The Road to
Financial
Empowerment:

AN INSIDERS’
GUIDE
Set and reach your
financial goals…
by taking charge
of your money and
your credit!

A guidebook
to reaching
financial peace
of mind, with
insider tips from
credit experts!

■ Tips on how to build
or re-build your credit
starting today!
■ Easy-to-use worksheets to
help you understand and
manage your finances!
■ A handy guide to your
credit score and your
credit report

THE GUIDE

INSIDER TIPS
We think about credit
and money matters all
day long, and we’ve
included in this guide
some “insider tips” about
financial health. Look
for these tip boxes
throughout the guide.

How this guide works
This guide will give you knowledge and tools you need to get on the road to good financial
health. Plus you’ll find insider tips to help you get on track and stay there. As you travel this
road, you’ll know where you are through the symbols beside each section:

LEARN

These sections explain the basic financial concepts and
definitions you need to understand as you make your financial
decisions.

PLAN

When you see this symbol, you’ll know it’s time to start thinking
about how to apply the ideas you’ve learned to your situation.

ACT

In these sections, you can use worksheets, tools and other
information to set your goals and create a plan to reach them.

If you find yourself reading a word you
don’t know, check out the Words To Know
section on pages 26–31.

Why Use This Guide?
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SETTING GOALS

!

LEARN

You wouldn’t start down a road without having a destination in mind. In this
journey, the destination is achieving your financial goals.

Because you’re reading this Guide, you may already have some financial goals in mind. But
it’s important to write them down—seeing them on paper makes them real and also helps
keep them in front of you when the road seems long.

You’re not
alone: Making
ends meet
■ More than 77 million
Americans—or 40%
of us—say we live
paycheck to paycheck. [SOURCE: State
Farm Family Financial
Forecast, August 2005]

Your goals will probably fall into one of five types:
■ Make ends meet—You want enough money every month to pay your bills and
expenses, and have enough left over to treat yourself to a night out.

■ Improve your credit—Your credit score is too low to qualify for loans or your low
score means higher fees and interest charges.

■ Save for the future—You need a “nest egg” for emergencies, college savings,
retirement, or down payments on houses or cars.

■ Cut debt—You feel like you have too many credit cards or unpaid bills that are
adding up or making it difficult to keep up with payments.

■ Make major purchases—You’re in the market for a new home, car, boat, or
other big-ticket purchase.

■ Nearly one-quarter of
Americans say that
after they’ve paid their
basic living expenses,
they have no money
left over. [SOURCE:
ACNielsen Global Survey,
January 2006]

PLAN

■ What are your financial goals? For example, buying a new car or a house, cutting
down your debt, improving your credit, . . .

■ When do you want to achieve them?
■ Why do you want to reach those goals? Do you want a safe place for your children to
■

ACT

Use this chart to write down your financial goals:

play? Do you want peace of mind? Spend some time thinking about the “Why’s”—they’re
the reasons you are willing to work to achieve your goals.
How are you going to achieve these goals? As you read this Guide, you can fill in your
ideas to achieve your goals.

MY FINANCIAL GOALS WORKSHEET
What?

Cut this chart
out and hang it
somewhere you
see every day.
Fix those goals
in your mind.

Example: Buy a new car

When?

Why?

How?

Within 3 years

So that I can have a
safe car to drive my
children around in.

Open Savings account for
car fund. $15 per week
and NO withdrawals!

The rest of this guidebook will help you down the route to these goals. We’ll start with
making ends meet and starting to save. Then you can read about managing your debt,
understanding and improving your credit and the financial tools you’ll need along the road.
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THE IMPORTANCE OF BUDGETING

Budgeting—Managing the
“Ins” and the “Outs”
LEARN

The first step in getting yourself ready for financial success is making a budget.

What is a budget?
A budget is simple—it lists your income (the “Ins” or the money you make) and expenses
(the “Outs” or the money you spend). Using this Guide, you will document your current
budget. Then you will set targets for your spending that will help you reach your financial
goals. Next you can read some good ideas about how to achieve these targets and goals.
Then, you can work on the plan for how to get where you want to be, using the Future
Budget worksheet on page 30.

Why budget?
■ Keep Track of Your Spending—If you’re the kind of person who
sometimes finds that you’ve spent all the money you’ve earned, but you’re not really
sure where it really went, a budget can help you “follow the money.”

■ Plan for the Future—When you set targets for your budget, such as cutting
spending in certain places, you can help build your savings and/or
pay back your debt. All the routes to your financial goals start at
the same place—a budget that’s realistic and leaves you
money to pay all your bills with something to set aside for
your goals or a rainy day.

How to Start Budgeting
If even the word “budget” sounds heavy—like “diet” or
“studying,” think of the time you spend worrying about
money or thinking about things that you can’t afford to do!
That’s what weighs you down. Budgeting is about figuring
out what you have and what you want and need. It’s about
you taking charge and setting your own priorities—
making your own choices.

The first step on the
road to financial
empowerment
is taking a careful
look in the mirror
and figuring out
what your current
financial
situation is.
Turn the page
to get started.

PLAN

Budget Checklist:
Here’s what
you’ll need to put
together your
budget on the
next pages

■ A pencil (with an
eraser!) is best.

■ A calculator
■ Your bills (water, elec-

tric, etc.) and receipts,
as many as you can
find, for the past 3 to 6
months

■ Your pay stubs, or

other records of
money you’ve
received (pension,
alimony, food stamps,
etc.) for the past
3 to 6 months

■ Receipts or bills from
the past year that
show how much you
spent on one-time
purchases, such as
vacations, tuition, or
hospital bills.

■ Your checking account
or prepaid card
statements for the
past 3 to 6 months.

■ Your most recent credit card statements, if
you have credit cards.

Gather together
as much of this
information as
you can easily
find, and let’s
get to work!
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YOUR CURRENT BUDGET

ACT

Filling Out Your Current Budget
Worksheet:

DEBT

EXPENSES

INCOME

The Current $ Column
The “Ins”! First, write down the total amount of money you take home every month (after taxes and deductions).
If your spouse or partner’s income helps pay the bills, include that too. If your income changes every month, use
whatever you think best represents what you make on average every month or the amount you normally get.
Add any other money you get regularly, such as alimony or child support, disability, unemployment insurance or pensions.
The “Outs,” or the money you spend every month. Estimate your monthly spending for each category. You may want
to round up or estimate high in case you over-spend some months. If you use credit cards, you will need to list the
amounts you spend using the cards in the expense categories. (So if you spend $100 per month for gas, using your
credit card, put $100 on the line for gas.)
You also need to include occasional costs, things like vacations, hospital bills and gifts. How much have you spent on
these things over the past year? Total them up and divide that number by 12—that’s your average monthly spending
for each type.
The last section to fill in is debt. Before you start, let’s create a Loan and Debt Worksheet that will include all regular
debt payments except mortgages and car loans. Include credit cards as well as things like old hospital bills or student
loans that you pay monthly (or in installments).
1 First write down the name of each of your credit cards and loans.
2 Then, write the monthly payment due date.
3 Then the interest rate.
4 Next, the total amount you owe today, and finally
5 The typical minimum payment amount. Add up the total monthly payments and enter this amount in the “Debt
Payments” section of the budget. Add up the total balances, too, to have a record of how much you owe.

LOAN AND DEBT WORKSHEET
Account Name

Monthly
payment
due date

1

(Bank or type and last
4 digits of the account number)

Example: Mastercard X1234

To start on the
“Ideas” and
“Target $” of the
budget columns,
turn to the next
few sections.
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2

15th

Total Balances
Total Monthly
Payments

3

4

Interest
rate

Outstanding
balance

18%

$1000

Minimum 5
payment
amount

$25

INCOME

MY CURRENT MONTHLY BUDGET
CURRENT $

[Future Budget]

IDEAS

TARGET $

Work pay
Other Income
TOTAL INCOME
Housing
Rent/Mortgage

DEBT
PYMTS

EXPENSES

Home care / repairs / improvement
(trash pickup, lawn service, home association dues, etc.)
Renter’s or Homeowners insurance
(homeowners may be included in your mortgage payment)
Utilities
Gas
Electric
Water / Sewer
Home phone
Cell phone
Cable or Dish (incl. Pay-per-view)
Internet Service
Transportation
Car payment
Gasoline
Service and repairs
Car insurance and taxes
Other (bus or subway passes, taxis, parking fees)
Food
Groceries
Eating out—dinner & breakfast
Eating out—lunch
Other food—vending machines
Child Care
Daycare or afterschool care, babysitters
Child support or alimony
School tuition for self or children
Medical
Prescriptions & other medicine
Monthly doctor’s bills
Personal Care
Gym or other memberships
Haircuts, manicures, etc.
Clothing, shoes, drycleaning, etc.
Entertainment (movies, concerts, clubs, movie rentals, etc.)
Other Expenses
Vacations
_________________________
_________________________
Total monthly minimums from Debt Worksheet
Other Debt Payments
_________________________
TOTAL EXPENSES (plus debt payments)

Income
– Expenses & Debt Payments
Leftover (positive) or Over Budget (negative)

=

On page 30, you’ll find a “Future Budget” worksheet to write down your monthly budget over the next few months.

A version of this worksheet is available to print on page 32.
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YOUR FUTURE BUDGET

From Here to There: Putting Together a Plan
INSIDER TIPS
■ If you have a short
commute to work,
see if you are eligible
for a car insurance
reduction. Some
insurance companies
provide discounts if
your annual mileage
is below a certain
amount.
■ Don’t eat out for a
month and see how
much you can save.
It can cost more
than twice as much
to dine out as it
does to eat at home.
Your wallet will
thank you, and your
waistline may too.
■ Still smoking? A 40year-old pack-a-day
smoker who quits
and puts the savings
into a 401(k) earning
9% a year could save
as much as $250,000
by age 70! [SOURCE:
MSN Money “The High
Cost of Smoking” by
Hillary Smith]
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Now, you’ve taken the first steps—figured out where you want to go (your goals) and laid out
your current budget. To reach your goals, you need to make a Future Budget (see page 30)
that has room for paying down debt and saving for the future. This is the budget you will stick
to from now on.
There are different routes to take to these goals, but the roads are related—you’ll need good
credit and responsible debt habits, as well as savings, to make those major purchases. And
you’ll likely need to cut your spending to have money for savings to cover emergencies and
meet your financial goals.

Are you spending more than you make? Your first goal is to make
sure that your “Ins” are greater than your “Outs.” That is, your income is greater than
your spending. Since it is harder to increase your income than it is to decrease your
spending, let’s focus on spending. Are you surprised by how high some of the categories are? Did you realize you were spending that much money eating out?

