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What Is Credit?

+ Credit is the ability to bommw
bomarrow’s moncy o pay for
seinething you get today.

* Crodit 15 o promise 1o repay & debt and it
reflects on your neputabion,
* Credit may be extended via several

means, tnclniding credil cords, personsl

Module 1: Your Credit and Why It Is Important 1



What Is Credit?

+ Crodit ks o privilege. The ability 1o
barmow money ot reasonable {arms
and imferest ries connol be takien for
granted or assumed.

* Credit is extended based ona
demonstrated willingness and abiliny
b pepay B

What Is Debt?

¢ Dbt is when you owe money fior the
purchiise of poods or services withoud
immedistely payving for them,

* You'owe o debt wiven yios) use credit
i make these purchases,

Basic Terminology

* Croditor = Lender
ithe person or institution lending the moncy)
= Dobfor = Homower

{1he person wsing the money to pay for
prrchasss or services)
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Basic Terminology

 interest Rate is a change for using
‘someone else’s money, Bypically
“indicated s & perceniage.

= APR(Annunl Percentuge Rate) is the
cosl of credit expressed o a yearly mite.
which meludes all cosis and fees ihat o
berereier s required 1o pay fior & hoan.

Gredit History and Credit Report

v A credit history indicsss whether
of not barmowed funds were paid
back in a timely Bohbon or “as
agreed.” 11 also inclodes legal
actions ihal have been taken, such as
bamkrupeey nnd forechsure

for documenting your cridit

What Is a Credit Record?

* A erodit mﬂhlﬂmﬂhu;
yonui hanve managed your finances and
repadid debi,

& i provides informalion on mmoney
thut Yo have borrowed and &
hstory of your paynents.
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Why Is a Good Credit
History Important?

Why Is a Good Credit
History Important?

rhpdqndkﬂm?um'ﬂ.i
obtwin Jower fees and inencst pdes.

« The higher the interest rate and fees,
the bexs funds you have available for
savinigs and spending.

Why Is a Good Credit
History Important?

LLoan rates are rypically determined
oty Uhe bassis of youer eredid repon and
credit score.

= A7 loans uee for poople with goad o
exccllent credit, and have the lowest
interest rate.

« “B” or "C" or “subprime” loans have
higcher mbes due 1o past or current credit
problems sisch as Late payments.

B —
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Why Is a Good Credit
Hislory Important?

. Hl;ﬁn-unmmnﬁrnnm'ﬂ
resull in Fewer disposable financial
resouroes pow and in the futume,

» Crer time, this will transliaie min
the loss of thousands of dollars of
potential savings.

Benefits ol Good Credit

Good credit will halp you fo:

* Fulfill yuur short- and long-derm goals.
= Achisve your dreasms.

* Have access 1o fands for emengencies.

Good Credit Will Help You
Achieve Short-Term Goals

(ahich may peguire 3 credin chegkd,
* Establsahng utility sevvices m yous name.

« Making a major purchase

{wuch an furnitare or an automobile).

« Keepiny yuur cther rates low

{wnch ms muto and homeowniér's iniance ),
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Good Credit Will Help
You Achieve Long-Term Goals

How Do | Establish a
Good Credit History?

The primary key to establishing a
o] cralit history is in hononng your

promakse (o repary loans or credit cands
s grecd, %m{m
the payment die |8
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Despite Financial Difficulties

Payment of debt obligntions s
Becomne & mumber o priority,
Failure to do so will make i1 difficalt
i castly for you to bomow for the
things that you need for yoursell and
yuur faimily, such as a home, education
or incikical cane,

Tips for Maintaining Good Credit

Bledore takang vn addithonal debe,

wk ypurself the Fallowing quedivas:

1 mlrnﬂr#ﬂl'ﬁnn#m?:mlilﬂ
2 Whai bs the true {Wolal} cost uf using cendin?

1 lb#nﬁhhmﬂﬂywﬂ
when is it dus?

4, Bl miany mesths will | e s make
this praymenl?

& Can | alord ihe meshly paymonts?

6 What wikl happes {F ) don't make the payments os
Eima ' &

e —

SUMMARY

* Managing your finamces and working
townnd Anancisl goals and stability
requines discipline and knowledge of
bow (o maiptaan o good credit reconl.

* A impatred creditl recond of payTment
history prevent you from saving
AWMLY, | ng goals and
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P Questions to Think About Before Taking on Additional Debt
In order to maintain good credit, it may be helpful to ask yourself the following questions before
taking on additional debt:

-

1) Do I really need this item right now or can | wait?

