IMPROVING YOUR
CREDIT AND DEBT
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Presentation Notes
Let’s talk about improving your credit and debt.



=)
The Credit & Debt Problem

Americans are loaded with
credit-card debit.

The average American
household with at least one
credit card has nearly $15,950
In credit-card debt (in 2012),
according to CreditCards.com.

The average interest rate runs
In the mid- to high teens at any
given time



Presenter
Presentation Notes
 
Good credit history is a central part of making a successful personal and financial future.  Good credit can give you the ability to purchase or borrow at lower interest rates leaving you more money to save for retirement or not depleting your retirement savings to pay for things if you are already retired.

http://www.creditcards.com/

=
How Credit & Debt Impact Your Life

The importance of having good credit

> Lower cost mortgage loans

» Lower cost automobile interest
rates

» Ability to secure needed credit
» To be able to rent an apartment

» To get job offers



Presenter
Presentation Notes
Credit scores have also turned into a popular way for companies to evaluate us.  For example, whether or not you can get auto or home insurance may be determined by your credit score – and it’ll certainly affect how much you’ll pay for it.  Insurance companies believe that people with higher credit scores are more responsible and less likely to file claims.  

The same is true if you’re renting a home.  Landlords check out the credit of potential tenants before deciding whether to rent to them.  And employers now do the same before giving you that job.



=
Your Credit Report

A photo of you - financially

 List of credit inquiries tell you
who checks to see If you are a
good credit risk
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Presentation Notes
If you’ve ever seen your report, then you may remember that it gives a snapshot of your financial life.  It’ll list what accounts you have open; how much you owe; any mortgages or other loans; if you’ve declared bankruptcy in the past 10 years; bills turned over to collection; and also credit inquiries.

The list of credit inquiries will tell you who’s been checking to see if you’re a good credit risk.  For example, if you apply for a new credit card, the company will check on you.  That’ll show up here.  The companies that send out those prequalified credit offers – they’ll be listed here too.
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Your Credit Score

How iIs it determined?

« 35% payment history
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e Lenders use a FICO score, ——— %=

other scoring models for ——————

decisions and interest rates

e Cleaning up your credit
Increases your credit score. AARP
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What all of them are looking for is whether we’re a good credit risk, so they can decide whether or not to give us credit, and at what rate.  One way to get at that is our credit score.  

What the credit bureaus do is boil down all of our credit behavior into one number that’s supposed to tell them what kind of risk we are.  The FICO score is the most widely used score and ranges from 300-850.  The higher the number the better your credit, and this translates into better rates for you. Typically, although they’re all a little different, banks look to give the best interest rates to individuals with credit scores of 700+.  And, according to FICO, in 2010 25.5% of consumers have FICO scores under 599.  

The FICO score is not something you can determine on your own.  FICO scores are made up of a couple hundred variables and the algorithm is not public.  The Fair Isaac Corp. (FICO) does give us the general break out of what’s used to determine your FICO score and it is as follows:  
 
35% - Payment history
30% - Amount of debt owed
15% - Length of credit history
10% - New requests for credit
10% - Other Factors/Types of credit 
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Why should you care?

« Avariety of sources can request
access to credit history.

e Low credit scores reflect too
much debt — a roadblock to
long-term financial security.

e Credit reports can help keep an
eye out for fraud.

 Check for errors.

Real Possibilities
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Well, a surprising number of others know what’s on it.  Utility companies, employers, landlords – even insurance companies can get access to our credit history…and that’s besides the obvious ones, like mortgage lenders, car dealers, and credit card companies.   
 
Low credit scores are often a reflection of too much debt and debt is the number one roadblock to a comfortable retirement. Since so much of our lives are now dictated by what’s in this report, it only makes sense to make sure that it’s as accurate as possible.  

Your credit report can also help you keep an eye out for fraud.  We’ve probably all heard how identity theft is a growing problem. It’s when someone else gets your personal financial information and uses it to commit fraud or theft.  Some victims say they didn’t know their identity had been stolen until they saw strange entries on their credit report. Your credit report might tell you about credit cards or loans in your name that you didn’t authorize.

Sometimes mistakes simply.  If you have a common name, or have a family member with a similar name, you probably know that things can get confused.  But if you’re Bob Smith, and another Bob Smith in town just declared bankruptcy, you want to be sure his information isn’t on YOUR report!  Even something as simple as a wrong number in your address or Social Security number can lead to big problems later on.



=
Where to Check Your Credit Report

Annualcreditreport.com

You are legally entitled to
one free report from each of
the three reporting
companies every year—

v Equifax
v Experian
v’ Transunion

You can request them all at
the same time or spread
them out over 12 months.
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Hopefully, you’re now convinced that it’s important to check your credit report once a year, we should talk about how to do it.  Luckily, it’s pretty easy – and even better, it’s FREE.   