Are you making more than you need? If you are, that’s great.
But if you’re looking to improve your budget, it is still important to look at every dollar
spent. Free up as much money as possible for savings and debt payments.

PLAN

Making Ends Meet—
Your Future Budget

Step One: Go through and circle things that you could
cut back on or live without—we put some of the categories in italics to show things that you may be able to
cut. Remember your financial goals! Are these goals
more important than the money you spent on new
clothes or going out this month?
Step Two: Next to each category, put IDEAS of
how you can reduce the expense and TARGETS for
what you want to spend every month going forward.
For example, your gas bill may be $150 a month. You
might have a target of $125 per month. You may
use the “idea” of putting a note to yourself on
your door that reminds you to turn down
your heat when you leave the house.
Read some of the insider tips in this Guide
about how other people have been able to
save money and spend less.

Keep Track of Your Spending
Whether or not you have money leftover, the best way to stay on budget is to
use a spending diary. Every time you spend money or pay a bill, write down the
ACT
amount and the category you spent the money in. Then, at the end of the
month, add up each category to see if it is less than the amount you set as your
target in your budget. You can find more copies of this spending diary at the back of the
Guide on page 33.

WEEKLY
SPENDING
DIARY DIARY
WEEKLY
SPENDING
Date

Example: 11/1

DATE___________________________
DATE___________________

Place

Amount

Category

Wal-mart

$29.56

Clothing

INSIDER TIP
If your problem is
spending your paycheck and then not being
able to cover your bills
when due, the envelope
system may work for you.
When you get your paycheck, set aside money
in an envelope for your
mortgage or rent, car
payment, insurance, etc.
Then when the payment
is due, the money will be
there. If you pay your
bills by check, write the
check as soon as your
paycheck comes and
record it in your checkbook so you are not
tempted to spend the
money.

Moving Forward
You now have a record of what you’ve been spending every month,
ideas on how to lower that, and targets for what it should be. Turn to page
30 to start creating your Future Budget. Make copies of page 30 and fill out
ACT
the “Target $” column from your Current budget in the “Target $” column for the
first month. Then at the end of the month, fill in your actual spending for each
category using the information in your weekly spending diaries for that month.

■ Budgeting doesn’t just happen once. You can change your targets over time, as long as
you are continuing to work toward your goals.

■ Every month, compare the actual amounts you spent with your Target $ and make
adjustments where you can. Look at each category to figure out whether you can save
on that category next month.
The next sections provide more information on spending, saving and managing your debt.
But no matter how much cash you have, if your credit score is low, you may still have
problems with your finances. Check out the Building and Re-building Your Credit section
(on pages 12–17) for more information.
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SAVE MORE, SPEND LESS

WHY SAVE FOR A
DOWN PAYMENT?
If you can pay any money
upfront when you purchase a car or house,
you can have a smaller
loan and pay less each
month. That money is
called a “down payment,”
and it goes directly
towards the cost of the
new house or car, so
you’ll also pay less interest in the long run. Most
mortgages and many car
loans will require an
upfront payment of
between 10% and 20% of
the purchase price.

Why Save?
■ For

security, in case you lose your job. That way you can continue to make your
minimum payments and avoid late payment fees and other penalty charges.
■ For a down payment for a new house or car (typically you will get better pricing
on loans when you make a bigger down payment).
■ To pay for your
■ For retirement.

children’s college tuition.

It may be hard to imagine saving money, but take a look at how quickly putting aside just
$10 a week can add up:
Saving $10 per Week
$6,000

Consider this: setting aside
$20 each week, can add up
to over $1,000 in one year!

$5,000

$5,200

$4,000

Types of
Savings

$3,000

$2,000

$2,600

$1,560
There are different types of
$1,000
savings tools, depending on
$520
how much time you have
$0
After 1 Year
After 3 Years
After 5 Years
After 10 Years
to save and what you’re
saving for. In general, when
you will need the money soon, you want to have the least risky way to save, so it is wise to
put the money in short-term savings accounts, rather than investing it. This often means that
the interest you earn will be lower, but your savings generally won’t lose value. Here are
some types of financial accounts people use to save:

Short Term Savings—When you think you will need to use the money in the
next few years. You can open these accounts at local banks, credit unions or online.
■ Savings

Accounts: These bank accounts usually pay interest on your deposits,
but may have limits on the number withdrawals per month or other
restrictions.
■ Money

Market Deposit Accounts: These accounts, offered by many
banks, generally pay a higher interest rate than savings accounts, but
usually require that you keep a minimum balance.
■ Certificates

of Deposit (CDs): A savings tool in which the saver
deposits a certain amount of money for a fixed time period (like 3 months,
6 months, 1 year, 3 years, etc.). CDs usually offer higher interest rates than
ordinary savings accounts, but have penalties if you try to withdraw the money
before the end of the fixed time period.

Saving For College—Money set aside for children’s education.
■ 529

Plans: Savings plans, often sponsored by governments or universities,
which offer tax benefits when you set aside money to be used for higher
education. You can get more
information about 529 plans at
www.savingforcollege.com.

Retirement Savings—Money you don’t plan to use until you retire
■ 401K

Plans: A retirement savings plans in which employees contribute a portion of

their income, before taxes, to an investment or savings account. Investment accounts
have risk, meaning you could earn money, but you could also lose the money you put in.
The employee doesn’t pay taxes on the income until it is withdrawn at retirement. You
need to set up this account through your employer, but not all employers offer 401K
plans. The manager of the account your employer offers can give you advice on the types
of investments that are right for you.
■ Individual

Retirement Account (IRA): IRAs are personal retirement
accounts, usually not created through your employer.
■ With “Traditional” IRAs, the amount you contribute is not taxed in the year you
contribute it. You pay taxes on withdrawals when you use the money after retirement.
■ With “Roth” IRAs, you pay taxes on the funds you contribute at the time you
contribute, but when you withdraw the money after retirement, you do not pay taxes.
You can set up this type of account yourself.

For information on how these types of retirement accounts work and on
setting up an IRA, visit Motley Fool’s website at: www.fool.com/ira.

Smart Shopping
ACT

Saving money also means shopping smart.
Here are some ways to become a wise shopper:

■ Clip those coupons! Check your local Sunday newspaper for coupons and keep them
handy when you go to the grocery store. But make sure you use them only on the things
you need!
■ Remember, you haven’t “saved” any money if you buy something you don’t need, even if
it’s on sale. Focus on what you need and what is in the budget.
■ Comparison shopping is smart shopping. Make a note of the prices at the stores you
shop in, and buy smart, especially on major purchases. Don’t forget that if a purchase has
a rebate, you need to remember to mail it in. It may take 4–6 weeks or more to get your
money back. For grocery stores, try store brands which are often just as good as national
brands, but cheaper.
■ If you have internet access, check prices online. Look for online
stores with names you know and ask your friends and neighbors
for recommendations if you haven’t shopped online before. When
you’re comparing prices, make sure you add in the cost of
shipping and handling.

INSIDER TIPS
■ You may be spending
$1.00 a day on vending
machines—$30 per
month! Your goal may
be to reduce that to $10
a month. How can you
do that? Bring snacks
from home, or put all
your change in a jar, so
you don’t have it with
you to spend in vending
machines. You may
even be able to
increase your credit
card payments to
reduce your balances
with the money you
save just on snacks.
■ Wait to buy a new car—
even if you often have
repair bills, they may
not add up to the costs
of a new car (higher
insurance, down payment, car note, etc.).

INSIDER TIPS
■ Save money each
month by saving all the
dollar bills you receive
as change when you
pay with a larger ($20
or $10) bill.
■ Save all the small
change you get too—
those nickels can really
start to add up!
■ Every time you eat out
(lunch, dinner, or even a
snack at McDonald's),
put a dollar bill in your
savings jar.
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MANAGING YOUR DEBT

INSIDER TIPS
■ Even if you have debt,
you can still help rebuild your credit by
paying on time.
■ You can reduce your
balance and increase
your available credit by
adding the amount of
the finance charges to
the minimum payment
and paying this higher
amount. Try this and
watch your balance go
down!

If you’re like many Americans, you may already have a lot of credit card debt. But now that
you’re determined to reach your financial goals, it’s time to figure out a way out.

Quick Facts: Credit Cards in America
■

There are 185 million bank credit card cardholders and about 75% of
U.S. households have a bank credit card.
■ Americans have an average of 7 credit cards each (4 bank and 3 retail)
and charged an average of $8,238 during 2003.
■ 44 million cardholders, about 24%, struggle to send the minimum
monthly payment.
■ The average outstanding credit card balance is now over $12,000
[SOURCE: Dr. Robert D. Manning testimony to the U.S. Senate Committee on Banking,
Housing and Urban Affairs, May 2005.]

Look back at the debt worksheet you filled out on page 4 and your current budget on page
5. Can you meet the minimum payments every month? If not, you can use the budget worksheet on page 5 to find categories that can be cut.

To reduce debt and open up available credit on your
cards, you need to reduce the total amount you owe.
INSIDER TIP
Closing your account
doesn’t get you out of
debt. You will still owe
the money you borrowed, and if you don’t
pay, it can go into collections and show up as
unpaid debt on your
credit report for a long
time. Keep your account
open, even after you’ve
paid it off. It can help you
build a good debt-tocredit ratio and create a
longer credit history,
both of which can help
boost your credit score.

■ Make at least the minimum payment on each card. If you
send less than the minimum, you may have to pay extra fees and higher interest rates.
That means less available money to make payments on that card and other accounts.
■ Pay back the highest interest rate cards first, and the ones in
which you’ve gone over the credit limit. You’ve written down the interest rates for each
card already. Now, write them again, in order of interest rate, from highest to lowest.
Pay back the highest interest rate cards first, even if they have the highest balance to
save on interest charges. The more you pay down the balance, the less your monthly
interest charges will be.
■ Pay back more than the minimum. If you only pay the minimum,
you’re probably paying mostly the interest and fees on the debt. Try to pay more than
the minimum, even if it’s only slightly more, to reduce your balance.
■ Keep paying back the same minimum amount (from the debt
worksheet on page 4), even if your minimum payment goes down. This is a great way
to start paying back the debt while remaining within your budget. For example, if your
minimum payment is $80, try paying at least $90. Then, if your minimum payment
decreases, continue to pay the same $90 every month.