2) What is the true (total) cost of using credit?

3) How much is the monthly payment and when is it due?
4) For how many months will | have to make this payment?
5) Can | afford the monthly payments?

6) What will happen if | don’t make the payments on time?

o

P The Impact of Interest Rates on the True Cost of a Loan
The following sample loan amortization provides you with an illustration

of how interest rates impact the true cost of borrowing money.

a N

Example #1: Car Loan

A $20,000 car loan at 8% for 5 years, costs $405.53 per month. After making all 60
of the payments, (12 months times 5 years) the total paid is $24,331.67.

A $20,000 car loan at 14% for 5 years, costs $465.37 per month. After making all 60
of the payments, (12 months times 5 years) the total paid is $27,921.90.

The difference from 8% to 14% means that you will pay $3,590.23 in extra interest.

\ %

/ Example #2: Home Mortgage \

A $125,000 home mortgage at 7% for 30 years, costs $831.63 per month for principal
and interest. After making all 360 of the payments, (12 months times 30 years) the total
paid is $299,386.12.

A $125,000 home mortgage at 12% for 30 years, costs $1,285.77 per month for
principal and interest. After making all 360 of the payments, (12 months times 30
years) the total paid is $462,875.66.

The difference from 7% to 12% means that you will pay $163,488.86 in extra interest
over the life of the 30-year loan.

" /
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» Sample Amortization Schedules
The following provides a chart of some examples of the costs of credit. The chart contains
three different loan amounts ($10,000, $12,000, and $15,000) borrowed at rates of 10% and
25% for the same length of time (five years or 60 months). Note how drastically the monthly
payment, the finance charge, and the total cost of the purchase changes from 10% to 25%.

/

Total (APR) Length Total

Amount Annual of Loan Monthly Finance Total Cost
Financed Percentage Rate in Months Payment Charge of Purchase
$10,000 10% 60 $212.47 $2,748.23 $12,748.23
$10,000 25% 60 $293.51 $7,610.79 $17,610.79
$12,000 10% 60 $254.96 $3,297.87 $15,297.87
$12,000 25% 60 $352.22 $9,132.95 $21,132.95
$15,000 10% 60 $318.71 $4,122.34 $19,122.34
$15,000 25% 60 $440.27 $11,416.19

~

It is important to note that no matter what the actual interest rate is, it is ALWAYS a good

practice to pay more than the “minimum amount due” as stated on the monthly bill. This

practice will help you to reduce your debt more rapidly and can save you hundreds or
thousands of dollars in interest payments.

For example, a person who charges $2,000 on a credit
card with 19.8% interest and an annual fee of $40 would
end up paying approximately $8,202, over 31 years, if he
or she made only the minimum monthly payment. By
doubling the minimum monthly payment, this person
could be out of debt in three years!
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p Examples of a Home Mortgage Payment
(visit www. FreddieMac.com/calculators to use a mortgage calculator)

This next chart illustrates the difference interest rates make on the cost of purchasing a home.

There are three loan amounts listed in this example: $75,000, $100,000, and $125,000. Each
amount is calculated at both a rate of 7% and 12% over a period of 30 years (360 months).

(As you will learn from the workshop, “subprime” mortgage rates—due to impaired credit—
can cost you a great deal of money.)

Note how much borrowing power you lose by paying 12% versus 7%. In the chart, you will
see that $125,000 borrowed at 7% will cost $196.98 per month LESS than borrowing only
$75,000 at 12%.

-~

Total
Amount
Financed

$75,000
$75,000
$100,000

$100,000
$125,000

$125,000

(APR)
Annual
Percentage Rate

7%
12%
7%
12%
7%

12%

Length
of Loan
in Months

360
360
360

360
360

360

Monthly
Payment*

$498.98
$771.46
$665.30
$1,028.61

$831.63

$1,285.77

Total
Finance
Charge

$104,631.67
$202,725.40
$139,508.90

$270,300.53
$174,386.12

$337,875.66

Total Cost
of Purchase

$179,631.67
$277,725.40
$239,508.90

$370,300.53
$299,386.12

$457,875.66

~

* For comparison’s sake, the numbers in the fourth column reflect principal and interest only.

A typical mortgage payment includes principal, interest, taxes, and homeowner’s insurance (PITI).

It is also important to note that in addition to PITI, homebuyers who pay less than 20% down

may be required to purchase mortgage insurance.
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