compare any credit card offer you're considering. 


Make a list. Make a list of credit card benefits that you can use. Rank the features according to priority for you.

  Do your research. Once you've decided on the benefits you need, check out available credit card offers. You can find credit card offers online and offline where you can see how they compare. Rates and plans change often so call the card companies that offer something you're interested in to make sure that what they offer is still in effect and to find out how long the offer will last.


Compare plans. Compile the information you find and make a comparison between plans. Check out the annual percentage rate (APR), cash rebates, discounts, frequent flier miles, etc. Based on your lifestyle and needs, decide which plan gives you the most for your money.

Truth in Lending Act


This federal law requires that creditors give you complete and accurate information about credit costs and terms. You are entitled to know:


	 Finance charges in dollars and as an annual percentage rate (APR)


  	The bank or company that handles the money


  	Credit limit


  	Grace period, if any, before payment must be made


  	Minimum payment required


  	Annual fees, if any


  	Any other fees, such as for credit insurance 



Student and Bad Credit Alternatives


If you are a student, you may want to consider a prepaid student or teen credit card. These cards carry the Visa or MasterCard logo and enable you to shop at millions of stores. No credit application is required for a prepaid card and no finance charges are charged because the money is paid (deposited) up front similar to a bank account. Funds can be added to the card whenever you want. You can use these cards at ATM machines as well. 


It used to be that the only choice you had if you had bad credit was to carry a credit card with an outrageous interest rate. Now, prepaid and secure credit cards are good options for people with bad credit. These MasterCard and Visa cards give you all the advantages of a credit card without the debt worries or outrageous interest rates.


Grace Period


A credit card's grace period is the time you have to pay the balance, before you are charged interest. Grace periods usually range from 10 to 15 days.


The truth is, while credit cards can seem like a lifesaver when things get rough, they can quickly become the added weight that pulls you under. Be really careful when deciding to take on credit card debt.


Safety Tips for Your Credit Cards


	Report lost or stolen cards immediately.



  	Sign the signature panel on the back of the card as soon as you receive it.



  	Never let your cards out of your possession or control.



  	Did you know that a large number of credit card thefts are from car glove compartments? Never leave yours there.



  	Don't let anyone else use your cards, not even your family or friends.



  	Memorize your PIN (Personal Identification Number). Pick something you can associate the number with to help you remember it so you don't have to write it down, but avoid picking a number that would be easy for someone to guess, e.g., your name, telephone number, or birthday.



  	Don't tell anyone else your PIN. There is no one else who needs to know it, not even your bank, the police, or a merchant.



  	Make sure the cashier or sales associate returns your card to you after every purchase.



  	Always check the sales receipt to make sure that it is for the correct amount before you sign it.



  	Keep copies of your receipts, including ATM (Automated Teller Machine) receipts, then check your billing statement to make sure the amounts match. If there are any charges that you did not make, notify your bank or credit-card company immediately.



  	Read your credit card agreement and billing statements carefully for the policies regarding dispute notification requirements. You may be required to send any dispute in writing to have it resolved.



  	Only provide personal identification when requested by a cashier or sales associate. Don't give your information out voluntarily.


Credit or Debit?—What Should I Do?


You can use a credit card or a debit card just about anywhere you go. In fact, many locations won't accept checks anymore leaving you with only two options—use a card or carry a lot of cash. While both are susceptible to theft, if you lose a credit or debit card, you can call the financial institution and report it immediately, thus preventing you from sustaining a big loss. If you lose cash, well, you're just out of luck the majority of the time.


But when is the best time to use a debit card and when is the best time to use a credit card? See the charts on the next page for a few things to think about that will help you decide.

Credit cards

1. The bank or credit card company sends you a statement at the end of every month, which you then have to pay. Hopefully, you've kept enough money aside to do so. 


  2. If you can't pay your total balance when you receive your statement, you have to pay interest until the balance is paid off.


  3. If a person or merchant makes a charge on your card that they are not entitled to make, federal law says you are only liable for $50 of that amount as long as you notify the bank or credit card company within 60 days of the charge.


  4. Credit cards can make sense for making large purchases that take several months to pay for as long as you get a reasonable interest rate. An even better solution is to save up for the purchase beforehand.


  5. Purchases you make with a credit card are usually insured. This is particularly helpful if you order something that has to be shipped. Make sure you check this benefit with your credit card company so you can avoid paying twice for insurance when shipping.


6. If you pay your bills on time and don't carry a large balance, you can build a good credit history and improve your chances of obtaining a loan when you're ready to make a big purchase like a car or home.

Debit Card

1. When you use your debit card, the money is taken directly out of your checking account. You don't have to worry about holding on to it until you get your statement.


  2. There is no interest because there is no balance to carry over.


  3. If a person or merchant uses your debit card to make a purchase they are not entitled to make, you must notify the bank within 2 days. If you wait more than 2 days, your liability becomes $500 instead of $50. Some banks are generous and allow you a longer period of time, but make sure you check with your bank to see what the time period is for you. 


4. Debit cards are better for everyday purchases as they help you avoid accumulating debt.

5. Purchases you make with a debit card are usually not insured. 

6. If you avoid having a lot of overdrawn charges on your account, you will improve your relationship with your bank, which can help you when you apply for a loan. However, debit card use will not affect your credit report.

 

Let's Review


Know Your Credit Card Terms


Whenever you get a new credit card or about once a year on an open account, your credit card company will send you a pamphlet full of fine print about your account. This is where you find the important information about changes in interest rates. 


Find this pamphlet for one of your credit cards. You didn't keep it? Go online and visit the website of your credit card and see if the information is posted there. If you still can't find it, call the Customer Service number on the back of your card and ask them to send you a current copy.


Once you have the pamphlet, look for the information about interest rate increases. It might take awhile, but stick with it until you find it. Once you've found it, read it carefully and highlight it for future reference. Are you in danger of having your interest rate increased? If so, how much will it increase? 