A version of a “Why Save” worksheet is available on page 34.
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Finding Help
If you feel like you still need help…you may need to see
a credit counseling agency. If your debt has become too overwhelming, there
are people who can help.
The Consumer Credit Counseling Service can provide you with budget counseling, debt
management plans, housing counseling, money management and other financial education.
The CCCS is a nonprofit agency with offices all over the country. It offers services in both
English and Spanish. These programs are funded by voluntary contributions from creditors,
so CCCS agencies do not charge for their services. They may ask you to make a contribution,
but this is strictly voluntary.
To find a local credit counselor, check out the
web site for the National Foundation for
Credit Counseling, www.nfcc.org,
or call them at 1-800-388-2227.

GENERAL INFO
FINDING A CREDIT
COUNSELING AGENCY
Be cautious of any programs that ask you to
pay fees up front for their
credit counseling or
other services. Before
you sign up with a credit
counseling program,
make sure to check the
organization’s reputation
with your local Better
Business Bureau
(www.bbbonline.org) and
your state’s Attorney
General.

CAUTION: Debt
relief offers
Getting out of debt can be
hard, so be careful if anyone
promises you “instant” or
“easy” debt relief.
Watch out for debt relief scams that say they’re offering the
“protection of federal law” or “consolidating bills into one monthly
payment.” They often don’t mention that they’re actually talking about declaring bankruptcy.
Bankruptcy is one option for dealing with financial troubles, but it should be your very last
resort because it can have a negative impact on your credit profile for a very long time. A
bankruptcy filing can remain on your credit report for up to 10 years (or longer in some
states) and can make it much harder to get credit, a home loan, a car loan, insurance, and
even a job or an apartment. And the
companies pitching bankruptcy as an “easy fix” probably won’t mention the attorneys’ fees
you’ll have to pay upfront too.

According to the Federal Credit Repair Organizations Act,
credit repair companies:
■ Cannot charge you until after they have completed their promised services
■ Must wait three days after you’ve signed your contract. You can cancel the contract during
this time without paying any fees.
■ Can’t make false claims about the services they provide.

GENERAL INFO
By law, all credit repair
counselors must give
you a copy of the
"Consumer Credit File
Rights Under State and
Federal Law" before you
sign a contract with
them. They must also
give you a written contract that lays out your
rights and obligations.
Read these carefully
before signing.

Before you sign up for credit repair or debt relief, talk to a credit counselor.
You can find one by visiting www.nfcc.org.
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BUILDING OR REBUILDING YOUR CREDIT

Why is good credit so important?
If your financial goals include major purchases, you’ll probably need to take out a loan.
Most people don’t have $100,000, or even $15,000, at one time, so instead, we borrow the money, and pay it back over time.
Your lenders are interested in one thing: how reliably you will pay them back—your
financial future. Your financial history shown in your credit report helps lenders
judge your future. Your credit report may determine whether you can get a loan,
and how much the loan will cost you.
If you’re worried that your financial history doesn’t really reflect what you believe your
financial future looks like, just remember this:

Your financial future begins today.
GENERAL INFO
FICO (pronounced
“FY-koh”) actually stands
for Fair Isaac Corporation,
the company that
developed the FICO
score. Find out more
about FICO at their web
site, www.myfico.com.

You can’t erase the past, and your past can remain on your credit report for years. But, you
can demonstrate good habits starting today that can show lenders that your financial future
is a bright one.

Why is your credit score so important?
■ It’s used by lenders, insurance companies and even potential employers and landlords,
to help them determine whether you are financially responsible.

■ When you’re opening new accounts (even phones or utilities) a bad credit report can
meant that you will have to make a large deposit in case you stop paying your bill.
■ A bad credit score indicates that you are more risky that other potential borrowers.
This can lead to:

■ Higher Fees and Rates
■ Being declined for new accounts
■ No credit line increases
■ Being rejected for jobs or apartments or insurance

How a good FICO score
can save you money:
The higher your score, the less
you may be charged for a loan.
See this example of the
monthly payments on a 48month, $10,000 used car loan.
If your score is below 590, you
may have to pay an extra $40
every month in interest, compared to someone with a score
of at least 720. That can add
up to an extra $1,910 in
payments over the 4 years.
[SOURCE: Bankrate.com, based on
average rates for a 48-month used car
loan in NY May 2006.]
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$279
monthly
payment

$239
monthly
payment

FICO Score
below 590

FICO Score
720+

Your credit score
LEARN

GENERAL INFO

Your credit score may be the single most important number in your financial life.
It’s going to be a major factor in whether you can get a loan or credit card, and
if you can, what rate you’ll be given.

What’s a credit score or a FICO score?
Your credit score is a number that is created based on information in your credit report (see
section on credit report). The most common type of credit score used today is called a FICO
score and scores range from 300 to 850. Your FICO score is updated monthly and can
change when companies report information about you to the credit bureaus. If a credit report
is a “financial report card,” a credit score is similar to your final grade. Although creditors are
not required to use the FICO score, most do use FICO and their own internal scores.

INSIDER TIP

What is a “good” score?
Almost 75% of the U.S. population with scores have a score of 650 or above. Another 50
million Americans have no score at all. That means that about 74 million Americans have no
score or a score below 600.
FICO scores and the percentage of scores
In general, though, the higher
that all into that range
your score the better. The
lower your score, the more
you will likely be charged
650–749
749 and above
below 650
through higher fees and/or
33%
40%
27%
higher interest rates. To get
higher interest
lower interest
better rates, your score
rates
and
fees
rates and fees
should be above 720.
SOURCE: www.myfico.com

What goes into a FICO Score?
FICO scores are figured out using a very complicated formula. The major factors and about
how much they weigh in calculating your score:

Mix of Type
of Credit
Recent Inquiries
and Applications
for More Credit
The number of accounts
you’ve opened recently,
and how many “inquiries”
you’ve had on the account.

Some loans like mortgages
look less risky than other loans,
like personal loans.

10%

Payment
History

10%
35%
15%

Length of Your
Credit History
Both how long the accounts
have been opened and how
long it’s been since you had
any activity on the account.

Debt-credit ratio: The
amount of debt you owe
compared to the amount
of credit you have available to you. If you have
more credit available
than debt owed, this can
help boost your credit
score.

30%
Total
Amount Owed
The amount you owe on a wide variety
of accounts, and how much of your
available credit you’ve already used.

Your history of paying
to a wide variety
of accounts, including
credit cards, store cards,
installment loans,
mortgages and others,
along with how long past
due the accounts are and
the amount past due
and how long since
you went past due.

Any time you apply for
more credit, or a new
loan, a lender may
“inquire” about your
credit. Too many
inquiries could hurt your
credit score. Why?
Because lenders may
think that you’re desperate for new credit or
money. Applying for a
new loan occasionally is
unlikely to drop your
score. And creditors
understand that if you’re
shopping around for
something like a mortgage or car loan, you
may have a number of
inquiries from various
lenders. As long as
inquiries happen within a
short period of time, they
may be treated as a single inquiry and may not
have much impact on
your score.

SOURCE: www.myfico.com
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BUILDING OR REBUILDING YOUR CREDIT

!

What’s a credit report?

Did You Know???
Credit reports are not
just for banks—they
are also used by
others, including
insurance companies, landlords and
even potential
employers, who use
these reports to tell
them whether you
have good financial
habits. So even if
you aren’t looking for
a loan, your history
can affect you!

Your credit score changes when companies send updates to credit bureaus about your
accounts with them. Your credit report is a detailed record of your history of borrowing
money and paying it back—your “report card” about your credit standing. Any time you
borrow money—personal loans, auto loans, credit cards—your payment history can
become part of your credit report. The reports are used by most lenders when considering
whether applicants qualify for home, credit card, car, boat, education and other loans and
how much the loan will cost (interest rate and fees).

Who puts together the credit reports?
The credit reports are provided by credit reporting agencies also known as credit bureaus.
There are three major national credit bureaus—Equifax, TransUnion and Experian, as well as
many smaller regional and local bureaus. Credit bureaus create a credit report based on
information creditors send them about their customers. There are slight differences in the
information reported to the bureaus, so your report can vary depending on the bureau.

Sections of Your Credit Report
Most credit reports include the following basic information, but each credit bureau may list
the information in a different order.

Personal Information Your name(s), social security number, birth date, spouse’s
name, current and previous phone numbers, and current and previous addresses.
Account Information For each account, the report may list some or all of the
following categories, depending on what information creditors have reported. They may
be separated into Accounts in Good Standing and Derogatory Accounts (accounts with
negative information reported).
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789 New
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Date Op

Creditor
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Date Op
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Creditor
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Date Op
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Status:
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Requests
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Status:
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Date Op
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Creditor 222
22
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-1212
800-555 id, Closed
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Status:
ened
Date Op

Credit limit or Original loan amount

creditor, mailing address, phone
number and your account number.

High balance The most you’ve

Status Open, Closed, Paid, Never
Late, In Collections, Charged-Off, etc.

Date opened
Creditor
t
111 Stree 222
22
City, ST
-1212
800-555 id, Closed
Pa
:
Status
ened
Date Op

Creditor
t
111 Stree 222
22
City, ST
-1212
800-555 id, Closed
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Status:
ened
Date Op

Records

Public
Info
Creditor
t
111 Stree 222
22
ST
City,
-1212
800-555 id, Closed
/
Pa
.:
re
xx/xx/xxxx
Status:
/xx/xxxx, and how it got the
Dates: xx
the record
Detail: of

Creditor information Name of

Creditor 222
22
City, ST
-1212
800-555 id, Closed
Pa
Status:
ened
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owed on this account

Recent balance The amount you
owe now

Date of last report

Recent payment The most recent
amount reported as paid

Type of account Usually

Late payments Date of missed

revolving like credit cards or installment like auto loans, or mortgage

payments, # of times late, how late
payment was (30, 60, 90 days, etc.)

Responsibility Whether you

Other Some creditors report a history

are an individual account holder,
co-signer, authorized user, or
other

of your balances or your credit limits

Public Records Details of public records like bankruptcy, liens,
overdue child support or alimony, court actions, etc. These records can
remain on your credit report for 7 to 10 years.

