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Improving Your Credit Presentation (Families)
1. Introduction 
a. Introduce the team members

b. Big news stories of 2009 (Slide 2)
i. If you’ve watched the news in the last year, you’ve probably heard that the economy has still not recovered.  Part of the reason the economy is suffering is that, as a country, we have a serious problem with credit abuse. We’re going to talk today about what credit is and why it matters to you.

c. Pop quiz! (Slide 3)
i. Don’t worry.  You’re not back in school and this is not graded.  Purpose is not to get all the right answers but to see what you do/don’t know about the topics we’ll be covering today.

d. Question 1: select the best definition of the word “credit.”  B – the ability to borrow money. (Slide 4)
i. Credit is the opportunity to borrow money to buy things now, and then pay for them later.  When you borrow money now, you’re taking out a loan against your future income and saying that at some date in the future, you will pay back that loan + interest + fees and other costs.  The more credit you have, the more you can buy now … and the more you could potentially be paying later.

e. Question 2: What is the difference between credit and debt? B – credit is the opportunity to borrow money and debt is the money you have actually borrowed. (Slide 5)
i. The answer here has nothing to do with perks or free gifts.

ii. Once you have been approved for a credit card, the credit card company will extend you a credit line, i.e., a maximum amount of money you are allowed to charge on that card each month.  For example, you could have a card with a $500 maximum.  Your debt depends on how much of that $500 you actually spend.  So if you have a credit card with a $500 credit limit but only use it once to buy $10 movie tickets, you still have $490 of credit available on that card.  However, you now owe $10 to the credit card company.

f. Question 3: Under what circumstances may a credit card company change the terms of your credit card (for example, your credit limit and the interest rate)? D – for any reason! (Slide 6)
i. As we just discussed, a credit card agreement is a contract.  That contract will have in it whatever terms the credit card company puts in there—it could be a high interest rate or a low one, no fees or monthly fees.  Even more importantly, the contract will state when and for what reasons the credit card company can change those terms.  
ii. Most contracts will state that the terms can be changed unilaterally (without your consent or permission) by the credit card companies, and as a result of anything ranging from your individual circumstances (if you miss a payment) or even general financial conditions (if the federal interest rates change).
iii. Because of the new credit card legislation, creditors now must provide written notice to you of any significant change in the terms of your credit card, such as a change to your APR (your annual percentage rate), 45 days in advance of that change.
iv. Also in the new legislation, credit card companies cannot raise your interest rate retroactively.  Any new interest rate can only apply to new purchases going forward.
g. Question 4: True/False: All credit cards charge the same annual percentage rate (APR) of interest on the balance you owe.  False.  (Slide 7)
i. We’ll talk more about what APR is later and why it’s important, but for now you should know that it’s basically the annual interest rate you pay on any balance you carry over at the end of a month.

ii. All credit cards are not equal!  Some charge high interest rates and others low ones, so if you decide to get a credit card, you have to really do your research to make sure you are getting the best terms available to you.

h. Question 5: True/False: credit card companies prefer customers who pay off their entire balance each month.  False.  (Slide 8)
i. Three of the primary ways credit card companies make money is through (i) fees charged to the merchant or store that lets you use a card [These fees explain why some stores only take certain cards], (ii) annual fees charged to customers for simply having the credit card and the availability of money, and (iii) interest customers pay on amounts owed, or leftover after they pay their monthly bills. 

ii. Credit card companies are actually incentivized to have you make only a minimal payment each month.  For every day you owe them money, you pay them for that privilege.

i. Question 6:From which of the following credit reporting companies can you request a free credit report once a year?  D – all of the above.  (Slide 9)
i. You are legally entitled to get one free credit report each year from each of Experian, Equifax and TransUnion.

ii. You may request it at www.AnnualCreditReport.com.  It is a good idea to check even if you decide you don’t want a credit card yet, to make sure your record is clean and that you haven’t been the victim of identity theft etc.
iii. This is the only website authorized to fill orders for the free annual credit report you are entitled to under law.  Other websites that claim to offer “free credit reports,” “free credit scores,” or “free credit monitoring” are not part of the government’s free annual credit report program.  They may be fraudulent, or they may end up leading you to websites that will charge you for your credit report.  
iv. You may order one, two, or all three reports at the same time, or you may stagger your requests. It’s your choice. Some financial advisors say staggering your requests during a 12-month period may be a good way to keep an eye on the accuracy and completeness of the information in your reports.
v. Ordering a credit report more than once a year will cost you up to $10.50 (but may be worth it if you suspect that someone may be trying to use your credit without authority).
j. Question 7: Which of the following is the most common reason people file for bankruptcy?  A – overuse or abuse of credit cards.  (Slide 10)
i. Bankruptcy is a legal process that allows individuals or businesses to declare that they can no longer pay their debts or bills and obtain protection from the government.  Declaring bankruptcy is like getting a fresh start on your finances, but it has serious negatives also.  