While you are at it, write down the phone number you need to call if your credit or debit card is lost or stolen and put it in a place where you can access it easily. After all, if your card is stolen, you won't be able to look on the back for the number.

 



Chapter 5: Using Debit, Check, and ATM Cards Wisely and Responsibly

Chances are you've seen the VISA check card television commercial depicting a delicatessen as a bustling manufacturing plant floor with workers serving the lunch crowd with assembly line speed and precision. Likewise, customers automatically pay for their meals by quickly swiping their VISA check cards, until one customer pulls out cash (yes, actual paper money; can you believe it?), which brings the entire lunch line process to a crashing halt. 


Without question, debit and ATM cards are rapidly replacing cash and checks as a convenient way to pay for purchases. While quick and easy, these cards are not without risk, so it's wise to take necessary precautions. 


A Debit Card by Any Other Name


Frequently the terms debit card, ATM card, check card and bank card are used interchangeably, but there can be differences depending on the services and policies of the bank, credit union, or other financial institutions that issue them. 


First off, a debit card or check card is not a credit card. A credit card provides access to a line of credit. Users are limited in how much they can charge, but they aren't required to repay the full amount each month. Instead, the balance "revolves" or accrues interest with a specified minimum payment due. 


While debit cards are similar to credit cards in that they can be used to purchase goods and services electronically, debit cards replace the use of cash or checks. A signature-based or deferred debit card has a Visa or MasterCard logo displayed on the card. These cards are accepted anywhere Visa and MasterCard credit cards are accepted. 

The purchase amount will be removed from your bank account in two or three days. By contrast, a PIN-based or direct debit card removes a purchase price from your checking account almost immediately. Some banks offer both types of debit cards, whiles other banks combine both kinds of debit functions on the same card. 


For example, let's say your debit card lets you pay by signature or by PIN. When you swipe your card through at the checkout line, you'll be asked if you want to pay by debit or credit. If you hit "debit," you'll need to input your PIN number. If you hit "credit," you'll need to sign the sales slip. 


Whether you hit "debit" or "credit", the key thing to remember is that when you pay with a debit card, the payment is pulled directly from your bank account. There's no pay later option with debit cards. With a debit card you pay now, which means you really have to pay attention to your spending. A debit card is like a live checkbook. 


Typically, an ATM card is used at Automated Teller Machines (ATMs), which process checking and savings account withdrawals and deposits, credit card cash advances, and some types of payments (utility bills for example). In most instances, ATM cards can also serve as debit cards, and vice versa, but not always. As you'll read in the following "12 Helpful Tips for Using Your Debit Card Wisely," it's important to know which type of debit card you have. 


Bankrate.com offers the following 12 helpful tips for using your debit card wisely:


1.	Know which type of debit card you have, and ask your bank whether you have a choice. Some consumers have complained that the bank changed their ATM cards to debit cards that do not require personal identification numbers without letting them know.


2.	Always protect your ATM card and keep it in a safe place, just 

  as you would cash, credit cards, or checks.


3.	Do not leave your debit card lying around the house or on your desk at work.


4.	If your card is lost or stolen, or if you suspect it is being used fraudulently, report it immediately to your bank.


5.	Close your account and ask your bank for a new account number and PIN.


6.	Hold on to receipts from your debit transactions. Don't throw them in public trash cans or even in your own trash without first shredding them. Crooks have been known to "dumpster-dive" for documents that have account numbers and other personal information.


7.	Memorize your PIN, and do not write it on your card.


8.	Don't choose a PIN a smart thief could figure out, such as numbers corresponding to your birth date or your phone number.


9.	Never give your PIN to anyone. Keep it private.


10.	Always know how much money you have in your account, 

  and review bank statements carefully. Don't forget that your 

  debit card may allow you to access money that you have set 			aside to cover a check that has not yet cleared your bank.


11.	Keep your receipts in one place for easy retrieval and better 			oversight of your account.


12.	Never give your debit card number over the phone unless you 		initiated the call and are certain that the recipient is legitimate.

There are plenty of ways to get ahead. The first is so basic I'm almost embarrassed to say it: spend less than you earn. — Paul Clitheroe

 

Remember, Keep Track of What's in Your Account


When using a debit card, it can't be overemphasized how important it is to always know how much money you have in your account. Here's why: According to research conducted by the Center for Responsible Lending (www.responsiblelending.org), debit card purchases at point-of-sale (POS) machines are the leading cause of overdrawn accounts, exceeding overdrafts by paper checks, ATM withdrawals, and online bill payments. In addition, debit card overdraft loans are proportionally more expensive because they carry the same high flat-rate fee for what is generally a smaller value transaction.


The Center for Responsible Lending (CRL) says banks have the technology to warn customers or merchants at the time of a debit card POS purchase or ATM withdrawal that the customer's account has insufficient funds—but most do not. They can also decline the transaction and save the customer the overdraft fee—but most do not. Yet in a survey of consumers, CRL found that most people would prefer that the bank deny their withdrawal or purchase when they don't have the money to pay for it. CRL analyzed an independent database of personal banking account transactions documenting more than 8,500 overdrafts, and surveyed 2,400 checking account holders. They found that account holders have more overdrafts caused by a debit card purchase than by a written check, that debit card overdrafts are more costly, and that survey respondents would avoid the fees if given the choice. Specifically:


	Approximately 46% of all overdrafts are triggered by debit card (POS) transactions or ATM withdrawals, while paper checks trigger 27 percent of overdrafts.



  	Debit card POS overdraft loans are more expensive than overdraft loans from any other source, including overdrafts by check. Debit card POS overdrafts cost people $2.17 in fees for every dollar borrowed, compared to check overdrafts, which cost $.86 per dollar borrowed.



  	Most survey respondents—over 60%—would prefer that the bank deny a debit card purchase that overdraws their account, and nearly all would cancel their ATM withdrawal if warned 

    they had insufficient funds.



In addition to the information from the Center for Responsible Lending, here's what the Colorado Society of Certified Public Accountants (CPAs) says you need to know to manage your use of debit cards.