Inquiries or Requests for Information List of businesses who received
information from your credit report by the credit reporting agency. “Soft requests” are
requests you did not initiate (current creditors reviewing your report or potential creditors
looking to send you a pre-qualified offer) and do not harm your credit score. “Hard
requests” occur when you apply for credit and these can affect your credit score.
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Disputing information on your credit report
When you get your credit report, look at all of the sections closely. Remember that
information can remain on your report for seven years or more, so it’s important to get
errors cleared up as quickly as possible.
ACT

If you find any information that you think is wrong:

1. Contact the company or creditor using the contact information on the credit report. After
you call them, write a letter (try to keep it to 1 page or less), and send it by certified mail.
■ Include your name, account number and an explanation of the information you are
disputing.
■ Include copies (not originals) of any documents you have to prove your claim.
■ Save the receipts, records and copies of everything that you send.
2. Contact the credit reporting agency directly, in writing, if the creditor does not respond.
Provide copies of all the correspondence you sent to the creditor, and also include your
birth date and Social Security number.
3. It’s also possible to file disputes online at the credit agencies’ web
sites: www.experian.com, www.equifax.com and
www.transunion.com.
Credit agencies are not required to change the report, but they
will investigate a dispute and, if they decide to correct it, will
notify you, usually within 30-45 days. Get another copy of your
credit report afterwards to make sure that the error has been
fixed.
Find out more about correcting errors on your
credit report, including sample dispute letters,
at www.ftc.gov/credit.

Establishing Credit
It is important to have a credit history so that
you have proof of your ability to borrow and
pay back money. If you’ve never had a loan
or it has been a long time since you had a
financial account open, you may not have a
credit report or a credit score, making it
more difficult to get a loan or a credit card.
One way to establish a credit history is to
get and use a credit card. Make sure that
your payment history is reported to the
credit bureaus. Continue to make on-time
payments on an account, you may qualify
for higher credit lines or other financial
products.

INSIDER TIPS
Want to buy a car later
this year? You may want
to act now, since it’s a lot
easier to damage a credit
score than to rebuild it.
Positive changes generally take between 3 to 6
months to show up on
your credit report, and
even longer to make a
big impact on your credit
score.

BUILDING OR REBUILDING YOUR CREDIT

INSIDER TIPS
■ Most lenders will consider your payment
late if you pay less
than the minimum
required or if your payment arrives even one
day after the due date.
Some lenders require
the payment to arrive
before a certain time
on the due date.
■ Check your account
terms to find out the
due date and cut-off
time for each lender.
■ Some creditors will take
overnight payments at a
special address or offer
pay-by-phone services
to help you get a payment in on time.

LEARN

What steps can you take
to improve your credit?

Build a Solid Payment History—
■ Pay all of your bills on time, even if it’s just the minimum payment. Make sure that you
send in the full payment due every month, and that your payment reaches the company
before the due date.
■ Remember that all payments are important. Your credit report may include missed
payments to various creditors such as your phone or electric companies or a debt buyer.
Also, bankruptcy filings, failure to pay chilld support or civil suits can show up in the
“public records” section of your report and hurt your credit.

Don’t Max Out Your Accounts—Don’t use up too
much of the credit available to you. If you get an increase in your
credit line, don’t spend it all at once—It is also good to have more
credit available in case of emergencies.

Show a Long Credit History—Keep your card
accounts open, even if you pay a card off in full. This
can help reduce your debt-to-credit ratio. It can also
help you to maintain a relationship with your lender
and possibly qualify you for better credit terms if
the lender knows you have been a good customer. Your credit score takes into account the
length of time your accounts have been
open. You want to show a long history
of borrowing and paying back money
reliably.

Only Apply For Credit
You Need—Don’t take out or
apply for too many loans at once.
It can make you look desperate
for money—not a good sign to
lenders.

Don’t Take Out Too
Many Types of
Loans—Don’t take out new
department store credit cards
just because they are offering
you a discount. It’s generally
better to carry only a small number of cards at once, and not
apply for credit you don’t need.
Plus it is easier to keep track of
your payments with fewer cards.

Protecting your credit and your identity
Your credit is your responsibility and you have the power to protect it. In addition to having
good payment habits, you also need to make sure that your credit report is accurate and to
be on the lookout for Identity Theft.
ACT

Monitor Your Credit Report for Accuracy

■ Check your credit reports at least 3–4 times a year. Make sure that all the information is
accurate and up-to-date.

■ Know your rights. You are entitled to one free credit report each year from each major
national credit bureau, and also whenever you’re denied employment, credit or a loan
based on a negative credit profile.
■ Quickly dispute charges that are inaccurate. Don’t wait until you are applying for a new
loan to do this. It takes time for disputes to make their way through the system, so take
care of problems as soon as you spot them. (See “Disputing …” on page 15.)
ACT

Watch Out for Identity Theft

There are many reports now about “Identity Theft” and how that can harm your credit.
Identity theft is when someone steals your personal information. Sometimes, the thieves can
use this information to open financial accounts or make purchases. To combat identity theft,
remember: Prevent, Detect, Act.

■ Prevent. Shred or tear up mail with your personal information on it (including credit
card numbers and social security numbers) before throwing in the trash. If you lose your
wallet, credit cards or checkbook, contact your banks or lenders immediately.
■ Detect. Monitor your credit report and even your account statements.
■ Act. If you think someone has used your personal information, contact the three national credit reporting agencies (TransUnion, Experian and Equifax) immediately and have a
“fraud alert” placed on your credit file. File a local police report so you have evidence of
the identity theft.

Building good credit
doesn’t happen
overnight.
It takes time and effort. But the benefits of a good score—the money
saved, the confidence you’ll have when you begin shopping around
for home and auto loans—make it all worthwhile.

One more thing—Like an expensive car or a fine piece of
jewelry, a good credit score is a valuable thing, and you need to
protect it and care for it. Remember that these skills—paying on time,
not borrowing more than you can afford to pay back, and monitoring
your credit report—should become lifelong habits.
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CREDIT CARD BASICS
What is a credit card?
A credit card is a type of a loan. When you use your card, you are borrowing
money from the credit card company to make a purchase or take a cash
advance. Just like any loan, you have to pay back the money you borrowed, and you may have to pay interest and fees on the loan for the
convenience of using the card and the benefits it offers.

How to get a credit card
If you’ve never had a credit card, or have a very low credit score, you
may have difficulty getting your first credit card. Some cards require
you to provide a checking account number for your credit card payments to be made from.
If you can’t get a checking account, consider starting with a prepaid card.
It can help you establish a history that can increase your chances of getting
credit offers.

How a credit card works
Paying your credit cards on time and using them responsibly are two of the most important
factors used in calculating a credit score. Here are the key things to know about credit
cards:
■ Credit line—This is the total amount you can borrow, usually including fees. If you
show a good payment history over time, your lender may increase your credit line (also
called “credit limit”). If you go over your credit line, however, you may be charged an
“overlimit fee.”
■ Payment dates—Your credit card company needs to RECEIVE your payment ON or
BEFORE the date the payment is due, often before a specific cut-off time. So make sure
you mail your payment early or use online bill payment if your checking account offers it.
■ Minimum payments—You must make at least the minimum payment every
month, on time. If you don’t, you’ll probably be charged a late fee and may be moved to a
higher interest rate, or default rate.
■ APR, or annual percentage rate—The interest rate you pay on a card.
When you borrow money on a card, you are charged interest unless you repay the
creditor before the end of any applicable grace period. Interest rates on cards can range
widely, depending on your credit score. If you have a low to medium credit score, your
rates can range from about 20% to 30%. You may have different APRs for different types
of transactions—like purchases, cash advances, and balance transfers.
■ Fees—A credit card issuer may charge various fees. Make sure you understand what
the fees are and when they can be applied. Possible fees include an account opening fee,
a monthly account maintenance fee, a returned check fee, a late payment fee, and an
over-limit fee.
■ Default rate—The higher interest rate you pay on a credit card if you miss one or
more payments. It can take months of on-time payments to get yourself out of default rate
(delinquency) pricing, and some creditors do not lower the default rate at all.
■ Cycle date—This is generally around the same date every month that your
statement is created. You’ll usually have about two weeks after this date before your
payment is due, but check the specific terms and conditions for the card to see the
exact amount of time you’ll have to make a payment.
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Understanding minimum payments
■ The minimum payment is the least amount you can pay according to your terms. It is
often less than the total amount you owe the issuer.
■ You can always pay MORE than the minimum each month. If you’re just paying the
minimum each month, you will have a difficult time paying down the total you owe or
freeing up more available credit.
■ Even if you pay more than the minimum in any month, as long as you have a balance,
you will still have to pay the minimum payment the next month on the due date.

INSIDER TIPS
■ If you have computer access and your bank offers online bill payment, that
can help you pay your bills on time and save you money on stamps. Plus,
then you have a record that the payment is sent.
■ Check your account closely every month. Mistakes happen, and so does
identify theft. Call your credit card issuer if you have any questions or concerns about any charges.
■ Always save your charge receipts, check them against your monthly billing statement,
and attach receipts to your statement. If you need to return a purchase, you will have
your receipt handy.
■ When you make purchases using your credit card, if possible, on payday put cash aside
to cover your charges. This could help you keep your outstanding balance as low as possible or pay it off completely each month.
■ If your credit card payment date always falls before your pay day, call your credit card
company to ask if they can change your payment date permanently. It will take at least a
month for this change to take affect, but once it does, it can help you make your payments on time.
■ Even if you have a good payment record from one lender and even a good credit score,
some lenders may change you to higher interest rates (delinquency pricing) if you are
late with a different lender who reports it to the credit bureau.
■ Most card companies require you to dispute a charge that you don’t
recognize in writing. You can usually get the address for sending
your dispute on the back of your monthly statement, along with
instructions on what information you need to include. Make sure to
dispute the charge as soon as you see it so you don’t have to pay
interest charges on a purchase you didn’t make. Under the Federal
Fair Credit Billing Act, you must notify the card issuer within 6 0
d a y s after the card issuer sent the statement with the problem
charge.

LEARN

Remember that
any amount you
charge to your credit
card will become part
of your account
balance and you’ll have
to pay back the money
you’ve borrowed
eventually, usually
with interest.

SAFE CREDIT
CARD USE
■ Sign your credit card
and don’t lend it to
others.
■ Keep a record of all
your card numbers and
customer-service
phone numbers in a
safe place. Report lost
or stolen cards quickly
to the credit card
company.
■ Review your statement
every month to make
sure there are no
unauthorized charges
or errors.
■ Be careful about
putting others on your
account as authorized
users. You may be held
responsible for payments, even if you
didn’t tell users they
could charge as much
as they did.

MONEY BASICS FOR KIDS

You Can Never Start Too Early
INSIDER TIP
You can have your child
make a bank with three
sections that they put
their allowance in. One
section for money they
can spend on things they
want. One section for
savings for the future
and another section for
giving to others.