ii. In 2005, Congress passed a law making it harder for people to file for bankruptcy.  For example, bankruptcy applicants now have to undergo credit counseling before they file.  Also, if you meet certain income requirements and are simply mismanaging your money, you don’t get to avoid your debts by filing for bankruptcy.  Bankruptcy is an absolute last resort to help people who have abused their credit card privileges or suffered a serious financial setback.

k. Question 8: at what age may your child obtain a credit card in her own name? B – 18.  (Slide 11)
i. Slightly a trick question, since before she turns 18, she may have a credit card with her name on it, but that card won’t be in her name.  Legally, a person must be 18 to be the authorized user of a credit card, i.e., the person who applies for the card and is responsible for paying the bill every month.  When someone turns 18, that person is legally allowed to apply for and obtain his or her own credit card.

ii. Plus, due to recent legislation passed by Congress that takes effect in February 2010, anyone under 21 years of age must EITHER have a co-signer to get a card, OR must provide proof of means to pay the credit card before a company may issue a card.

iii. Bonus: The reason the answer is 18 is that signing up for a credit card requires a person to enter into a contract with the credit card company and minors are not allowed to enter into contracts.

l. Question 9: Which of the following celebrities has applied for bankruptcy: Mike Tyson (boxer), Walt Disney (cartoonist who created Mickey Mouse), Donald Trump (real estate investor), Michael Vick (football player)?  E – All of the above.  (Slide 12)
i. All of these individuals have, at some point in their lives, filed for bankruptcy.  Shows you that even people with a lot of money sometimes do a poor job managing that money, and monitoring the relationship between what they spend and what they earn.  There are people with very low incomes and excellent credit, and people with very high incomes and terrible credit.

ii. In 2008, 1.07 million people in the United States filed for bankruptcy relief.  Purpose of this presentation is to make sure none of you join the people on this slide.

m. Reminder

i. If you didn’t do well on the quiz, that’s ok.  All of those questions will be covered in today’s presentation and you can feel free to stop us at any time if you have questions about one of the concepts.
2. Basic concepts (simple interest, compounding interest, credit report)

a. How Credit Cards Work (Slide 13)

i. Explain that with a credit card, someone else (the credit card company) is paying.  That’s why your debt is to that company. 

ii. If you pay the company in full every month, they don’t charge you for having owed them money for a few days since your purchase.

iii. They allow you to pay less, down to a minimum, but then they start charging you for being in debt to them.

iv. Explain that a debit card, which looks like a credit card, is entirely different—it automatically subtracts money from your bank account, so you don’t owe debt to anyone. If you have a bank account, you probably have a debit card that doubles as your checking card.

b. Minimum payments (Slides 14-17)

i. Slide 14:  Credit card companies love the minimum payment.  They make the most money off of you if they can charge you interest.
1. Advanced groups:  There are laws about how low the minimum payment can be.  Assume that it’s probably somewhere between 2 and 5 %, depending on what you owe.
2. Under the new legislation, creditors must disclose that a minimum payment will increase the amount of interest paid, the time it will take to repay the balance, including the number of months it would take to pay the balance if only paying the minimum monthly payments, and the amount that would be required to eliminate the outstanding balance in 36 months.

3. Also, a toll-free number of credit counseling and debt management services must also be prominently displayed on the billing statement. 

ii. Slide 15:  Note that the minimum payment is the least that you’re allowed to pay.  If you pay less or don’t pay at all, lots of worse stuff happens, all of which we’ll discuss later.

iii. Slide 15: Note that 15% is an annual rate and that they can assess it at any time, including every month by dividing it by 12 or every day by dividing it by 365.

iv. Slides 16-17: [IF APPLICABLE:  Note that we’ll do a case study after we get through a few more basic concepts that will show how this adds up.]
1. Advanced:  Explain that the more often they assess interest, the more they make because they then get interest off of every bit of interest that they’ve assessed in between.  Explain that they’re allowed to do this.
2. Super-advanced:   Ask whether anyone has learned about compounding continuously and explain that that’s what’s usually done. 
c. Definitions (Slides 18-19)

i. Slide 18:  Explain terms listed + the term “balance” (remaining debt after you’ve paid off part of it).   Ask whether any other words or concepts have come up that don’t make sense.  This is a good pause for questions.
ii. Slide 19:  Explain that when banks tell you the interest rate, they still aren’t giving you all the information that you need.  

