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Credit and You:
Use it, don’t abuse it

How can you buy a hot new car if you don’t have $25,000? Can you avoid 
the credit card trap? Whenever you buy something but don’t have the cash, 
you’re using credit. Mastering the wise use of credit gives you a head start on 
financial fitness.

Are You Creditworthy?
“Credit” means borrowing someone else’s money. In exchange 
for the loan, you’ll have to pay back more than you borrow. 
That’s called interest. It’s a percentage of the borrowed amount. 

Who Decides? Lenders decide whether to lend you money 
and how much interest to charge by looking at three things: 
1. Can you pay them back? Add your monthly income to your 

bank account balances to find your total assets. Then total 
your monthly expenses, including debts (obligations). 
Compare the two to see if you’re able to take on more debt.

YOUR CAPACITY TO REPAY DEBT

2. Do you have a good credit rating? Lenders want to know if 
you’ve repaid previous debts on time. 

3. Do you have collateral? Collateral is used mostly to buy 
homes or cars. If you don’t make the payments, the lender 
takes the property. 

Your Credit Score Like your shadow, your credit score, or 
credit rating, follows you throughout your life. It’s a number 
from 300 to 900 that shows how responsible you’ve been with 
your finances—recently and in the past. The higher your score 
is, the more likely you are to get credit and a low interest rate. 

Credit scores are assigned by three credit bureaus— Equifax, 
Experion, and TransUnion—that track each person’s financial 
history and create credit reports. Check yours at least once a 
year to be sure it contains no incorrect information.

Compared to

  Monthly income
+ Checking account
+ Savings account
= Your assets

  Monthly expenses
+ Total debt               
= Your obligations

Check Your Credit You can 
get one free report per year 
from each credit bureau. Call 
877-322-8228; write to Annual 
Credit Report Request Service, 
P.O. Box 105283, Atlanta, 
GA 30348-5283; or go to
www.annualcreditreport.com.
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Credit Cards
When you use a credit card, you’re borrowing money that 
must be paid back—plus interest. Card issuers set a limit on 
the total amount you can spend. Smart borrowers avoid 
reaching that limit because it lowers their credit score. 

Once you’ve established credit, you’ll get offers for many 
cards. To avoid the temptation to rack up debt, keep no more than 
two or three. Choose those with the lowest annual percentage 
rates (APR)—not just low introductory rates that bounce up later. 
Be sure to read the fine print on the contracts—all of it.

The Price vs. the Real Cost The longer it takes you to pay 
off your credit card balance (the total amount you owe), the 
more the items you bought with the card actually cost. That’s 
because card issuers make their profits by charging interest—
from 1 to 25 percent or more—on the amount still owed. 

EXAMPLE: If you pay cash for a pair of $100 sneakers, they cost 
$100. If you use a credit card at an interest rate of 18.9% and 
take a year to pay it off, they cost $118.90 or more, depending 
on how the interest is calculated.

The Credit Card Trap Every month, you’ll get a statement 
listing everything you bought in the previous month, payments 
you made, and the balance. You are usually allowed to pay less 
than the total balance as long as you make at least the 
“minimum payment due” listed on the statement. This is how 
many people fall into the credit trap: they make only the 
minimum payment, racking up more debt month after month.

? did
you  
   know

Endless Payments It 
will take you almost 
22 years to pay off a 
$1,000 charge on an 
average credit card 
if you pay only a 
2 percent minimum 
payment. The $1,000 
purchase will wind up 
costing you $3,000—
$2,000 of it in interest!

How Do You Score?

■ Paying on time raises your credit score; paying late lowers it. Here’s how:
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Other Sources of Credit
There are a number of ways to borrow money besides credit 
cards. These include relatives and friends, as well as retail stores 
and institutions, such as banks, credit unions, and 
savings and loan associations. 

Retail Stores Most department stores and other retailers let 
customers with good credit buy merchandise from their stores 
with one of three types of credit:
· Installment sales credit: Major items like refrigerators are often 

 dna tseretni edulcni hcihw ,stnemyap   lauqe gnikam yb thguob
service charges, over a set period of time.

· Regular charge accounts: You can buy goods or services within a 
set dollar limit by agreeing to pay off the balance in the future. 
Interest is charged only if the balance is not paid in 30 days. 

· Revolving credit: You usually make no deposit but can buy 
items on credit on an ongoing basis, up to a certain dollar 
limit. If you repay the balance by a certain date, some stores 
charge no interest; most charge interest on each month’s 
unpaid balance. Credit cards are also a type of revolving, or 
open-ended, credit.

Service providers Your agreements with providers of 
services (electricity, cell phone, Internet, etc.) are credit 
arrangements. The history of your payments to them often 
appears on credit reports—especially if you pay late.

? did
you  
   know

Revolving Debt By 
2009, Americans owed 
$900 billion in revolving 
debt—seven times more 
than they did 20 years 
before.

Sample Credit Card Statement

Balance

Minimum payment due

Payment due date

5–15 to 6–14

1,650.00

33.00

7–15

InJump Athletic Gear6-2 100.00

Balance

The least amount
you can pay without
damaging your credit

Amount of recent
sneakers purchase

Period of time
statement covers

Company where sneakers
were bought with card

Date card issuer must
receive payment

Date of recent
sneakers purchase

CreditCo National Bank
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Financial Institutions Commercial banks, savings banks, 
credit unions, finance companies, and some insurance 
companies lend money, with varying interest rates and fees. 
Shop and compare costs before borrowing. Some loans require a 
single, lump-sum payment on a specific date; others accept 
monthly payments for either a set or indefinite period of time. 