ACT

It’s never too early to start teaching your children about money—ways to save
it, ways to earn it and responsible ways to spend it. By teaching them these
financial skills, you’re providing them with the tools and the confidence they
need to succeed financially for the rest of their lives.

Teach By Example
Your children will learn about money by watching you. Talk to your
kids about money and what it means. Explain the basics of your family budget by telling
them what is and is not “in the budget.” Especially when you’re with your children, shop
smart and spend responsibly. Save visibly—keep that coin jar nearby and use the collected
change together for a treat—and with a positive attitude. And, remember, if you’re worried or
stressed about your finances, your children will know—so get help if you need it.

Draw the Connections
One of the most important lessons you can teach your children
is about the connections between work and money and the
things they want to buy. Those new jeans will mean a lot more to them once they
realize it takes 10 hours of work to earn them—and will mean even more if they’ve had to
work those 10 hours themselves! Encourage your child to find a job, even if it’s a small one,
so that they see the connection between work and money.
Draw the connection between those pieces of plastic and the money that’s used to pay off
the credit card bills. Show them a credit card bill with a purchase on it that you’ve made
together and explain that you now have to pay it back. Also explain how checkbooks work—
there has to be money in the account to back up those checks! Show them how you
write checks and track your spending in your check register and your budget worksheet.

Use Chore Charts
Some parents find it helpful to have a chart listing the chores expected of their child to keep
track of the child’s work and reward the child. Cut out this chart and list the chores down the
first column. Tell your child how many check marks he or she needs to earn his allowance.
Then put a check mark every day that the child does the chore and count them up. This
helps draw the connections and determine allowance.

MY WEEKLY CHORE CHART
Name __________________________________________

CHORES

Sun

Mon

Tues

Dates _______________________________________

Wed

Thurs

Fri

Sat

Total

Amt Earned
Match
Amt Earned + Match
ME
SAVINGS
CHARITY
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A version of this worksheet is available to print on page 35.

Provide Allowances
Giving your child a weekly allowance is a great
way of teaching them the basics of budgeting
and savings—as well as making sure that your kids’ budget
remains within your household budget!
■ Set an amount weekly that you give to your child, money that he or
she can use to buy the “extras”—CDs, toys, going out with friends, and
other things outside the necessities. Whether this allowance is $0.25
or $25.00, providing the same amount weekly will help them to save
and to budget.
■ Give your child this amount each week at the same time, and teach them the
basics of building a budget for the things they want to buy.
■ Encourage them to plan short-term savings goals, and cheer them along the way.

Shop Smart
Even kids can shop smart, and you can make it both
educational and fun by turning saving into a game.
Teach them the basics of comparison shopping, using coupons
and promotions, and other Smart Shopping tricks, and they will
become habits for a lifetime.
■ Make shopping smart a game!
■ Clip coupons together every Sunday.
■ Use the newspaper and shopping trips together to
comparison shop, comparing prices at different stores
and keeping track of where the best deals are.
■ After shopping, add up how much you’ve saved—
it’s great for keeping those math skills sharp!

Start Savings Habits Early
Even small children can collect change, and older children
should be encouraged to set aside money each week, or at
birthdays and other occasions, for longer-term goals. Buy
younger children a piggy bank, while encouraging older children
to open a bank account as soon as possible—many banks offer
special no-fee accounts designed especially for kids.

Include Charity
If it’s important to you, encourage your children as early as
possible to begin setting aside part of their savings for charity.
If money is tight, kids can save their money but show charity by
getting a neighbor’s mail or by picking up litter they pass on
the street.
Consider “matching” their contribution and making the
donation together to a local community non-profit or
religious group.

FINANCIAL TOOLS

INSIDER TIPS
■ When you get a raise,
use half for your savings account every
week. You may not
miss the money you
didn’t have before.
■ If you want to save, do
not consider bonus
and overtime pay as
part of available
money to spend. Plan
your spending on base
pay.

Bank accounts
A bank account is a safe, secure place to store
your money until you spend it. When choosing
a bank, consider:
■ You want to use a bank you can trust. Look
for an FDIC-insured bank.
■ There are many types of banks. If you
don’t have, or don’t want to use, a traditional bank, look for alternative banks,
such as credit unions and thrifts, which
can often provide personalized service
and special deals to members of their
community.
■ Make sure you are aware of the fees associated
with each account.

■ Calculate your hourly
rate and have one
hour’s worth of pay
automatically deposited into a savings
account every week, or
every 2 weeks if that’s
more manageable.

Even if you have to pay a fee, having a bank account can save
you money. If you don’t have a bank account, for example, you may have to pay a high fee
to cash a check.

■ Make it a game—how
about putting a dollar
in your savings jar
every time you—use a
curse word, skip exercise, show up late, or
make a mistake? The
dollars will add up
quickly!

Checking accounts usually don’t pay interest. They are usually accounts in which you
“store” money only temporarily—you use the account a lot, to pay bills (online or by check),
deposit your wages, and take out money for cash. (Some savings or money market
accounts offer checks, but usually with more restrictions than true checking accounts.)

The two basic bank accounts: checking and savings
Checking Accounts

You’ll probably need a checking account if you want to move down the road to financial
empowerment—to build credit, to get a credit card, to begin saving.

Savings Accounts
Savings accounts usually pay interest but aren’t meant to be used frequently for daily
spending. These accounts are places where you “store” money for longer periods of time.
The bank pays you interest on the money you store there.

Saving is a key step in the road to financial freedom.

DID YOU KNOW?
FDIC stands for the Federal Deposit Insurance Corporation, a federal agency that
insures deposits in banks and thrifts generally for up to $100,000.
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Loans and Interest
The two basic kinds of loans: secured and unsecured.
Secured loans are “secured” because they are tied to something you already own—such
as a house or a car. If you don’t pay back the loan, the lender can take the property (the
“collateral” used to secure the loan) from you.
Two common types of secured loans are mortgages (loans used to buy a home) and auto
loans. We’ll describe both these types of secured loans in more detail on pages 24-25.
Unsecured loans aren’t tied to particular assets, such a car or a house, so the bank or
lender makes the loan based only on their estimate of how likely it is that you’ll pay the loan
back—if you don’t pay it back, or “default,” they may be left with nothing. Because of this,
the lender usually looks very closely at your financial history in your credit report. It is the
only evidence they may have that you’ll pay back what you’ve borrowed.
Credit cards are usually unsecured debt. That’s why most credit card companies will look at
your credit history before they give you a card.

!

SECURED
CREDIT CARDS
Secured credit cards
are ones that are
“secured” with a
deposit of money. The
amount of money you
deposit becomes your
“credit line.”

WHAT IS INTEREST?
When you put money in
LEARN
a bank, such as in a
savings account, the
bank will p a y you
interest because they can use that
money while it’s sitting in the bank.
They may use it, for example, to
make a car loan to someone else.
When you take out a loan, the
bank or lender will c h a r g e you
interest on the loan. Your interest
rate will depend on your financial
history—especially your credit
score. Interest is the way that
lenders make money—just like
any business, they want to get
paid for their services. Their
service is lending money to you,
and they get “paid” by charging
interest or fees.
If your credit score is lower, you look risky.
So your interest rate will typically be higher.
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AUTO AND HOME LOANS
GENERAL INFO
Pulling your own credit
report will not harm your
credit score.
For more information on
what a good FICO score
is and how it can save
you money when borrowing, see page 12.

Homes and cars are usually the biggest purchases you’ll make in your life. The key to
buying smart is: Prepare, Prepare, Prepare.

Step 1: Check your credit
How much you eventually spend on your home or car will depend on your credit report and
score. Is your report accurate? Is your score where you want it to be?
Remember, it takes at least 60 days for a correction to come through on a credit report, and
even longer to improve a very low credit score—so it’s best to order your credit report and
score as soon as possible to give yourself time to make these changes.

Step 2: Save for the down payment

!

Some states offer special home buying programs that can help
reduce down payment
and closing costs.
Check out the Department of Housing and
Urban Development’s
web site at www.hud.gov
for a state-by-state list
of home buying programs, as well as information about housing
counselors who can
give advice on issues,
including buying a
home and credit issues.
These programs can
also help with closing
costs, which, like the
down payment, have to
be paid in cash upfront.
Closing costs may
include fees for the real
estate brokers, attorneys, banks and a
whole range of other
costs, which can vary
widely from purchase to
purchase. Generally you
should budget that closing costs will add up to
between 1% and 5% of
the purchase price.
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Home mortgages and many car loans will require a down payment of between 10% and
20% of the total purchase price. If you don’t have the savings for it now, go back to the
sections on savings and budgeting to see where you can begin setting aside money.

Step 3: Figure out how much you can afford
What you pay for a house or car will depend on the interest rate, the down payment, and
your income. You’ll need extra money for maintenance, service, fuel, insurance, taxes (in
some states) etc. So, before you buy, make sure you can afford all the costs that come with
a car or the house. For a house, you should set aside 5% of the home value for emergency
maintenance, and keep this money in a savings account you can access quickly.

Step 4: Shop smart for a loan
You wouldn’t buy the first car or house someone offers you, and you don’t have to settle for
the first loan you’re offered either!

Car loans: Many people finance their car through the dealer. This can be convenient,
but it doesn’t necessarily give you the best deal. Check your local bank and credit union
and online lenders for rates. You can even get pre-approved, so you can walk into the car
dealership with the loan already in hand.
■ If you decide to use the auto dealer’s financing, make sure you arrive with a recent copy
of your credit score and have checked interest rates online.
■ Note the length of the loan. Your monthly payments may be low with a longer-term loan,
but if you’re making them off for a longer time, the total cost of the car may be higher.
■ Few people actually qualify for those low APR rates advertised by car dealers. Even if you
do qualify for an advertised rate, make sure you compare it with other offers, including
rebates, since sometimes the cash-back can work out to be a better deal in the long run.
■ If you do get a high interest rate at the dealer, consider re-financing. Many of the same companies that offer auto loans will also offer re-financing options after you have already bought
the car. .
■ Remember: the car dealer is also selling you the loan! You can haggle with him about everything—the APR, the down payment, the length of the contract. Don’t let yourself be bullied
into paying more than you should. You deserve a fair deal. Come armed with the facts.
Sites like www.kbb.com and www.edmunds.com can provide more information about new
and used auto pricing and purchase incentives.

Home loans, or mortgages: Check with a number of banks and credit unions,
as well as online, and also consider using a mortgage broker—brokers check with a number
of different banks for the best deals. Make sure you find out upfront what sort of commission
or fee they charge for the service (usually the banks pay this fee, but you’ll want to find out).
You can also negotiate for a better deal on the home loan—the interest rate, the length of
the mortgage, and if the interest rate stays the same or changes. There are special programs
offered by the federal government and states for first-time and low-income buyers, as well as
seniors. Check out www.hud.gov for more information.