1. It does not include other fees, and it does not specify how often they’re adding interest.  

2. APR is a standardized way of explaining the percentage that you’ll actually owe.  

3. Laws require all banks (and all car companies—you might have seen this on car ads, since they let you pay off your debt for a car over time like banks do) to use the same formula.

4. You can think of APR as the interest rate, even though it is more complicated.  All banks will give you the APR but that’s not actually the most important piece of information.  Make sure you read the fine print.
5. APR can be based on a fixed or variable interest rate.

6. Credit card companies even offer introductory low rates or no rate at all, which after some period of time increases (often substantially).  Under the new legislation, these introductory rates are not allowed to change during the first six months that you have the credit card.
d. Penalties for lateness and credit rating (Slides 20-21)

i. Slide 20:  Credit card companies love people who take a long time to pay, but they get nervous when you pay them late.  They take no chances with demanding as much as they legally can to get you to give them what they’re owed.  Therefore, they’re allowed to add tons of penalties.

ii. Slide 21:  Explain that interest rates can go up[IF APPLICABLE:, and that we’ll see in our case study how much more money you end up paying if you miss even one payment].  Explain that they add additional late fees.

e. Credit rating explained (Slides 22-23)
i. Begin with “why” and “what”:  Various types of people want to know if you’re responsible with money.  This can include other credit card companies, employers, landlords, and people who sell cars and houses.  You don’t have to give anyone your credit report, but they don’t have to give you a job or a car!
ii. Then “when”:  Everyone who has debt has a credit report.  As we’ll discuss later, it’s a good thing to have—if you’re responsible with paying back, you’ll have a high credit rating and people will want to lend you money.  But if you don’t pay a debt, even once, your credit rating goes way down. 
iii. What can change you credit rating? (Slide 23)

1. There are many factors including obvious ones such as paying bills late or not at all.  Others that may not be as obvious include the amount of debt you have outstanding and the number of accounts you have opened.
2. Can medical bills affect your credit rating?  How will being late on your medical bills affect your credit rating?
a. Medical bills can become a devastating issue in credit.

b. If your medical bills go to a collection agency, it affects the "payment history" component in calculating your credit score, which we will talk about next.  Other factors play into determining your credit history, but payment history is the largest one (as we will discuss, 35% of your credit score).
iv. A common way of measuring your credit rating is a credit score.
3. Credit Scores (Slide 24)
a. What is a credit score?

i. A credit score is a three-digit number based on your bill-paying history and debt profile, as well as on statistical information about other borrowers that lenders use to determine the likelihood of certain credit behaviors.
ii. Your credit score is a number between 300 and 850.

b. How is your credit score calculated?

i. Your payment history accounts for 35 percent of your score. 
ii. How much you owe accounts for 30 percent. 
iii. The length of time you have had credit is worth 15 percent of your score. 
iv. New credit (the number of recently opened cards and the number of inquiries to your account) accounts for another 10 percent of the score.
v. The types of credit used (mortgage, credit cards, etc.) accounts for the final 10 percent.
c. Why is a credit score important?
i. Your credit score will have an important impact on the interest rate you will pay to borrow money.
4. Identity theft (Slide 25)
a. What is identity theft?

i. That’s when someone uses your personal information — like your name, your Social Security number, or your credit card number — to commit fraud. 
b. What happens when someone steals your identity?
i. Identity thieves may use your information to open a new credit card account in your name. Then, when they don’t pay the bills, the delinquent account is reported on your credit report. Inaccurate information like that could affect your ability to get credit, insurance, or even a job.
c. Be very careful about giving out your Social Security number, credit card, or bank account numbers.
5. Credit’s positives and negatives (Slides 26-29)
a. How can your credit affect your life? (Slide 26)
b. What are the good reasons to use credit cards? (Slides 27-29)
i. Safety - $50 limit on liability

1. If your card is lost or stolen or your card number is fraudulently used, you are only liable for up to $50 under federal law; however, most credit companies have reduced this liability to zero, meaning that you don’t have any liability for lost or stolen cards.
2. And don’t forget to let your credit card company know if your credit card has been lost or stolen.
3. If you notice a charge on your statement that you didn’t make, you can call the credit card company and they will mark the charge as disputed and work with the merchant to obtain proof regarding whether you made the purchase or not. You are only required to pay the amount of undisputed charges.

