
Find us online 
•  Facebook: 

http://www.facebook.com/#!/PersonalFinance4PFMs 

•  Blog: 
http://blogs.extension.org/militaryfamilies/category/
personal-finance/ 

•  Website: http://www.extension.org/militaryfamilies 

•  Twitter: Follow #MFLN 



CEU Information 

•  AFC-credentialed participants will earn 1.5 
CEUs by participating in this 90-minute 
web conference and following these 
instructions: 
1.  Please make a note of TWO passwords that will be 

presented during the presentation. One will be given 
half way through, and another given at the end. 

2.  Send all passwords to the email address given at 
the end of the presentation, along with your first and 
last name. 



Credit Basics and 
Debt Repayment 

Strategies  
 

eXtension MFLN Military Personal Finance Group 
 

Barbara O’Neill, Ph.D., CFP®, Rutgers University 
Michael Gutter, Ph.D., University of Florida  



Webinar Objectives 
•  Learn about the danger signs of debt 

•  Learn about high-cost credit fees and traps 

•  Learn about credit reports and scores  

•  Learn about credit and loan terminology 

•  Learn about debt repayment strategies 

•  Learn about credit and debtor education resources 



Debt Danger Signs 
•  Getting a loan to repay existing debt 

•  Charging more each month than debt payments 

•  “Juggling” (rotating) payment of bills 

•  Using credit card cash advances for bills 

•  Chronically overdrawn bank accounts 

•  Depending on overtime to make ends meet 

•  Being at or near maximum credit limits 

•  Calls and letters about overdue bills 



Consumer Debt-to-Income Ratio 

	  *Not	  including	  a	  mortgage	  payment	  

	  Monthly	  Consumer	  Debt	  Payments*	  

	  Monthly	  Net	  (take-‐home)	  Income	  

10-15% is recommended maximum amount; 
20%+ is considered a “danger zone” 

Monthly Debt Payment Monthly Net Income Ratio 

$900 $2,600 34% 
$300 $2,600 12% 
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Annual Debt Ratio 
Consumer debt + mortgage or rent (monthly) 

Take-home pay (monthly) 
Example: 

  $390 + $720      =  $1,110   =    61.6% 
      $1,800        $1,800 

(over the 40-50% recommended amount) 



3 Stages of Credit Difficulty 
•  Early  -Begin paying late penalties 

- Pay minimum due 
- A month or 2 behind 

•  Later - Bills are months overdue 
- Difficult to pay minimum payments 
- Creditors are making contact 

•  Final  - Court proceedings threatened/pending 
- Wages subject to garnishment 
- Secured items (car, etc.) repossessed 



Review Case Study Family  

•  Meet Brett (28) and Brittany Johnson 
(25).  
– Live off base 
– Son – Sam (2) 
– Dog – Fluffy (10) 

•  Brett is on active duty, Brittany is a 
nurse in local hospital  





Chapter 4:  Personal 
Financial Statements 

Current Ratio 

CR =   Current Assets 
        Current Liabilities 
 
Target of 1.0 to 2.0 



For Our Case Study  

CR = 1600 / 10275 
CR = 0.156 
 
CR = 1600 / 4045 
CR = 0.395 
 
Either way it is too low. How do we interpret 
this?  



Debt Ratio 

=  Total Liabilities 
 Total Assets  

 
This should be less than 0.4 or 40% 



For Our Case Study  

DR 2012=210364/260828 
DR 2012=0.80 or 80% 
DR 2013= 215535/330534 
DR 2013= 0.652 or 65% 
 
This is also too high, should be 0.4 or 
less, but it is getting better…  



Debt-to-Income Ratio 

=  Annual consumer credit payment 
  Annual after-tax income 

 
Should be less than 15% 



For Our Case Study  

•  So here we will count car loans, credit cards. 
Now I include student loans too so we capture 
debt burden but Not the mortgage.  