Dispute Resolution Differs for Debit Cards 


When you purchase an item with a credit card and that item turns out to be defective, you have a right to withhold payment until the issue is resolved. This right is protected under the Fair Credit Billing Act. However, in merchant disputes where a debit card has been used for the purchase, dissatisfied debit card customers don't have the same protection.


Since your debit purchase is deducted from your account at or shortly after the time of purchase, you're on your own if something goes wrong with the purchase. The bank won't re-deposit the money in your account for items that fail to be delivered, are of poor quality, or don't work. Debit cards may be a great way to pay for gasoline or groceries, but for big-ticket items, it's wiser to use a credit card.

No man's credit is as good as his money. — E.W. Howe




Liability Protection Puts the Burden on the Cardholder


If someone misuses your credit card, your maximum liability under federal law for unauthorized use is $50. The regulations that protect you from fraudulent use of your debit card are not as user friendly. With a debit card, your liability for unauthorized use, under federal law, depends on how quickly you report that your card has been lost or stolen. For example, if you report the loss within two business days after you realize your card is missing, you will not be responsible for more than $50 of unauthorized use. Your liability increases to $500 if the lost or stolen debit card is reported within 60 days.


Failure to report unauthorized use within 60 days after your bank mails you the statement will cause you to face unlimited loss. This means you can lose all the money in your bank account and, perhaps, the unused portion of any line of credit established for overdrafts. As with credit cards, once you have reported the loss of your debit card, you cannot be held liable for additional unauthorized use that occurs after that date. Some debit card issuers offer more protection than the law requires. However, these are voluntary measures and could change at any time.

Safety Tips for Protecting Your Debit Card


CPAs recommend that you know the risks and take precautions to protect your debit card. Here are some helpful tips:


	The best protection is to keep your debit card secure at all times and your PIN (personal identification number) a secret. Don't use parts of your birth date, phone number or Social Security number as your PIN. And memorize your number, so you don't have to write it down anywhere.



  	Carefully check your purchase or transaction before you enter your PIN or before you sign the receipt because funds are quickly transferred out of your deposit account.



  	 If you have the option, choose a card that is PIN based rather than one that just requires a signature. With a PIN-based debit card you have to know the PIN number to make a purchase. With a signature-based card, anyone could pick up the card and use it.



  	Review your statement carefully and promptly each month and check your balance in between. Remember, your card does not have to be missing in order for it to be misused. All thieves need are your name and card number to order goods by mail or over the telephone. Your bank account can be wiped out before you know the card is missing, or while the card is still in your wallet.



Finally, the Colorado Society of CPAs points out the key to using any credit or debit card wisely is to keep spending within your means.


Let's Review 


On the topic of debit card dangers, Mellody Hobson, the personal finance expert on ABC's Good Morning America television program, offered the following helpful information in a question-and-answer format about the use of debit cards:


Q: If you use a debit card to pay your bills (car payment, rent, credit cards, etc.), do you get credit for having "good credit" on your credit report? What about if you have automatic withdrawal from your checking account? Does it show up as good credit? 


A: A debit card does not affect your credit report like a credit card. Therefore, your debit card purchases do not enable you to build up positive credit. However, by using your debit card instead of your credit card, you can avoid running up a costly tab and facing the potential negative impact on your credit report from late payments and outstanding balances, not to mention, high credit card interest rate payments. 


Q: I use my debit card like a credit card; I do not punch in my PIN number. They always ask if it is debit or credit. I tell them credit. Is there any type of charge for this? Also, if I do use my debit PIN, can I ask if there is a charge to whomever I am purchasing from? Or will it only appear in my bank statement?


A: Normally, there is not a charge for using your debit card like a credit card and simply signing for the purchase. However, it is important to review your monthly bank statement to determine if you are being charged for any of your debit card purchases. As for asking the retailer about any charges, all fees are dependent on your financial institution and are not determined by the individual retailer so the clerk will not know. As such, it is important you call your bank or carefully review your statement.


Q: I often use my debit card as a credit card when making online purchases. Is that wise? Also, does a debit card cost appear as a line item on a bank statement or is it added in to the amount of the debit? 


A: I do not advise using your debit card when shopping online. As the Internet is not 100% secure, it is best to use a credit card that offers a more complete and hassle-free fraud protection policy in the event of a problem or mistake. As for reporting debit card fees, they are reported differently depending on the financial institution but are not generally added to the bill. Some banks charge a monthly fee while others will assess a fee per transaction. The best way for you to determine if and how your bank is charging you, is to call the bank directly and inquire about any fees associated with your debit card. 


Q: What happens if we find fraud on our account through our debit card? What are our rights? We recently had someone steal our debit card number; not the cards, and then somehow used it at an ATM in Canada, somewhere near Montreal. Neither my husband nor I have ever been to Montreal!


A: Unfortunately, debit cards do not afford the same peace of mind when it comes to financial security as credit cards. The major difference concerns the federal regulations regarding your financial liability. When using a credit card, you are generally responsible for the first $50 of fraudulent charges whereas your liability on many debit cards can be as high as $500. In addition, unlike a credit card, if there is a problem with your purchase, you are not able to withhold payment until further investigation by the credit card company. If your debit card is stolen or lost, report it to your bank immediately. In many cases, if you wait more than 60 days to report your card lost or stolen, you could be responsible for all of the damages. Also, always keep your PIN number stored somewhere besides your wallet or purse—or better yet, memorize it and make sure you are conscientious when you input it. 





Chapter 6: Wait Until You Can Pay Cash For That Car

We've all heard it before, and we're likely to hear it again and again: working to become debt-free includes working hard to "pay as we go"—to pay cash for items as often and wherever possible to avoid the use of credit cards or loans. Obviously, however, using cash to pay for less costly items like a power drill, sewing machine or set of golf clubs is less of a challenge than paying for a car. Regardless of what you're trying to purchase, it takes discipline and budgeting to set money aside week to week, month to month, and year to year, but it can be done. 