ii. Convenience

1. You can arrange for automatic payment of bills.
2. You can easily track your monthly spending.

a. When coupled with a program like Microsoft Money or Quicken, you can see where your money is going and keep track of your monthly spending.
3. You can use your credit card to make purchases on the Internet from the comfort of your home.  Whether it’s clothes, plane tickets or even food.
4. Less cash to carry around

iii. Special consumer protections

1. Extended warranty plans where the credit card company will replace or repair a device for you–even though the original warranty has expired. 

2. Theft or insurance protection if you have an item (that was purchased on the card) stolen or destroyed by fire, flood, etc.

3. Travel accident insurance (including rental cars). 

4. Lost luggage reimbursement.

iv. They can provide you leverage with a merchant. 

1. If a store or website messes up your order or tries to rip you off, dealing with the merchant can be a hassle; however, if you first try to resolve the issue with the merchant and can’t get anywhere, you can call your credit card company and they can initiate a dispute with the merchant.

c. Why is good credit important? (Slides 30-31)
i. May make a difference in renting an apartment or getting a job.   

1. Potential landlords may only want to rent to a person with good credit history. 

2. A credit report showing signs of credit abuse demonstrates bad judgment to a potential employer.

ii. Your history of payments, employment and salary makes you a good candidate for a home loan or a car lease.

1. For example, most people can’t afford the price of a house and have to obtain a loan.  Without good credit, it could be difficult to get a loan to buy that house.

iii. You can get a better interest rate.

1. Banks grant better interest rates to people who have shown a history of repayment.

iv. You will get better loan terms, e.g. no requirement for a co-signor or guaranty, lower down-payments and lower early payment penalties (if any).

v. Different credit cards offer different “rewards”.

1. Airline miles. 

2. Points that are redeemable for products, travel or cash.

3. Cash back - 1% of the total of your purchases back in cash.

4. Discounts - A percentage discount or a fixed dollar discount for certain stores and vendors.

vi. Make sure you evaluate whether these features are worth any extra credit costs to you, i.e. the value of the features must outweigh the fees and interest expenses you pay.

d. What are the downsides of using credit? (Slides 32-35)
i. If your payment record is poor, your credit rating will suffer.

ii. A poor credit rating means credit will cost you more – you’ll pay higher interest.

iii. Or you may be denied credit or a loan entirely.

1. A bad credit rating is like a bad reputation.  Bad credit makes it more difficult to obtain loans and credit.

2. Banks prefer to lend to people who have demonstrated that they will repay.

iv. Money troubles can be embarrassing.

1. They can cause a lot of stress from not knowing how you are going to pay your bills.

2. Dealing with creditors and collection agents can be stressful and embarrassing when they are calling you and sending you notices in the mail which your friends, family and co-workers can find out about.

6. Case Study (Slides 36-45) [CONSIDER SKIPPING FOR SENIOR CITIZEN PRESENTATION]
a. Introduction

i. Let’s look at a real-life example of using credit to purchase a flat screen TV.

b. Purchase (Slide 37)
i. You want to have all of the latest entertainment technology, but you do not have enough cash to pay for all if it.  You decide that you must have the TV now, so instead of waiting until you have enough money to buy it in cash, you use a credit card.

ii.  You purchase a flat screen TV for $1,000.

c. True Cost of Credit—What do you end up paying in total by using a credit card instead of cash? (Slides 38-45)
i. SCENARIO 1: On-time payments, 15% APR (Slides 38-40)
1. If you make monthly payments of $25/month, and every payment is on time, and you are paying 15% APR interest rate, it will take you 

a. Fifty-six months (almost 5 years) to pay off 

b. Total cost: $1,394.97

c. Total interest paid to credit card company: $394

ii. SCENARIO 2: First payment late, default, interest increases to 24% (Slides 41-42)
1. Let’s now say that you missed your first payment on your credit card.  Because you missed that payment, your APR interest rate is increased to 24%.  If you make $25/month payments, even assuming all of your future payments are on time, it will take you:

a. 82 months (almost 7 years) to pay off

b. Total payment: $2,032

c. Total interest paid to credit card company: $1,032.

d. YOU HAVE PAID MORE IN INTEREST THAN THE PURCHASE PRICE OF THE TV!

iii. Your Choices: (Slide 43)
1. Pay $1,000 cash, total, upfront

2. Pay $1,394.97 over 56 months (assuming you make all payments on time)

3. Pay $2,032 over 82 months (if you miss a payment)

4. As a result of using credit, you have paid significantly more ($1,304.97 instead of $1,000 or $2,032 instead of $1,000 depending on timely payments) for the TV than you would have if you paid in cash.