DIR = (6230+2820+4056)/(83593.36-23839.31) 
DIR = 13106/72860.05 = 17.99% 
 
Debt is not overwhelming but becoming 
burdensome  



Credit Usage Ratio 

 = Total Credit Used 
 Total Credit Available 

 
Should be less than 30%  
(Consistent with FICO measure) 



For Our Case Study  

So since you now know our family has a credit 
limit of $15,000 on their credit, what is their 
usage? 
CUR 2012= 7980/15000 = 0.532 or 53.2% 
CUR 2013= 6230/15000 = 0.415 or 41.5%  
 
So it is improving but still relative to FICO 
benchmark of 30%  



Loan Payments 101  



Loan Costs Include 
•  Principal – The amount borrowed 

•  Interest – The amount paid to borrow money based on  
– Amount of principal owed 
–  Length and type of loan 
–  Interest rate (APR) 

Resource:   Federal Trade Commission 
http://www.consumer.ftc.gov/topics/credit-and-loans  
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Amortized Loan 
•  Principal and interest are both included in one 

payment that doesn’t change over the loan period 

•  Interest is a larger part of early payments 

Resources: 
http://banking.about.com/od/loans/a/amortization.htm 
http://www.amortization-calc.com/  
http://www.myamortizationchart.com/  
http://www.bankrate.com/calculators/mortgages/loan-

calculator.aspx  
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Amortized Loan Example 

1	   $350	   P	   I	  

4	   $350	   P	   I	  

6	   $350	   P	   I	  

8	   $350	   P	   I	  

10	   $350	   P	   I	  

12	   $350	   P	   I	  

15	   $350	   P	  

Year 

Interest Paid Monthly Payment Principal Paid 
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Balloon Payments 

1	   P	   I	   	  	  

4	   P	   I	   	  	  

6	   P	   I	   	  	  

8	   P	   I	   	  	  

10	   P	   I	   	  	  

12	   P	   I	   	  	  

15	   BALLOON	  PAYMENT	  	  

•    Large payment, usually at the end of the loan term 
•   Decreases monthly payments 
•   Risky if can’t make balloon payment – usually need to 
refinance 
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Monthly Payment Per $1,000 
Includes Principal and Interest 

Monthly 
payment for 
$1,000 for 3 
years at 8% 

Monthly 
payment for 
$1,000 for 7 
years at 6% 



Loan Calculation Activity 
LOAN A = 

APR 
B =  
# 

Years 

C = 
Monthly 
Payment 

Per $1,000 
Borrowed 

D =  
# of 

$1,000
’s  

E=  
TOTAL 

Monthly 
Payment  

C x D 

F =  
# of 

Month
s 

B x 12  

G = 
Total Cost of 

Loan 
E x F 

$8,000 loan 
36 months at 
10%  (3 years) 

 
8 

$8,000 loan 
72 months at 7%   
(6 years) 

 
8 

$100,000 
mortgage 
30 years at 4%  

 
100 

$100,000 
mortgage 
30 years at 6%  

 
100 
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Credit Card Fees and Traps 



The Minimum Payment Trap 
•  Credit card minimum payments are calculated 

as a percentage of outstanding balance  

•  Typically 3% of amount outstanding 

•  The lower the percentage required… 

–  the LESS you’re required to pay per month 

–  the MORE a debt will cost you over time 



Example: $5,000 Balance and 
18% Interest Rate (APR) 

•  3% minimum payment 

•  $150 this month ($5,000 
x .03) 

•  $4,567 total interest  

•  16 years to repay 

•  4% minimum payment 

•  $200 this month ($5,000 
x .04) 

•  $2,808 total interest 

•  11 years to repay 

1% difference saves $1,759 and 5 
years of payments! 
Source: Credit Card Smarts Calculator, Advantage Publications 
 



More Payment Comparisons 
Source: Credit Card Smarts Calculator, Advantage Publications 



Pay More Than the Minimum 
When you pay more than the minimum required payment, you: 

–  Shrink the outstanding balance 

–  Reduce the amount of interest owed 

–  Cut the time you’re in debt 

Credit Card Repayment Calculators: 
http://www.creditcards.com/calculators/payoff.php  

http://www.thecalculatorsite.com/finance/calculators/credit-card-payment-
calculators.php  

http://www.bankrate.com/calculators/managing-debt/minimum-payment-
calculator.aspx  