Step 5: Shop smart for insurance
You can shop around for insurance too! Check the internet and a few different insurance
agencies. Make sure you use someone reputable—ask your
family and friends for recommendations—because
you don’t want to have problems if you ever
need them to pay out on the policy.
The Insurance Information Institute
provides the following tips for saving
money:

For homeowners
insurance:

■ Improve your home security.
You can get discounts of
around 5% by installing smoke
and burglar alarms or
dead-bolt locks.
■ Make your home more resistant
to disasters by installing storm
shutters, reinforcing your roof or
modernizing the heating, plumbing
and electrical systems.
■ Buy your home and auto polices
from the same insurer.

For auto insurance:

■ Compare insurance costs BEFORE buying the car. The cost of insurance will vary based
on the age, price and safety features of the car, so make sure you add these costs into
your monthly budget when figuring out how much car you can afford.
■ Ask for higher deductibles if you can afford to pay them. Raising the deductible from $200
to $500 can save between 15% and 30% on collision and comprehensive coverage.
■ Ask about discounts for things like good grades for children,
defensive driving course certificates or other programs.

Step 6: Make those payments on time!
Now that you have your great new house or car, you have to make sure you make the payments for it on time and in full. These loans are secured—which means that if you don’t
make the payments, the lender can take the home or car away. Foreclosure or repossession
can be a terrible ordeal. If you do run into trouble, talk to your lenders as soon as possible
to explain your situation and try to come up with a way to keep paying.

!

Some banks may
require a large down
payment, while others
will charge you a
higher fee or interest
rate for a smaller down
payment.
There are a few basic
types of mortgages.
Fixed Rate: The
interest rate you pay
remains the same for
as long as you have
the loan (the “term”).
Terms are usually 15 or
30 years. Another type
is an “adjustable rate”
mortgage.
Adjustable Rate:
Usually have lower
interest rates, but the
interest rates can rise
during the term of your
mortgage.
Interest Only: At first
you pay only the interest charges, so your
payments are lower.
Eventually, you have to
start paying higher
payments to repay the
principal. This option is
probably not a good
idea unless you can
afford the higher payments.
Before you decide on a
loan, you need to talk
to a banker who can
explain which of these
loans could work best
for you. Or go to your
local library or bookstore to pick up Home
Buying for Dummies, a
great book that can tell
you all about the home
buying process.
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APPENDIX: WORDS TO KNOW

A
ACH:

Balance Transfer: The process of moving all or part of the out-

Automated Clearing House. This is a national network that
allows for transferring funds electronically between businesses, consumers and financial institutions.

Account Number: A unique number given to you by a creditor
to identify a consumer’s account with
them.

Adjustable
Rate
Mortgage (ARM): A mortgage loan where the interest
rate changes over time.
ARMs usually offer lower
interest rates at the start, but
they also involve the risk of
rates rising in the future
which can mean higher payments or increasing balances.
In comparison, a fixed rate mortgage usually offers a higher rate,
but payments generally stay the same
for the length of the loan. ARMs sometimes
have caps that limit how much the interest rate can rise or fall with
each change or over the life of the loan.

Amortization: The process of gradually repaying a debt with
regularly scheduled payments.

Annual Fee: A charge sometimes required by credit card companies for use of an account. Annual fees range from $10 to $200 a
year or more and are most common with rewards cards or cards for
subprime borrowers.

Annual Percentage Rate (APR): The interest rate being
charged on a debt, expressed as a yearly rate. Credit cards often
have several different APRs—one for purchases, one for cash
advances and one for balance transfers. Lenders also may increase
the APR if a payment is late. (See Default Rate.)
Appraised Value: An educated opinion of how much a property is worth. An appraiser considers the price of similar homes in the
area, the condition of the home and the features of the property to
estimate the value.
Asset: Personal assets are things owned by a person that have
cash value—meaning they can be resold. Common assets include
homes, cars, boats, savings and investments, but not clothing or furniture.

Assumption: An agreement between a seller and buyer where
the buyer takes over the loan payments from the seller.
Authorized User: Anyone who uses your credit cards or credit accounts with your actual or implied permission. For example, an
authorized user can be someone who has a credit card from your
account with their name on it. An authorized user is not legally
responsible for the debt but may be reported to the credit bureaus.

B
Balance:
account.
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An amount in excess especially on the credit side of an

standing balance on one account to another account. Credit card
companies often offer special rates for balance transfers.

Bankruptcy: A proceeding that legally releases a person from
repaying a portion or all debts owed. One form of bankruptcy involves
setting up a repayment plan; another involves selling or transferring
your assets to pay your debts. Bankruptcy damages your credit for
7–10 years or more and should only be considered as a last resort if
you cannot repay your debts.
Beacon Score: The individual who is requesting the loan and
who will be responsible to pay it back.
Borrower: The process of moving all or part of the outstanding
balance on one account to another account. Credit card companies
often offer special rates for balance transfers.
Broker: An agent who negotiates contracts of purchase and sale.

C
Certificate of Title:

A written opinion or a certificate issued by
a title company that states that the seller has a good marketable and
insurable title to the property being offered for sale. This certificate
offers no protections against hidden defects in the title, which an
examination of the records could not reveal.

Charge-Off: When a creditor or lender “writes off” the balance of
a delinquent debt on its books because the creditor or lender no
longer reasonably expects the debt to be repaid. A charge-off is also
known as a “bad debt.” Charge-off records can remain on your credit report for up to 7 years or more and can harm your credit score.
Just because a debt is charged-off doesn’t mean that you cannot be
asked to re-pay the debt. Your promise to repay continues, even if
the company doubts you will keep your promise. A charged-off debt
can be sold to a debt buyer for further collection.
Closing Costs: Certain costs that have to be paid when a property is sold. Closing costs include lender title and escrow fees and
usually range from 1%–5% of the purchase price. Closing costs
often have to be paid in cash, though they can sometimes be included in the loan balance. They can be paid by the buyer or seller or
split between the two.
Collateral: An asset or property used as security against a loan.
If the loan isn’t paid, the lender can legally take the asset away from
the borrower.

Collections: A lender may choose to collect a delinquent loan
itself or hire a collection agency to collect on its behalf, or even sell a
debt to a debt buyer to recover on amounts owed. Credit card debts,
medical bills, cell phone bills, utility charges, library fees and video
store fees are often sold to debt buyers. Collections records can
remain on your credit report for up 7 years or more from the beginning of final delinquency.

Combined Loan-to-Value Ratio: The total amount you
are borrowing in mortgage debts divided by the home’s fair market
value. Someone with a $50,000 first mortgage and a $20,000 equity
line secured against a $100,000 house would have a CLTV ratio of 70%.

Consumer Credit Counseling Service: To help
consumers deal with credit problems, this non-profit organization has
offices throughout the United States. To locate an office, call

800.388.CCCS (2227).

Credit Report: A record of

Conventional Loan: A loan that is not insured by the gov-

an individual’s financial behavior, kept by credit bureaus
and provided to businesses when they want to evaluate potential borrowers,
employees, tenants or
insurance purchasers.
Credit reports include
records on: consumer
name, current and former
addresses,
employment,
credit and loan histories,
inquiries, collection records, and
public records such as bankruptcy filings and tax liens.

ernment.

Convertible ARM: An adjustable rate mortgage that can be
converted to a fixed-rate mortgage under specified conditions.

Co-Signer: An additional person who signs a loan document and
takes equal responsibility for the debt. Borrowers may want to use a
co-signer if their credit or financial situation is not good enough to
qualify for a loan on their own. Co-signers must be very careful
because they are legally responsible for the debt and the shared
account will appear on the co-signer’s credit report too. Having a cosigner is only helpful if the co-signer’s credit or financial standing is
better than the primary borrower.

Credit: The balance (as in a bank) in a person’s favor.

Credit Bureaus: Also

Credit Score: A score that reflects how good your credit his-

known as credit reporting
agencies, these companies collect information
from creditors and
lenders about consumer
financial
behavior. This data
is then provided to
businesses
that
want to evaluate
how risky it would be
to lend money to a
potential
borrower.
There are three national
credit bureaus—Equifax,
Experian and TransUnion—
and many smaller local and
regional bureaus. FICO is not a credit
bureau. Instead it is a company that develops credit scoring formulas based on the information in credit reports.

tory is. It is used by creditors to quickly understand how risky a borrower you are. Credit scores are calculated using complex mathematical formulas that may look at your most current payment history, debts, credit history, inquiries and other factors from your credit
report. FICO scores usually range from 300-850, with 680 or higher
generally considered to be “good” credit scores. There are thousands of slightly different credit scoring formulas (including FICO,
Beacon and Empirca scores) used by bankers, lenders, creditors,
insurers and retailers. Each score can vary somewhat in how it evaluates your credit data.
Creditworthiness: A consumer’s ability to meet debt obligations, as determined by a creditor.

Credit Counseling: A service that can help consumers
repay their debts and get into good financial health. Many of these
agencies offer helpful and affordable services. Consumers should be
aware that there are also credit counseling agencies that are expensive, ineffective and even damaging to the client’s credit. Consumers
should carefully review the company’s reputation and services before
signing up. To find a legitimate credit counseling agency, go to
www.nfcc.or or call 1-800-388-2227.
Credit File: Another term for your credit report. The term credit
file is usually used to indicate the full record of your credit history
maintained by a credit bureau. Your credit report may not include
all the information in your credit file.
Credit History: Another term for the information on your
credit report. Your credit history is a record of how you have
repaid your credit obligations in the past.

Credit Limit: The total amount that a company will allow
you to charge to a credit card or credit line. If you spend more
than your credit limit, you may be charged an “overlimit fee”. It’s
a good idea to keep all of your credit card balances below 35% of
your credit limits.

D
Debt:

The amount of money owed.

Debt Consolidation: A process of combining debts into one
loan or repayment plan. Debt consolidation can be done on your
own, with a financial institution or through a counseling service.
Student loans are often consolidated in order to secure a lower interest rate.