5. **Points to remember:

a. Unless you pay your bill in full each month, buying on credit ALWAYS costs more than paying cash because of interest expense.

b. The total cost depends on the interest rate and the amount that you pay each month.

iv. Interest Payments v. Savings (Slides 44-45)
1. When you pay interest to the credit card company, you are paying for nothing.  You do not get anything in return for these payments (except the privilege of not repaying).  It is the same as throwing away your cash.

2. When you pay in cash instead of using credit, you do not have to pay interest to the credit card company.

3. If you take the ~$1,000 you save as a result of paying cash, and invest it together with $1,000 every year until you are 60, you will have saved approximately $450,000. 

d. Other Things to Consider: 

1. If you pay the minimum every month, by the time you pay off the credit card purchase of the TV, it may be outdated.  In fact, you may have already purchased a new TV, maybe even on a credit card.

2. Keep in mind the examples we discuss above assume that you have not purchased anything else with the credit card.  More likely than not, in the 5 or 7 years it takes to repay the TV purchase discussed here, you will have used the same credit card to purchase more items, pushing the balance even higher.  Higher balance=higher interest=longer time to pay off the credit card.

7. Conclusion (tips, lessons learned, etc.) (Slides 46-49)
a. Recap (Slide 46) [SKIP IF SHORT ON TIME]

i. Summarize the concepts taught in the presentation by asking the audience: (a) why is credit important, (b) what is credit abuse, and (c) what types of problems may arise from credit abuse.

b. Tips (Slide 47)
i. Limit the number of credit cards to two max. Be sure to shop around for a credit card with the best terms.

ii. Unused credit cards are a factor lenders consider in extending credit.

iii. In addition to finding out what your credit score is, you should also check your credit report and monthly billing statements for errors. We will talk about how to do so in the next slide.

iv. Good credit can be established by opening a bank account and by paying all bills on time. You may also want to take out a small loan and repay it on time in order to establish a track record.

v. Know what you can repay every month by budgeting and purchasing only essential items. 

c. What to do if you are in trouble

i. If you find yourself in over your head with regard to credit, and you cannot pay what you owe, don’t hide; don’t avoid your creditors.  

ii. Contact your creditors immediately if you’re having trouble making ends meet. Tell them why it’s difficult for you, and try to work out a modified payment plan that reduces your payments to a more manageable level. Don’t wait until your accounts have been turned over to a debt collector. At that point, your creditors have given up on you.
iii. The Fair Debt Collection Practices Act is the federal law that dictates how and when a debt collector may contact you.  A debt collector may not call you before 8 a.m., after 9 p.m., or while you’re at work if the collector knows that your employer doesn’t approve of the calls. Collectors may not harass you, lie, or use unfair practices when they try to collect a debt. And they must honor a written request from you to stop further contact.
iv. Turning to a business that offers help in solving debt problems may seem like a reasonable solution when your bills become unmanageable. But before you do business with any company, call the Better Business Bureau.  (In the Washington, DC metro area, call 202-393-8000.)  Some companies, even though they are “non-profit,” can be fraudulent or do more harm than good.
d. Credit Report (Slide 48)
i. End by giving the audience information on where they may obtain their credit reports.
ii. Remember, you are legally entitled to get one free credit report each year—request it at www.AnnualCreditReport.com.
iii. You will find on your credit report:

1. Personal information

2. Public record information

3. Credit score and credit history

4. Inquiries by lenders
iv. If there are any errors on your credit report such as an incorrect name, address or social security number, or accounts which are not yours., you should contact the credit reporting agency that put together the credit report with the error.
e. Credit Reporting Agencies (Slide 49)
i. Correcting the error

1. Identify and highlight the error

2. Write a letter of dispute that explains the error

3. Locate information that proves the error

4. Send the highlighted copy of your credit report, your letter of dispute and a copy of any additional information to the credit reporting agency
 MACROBUTTON DocID \\\DC - 090334/008003 - 2972544 v2  
 MACROBUTTON DocID \\\DC - 090334/008003 - 2972544 v2  
 MACROBUTTON DocID \\\DC - 090334/008003 - 2972544 v2  