Factors Affecting Finance Charges 

•   Balance owed 

•  APR (interest rate) 

•  Grace period 

•  Balance calculation method 

 



Average Daily Balance Method 
•  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 



Average Daily Balance Example 
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 
 



Late Fees 
•  Capped at $25 for first late payment (CARD Act) 

– Second late payment can cost more (e.g., $35) 

•  Cannot exceed the late dollar amount due 

– Example: $25 late fee on a $20 minimum payment 

•  Multiple fees on single late payment are prohibited 

– Example: Late fee and returned check fee 

Buyer Beware: Some credit cards with low 
interest rates charge high fees 

Resource: 
http://www.creditcards.com/credit-card-news/feds-cap-
credit-card-late-payment-fee-25.php   



Over-The-Limit Fee 
•  Fee charged for exceeding credit limit 

•  Must opt-in to exceed credit limit (CARD Act) 

•  Charged monthly until balance drops below limit 

•  Cannot exceed dollar amount due 

– Example: No > $10 penalty if exceed limit by $10 

•  Resource: http://www.creditcards.com/glossary/term-overlimit-fee.php  



Transaction Fees 
•  Fee charged each time a credit card is 

used 

– Example: 50 cents per charge 

•  Most common transaction fees are for  

– cash advances 

– balance transfers 



Penalty APRs  
(Default Interest Rates) 

•  High punitive interest rates (e.g., 28.9%) 
–  2 to 3 times higher than regular APRs 

•  Lenders profit from borrowers’ mistakes  

•  CARD Act Rules: 
–  Cardholders must be 60 days late with a payment before default rate 

can be charged 

–  Up to 60 days late: default rate allowed on FUTURE charges 

–  After 60 days late, default rate on OUTSTANDING balances also 

–  Default rate ends “not later than 6 months” after the date it was first 
imposed if payments are made on time 



CEU Password #1 

     
 

    End 



Tiered Pricing 
•  Risk-based interest charges 

•  Range of possible APRs quoted  

– Example: 7.99% - 20.24% 

•  APR determined by applicant’s credit score 

•  Lower scores (subprime) pay higher APRs 

•  APR unknown until consumer gets card 



Cash Advances 
•  Cash loans from a credit card 

•  Often made with “courtesy checks” attached to statement 

•  Expensive way to borrow money 

–  No grace period 

–  Cash advance transaction fee 

–  Higher APR than for purchases 

•  BUT…still often cheaper than other short-term loans 

 



Getting Credit  



Alternatives to Using Credit 
•  Use a debit card  

•  Use lay-away 

•  Save for a while and pay cash 

•  Postpone – give it time 

•  Look for alternatives to buying 
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The Five C’s of Credit 
•  Character - Do you pay bills on time? 

•  Capacity – Do you have income to repay a loan? 

•  Capital - What are your assets and net worth? 

•  Collateral - What assets do you have to secure the 
loan (e.g., bank account, car, house)? 

•  Conditions- How do general economic conditions 
affect your ability to repay a loan? 



Look For a Credit Card With 
•  A regular (non-teaser) APR of 15% or less 

•  A grace period of at least 25 days 

•  Transaction fees of 3% or less 

•  No annual fee 

•  No penalty APR or a rate less than 20% 
(e.g., credit union credit cards may have) 

•  Good “perks” (if you are a “convenience 
user”) 

Source: The Credit Card Trap, 
The State PIRGs 



Credit Card Disclosures- Marketing 
•  Introductory or promotional APR  

– Example: “1.9% APR with a balance transfer” 

•  Advertised credit line 

– Example: “Credit line from $5,000- $100,000” 

•  Special offers and privileges 

– Example: “Year-end summary of charges” 

•  Application deadline date 

– Example: “Until April 1, 20xx” 



Credit Card Disclosures- Required 
“Schumer Box” required by law to include: 

– Actual APR (after introductory period) 
– APR formula (if rate is variable) 
– Length of grace period 
– Amount of annual fee, if any 
– Minimum finance charge 
– Transaction fees (e.g., cash advances) 
– Method of computing balance for billing 
– Late payment fees 
– Over-the-limit fees 