Paying Cash for a Car Is Possible


Many of us believe that paying cash for a car just isn't in the cards. But Liz Pulliam Weston, writing for MSN Money, begs to differ and offers guidelines on how it can be achieved. First off, you want to try and live by the rule that you don't want to borrow money to pay for assets that lose value, like cars, if you can possibly avoid it. While you might not be able to pay cash for your next vehicle, you likely could for the one after that. To do so, Weston suggests financing the car for four years or less, then keep it for another four years after you've paid it off. The secret is then to keep making the monthly payments during those four years to your savings account and then you'll have cash for your next car. 

The Signs of Overspending for Cars Are Everywhere


Weston tells people if they're constantly broke and can't figure out why, the answer may be sitting in their driveway. Americans are spending more on their vehicles than ever before—more than $8,000 a year on average—and it's driving some to the breaking point. Average transportation spending grew more than 12% between 1999 and 2005, according to the U.S. Bureau of Labor Statistics, at a time when median income growth was basically flat. Even when adjusted for inflation, Americans are spending more: 8.3% more in 2005 than in 1995, with people in the lowest and highest income brackets accelerating their spending the most. 


More than 80% of car loans are for terms longer than four years (just two decades ago this was considered a long loan). The average loan term has grown from just under four years and seven months in 1990 to over five years and four months in 2006. Longer loan terms mean that people build equity in their car more slowly, which in turn means that borrowers will be "upside down" on their vehicles—owing more than they're worth—for three years or more on the typical purchase. One out of four cars that are financed includes debt rolled over from a previous vehicle. By the end of 2006, the average amount of negative equity in these deals was more than $4,000. Rolling debt from one car to another is an extremely unwise decision. You pay higher interest rates because so much of what you owe isn't secured by the car itself. 

Why We Get into Financial Trouble with Cars


Weston offers the following reasons why people mess up so badly on such a basic purchase as an automobile:


	Viewing cars as a need rather than a want. Transportation is, indeed, a real need. We have to get to the grocery store and to work. But many of us have plenty of options, from our own feet to public transportation to car pools. Owning a car comes pretty close to a genuine need if you live in a rural area without public transport, or when your job doesn't allow for car-pooling. But we never "need" a new car. That's a luxury, not a need. There are plenty of safe, reliable, gently used cars on the market. There's also no requirement that we get rid of our current car once it reaches a certain mileage milestone. Today's cars are better built and more dependable than ever, which means that unless we've been saddled with a lemon, we could keep driving it past 200,000 or even 300,000 miles.



  	 Treating cars as a status symbol. It's virtually impossible to watch television for very long without being bombarded by car commercials, and many of us have allowed ourselves to become convinced by the idea that we are what we drive. It's complete nonsense, but some people have been so brainwashed that they literally drive themselves into bankruptcy.



  	Failing to consider the overall costs. When buying or leasing a car, many people consider nothing more than the monthly payment. They're not seeing the whole picture. Once you factor in insurance, gas, maintenance, repairs, taxes, depreciation and other costs, most cars will set you back at least twice the initial purchase price over five years. 



Depreciation, explains Weston, is just a fancy word for the steady, day-by-day drop in the value of your car. You don't pay for it as it happens, but you do pay eventually, when you go to trade in your car for another.


The auto association Edmunds (Edmunds.com) estimates the typical passenger vehicle costs 52.2 cents a mile to operate, or $7,834 a year assuming 15,000 miles driven annually. The estimate is based on average fuel prices and finance charges. Your costs may well be higher; for example, bad credit can send your finance costs soaring. (Edmunds.com said the average car loan carries a 7.38% interest rate.)

[image: what we spend on transportation]


(Source: Bureau of Labor Statistics, Census Bureau. Average transportation expenses include vehicle purchases, finance charges, insurance, fuel, maintenance and repairs, public transportation and other out-of-pocket expenses but not vehicle depreciation.) 

He looks the whole world in the face for he owes not any man. — Henry Wadsworth 	     Longfellow

Promises make debt, and debt makes promises. — Dutch Proverb

 

Steps We Can Take to Turn Things Around


Weston says for every dumb decision we make when it comes to cars, we can counter with smarter ones. Consider the following:


	Own your cars longer. This one move can save you literally hundreds of thousands of dollars over your lifetime. Keep your cars for at least a year or two, if not longer, after you've paid them off. Set up an automatic savings plan so that the money that once went to payments goes instead into a high-rate savings account. Use the money to help pay for your next car. The longer you save, the less you'll have to finance

    .


  	If you must borrow, stick to loans of 48 months or less. If the only way you can afford a car is with a longer loan—or worse yet, by leasing—then you really can't afford the car at all. A loan of four years or less will help keep you from overspending and allow you to build equity in the vehicle faster.



Figure out what you can actually afford. As a guideline, total car costs—including car payments, fuel, insurance, and maintenance— shouldn't total more than 20% of your after-tax income. If you don't have other large expenses, you might get away with higher car costs. If you've got a big mortgage or child-care bills to pay, you might need to spend less. You might not be anywhere close to these guidelines, but they're something to shoot for as you get your finances in order. In the meantime, you can simply double your projected car payment and see how well that fits into your budget. If it doesn't, look for a cheaper car. 

Let's Review 


What car can you afford?


Use the calculators at bankrate.com to research what the car payment would be for the price of the car you want and then use the following formula to decide if you can really afford it. Call your insurance agent to find out what the monthly cost of car insurance would be.


Monthly car payment:	            	___

Monthly car insurance:	            	___

Monthly fuel cost: 	            	___ (price per gallon × miles per month) 

Monthly maintenance (oil change, etc.):	___

Total car cost per month:			___

Your take-home monthly pay:   		____

 × .20 = 	____

 Amount you can afford:	___

Is this car really something you can afford to buy?