Debt Counseling: A type of credit counseling that focuses
specifically on helping people with debt issues. Instead of consolidating debts into one loan, debt counseling agencies negotiate with your
creditors using pre-set agreements and spread your payments over
a longer period in order to reduce the monthly amount due. Usually
non-profit companies, most of these agencies offer helpful and
affordable services. Consumers should be aware that
there are also debt counseling agencies that
are expensive, ineffective and even damaging to the client’s credit score.
Debt

Settlement: A
process where you pay an agency
to negotiate directly with your
creditors in the hopes of making
significantly reduced settlements
for your debts. Working with a
debt settlement company can
result in damaged credit from
numerous late payments and collection records. Consumers should fully
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investigate the practices, reputation and costs of working
with a debt settlement
company before signing up.

Debt-toAvailableCredit Ratio:
The amount of
money you owe in
outstanding debts
compared to the total
amount of credit you
have available though
all credit cards and credit
lines. This ratio measures how
much of your available credit you
are using. The higher your debt to available credit ratio, the more risky
you appear to potential lenders.

Debt-to-Income Ratio: The percentage of your monthly
pre-tax income that is used to pay off debts such as auto loans, student loans and credit card balances. Lenders look at two ratios: The
front-end ratio is the percentage of monthly pre-tax earnings that are
spent on house payments. In the back-end ratio, the borrower’s other
debts are factored in along with the house payments.

Default: The status of a debt account that has not been paid.
Accounts are usually listed as being in default after they have been
reported late (delinquent) several times. Defaults are a serious negative item on a credit report.
Delinquency: A term used for late payment or lack of payment
on a loan, debt or credit card account. Accounts are usually referred
to as 30, 60, 90 or 120 days delinquent because most lenders have
monthly payment cycles. Delinquencies remain on your credit report
for 7 years and are damaging to your credit score.

as credit reporting agencies) that collects and provides consumer
financial records.

Equity: The fair market value of a home minus the unpaid mortgage principal and liens. You build up equity in a home as you pay
down your mortgage and as the property value increases.
Experian: One of the three national credit bureaus that collects
and provides consumer financial records. Experian (formerly known
as TRW) operates the ConsumerInfo, FreeCreditReport and
CreditExpert brands.

F
FCRA, or Fair Credit Reporting Act:

A federal law
that regulates credit reporting agencies and users of credit reports.
Among other things, the FCRA protects access to the information in
your credit report. Under the FCRA, the three major national credit
bureaus are required to disclose your credit report to you for free
once every 12 months, or if you’ve been denied an application
based on information in the report, upon request.

FICO Score: A specific credit score developed by the Fair Isaac
Corporation. The FICO score is the most common credit score used by
bankers, lenders, creditors, insurers and retailers.

Finance Charge: For federal disclosure purposes, the total
cost of using credit. In addition to periodic interest charges, the
finance charge may include other fees and changes, such as prepaid interest, credit insurance required for the loan and cashadvance fees.
Fixed Rate: A periodic interest rate for a credit card or loan that
does not “move” or automatically change with changes in other
standard interest rates. A fixed rate may, however, be increased
through a change-in-terms notice or, after default, by the application
of a default rate. “Fixed” means “not moving.”

Discharge: A court may release a debtor from debts included in

Fixed Rate Mortgage: A mortgage loan with a fixed rate.
FRMs typically have longer terms (15-30 years) and higher interest
rates than adjustable rate mortgages but generally do not involve the
risk of changing interest rates or increasing payments that
adjustable rate mortgages do.

a bankruptcy. Certain debts cannot be discharged.

Foreclosure: When a lender legally takes away an asset (such as

Disclosures: Information that must be given to consumers

a home or car that has been given as collateral for a loan) because the
borrower isn’t paying back the loan according to its terms. Foreclosure
is a legal process to claim ownership of the collateral property and
often involves a forced sale of the property, with the proceeds going
toward paying off the debt. If the asset is not valuable enough to cover
the debt owed, a “deficiency” (remaining balance) may remain. You can sometimes
avoid losing an asset to foreclosure
by catching up on missed payments and related fees and
charges (called “redemption”).

Depreciation: The decrease or decline in the value of an asset,
used commonly when discussing auto loans and auto value.

about their financial dealings.

Dispute: A consumer has the right to dispute information on his
or her credit report if it is believed to be inaccurate or incomplete.

Down Payment: The amount of money that is paid between
the purchase price and loan amount.

E
Earnest Money:

The amount of money that is paid upfront
as part of the purchase price to bind a transaction that will ensure
payment.

Equal Credit Opportunity Act (ECOA): A law
that protects consumers from discrimination on the basis of race,
sex, public assistance income, age, marital status, nationality or
religion in the credit and lending process.

Equifax: One of the three national credit bureaus (also known
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G

Garnishment: When a
creditor receives legal permission to take a portion of your
assets (bank account, salary,
etc.) to repay a delinquent debt.

Grace Period: A period of time, often about 25 days, during
which you can pay your credit card bill without incurring a finance
charge. With most credit card accounts, the grace period applies
only if you pay your balance in full each month. It does not apply if
you carry a balance forward or in the case of cash advances. If your
account has no grace period, interest will be charged on a purchase
as soon as it is made.

Guarantee: An agreement by which one person undertakes to
secure another in the possession of something.

only covers the interest that accumulates on the loan balance and not
the actual price of the property. The principal does not decrease with
the payments. Interest-only loans usually have a term of 1-5 years.

Introductory Rate: A temporary, low interest rate offered on
a credit card in order to attract customers. This low rate usually lasts
for about six months before converting to a normal fixed or variable
rate. With some offers, the introductory rate can be revoked or terminated early if you make a late payment or violate some other terms of
the account.

LLate Payment:

H
Home Equity Line of Credit:

A delinquent payment or failure to deliver a loan or debt
payment on or before the time agreed.
Late payments harm your credit
score for up to 7 years and are usually penalized with late payment
charges.

An
open-ended loan that is backed by the part of
a home’s value that the borrower owns outright. This type of loan is used much like a
credit card. Home equity lines of credit
can be effective ways to borrow large
sums of money with a relatively low
interest rate. These types of loans
should be used with caution. If a borrower is unable to pay back the loan
for some reason (loss of job, illness,
etc.) they risk loosing the home they
used as collateral.

Lender: The individual or
financial institution who will be
providing the loan.

Liability
on
an
Account: Legal responsibility
to repay debt.

Home Equity: The part of a
home’s value that the mortgage borrower
owns outright. This is the difference
between the fair market value of the home
and the principal balances of all mortgage
loans.

Household Income: The total income of all
members of a household. An important yardstick used by credit
card issuers evaluating applications for joint credit.
Housing Expense Ratio: The percentage of your monthly pre-tax income that goes toward your house payment. The general rule is that this ratio shouldn’t exceed 28%. This is also known as
the “front ratio.”

IInquiry:

An item on your credit report that shows that someone
with a “permissible purpose” under FCRA regulations has previously
requested a copy of your credit report data.

Installment Loan: Monthly payments that are applied to the
actual purchase of the vehicle. A person will own the vehicle at the
end of the loan by making these monthly payments.
Interest Rate: A measure of the cost of credit, expressed as a
percent. For variable rate credit card plans, the interest rate is explicitly tied to another interest rate. The interest rate on fixed rate credit
card plans, though not explicitly tied to changes in other interest
rates, can also change over time.

Interest: The money a borrower pays for the ability to borrow
from a lender or creditor. Interest is calculated as a percentage of the
money borrowed and is paid over a specified time.
Interest-Only Loan: A type of loan where the repayment

Lien: A legal claim on the property of another for the satisfaction of a
debt or duty.
Loan Origination Fee: A fee
charged by a lender for underwriting a loan.
The fee often is expressed in “points;” a point is
1% of the loan amount.
Loan Processing Fee: A fee charged by a lender for
accepting a loan application and gathering the supporting paperwork, usually about $300.

Loan-to-Value Ratio (LTV): The percentage of a home’s
price that is financed with a loan. On a $100,000 house, if the buyer
makes a $20,000 down payment and borrows $80,000, the loan-tovalue ratio is 80%. When refinancing a mortgage, the LTV ratio is calculated using the appraised value of the home, not the sale price. You
will usually get the best deal if your LTV ratio is below 80%.

M
Market Value:

The top dollar that would be paid for a house,
vehicle or other property.

Minimum Payment: The least amount of money that you
must pay on a loan. Failure to pay the minimum could result in late
payment fees or a default rate.
Mortgage Refinance: The process of paying off and
replacing an old loan with a new mortgage. Borrowers usually
choose to refinance a mortgage to get a lower interest rate, lower
their monthly payments, avoid a balloon payment or to take cash out
of their equity.
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MSRP: The “Manufacturer’s Suggested Retail Price” on an item

Principal: The amount of money borrowed with a loan or owed

such as an automobile, which shows the manufacturer’s recommended selling price for an item and each of its options or components. This is often just a starting price for negotiation—you may not
have to pay this price.

on a debt, usually excluding interest and fees.

N
Negative Amortization:

This occurs when monthly payments are not large enough to pay all the interest due on the loan.
The unpaid interest is added to the unpaid balance of the loan. This
can result in the borrower owing more than the original amount of the
loan.

Net Income: Also called “take-home pay,” this is the amount
of income that you actually receive from your paycheck, after taxes,
insurance and other payments.

O
Open-End
Credit: Line of
credit that can
be used over
and
over
again. This
includes
overdraft
c r e d i t
accounts,
credit cards,
and
home
equity lines.
Original
Amount: The
original amount owed
to a creditor.

P
Periodic Rate:

The interest rate you are charged each billing
period. For most credit cards, the periodic rate is a monthly rate. You
can calculate your card’s periodic rate by dividing the APR by 12. A
credit card with an 18% APR has a monthly periodic rate of 1.5%.

Point: A unit for measuring fees related to a loan; a point equals 1%
of a mortgage loan’s principal amount. Some lenders charge “origination points” to cover the expense of making a loan. Some borrowers
pay “discount points” to reduce the loan’s periodic interest rate.
Prime rate: The interest rate a commercial bank charges to its
best or "prime" customers, usually large businesses. The variable
rates charged to consumers on credit cards. For example, the APR
on a credit card account may be based on the prime rate plus a certain fixed percentage (or “margin”). So, if the APR on your card is
“prime plus 18%”, then when the prime rate is 7%, your APR will be
25%. If the prime goes up by 1% (to 8%), which it may, then your APR
may increase by the same amount as the prime rate increase (by 1%
in our example to 26%). credit card issuers and other lenders typically use the prime rate published in The Wall Street Journal.
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Private Mortgage Insurance (PMI): A form of insurance that protects the lender by paying the costs of foreclosing on a
house if the borrower stops paying the loan. Private mortgage insurance usually is required if the down payment is less than 20% of the
sale price.

R
Released:

When a lien has been satisfied in full it is released by

the lien holder.