 Disclosure Format 



Card 1 Card 2 Card 3 
APR 
Annual Fee 
Minimum Pmt. 
Penalties 

Late Fees 
Cash Advance 
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Activity: 
Compare Credit Cards 

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



Online Credit Card Resources 
•  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 



Young Adults and Credit Cards 
(CARD Act) 

•  Credit card companies prohibited from offering free 
merchandise in exchange for card applications (on 
college campuses, campus events) 

•  No credit cards under age 21 unless cosigner or 
proof of income to make payments (no more 
telephone credit card approvals for teens) 

 



Secured Credit Cards 
   Backed by collateral in the form of a savings account 

opened at financial institution that issues the card. 
 

•  May have higher interest and fees than unsecured 
credit cards; can often switch later 

Example: 

Deposit $1,000 with creditor 
to borrow $1,000 



High-Cost Alternative Financial 
Services (AFS) Sector Credit 

• Rent-to-own 

• Payday  Loans  

• Car Title Loans 
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Rent-To-Own 
•  Lease agreement where the renter can gradually 

assume ownership of rented property  
•  Make small weekly payments, often for 78 weeks 
•  Item usually costs 3x – 4x more than purchasing 
 

Resources:  Rent to Own Laws | eHow.com 
http://www.ehow.com/info_8293227_rent-own-
laws.html#ixzz1lSsKUzEQ  

http://www.consumerreports.org/cro/money/
shopping/rentacenter/overview/index.htm  
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Payday Loans 
•  Borrower provides lender with a post-dated check equal to 

loan amount plus finance charge (fee) 

•  Lender agrees to hold check until the customer's next payday 

•  Fee of $15-$30 per $100 borrowed (APR of 390% +) 

•  Even higher interest rate if loan is not paid back on time 

•  Often turns into a debt cycle 

•  Illegal to offer in person in some states  – BUT available 
ANYWHERE online 

•  Resource: 
http://www.consumer.ftc.gov/articles/0097-payday-loans  
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Car Title Loans 
•  Lender offers cash for signing over the title of paid-for 

car to secure the loan;   

•  Loans are due back in full 30 days later 

•  No credit check and only minimal income verification 

•  Can lead to a repossession of vehicle 

•  Interest rate ends up around 250% due to large fee for 
short period of time 

•  Resource: 
http://redtape.nbcnews.com/_news/
2013/03/05/17197306-pay-2140-to-borrow-950-thats-
how-car-title-loans-work?lite  
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Credit Reports and Scores  



What is a Credit Report? 
•  Summary of someone’s history of paying debts and other 

bills  

•  Prepared by credit reporting agencies (a.k.a., credit bureaus) 

•  Used by those who have legitimate need for the information 

–  Lenders 

–  Insurance companies 

–  Potential employers (new state laws) 

–  Potential landlords 



Your Credit Report 
•  Compiled by Credit Bureaus 

– Companies that collect information about how 
people pay their debts and manage credit 

•  Big Three: Experian, Equifax, TransUnion 

– Obtain information from banks, stores, credit card 
companies, other lenders, and public records 

•  Review credit report for accuracy every year and 
before making application for a large loan 

•  Credit File Request Form online at 
www.annualcreditreport.com  

  



Four Main Parts to a  
Credit Report 

•  Identifying Information: name, SS Number, current/
previous addresses, birthdate, employer 

•  Public Record Information from Local 
Courthouse: liens, foreclosures, bankruptcy  

•  Other Credit History Information: list of loans and 
credit cards, timeliness of payments, defaults and 
negative information (for up to 7 years) 

•  Inquiries: Usually 2 years; self-initiated and 
promotional (for marketing purposes) 



Sample Credit Report 

60 

Identifying	  
Information	  

Credit	  
History	  
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Recent	  
Inquiries	  

Accounts	  
in	  
Collection	  

Public	  
Records	  



Time Limits on Negative Information 
 •  Negative information can be reported for 7 years 

–  Late payments, repossessions, collections, foreclosures, 
and completed Chapter 13 bankruptcies 