 


Chapter 7: Layaway Can Be a Smart Way to Pay

We've likely all experienced the situation of really wanting to buy something but simply not having the money on hand to do it. Rather than falling into the trap of using credit cards, another available option is called layaway. In a nutshell, layaway purchase plans are designed for people who want to purchase merchandise without credit or paying the full price immediately. Many different kinds of layaway plans are offered in places such as discount department stores, or specialty stores selling appliances, jewelry or clothing.

Oh, for the good old days when people would stop Christmas 

  shopping when they ran out of money. — Author Unknown 




How Can You Avoid Layaway Problems?


The Federal Trade Commission (www.ftc.gov) advises that in order to avoid any misunderstandings, it's important to obtain specific information about a store's layaway terms before you participate in its layaway program. Ask the sales clerk for a written description of the store's layaway plan or, if one isn't available, get information concerning the important layaway matters discussed below. If any of the store's conditions are not acceptable to you, you may want to shop elsewhere for layaway merchandise.


	Terms of the Layaway Plan. It is important to know how much time you'll have to pay for the item; when the payments are due; what minimum payment is required; and what charges, if any, are added to the purchase price. For example, the seller may charge a service or layaway fee. Also, find out if there is a penalty for late payments, such as a charge, or possibly a loss of the layaway merchandise.



  	Refund Policy. If you decide you don't want the merchandise after making some or all of the payments, you may expect a refund. But, retailers' policies may differ about this. Some may give you all of your money back, but others may charge you a layaway service fee that is not refundable. Some retailers may only give you a credit to apply to a future purchase made in their store. Ask about the store's refund policy before you buy, and, 

    if possible, get it in writing.



  	Location, Availability, and Identification of Layaway Merchandise. Stores often carry two types of merchandise—items that are available for immediate sale and items on display that will be ordered upon request. If you are buying an item the store keeps in stock, ask if it will be physically set apart from the other merchandise when you begin payments. For example, some stores may have a separate area or section of their stockroom where they store merchandise being purchased on layaway. If the item you want must be ordered, ask the sales clerk if the item will be ordered in advance so it will be available to you when you make your final payment.



  	 This is especially important when you are ordering merchandise needed by a particular date. To ensure that you receive the exact item you are purchasing, ask the clerk to identify the merchandise in writing. For example, the merchandise could be described as "One (1) blue 2-piece suit, Size 10, XYZ Manufacturer, Style No. 123." Many stores have a space on their sales receipt to identify the layaway merchandise.



  	What Else Can You Do? Remember, until you finish paying for the layaway item, the retailer has your money and the merchandise. If the store goes bankrupt while you are still paying, your money and the merchandise may be lost. To help avoid this, and to find out if there are any complaints against the store, check the store's reputation with your local Better Business Bureau or consumer protection agency before you buy merchandise on layaway. In addition, if you have not shopped in that store before, you might start out by purchasing a relatively inexpensive item on its layaway plan. Also, to avoid any confusion, keep good records of the payments you make on the layaway merchandise. Then, when each installment is due, you will have a reminder of the payments made. These records may be useful later if you have any disputes with the store.



  	What Laws Protect You? There is no federal law that specifically governs layaway plans. The Federal Trade Commission Act, however, makes illegal any unfair or deceptive sales practices in or affecting commerce. There also may be state or local laws that cover layaway purchases in your area. To find out about appropriate state or local laws, check with your state or local consumer protection agency and your local Better Business Bureau.



When a man is in love or in debt, someone else has the advantage. — Bill Balance




Chapter 8: Protecting Yourself Against Identity Theft

Even though we would prefer not to have to think about it, virtually every one of us is at risk of identity theft today. It occurs when a criminal uses another individual's personal information to commit fraud or other crimes. According to the Federal Trade Commission (FTC), skilled identity thieves may use the following or other methods to gain access to your data despite your best efforts to manage the flow of your personal information or to keep it to yourself:


	Steal your mail, including bank and credit card statements or offers, new checks, and tax information.



  	Steal records or information at your place of employment.



  	Rummage through your trash, the trash of businesses, or public trash dumps in a practice known as "dumpster diving."



  	Obtain your credit reports by abusing their employer's authorized access to them, or by posing as a landlord, employer, or someone else who may have a legal right to access your report.



  	Steal your credit or debit card numbers by capturing the information in a data storage device in a practice known as "skimming." 



  	Steal your wallet or purse.



  	Complete a "change of address form" to divert your mail to another location. 



  	Steal personal information they find in your home.



  	Steal personal information from you through e-mail or phone by posing as a legitimate company and claiming that you have a problem with your account. This practice is known as "phishing" online, or pretexting by phone.



What to Do If Your Identity Is Stolen


If you ever become a victim of identify theft there are a number of things you can do to minimize your risk. First, order a copy of your credit report. An amendment to the federal Fair Credit Reporting Act requires each of the major nationwide consumer reporting companies to provide you with a free copy of your credit reports, at your request, once every 12 months. 


It's important to monitor your credit reports and other financial records for several months after you discover the crime. For example, you should review your credit reports once every three months in the first year of the theft, and once a year thereafter. Stay alert for other signs of identity theft. Also, don't delay in correcting your records and contacting all companies that opened fraudulent accounts. The longer the inaccurate information goes uncorrected, the longer it will take to resolve the problem. 


To order your free annual report from one or all of the national consumer reporting companies, visit www.annualcreditreport.com, call toll-free 877-322-8228, or complete the Annual Credit Report Request Form and mail it to: Annual Credit Report Request Service, P.O. Box 105281, Atlanta, GA 30348-5281. You can print the form from ftc.gov/credit..


Ask your FFEF Counselor about obtaining an FFEF Credit Score Review. This helpful Review will provide you with a copy of your credit report and your FICO credit scores—the same credit report and scores used by mortgage companies, banks, and other lenders when determining your credit worthiness. But more importantly, this Review will help you understand your credit report and teach you how to improve your credit score and dispute any errors that you find on the report. 


An FFEF-approved, certified Credit Report Reviewer will counsel you and review your credit report with you line by line to address every concern. This is NOT credit repair. This is important information that can help you make the necessary changes in your financial habits to improve your credit score over time. Call your FFEF counselor for more information about the Credit Score Review.