By law you’re entitled to one free report from each of the three major consumer reporting companies every year – that’s three credit reports in total – one from Equifax, one from Experian and one from TransUnion. Because you get three reports each year, you may want to space them out throughout the year instead of requesting them all at once. 

As a quick reminder, to access your report online for free the Web site is www.annualcreditreport.com.  Be sure to be on the lookout for false offers to receive your report and score for free.  Often, companies will market a free report and/or score, however only when you sign up for a monthly monitoring service.  
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How to Read Your Credit Report

» Under Personal Information, be sure that your name,
address, Social Security number, and date of birth are all
correct, down to the letter and number.

> In the Credit Account section, be sure that the accounts —
both active and closed — actually belong to you.

» The Inquiries section will show the applications for credit that
you’'ve made, and will also show when others check your
credit.

» Finally, the section on Public Records will include tax liens,
bankruptcies, foreclosures, and court judgments. Be sure
that these are actually yours.

Real Possibilities
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So far you’ve learned what’s on your credit report.  Once you get your free copies, here are some things to look for:

Under Personal Information, be sure that your name, address, Social Security number, and date of birth are all correct, down to the letter and number.

In the Credit Account section, be sure that the accounts – both active and closed – actually belong to you.  You’ll also want to check that the report reflects your payment history – does an account show overdue payments when you’ve always paid on time, for example?

The Inquiries section will show the applications for credit that you’ve made, and will also show when others check your credit.  So, for example, if you’re shopping for a car loan, or you apply for a credit card, those inquiries will show up here.  But so will those pre-approved credit offers that you did not initiate.  

Finally, the section on Public Records will include tax liens, bankruptcies, foreclosures, and court judgments.  Be sure that these are actually yours.
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Clean up Your Credit Card Debt

» Sloan Center on Aging & Work at Boston College found that 30
percent of workers age 55-plus had more in credit card debt than
retirement savings.

» Don't use retirement savings to pay off debt. Instead, look for
other ways to reduce expenses.

> Call the toll-free number on the back of each credit card and ask
for a lower rate.

» Pay the minimum amount on each of your cards except the one
with the highest interest rate — on that one pay as much extra as
you can.

» Call the National Foundation for Credit Counseling at 1-800-388-
2227 to find an accredited counselor in your area to help you with
repayment strategies.

Real Possibilities
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Presentation Notes
A recent study of job seekers by the Sloan Center on Aging & Work at Boston College found that 30 percent of workers age 55-plus had more in credit card debt than retirement savings. According to the report, "The 'New Unemployables,' " 41 percent had just as much in credit card debt as retirement savings.

Experts caution against using retirement savings to pay off debt. Instead, look for ways to reduce expenses. For instance, when is the last time you called around looking for a better price on your home or auto insurance? Or a lower rate for cable TV? Better yet, can you cancel TV service altogether until you get back on your feet?

Now to your credit card debt. First, call the toll-free number on the back of each card and ask for a lower rate. You might mention offers you've received for new cards — say you'd like the offers matched. If you've been on time with your payments, the companies may be inclined to work with you on this.

Next, pay the minimum amount on each of your cards except the one with the highest interest rate — on that one pay as much extra as you can. When it's fully paid off, focus your extra money on the card with the second-highest interest rate, and so on.

If your situation requires more, you may want to call the National Foundation for Credit Counseling at 1-800-388-2227 to find an accredited counselor in your area.



Ways to Pay Off Credit Card Debt

Which one do | dump first?

1.High interest rates paid off first.

2.High account balances paid off
first.

3.Low account balances paid off
first.

(Then snowball)




=
Pay Off High Interest Rates

High interest rate goes first

» Store brand cards could be
higher than Visa, MasterCard,
etc.

> “Default” interest rates.

Real Possibilities
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If you're facing exorbitant interest rates and they're killing you, concentrate on the high-rate debt first. This may be the case if you have a wallet full of store-brand cards, from retailers. These cards typically carry much higher interest rates than national brand cards, such as Visa, MasterCard or Discover.  Review all of your credit cards to determine the interest rates on each one.  Then decide which to tackle first.

Also, if you've had credit problems in the past, or if you've been recently late on your card payments, you may be stuck with "default" interest rates, which can easily top 22 percent and can sometimes run as high as 30 percent. If any of these scenarios describe you, and if you're losing sleep at night because of your high-interest rates, then you should pay down those debts first.

(Do interactive exercise with 3 people from the audience).
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High Dollar Balances

Highest Balance Goes First

» Focus on the cards with the
highest dollar balances.

» Instead of looking at the
Interest rate, shift the focus to
the highest dollar balance and
pay it down.

Real Possibilities
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Another great tip is to shift focus to the balance---
Focus on the cards with the highest dollar balances

Instead of looking at the interest rate, shift the focus to the highest dollar balance and pay it down.

(Do interactive exercise with audience)


=
Relief from Multiple Accounts

Lowest Balance Goes First

» Choose to focus on the cards with the lowest dollar
balance.

