
Barbara O’Neill, Ph.D., CFP® 
Rutgers Cooperative Extension 

oneill@aesop.rutgers.edu  

mailto:oneill@aesop.rutgers.edu




Service or Short Term Credit 

  utility bills; doctor bills 
 

Revolving – amount due changes based on 
purchases  

 Visa, MasterCard 
 

 Installment – set amount due each month to 
cover principal and interest  

 car loan, mortgage 
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When you invest, 
compound 
interest is your 
friend :-)  

When you pay 
interest on credit 
cards and loans, 
compound 
interest is your 
enemy :-( 



 Start with rent, utilities, food, car payment, 
gasoline, cell phone/internet…and everything else 

 Add child care? 

 Add student loan payments 

 Add credit card payments 

 Say goodbye to budget flexibility including… 

 Build-up of emergency savings 

 Early build-up of retirement savings 

 Any “fun” money 





When your “future self” benefits from 
purchases made by your “present self” 

 
 Example #1: Mortgage for Home Purchase  
 Builds equity over time 

 

 Example #2: Student Loan for Education 
 Potential for higher future income 
 

Need to view ALL debt (including homes and 
education) from a ROI perspective 

 



 It depends… 

 Convenience users pay no interest and fees and earn 
valuable rewards 

 “Revolvers” pay interest/fees on unpaid amounts 

 For revolvers, credit card debt is like a “tax” on 
future income to pay for current consumption 

 Interest adds to the cost of goods and services, 
especially when minimum payments are made 



•  Teaser rates? 

•  Default rates (penalty APRs)? 

•  Late fees? 

•  Over-the-limit fees? 

•  Minimum payments? 







 
http://www.federalreserve.gov/creditcard/default.htm  
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http://www.federalreserve.gov/creditcard/default.htm
http://www.federalreserve.gov/creditcard/default.htm
http://www.federalreserve.gov/creditcard/default.htm
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Card 1 Card 2 Card 3 
APR 
Annual Fee 
Minimum Pmt. 
Penalties 

Late Fees 

Cash Advance 
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Suggested Activity: 
Compare Credit Cards 

Resource: 
http://rci.rutgers.edu/~boneill/assignments/creditcard.html  

http://rci.rutgers.edu/~boneill/assignments/creditcard.html
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 Most common computation method used 

 Outstanding balances added daily 

 Total is divided by days in cycle 

 New purchases may or may not be added 

 Interest assessed each day at daily rate 

http://www.investopedia.com/terms/a/averagedailybalance.asp  

http://www.investopedia.com/terms/a/averagedailybalance.asp
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Date Charges Payments Balance
April 1 ---- ---- $200

April 12 $135 ---- $335

April 25 ---- $110 $225

11 days @ $200= $2,200

13 days @ $335= $4,355

  6 days @ $225= $1,350 Total=
$7,905

Average daily balance=$7,905/30 days=$263.50
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Cash advances are cash loans from a credit 
card account 

Often done with “convenience checks” 

Fees are charged: 

 Cash advance fee from date of advance; 2% to 5%  

 Most cards have minimum cash advance fees 

 APR  (often higher than regular credit use) 

 No grace period for cash advances 

http://credit.about.com/od/ac/g/cashadvance.htm  

http://credit.about.com/od/ac/g/cashadvance.htm
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Transfer amount owed from one card to another 

Company B pays balance with Company A 

Balance owed is now on Company B credit card 

Transfers usually done to get a lower APR 

Balance transfers usually have transaction fees 

Often 4% of transferred balance 

http://www.creditcards.com/glossary
/term-balance-transfer-fee.php  

http://www.creditcards.com/glossary/term-balance-transfer-fee.php
http://www.creditcards.com/glossary/term-balance-transfer-fee.php


 45 days notice to increase rate or fees with right to cancel 

 Disclosure of time and amount to pay off your balance with 
minimum payments 

 No new interest rates for first year of account 

 Apply any increased interest rate to new purchases only 

 Apply payments to highest interest rate charges first 

 Consumers can opt out of  “over the limit” purchases 

 If under 21, must prove ability to pay  or get co-signer 
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http://bucks.blogs.nytimes.com/2010/02/22/what-the-credit-card-act-
means-for-you/?_php=true&_type=blogs&_r=0  

http://bucks.blogs.nytimes.com/2010/02/22/what-the-credit-card-act-means-for-you/?_php=true&_type=blogs&_r=0
http://bucks.blogs.nytimes.com/2010/02/22/what-the-credit-card-act-means-for-you/?_php=true&_type=blogs&_r=0