If we don't act now to safeguard our privacy, we could all become victims of identity theft. — Bill Nelson




How to File a Complaint


By sharing your identity theft complaint with the FTC, you will provide important information that can help law enforcement officials across the nation track down identity thieves and stop them. The FTC can refer victims' complaints to other government agencies and companies for further action, as well as investigate companies for violations of laws the agency enforces.


You can file a complaint with the FTC by calling the FTC's Identity Theft Hotline, toll-free: 1-877-ID-THEFT (438-4338); TTY: 1-866-653-4261; or write Identity Theft Clearinghouse, Federal Trade Commission, 600 Pennsylvania Avenue, NW, Washington, DC 20580.


If your information has been misused, file a report about the theft with the police, and file a complaint with the Federal Trade Commission, as well. If another crime was committed—for example, if your purse or wallet was stolen or your house or car was broken into—report it to the police immediately.


Safeguarding Personal Financial Information


If you've lost personal information or identification, or if it has been stolen from you, quickly taking certain steps can minimize the potential for identity theft. 


Financial accounts: Close accounts, like credit cards and bank accounts, immediately. Place passwords on new accounts when you open them. Avoid using your mother's maiden name, your birth date, the last four digits of your Social Security number or your phone number, or a series of consecutive numbers.


Social Security number: Call the toll-free fraud number of any of the three nationwide consumer reporting companies listed earlier in this section and place an initial fraud alert on your credit reports. An alert can help stop someone from opening new credit accounts in your name. 


Driver's license/other government issued identification: Contact the agency that issued the license or other identification document. Follow its procedures to cancel the document and to get a replacement. Ask the agency to flag your file so that no one else can get a license or any other identification document from them in your name.


Computer and Internet use: You may be careful about locking your doors and windows, and keeping your personal papers in a secure place. Depending on what you use your personal computer for, an identity thief may not need to set foot in your house to steal your personal information. You may store your Social Security number, financial records, tax returns, birth date, and bank account numbers on your computer. The following tips can help you keep your computer—and the personal information it stores—safe. 


	Virus protection software. Never run a computer without some type of anti-virus software, and remember to update your software and patches for your operating system and other software programs regularly. These should be installed to protect against intrusions and infections that can lead to the compromise of your computer files or passwords. Ideally, virus protection software should be set to automatically update each week. The Windows XP operating system also can be set to automatically check for patches and download them to your computer.



  	Do not open files sent to you by strangers, or click on hyperlinks or download programs from people you don't know. Be careful about using file-sharing programs. Opening a file could expose your system to a computer virus or a program known as "spyware," which could capture your passwords or any other information as you type it into your keyboard.



  	Use a firewall program. Especially if you use a high-speed Internet connection like cable, DSL or T-1 that leaves your computer connected to the Internet 24 hours a day. The firewall program will allow you to stop uninvited access to your computer. Without it, hackers can take over your computer, access the personal information stored on it, or use it to commit other crimes.



  	Use a secure browser. Most browsers use software that encrypts or scrambles information you send over the Internet—to guard your online transactions. Be sure your browser has the most up-to-date encryption capabilities by using the latest version available from the manufacturer. You also can download some browsers for free over the Internet. When submitting information, look for the "lock" icon on the browser's status bar to be sure your information is secure during transmission.



  	Try not to store financial information on your laptop unless absolutely necessary. If you do, use a strong password with a combination of letters (upper and lower case), numbers and symbols. A good way to create a strong password is to think of a memorable phrase and use the first letter of each word as your password, converting some letters into numbers that resemble letters. For example, "I love Felix; he's a good cat," would become 1LFHA6c. Don't use an automatic log-in feature that saves your user name and password, and always log off when you're finished. That way, if your laptop is stolen, it's harder for a thief to access your personal information.



  	Before you dispose of a computer, delete all the personal information it stored. Deleting files using the keyboard or mouse commands or reformatting your hard drive may not be enough because the files may stay on the computer's hard drive, where they may be retrieved easily. Use a "wipe" utility program to overwrite the entire hard drive. 



  	Look for website privacy policies. They should answer questions about maintaining accuracy, access, security, and control of personal information collected by the site, how the information will be used, and whether it will be provided to third parties. If you don't see a privacy policy or if you can't understand it, consider doing business elsewhere.


Let's Review


Remember, Keep Track of What's in Your Account


If you were to be the victim of identity theft, could you remember all the accounts you would need to close? Accounts like credit cards and bank accounts should be closed immediately. Make a list of all the accounts and account numbers that you would need to close should you be a victim of identity theft. Transfer the list to a notebook or log that you can keep in a safe place with easy access.


Account Name:___               

Account Number:__            

Online Password




 


Chapter 9: Privacy Choices for Your Personal Information

Sometimes we have more say in the way organizations use our personal information than we might think. Consider the following suggestions to help you do all that you can to protect vital personal data:


	Under recent law, consumers now have free access to their credit reports once per year at annualcreditreport.com. If you ask, only the last four digits of your Social Security number will appear on your credit report.



  	Place passwords on your credit card, bank, and phone accounts. Avoid using easily available information like your mother's maiden name, your birth date, the last four digits of your Social Security number or your phone number, or a series of consecutive numbers. When opening new accounts, you may find that many businesses still have a line on their applications for your mother's maiden name. Ask if you can use a password instead.



  	Secure personal information in your home, especially if you have roommates, employ outside help, or are having work done in your home.



  	 Ask about information security procedures in your workplace or at businesses, doctor's offices or other institutions that collect your personal information. Find out who has access to your personal information and verify that it is handled securely. Ask about the disposal procedures for those records as well. 



Find out if your information will be shared with anyone else. If so, ask how your information can be kept confidential. 


	Don't give out personal information on the phone, through the mail, or on the Internet unless you've initiated the contact or are sure you know whom you're dealing with. Identity thieves are clever, and have posed as representatives of banks, Internet service providers (ISPs), and even government agencies to get people to reveal their Social Security number, mother's maiden name, account numbers, and other identifying information. 