» Then take that amount and apply it toward the next credit
card bill (snowball).

Real Possibilities
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Perhaps you've got a wallet full of credit cards — so many in fact that you're struggling to juggle all these accounts. You'll know this if you find it hard to keep up with your paperwork, you forget about bills, or you often get dinged with late fees just because you didn't write or mail out all your checks on time. ��If this sounds familiar, a good approach for you is to first go after the cards with the lowest dollar balances. This way you'll quickly knock out cards with small balances. Each time you do eliminate a card, you'll use the money you were paying on that card to double up on the next card with the smallest balance (snowball). Doing so will help you knock out the number of accounts you owe, and your outstanding debt will drop too.

(Do interactive exercise here).��


Ways to Pay Off Credit Card Debt

Which option do | choose?

Answer: The way that works for you.

Just pick one and do it!
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Which way is the right way to pay off debt?  The one that works for you.

Don’t get bogged down in trying to figure it out.  You might just simply go with the option of
pulling one out of your wallet and making that one your goal to pay off.
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Managing Debt

Types of Debt: Good and Bad

» Mortgage

» Home equity loan or line of
credit

» Car loan or personal loan

» Credit card balance

» Student Loans
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When you owe money, you’re in debt. There are several types of debt. The most common ones are
probably a mortgage, a home equity loan or line of credit, a car loan or personal loan, and a credit card
balance. When these bills, along with your usual living expenses, add up to more than you can pay every
month, it’s a warning sign that you need to stop the slide into more debt.



=
Warning Signs

» Am | spending more than my income on a regular
basis?

» Do | spend more than 20 percent of my monthly
Income on debt other than my mortgage?

» Do | carry a balance on at least one credit card?

» Do | tend to pay only the minimum required on credit
card bills?

» Have | maxed out any credit cards?

» Do | borrow money from one credit card to pay on
another one? AARP

Real Possibilities
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When these bills, along with your usual living expenses, add up to more than you can pay every month, it’s a warning sign that you need to stop the slide into more debt.  If you’re not sure how well you’re managing your debt, ask yourself these questions:

• Am I spending more than my income on a regular basis?

• Do I spend more than 20 percent of my monthly income on debt other than my mortgage?

• Do I carry a balance on at least one credit card?

• Do I tend to pay only the minimum required on credit card bills?

• Have I maxed out any credit cards?

• Do I borrow money from one credit card to pay on another one?



=
Add up Your Debt

» Make a list of what you owe, and how much you’re paying out each month.

» Mortgage—An adjustable rate mortgage (ARM) for example, can go up on
a schedule that you agreed to when you took the mortgage.

» Auto loan—The finance charge is usually a fixed rate.

» Home equity loan or line of credit—Your home equity loan will have a fixed
Interest rate, but if you have a Home Equity Line of Credit (HELOC), the
rate may have risen since the last time you looked.

» Personal loans—Be sure to check the rate on loans you may have from a
bank, credit union or other financial institution. Keep up the payments so
you don’t end up with late fees.

> Credit cards—Credit card rates can also vary tremendously. <AARP

Real Possibilities
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Get on the road to managing your debt by making a list of what you owe, and how much you’re paying out each month. Use a worksheet to track your monthly spending (see sample inside). Follow the tips below:

• Mortgage—An adjustable rate mortgage (ARM) for example, can go up on a schedule that you agreed to when you took the mortgage.

• Auto loan—The finance charge is usually a fixed rate.

• Home equity loan or line of credit—Your home equity loan will have a fixed interest rate, but if you have a Home Equity Line of Credit (HELOC), the rate may have risen since the last time you looked.

• Personal loans—Be sure to check the rate on loans you may have from a bank, credit union or other financial institution. Keep up the payments so you don’t end up with late fees.

• Credit cards—Credit card rates can also vary tremendously. They may range from the special offer of zero percent you received when you applied for a new card, to 20 percent or more.  Look at your monthly statements to see what interest rates (finance charges) you’re paying on each of these
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Preventing More Debt

Breaking bad habits

» Eating out a lot

» Driving when there’s an option
for public transit

» Living lights and heat on

» Buying things you don’t need

» Consistently paying with a
credit card

» Spending more than you
make
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If you realize you’re in debt, search for ways to cut your expenses right away. Breaking habits such as eating out a lot, driving the car when you could take the bus, leaving the lights and the heat on when you’re not in the house, and buying clothing or other things you really don’t need, help prevent your debt from growing.

For people who depend a lot on plastic to pay their bills, start using cash.

Don’t spend more than you make. (which may mean putting a budget together).


FOR MORE INFORMATION:

www.aarp.org/financialfreedom

www.aarp.org/orderfinancialpubs
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Visit www.aarp.org/financialfreedom and www.aarp.org/orderfinancialpubs for more information.
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