Refinance: The process of paying off an old loan with a new
loan. Borrowers usually choose to refinance a mortgage or other loan
to get better loan terms such as a lower periodic interest rate or lower
monthly payments, or to receive cash for their equity.
Revolving Account: A loan or account that allows you to borrow, pay down and re-borrow money over an indefinite period of time,
also known as “open-end” credit (as distinct from “closed-end” or
“installment” credit under an installment loan where there is a definite
term of repayment). Under a revolving account, when you pay down
the outstanding balance of your account, you have more credit available to make purchases. Credit card and home equity loans are
examples of revolving accounts.

S
Satisfied:

When a consumer has paid all of the money a court
deems owed, the public record item is satisfied.

Secured Debt: A loan that requires a piece of property (such
as a house or car) to be used as collateral. This collateral provides
security for the lender, since the property can be seized and sold if
you don’t repay the debt.
Security: Something given as a pledge of payment.
Security Interest: The creditor’s ability to take property
offered as security.

Service Charge: Finance charges such as the fee for triggering an overdraft checking account into use, using balance transfer
checks, or credit card checks.

Servicing: The steps a lender performs to keep a loan in good
standing, such as payment of taxes, insurance, collection of payment, etc.
Settlement: An agreement reached with a creditor to pay a
debt for less than the total amount due. Settlements can be noted on
your credit report and are not as beneficial to your credit as paying a
debt in full.

Social Security Number: Also referred to as a SSN. This
unique nine digit number is meant to track your Social Security savings but is also used by creditors, lender, banks, insurers, hospitals,
employers and numerous other businesses to identify your accounts.
People who do not have a SSN, such as non-US citizens, use a nine
digit Individual Taxpayer Identification Number (ITIN) instead.
Subprime Borrower: A borrower who does not meet the
qualifications for standard credit and loan offers. Usually a subprime

borrower has poor credit (a score under 650) due to late payments,
collection accounts or public records. Lenders often grade them
based on the severity of past credit problems, with categories ranging from “A-” to “D” or lower. Subprime borrowers can qualify for
loans and credit, but usually at a higher interest rate or with special
terms.

credit scores produced by
any other company.

U
Unsecured
Debt: A loan for

T
Term:

With respect to loans, the length of the loan period. With
respect to a loan contract, a particular benefit, condition or obligation
to which a borrower or lender has agreed.

Title: A legal document that shows the ownership of property (like
a car or house).

TransUnion: One of the three major national credit bureaus
(also known as credit reporting agencies) that collects and provides
consumer financial records.
TransUnion Credit Score: The TransUnion TransRisk
New Account Credit Score is provided to help you better understand
how lenders view your credit report. It is not an endorsement or a
determination of your qualification for a loan. Lenders use credit
scores to help determine whether or not you are a good candidate for
a loan and what interest rate you will pay. However, each lender has
specific underwriting standards, so you should not assume that you
will receive the same evaluation from each lender. As part of the
underwriting process, they will incorporate additional information you
provide and may obtain references. In addition, even if you are
approved, the terms and conditions of loans vary from lender to
lender. The information used to determine your credit score comes
from TransUnion, one of the major credit bureaus. Credit reports are
a compilation of credit information that is reported to the bureaus by
the various lending institutions with which you have accounts. The
information contained in your
report reflects the latest
information provided. If
you recently made a
payment, opened
a new account,
or authorized an
inquiry, it may
not yet be
reflected in the
credit report
you receive.
Likewise, it will
not be reflected
in your credit
score. Also, disputed items are not
incorporated in the
assessment of your credit
score. Your credit score will change
each time new information is captured in your record. TrueCredit is
not connected in any way with Fair, Isaac and Company; the credit
score provided here is not a so-called FICO score. The credit scores
of TransUnion may not be identical in every respect to any consumer

which there is no collateral. Most credit
card accounts are
unsecured debt.

Utilization
Ratio:
The
ratio
between the credit limits on
your accounts and the outstanding balances. This ratio shows lenders how
much of your available credit you are using overall.

V
Variable Rate:

A type of periodic interest rate tied directly to
the movement of some other rate or “index”. A variable rate is typically made up of an index (the moving rate) and a “margin” or “spread”
(a fixed percentage over the index). For example, a variable rate
might involve the prime rate (the index) plus 15% (the margin) and
would change from time to time (increase or decrease) as the prime
rate changes. The frequency of changes may vary. Some variable
rates can change as frequently as monthly, while others may change
only yearly. A variable rate may be subject to a rate maximum (“ceiling”) or rate minimum (“floor”), or both. The prime rate and London
Interbank Offered Rate (“LIBOR”) are commonly used as indices.

Verification of Employment: A document that is signed
by the borrower’s employer indicating that the borrower is employed
with their company and the dollar amount the borrower makes per
year.
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FUTURE BUDGET: MAKE EXTRA COPIES OF THIS FORM BEFORE FILLING IT OUT

INCOME

MONTH OF ____________________________________________________
Target $ (from pg 5)
Work pay
Other Income
TOTAL INCOME
Housing
Rent/Mortgage

DEBT
PYMTS

EXPENSES

Home care / repairs / improvement
(trash pickup, lawn service, home association dues, etc.)
Renter’s or Homeowners insurance
(homeowners may be included in your mortgage payment)
Utilities
Gas
Electric
Water / Sewer
Home Phone
Cell Phone
Cable or Dish (incl. Pay-per-view)
Internet Service
Transportation
Car payment
Gasoline
Service and Repairs (estimate annual and divide by 12)
Car Insurance and Taxes
Other (bus or subway passes, taxis, parking fees)
Food
Groceries
Eating out—dinner & breakfast
Eating out—lunch
Other food—vending machines
Child Care
Daycare or afterschool care, babysitters
Child Support or Alimony
School Tuition for self or children
Medical
Prescriptions & other medicine
Monthly doctor’s bills
Personal Care
Gym or other memberships
Haircuts, manicures, etc.
Clothing, shoes, drycleaning, etc.
Entertainment (movies, concerts, clubs, movie rentals, etc.)
Other Expenses
Vacations
____________________________________________
____________________________________________
Total monthly minimums from Debt Worksheet
Other debt payments
TOTAL EXPENSES (plus debt payments)
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Actual

Difference

MAKE EXTRA COPIES OF THESE FORMS BEFORE FILLING OUT
WEEKLY SPENDING DIARY
Date

Example: 11/1

WEEK OF___________________________

Place

Amount

Wal-mart

$29.56

WEEKLY SPENDING DIARY
Date

Example: 11/1

Category

Clothing

WEEK OF___________________________

Place

Amount

Wal-mart

$29.56

Category

Clothing
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MAKE EXTRA COPIES OF THESE FORMS BEFORE FILLING OUT
WHY SAVE? WORKSHEET
Save
For
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Amount
Needed

Months It Will Take To
Save This Amount

Amount Need to
Save Each Month

MAKE EXTRA COPIES OF THESE FORMS BEFORE FILLING OUT
MY WEEKLY CHORE CHART
Name ______________________________________________________________

CHORES

Sun

Mon

Tues

Dates_______________________________________________________

Wed

Thurs

Fri

Sat

TOTAL

Amt Earned
Match
Amt Earned + Match

ME
SAVINGS
CHARITY
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REFERENCES
Want to learn more? Here are some great places to start:
Managing Your Finances
MyMoney.gov: The U.S. Financial Literacy and

Auto and Home Loans
The Federal Trade Commission: The FTC

Education Commission offers information on budgeting,
credit, financial planning, home ownership, savings and
much more. You can also order a free My Money Tool Kit.

also has lots of easy-to-understand information on auto and
home purchases, as well as diet, health & fitness; identity
theft; investments; travel; and more.

www.mymoney.gov 1-888-mymoney

www.ftc.gov/ftc/consumer.htm

Better Business Bureau: Get the scoop on

U.S. Department of Housing and Urban
Development: Learn how to buy a HUD home, find a

anyone you do business with by calling the Better Business
Bureau, which has reports on more than 2.5 million
organizations, including both businesses and charities.

housing counselor, and learn the basics of home-buying,
from budgeting to closing costs. www.hud.gov

www.bbb.org
Saving for the Future
The National Foundation for Credit
Counseling has information on managing your finances
and your debt payments, as well as information on getting
help through a credit counselor. www.nfcc.org

1-800-388-2227
Building or Rebuilding Your Credit
The Federal Trade Commission
Web Site on Credit: All you need to know about
credit, including credit cards & consumer loans, credit
reports, debt, mortgages and privacy, much of it in easy-toread brochures and pamphlets, from the FTC.

www.ftc.gov/credit/ 1-877-FTC-HELP
(1-877-382-4357); TTY: 1-866-653-4261
Website for Identity Theft: Information about
how to prevent, find, and recover from identity theft.
www.consumer.gov/idtheft/

The Securities & Exchange Commission has information on
a huge array of savings and investment topics, including
banks, college savings plans, stocks and bonds.

www.sec.gov/investor/pubs.html
And for kids…
JumpStart Coalition for Personal Financial Literacy: An
organization that teaches financial skills to children from
K–12. www.jumpstart.org

The Mint: Tips on teaching children about earning,
saving, spending and investing. www.themint.org
Junior Achievement: Junior Achievement is a
national organization that helps students K–12 learn about
business and the economy. Their website has interactive
games and information for kids about choosing a career,
managing your finances, and even paying for college.
www.ja.org (click on “student center”)

AnnualCreditReport.com: The official site for
requesting your free credit report, once every year.
www.annualcreditreport.com
MyFICO.com: Fair Isaac Corporation’s web site
explains all the details of a FICO score, including what you
can do to improve yours. www.myfico.com

Contact Information for the
Three Major National Credit Bureaus
Equifax
P.O. Box 740256
Atlanta, GA 30374
www.equifax.com
1-866-640-2273
TransUnion
P.O. Box 6790
Fullerton, CA 92834-6790
www.transunion.com
1-800-680-7289
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Experian
P.O. Box 9556
Allen, TX 75013- 9556
www.experian.com
1-888-397-3742

Use this space to write down ideas for managing your money, based on
reading this guide.

The Road to Financial Empowerment: An Insiders’ Guide

is full
of helpful tips and information on organizing your finances and understanding and
improving your credit health. Start reading today about how you can:
■ Make a budget and stick to it
■ Understand your credit report and your credit score
■ Start taking steps today to improve your credit health
■ Use “insider” tips to manage your credit cards, spending and savings
■ Learn more about auto loans, credit cards, mortgages and more!

This could be the first day of your financial future!