    Before you share any personal information, confirm that you are dealing with a legitimate organization. Check an organization's website by typing its URL in the address line, rather than cutting and pasting it. Many companies post scam alerts when their name is used improperly. Or call customer service using the number listed on your account statement or in the telephone book.



  	Treat your mail and trash carefully. Deposit your outgoing mail in post office collection boxes or at your local post office, rather than in an unsecured mailbox. Promptly remove mail from your mailbox. If you're planning to be away from home and can't pick up your mail, call the U.S. Postal Service at 1-800-275-8777 or go online at www. usps.com to request a vacation hold. The Postal Service will hold your mail at your local post office until you can pick it up or are home to receive it. 


    To thwart an identity thief who may pick through your trash or recycling bins to capture your personal information, tear or shred your charge receipts, copies of credit applications, insurance forms, physician statements, checks and bank statements, expired charge cards that you're discarding, and credit offers you get in the mail. To opt out of receiving offers of credit in the mail, call: 1-888-5-OPTOUT (1-888-567-8688). The three nationwide consumer reporting companies use the same toll-free number to let consumers choose not to receive credit offers based on their lists. Note: You will be asked to provide your Social Security number which the consumer reporting companies need to match you with your file.



  	Don't carry your Social Security number card; leave it in a secure place. Give your Social Security number only when absolutely necessary, and ask to use other types of identifiers. If your state uses your Social Security number as your driver's license number, ask to substitute another number. Do the same if your health insurance company uses your Social Security number as your policy number. 



  	Carry only the identification information and the credit and debit cards that you'll actually need when you go out.



  	Be cautious when responding to promotions. Identity thieves may create phony promotional offers to get you to give them your personal information.



  	Keep your purse or wallet in a safe place at work; do the same with copies of administrative forms that contain your sensitive personal information.



  	When ordering new checks, pick them up from the bank instead of having them mailed to your home mailbox.


"Buy a shredder. This is one of the easiest ways to guard against "Dumpster diving." — Naomi Lefkovitz

Credit card numbers on receipts. 


As of December 5, 2006, companies must not print your credit or debit card expiration date or more than the last 5 digits of your card number on your electronic receipt. Some businesses had to make this change sooner, depending on the way they process credit card transactions. The law still allows receipts that are handwritten or mechanically imprinted with a copy of your credit card to show your entire number and expiration date.


Preventing companies from using your personal information for marketing: More organizations are offering consumers choices about how their personal information is used. For example, many let you "opt out" of having your information shared with others or used for marketing purposes.


When it's appropriate to give out your Social Security number: Your employer and financial institutions will need your Social Security number for wage and tax reporting purposes. Other businesses may ask you for your Social Security number to do a credit check if you are applying for a loan, renting an apartment, or signing up for utilities. Sometimes, however, they simply want your Social Security number for general record keeping. If someone asks for your Social Security number, ask: 


	Why do you need my Social Security number? 


  	How will my Social Security number be used? 


  	How do you protect my Social Security number from being stolen?


  	What will happen if I don't give you my Social Security number? 



If you don't provide your Social Security number, some businesses may not provide you with the service or benefit you want. Getting satisfactory answers to these questions will help you decide whether you want to share your Social Security number with the business. The decision to share is yours.


Identity theft insurance: Some companies offer insurance or similar products that claim to give you protection against the costs associated with resolving an identity theft case. Be aware that most creditors will only deal with you to resolve problems, so the insurance company in most cases will not be able to reduce that burden. As with any product or service, make sure you understand what you're getting before you buy. If you decide to buy an identity theft insurance product, check out the company with your local Better Business Bureau, consumer protection agency and state Attorney General to see if they have any complaints on file. 

Ultimately, you cannot prevent identity theft from happening to you, ... You can only reduce your chances. --Beth Givens

 

Let's Review


Answer the following questions:


1. Debit cards replace the use of cash and ____.

2. Keep making monthly car payments to your ____ account after the car is paid off.

3. Avoid borrowing money to pay for assets that lose ____.


4. A ____ card is also called a check card or ATM card.

5. Using a debit card withdraws from your checking account almost ____.


6. Owing more than the car's worth is termed being ____ down.

7. Experian is one of three ____ credit reporting companies.


8. ____ your PIN, and do not write it on your card.


9. You can file an ____ theft complaint with the FTC.

10. Americans are spending more on their ____ than ever before.


11. Many debit cards let you pay by ____ or PIN.

12. Taking certain steps quickly can ____ risks from identity theft.

13. Today's cars are better built and more ____ than ever.


14. The longer you save for a car, the smaller the amount you'll need to ____.


15. Hold onto ____ from your debit transactions.


16. Longer loan terms mean building ____ in a car more slowly.


17. It's a big mistake to buy a car as a symbol of ____.


18. ____ can be a smart way to pay.


19. To avoid ____, obtain details about a store's layaway program.


20. Check out the store's ____ before putting merchandise on layaway.






Glossary

Adjustable-rate mortgage (ARM): a mortgage that does not have 

  a fixed interest rate. The rate changes during the life of the loan based on movements in an index rate, such as the rate for Treasury securities or the Cost of Funds Index.


Annual percentage rate (APR): a measure of the cost of credit, expressed as a yearly rate. It includes interest as well as points, broker fees, and certain other credit charges that you are required to pay. Because all lenders follow the same rules when calculating the APR, it provides you with a good basis for comparing the cost of loans, including mortgages, over the term of the loan.


Assumability: when a home is sold, the seller may be able to 

  transfer the mortgage to the new buyer. This means the mortgage 

  is assumable. Lenders generally require a credit review of the new borrower and may charge a fee for the assumption.


Balloon payment: a lump-sum payment that may be required when a mortgage loan ends. This can happen when the lender allows you to make smaller payments until the very end of the loan. A balloon payment will be a much larger payment compared with the other monthly payments you made.