Lenders and creditors 

Landlords 

Potential employers 

Insurance companies 
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http://www.nolo.com/legal-encyclopedia/who-can-look-your-credit-
report.html  

http://www.nolo.com/legal-encyclopedia/who-can-look-your-credit-report.html
http://www.nolo.com/legal-encyclopedia/who-can-look-your-credit-report.html
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Identifying 
Information 

Credit 
History 
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Recent 
Inquiries 

Accounts 
in 
Collection 

Public 
Records 



  Uses rating scale for risk of default 
  Higher the number, the better 
  Must usually pay a fee to obtain 
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http://www.myfico.com/crediteducation/whatsinyourscore.aspx  

http://www.myfico.com/crediteducation/whatsinyourscore.aspx


 FICO 
 Scores from 300 to 850 
 Higher number is better 
 Cost: $19.95 (April 2014) 
 http://www.myfico.com/crediteducation/articles/  
 

 Vantage  
 Joint rating system of credit reporting bureaus 
 Scores 501 to 990; higher number is better  
 Cost: $7.95 (April 2014) 
 http://www.experian.com/consumer-products/vantage-

score.html 
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http://www.myfico.com/crediteducation/articles/
http://www.experian.com/consumer-products/vantage-score.html
http://www.experian.com/consumer-products/vantage-score.html
http://www.experian.com/consumer-products/vantage-score.html
http://www.experian.com/consumer-products/vantage-score.html
http://www.experian.com/consumer-products/vantage-score.html


Resource:  
www.myfico.com/myfico/creditcentral/loanrates.aspx 
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http://www.myfico.com/myfico/creditcentral/loanrates.aspx


Getting a loan to repay existing debt 

 Charging more each month than payments 

 “Juggling” (rotating) payment of bills 

Using credit card cash advances for bills 

 Consumer debt-to-income ratio > 20% 

 Being at or near maximum credit limits 

 Calls and letters about overdue bills 



 Early  - Begin paying late penalties 

 pay minimum due 

 a month or 2 behind 

 Later - Bills are months overdue 

 difficult to pay minimum 

 creditors are making contact 

 Final - Court proceedings threatened/pending 

 wages subject to garnishment 

 secured items (car, etc.) repossessed 



 Budget Counseling – should be a nominal cost 
 
 Debt Management Program (DMP) 
 Must incur no further debt and surrender credit cards 
 Administrative fee charged for cost of repaying bills 
 Will only take on clients with ability to repay debt 

 

     National Foundation for Consumer Credit 
 800-388-2227 or www.nfcc.org 
 
 In NJ, look for state-licensed counseling agencies: 

http://www.state.nj.us/dobi/division_consumers/finan
ce/counselors.html  

http://www.nfcc.org/
http://www.state.nj.us/dobi/division_consumers/finance/counselors.html
http://www.state.nj.us/dobi/division_consumers/finance/counselors.html
http://www.state.nj.us/dobi/division_consumers/finance/counselors.html
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 Three repayment options: 

 Highest interest rate first (in sequence) 

 Lowest balance first 

 Shortest payoff term first 

 Can add one-time or periodic additional payments 
(e.g., bonus, tax refund, change W-4, etc.) 

 Savings will vary according to length of debt, number 
of creditors, APRs, etc. 

www.powerpay.org 
 

http://www.powerpay.org/


 Name of each creditor 
 Balance owed 
 Monthly payment (minimum or above) 
 APR (interest rate) 
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 www.truthaboutcredit.org 

 Information and balance payment calculator 

 www.creditalk.com 

 User-friendly credit card information 

 www.bog.frb.fed.us/pubs/shop 

 Semi-annual credit card survey results 

 www.consumer-action.org 

 Annual credit card survey results 



http://njaes.rutgers.edu/money/wise-credit/ 
2013 Rutgers Research Study on Credit Practices: 

http://www.iarfc.org/documents/issues/Vol13%20Issue%201.pdf  
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http://njaes.rutgers.edu/money/wise-credit/
http://njaes.rutgers.edu/money/wise-credit/
http://njaes.rutgers.edu/money/wise-credit/
http://njaes.rutgers.edu/money/wise-credit/
http://www.iarfc.org/documents/issues/Vol13 Issue 1.pdf
http://www.iarfc.org/documents/issues/Vol13 Issue 1.pdf


http://www.creditscorequiz.org/ 
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By Consumer 
Federation of 
America 

http://www.creditscorequiz.org/


Borrowing obligates future income to 
support today’s spending 

 
Lower monthly payments usually mean that 

you pay more interest over the life of a loan 
 

Your past debt payment history is your 
“financial reputation” and affects future 
credit opportunities 
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