Comparing Costs
As with credit cards, the length of time it takes you to repay the 
balance of a loan from other creditors affects the total amount 
you pay. You can see in the table below that when you take 
longer to pay off a loan, you pay less each month, but your total 
cost is higher. That is because interest gets compounded over a 
longer period of time.

 COSTS OF 3- AND 5-YEAR
INSTALLMENT LOANS

$10,000 loan at 12% interest compounded annnually

3-year loan 5-year loan

Number of monthly payments 36 60

Amount of each payment $347 $231

Total interest paid $2492 $3770

The annual percentage rate (APR) of the loan also affects the 
total amount you pay. Be sure to check it before signing any 
loan agreement.

APR COMPARISON
5-year Loan of $8,000

Lender A Lender B

APR 11% 13%

Monthly payment $174 $180

Total interest to be paid $2,436 $2,921

Total cost $10,436 $10,921

HOW TO 
ESTABLISH CREDIT

Paying cash for everything 
does not make you a good 
credit risk. To prove you’re 
responsible enough to get 
credit, you have to establish 
a credit history.

About 15% of a credit 
score is based on how long 
you’ve had credit. So it’s 
important to establish credit 
as soon as possible.

1. Apply for a “secured 
credit card” at a bank. 
You’ll have to make a 
deposit—usually about 
$300—and you’ll get a 
credit card you can use 
to make purchases 
up to the amount 
you deposited. Buy 
something each month 
with the card and be 
sure to make monthly 
payments on time. After 
about a year, if you’ve 
paid off the balance, you 
can get your deposit 
back and switch your 
secured credit card to an 
unsecured one.

2. Open an account at a 
major retail store. (They 
will probably ask for your 
current bank credit card 
number and expiration 
date.) Buy something on 
credit and make the 
payments on time.

3. Have someone with good 
credit co-sign a credit 
application. A co-signer 
agrees to pay your debt 
if you don’t.
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Identity Theft
Criminals could steal your name, social security number, date of 
birth, and other private information—and use it to run up debts 
in your name: credit cards, wireless phone accounts, or loans. 
Here are some tips to help protect your identity; find more at 
www.idtheftcenter.org.
· Be careful who sees your personal information. Never provide 

it on the Internet or by phone to anyone who contacts you. 
Banks don’t request  private information by e-mail.

· Thieves sort through people’s trash and mailboxes. Shred 
statements that include account numbers and any  unused 
 offers of credit cards you  receive in the mail. 

· Always know where your cards are. When you buy  something 
with a card, watch to see that it’s not copied and get it back as 
quickly as possible. 

· Check your credit report periodically for accuracy. 
· Report lost or stolen credit cards immediately to the fraud 

 department of a credit bureau. You’re liable for only the first 
$50 after your report.

· Do business only with companies that will provide their name, 
street address, and phone number.

· Don’t use the links in an e-mail to get to any Web page. Type 
the Web address in your browser window. A secure site begins 
with “https://” rather than “http://”.

▲ Shredding old financial documents helps guard against identity theft.
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CREDIT BASICS

Annual percentage rate (APR): The percentage of interest you 
are charged for every year you owe money. A fi xed APR will stay 
the same; a variable APR will rise and fall with changes in national 
economic indicators.

Compounding: The process of charging interest on the amount of 
interest still owed. This interest is added to the stated interest 
rate because it’s money you owe but have not yet paid. 

EXAMPLE: If the stated APR on a $10,000 loan is 10%, you’d expect 
to pay $1,000 in interest per year (10% of $10,000). But since 
 lenders compound interest, you may pay an extra $47 on the 
same $10,000 loan—for a total interest of $1,047. Some lenders  
compound interest more often—even daily. The more often 
 interest is compounded, the more you will owe.

Delinquent payment: A payment that is 30 days or more past 
due. This is not the same as a late payment, which is one received 
after the due date but before it’s 30 days past due. If a car 
 payment due on the fi rst of the month is received on the 20th, for 
example, it’s late and you’ll pay a late charge. But it’s not 
 delinquent and won’t appear on your credit report.

Grace period: A period of time after you buy something on credit 
during which some creditors charge no interest if you pay the 
 balance before the due date. 

Finance charge: The total cost of credit. In addition to  interest, 
some companies charge fees for annual membership, cash 
 advances, services, transactions, and exceeding the credit limit. 

Introductory rate: A lower rate of interest offered by some credit 
card companies to persuade consumers to apply for their card. 
After an initial period, the APR you’re charged increases. It’s im-
portant to read the fi ne print on the offer to fi nd out when the APR 
increases and whether the low rate applies only to balances you 
transfer from another credit card, to new purchases, or to both. 
You also need to know how long you have to transfer balances; 
some cards feature a fi xed APR on balance transfers for the life of 
the card; others for only 45 days to six months.

Test Your Financial Fitness

1. Summarizing Why is a good credit score important?

2. Identifying What are two ways to establish good credit?

3. Listing List two ways to avoid credit card debt and one way to 
eliminate credit card debt. 

4. Applying Analyze three credit card offers your family has received in 
the mail or that you have seen advertised. Which one offers the best 
deal? Why?

? did
you  
   know

A Big Difference Your 
credit score makes a big 
difference in the interest 
rates lenders charge. 
For example, a person 
with a credit score of 
720 or above applying 
for a 3-year loan to buy 
an $18,000 car may pay 
7.258% interest. The 
same dealer might 
charge a person with a 
credit score between 
500 and 559 a rate of 
15.294% for the same 
loan. At the end of the 3 
years, the first applicant 
would have paid $2,085 
in interest; the applicant 
with the low credit 
score would have 
paid $4,557.
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