Buydown: with a buydown, the seller pays an amount to the lender so that the lender can give you a lower rate and lower payments, usually for an initial period in an ARM. The seller may increase the sales price to cover the cost of the buydown. Buydowns can occur in all types of mortgages, not just ARMs.


Cap, interest rate: a limit on the amount your interest rate can increase. Interest caps come in two versions: periodic adjustment caps, which limit the interest-rate increase from one adjustment period to the next, and lifetime caps, which limit the interest-rate increase over the life of the loan. By law, virtually all ARMs must have an overall cap.


Cap, payment: a limit on how much the monthly payment may change, either each time the payment changes or during the life of the mortgage. Payment caps may lead to negative amortization because they do not limit the amount of interest the lender is earning.


Center for Responsible Lending (CRL): a nonprofit organization, research and policy group created to educate the public about financial products and to push for policies that curb predatory lending.


Conversion clause: a provision in some ARMs that allows you to change the ARM to a fixed-rate loan at some point during the term. Conversion is usually allowed at the end of the first adjustment 

  period. At the time of the conversion, the new fixed rate is generally set at one of the rates then prevailing for fixed-rate mortgages. The conversion feature may be available at extra cost.


Credit CARD Act or the Credit Card Accountability, Responsibility, and Disclosure Act: addresses aspects of credit card costs and practices that are most probably unknown to the majority of consumers.


Dispute Resolution: credit card companies have charge back rights in certain situations in which they can charge the money back to a merchant for fraudulent purchases, especially those made online.


Equity: the difference between the fair market value of the home and the outstanding balance on your mortgage plus any outstanding home equity loans.


Federal Housing Administration (FHA): a government agency created as part of the National Housing Act of 1934 to insure loans made by banks and other private lenders for home building and home buying.


FICO: an abbreviation for Fair Isaac and Company, the company that developed the method used by most lending institutions to calculate your score.


Fixed Rate Mortgage (FRM): the interest rate you are charged stays the same for the length of the loan. This ensures that your monthly loan payment also stays the same.


Floor: the minimum interest rate of an ARM loan. This prevents an ARM loan from ever adjusting lower than the Start Rate.


Foreclosure: the right of the lender to foreclose, repossess, or seize the property if the mortgage contract is broken.


Fully Indexed Rate: the cost of the fixed-rate mortgage is calculated by adding the Index (Prime Rate) + Margin. This determines the interest rate of your loan for the life of the loan.


Grace Period: a credit card's grace period is the time you have 

  to pay the balance, before you are charged interest. Grace periods usually range from 10 to 55 days.


Home Equity Loan: a loan in which a borrower uses the equity in his or her home as collateral for securing the loan. This creates a lien on the borrower's home.


Hybrid ARM: a hybrid of a fixed-rate period and an adjustable-rate period. The interest rate is fixed for the first several years of the loan; after that, the rate could adjust annually. 


Identity Theft: occurs when a criminal uses another individual's personal information to commit fraud or other crimes.


Index: the economic indicator used to calculate interest-rate adjustments for adjustable-rate mortgages. No one can be sure when an index rate will go up or down. 


Interest: the price paid for borrowing money, usually given in percentages and as an annual rate.


Layaway: purchase plans designed for people who want to purchase merchandise without credit or paying the full price immediately.


Liability Protection: if someone misuses your credit card, your maximum liability under federal law for unauthorized use is $50. The regulations that protect you from fraudulent use of your debit card are not as user friendly.


Margin: the number of percentage points the lender adds to the index rate to calculate the ARM interest rate at each adjustment.


Mortgage Brokers: companies that offer to find you a lender who is willing to make you a loan.


Mortgage Loan: a loan secured by real property, usually residential property like a house, condominium, or time-share property. 


Payment Shock: industry term to describe the upward movement of mortgage loan interest rates and its effect on borrowers. This is the major risk of an ARM, as this can lead to severe financial hardship for the borrower.


Period: the length of time between interest rate adjustments. If interest rates are falling, a shorter period benefits the borrower. If interest rates are rising, a longer period benefits the borrower.


Points (discount points): one point is equal to 1% of the principal amount of your mortgage. These points usually are collected at closing and may be paid by the borrower or the home seller, or may be split between them. 


Prepayment penalty: extra fees that may be due if you pay off the loan early by refinancing your loan or selling your home. 


Prime Rate: is often used as the foundation for calculating fixed- and variable-rate mortgages and home equity loans.


Principal: the amount of money borrowed or the amount still owed on a loan.


Start Rate: the introductory interest rate the borrower pays for the first fixed-interest period.


Term: the length of time of the loan. The number of payments can vary; a 30-year term could have 30 payments or 360 payments.


Truth in Lending Act: this federal law requires that creditors give you complete and accurate information about credit costs and terms.


X/Y: ARMs are often referred to this way. X is the number of years the initial interest rate applies before the first adjustment happens and Y is the interval between adjustments.

 

Closing Statement

ACCESS Education Systems was developed as a tool to train and educate individuals and families concerning important money management skills. With Bankruptcy Reform, a message was sent from our regulators to all Americans regarding the importance of putting our financial houses in order. ACCESS Education Systems provides individualized education to help  families achieve their dreams of financial independence. The principles in this Family Financial Training Course contain many of the initial steps to achieving long-term financial prosperity. It is a part of the ACCESS Education Systems Series providing new and effective means by which millions of the nation's families can learn the skills of personal financial management and establish a happier and successful future.


In addition to ACCESS Education Systems albums, ACCESS Educational Systems has an interactive website containing hundreds of articles and resources including newsletters, bulletins, and online courses to resolve any financial issue facing you today. ACCESS Education Systems offers renewed hope to those struggling with debt and financial pressures and provides sensitive, personal assistance, and assurance to all families. ACCESS Education Systems leads the way with empowering, financial information that will enable you and your family to have fun while developing the skills and knowledge that will allow you to achieve an improved standard of living today and have a brighter financial future.
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