•  Chapter 7 bankruptcy can be reported for 10 years 

•  Most recent data affects credit score the most 

•  Resource: 
http://www.myfico.com/crediteducation/questions/negative-
items-on-credit-report.aspx  

  



Credit Score = Financial GPA 
•  Rating scale of risk 
•  Higher the number, the better 
•  Generally pay a fee to obtain 
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FICO Credit Score Estimator 

Resource:  
http://whatsmyscore.org/estimator/ 
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Lower Score = Higher Interest 

Resource:	  	  
www.myfico.com/myfico/creditcentral/loanrates.aspx	  
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To Improve Your Credit Score… 
•  Pay bills on time (#1 weighted factor) 

•  Keep older accounts open 

– Older accounts establish length of history 

•  Keep debt-to-available credit ratio < 50%; 30% better 

•  Get a mix of types of credit  

– Revolving and installment credit 

•  Check credit reports and fix mistakes 

•  Avoid simultaneous inquiries 



Beware: Co-Signing a Loan 
•  Co-signing means guaranteeing someone else’s 

debt 
–  Lender would not require co-signer if borrower was a good 

risk 

•  Can you afford it if the borrower defaults? 
•  If borrower doesn’t pay, cosigner is liable for the full 

amount plus any late or collection fees 

•  Unpaid debts will appear on the cosigner’s credit report 

•  If you do co-sign, request online loan account access 



CEU Password #2 

 
    Debt 



Beware: Credit Repair Scams 
•  “CREDIT PROBLEMS ? NO PROBLEM!” 

•  “ERASE BAD CREDIT! 100% GUARANTEED!” 

•  “REMOVE BANKRUPTCY AND LIENS FROM YOUR 
CREDIT FILE” 

•  “REPAIR AND REBUILD YOUR CREDIT FILE” 

•  “CREATE A NEW CREDIT IDENTITY LEGALLY” 

Only TIME can erase negative credit information! 



Warning Signs of Credit Repair 
Fraud 

•  Advance payment required 

•  Legal rights not explained 

•  Advice to create a new identity 

•  Advice to file frivolous disputes 
 
 
 



Strategies to Reduce Debt 



1. Increase Income 
 –  Adjust tax withholding on Form W-4 

–  Be a two-income household or work overtime/sideline job 

–  Increase child support or alimony 

–  Food stamps, SSI, TANF, and other public benefits 

–  Selling assets (second car, jewelry, etc.) 

–  Upgrading employment skills/job training programs 

–  Charging adult children room and board 

–  Use of tax benefits (e.g., earned income tax credit) 

–  Request money loaned to others 



2.  Decrease Expenses 
•  Trade in cars less frequently 

•  Switch to a long-distance savings plan 

•  Use only a no annual fee or low interest credit card 

•  Consider less expensive housing 

•  Install energy-saving devices or insulation 

•  Lower setting on water heater 

•  Shop at consignment and thrift stores 

•  Avoid vending machines: bring food from home 

•  Brown bag lunches and snacks 



3. PowerPay (Debt Acceleration) 
•  Start by sending each creditor whatever amount was 

previously sent (minimum payment or above) 

•  As soon as you pay off one debt, apply the monthly payment 
amount (e.g., $30 to Sears) to a remaining debt 

•  Continue until all debts are repaid 

•  Greatest savings generally occur by repaying highest-interest 
debt first (e.g., department store credit cards) 

•  Can be done for free at www.powerpay.org  
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Using PowerPay 
•  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., job bonus, tax refund, prizes, etc.) 

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

www.powerpay.org	  
	  



Required Information For a 
PowerPay Analysis 

•  Name of each creditor 
•  Balance owed 
•  APR (interest rate) 
•  Monthly payment (minimum or above) 



4.  Contact Creditors ASAP 
– Seek a deferment or reduced payments  
– Overdue payments -- add to end of loan contract 

•  Be sure account is reported as CURRENT in credit 
reports 

 

Two Types of Late Payers: 
– People having trouble paying bills but are trying to 

work things out 
 

– “Deadbeats” who have not paid their bills and 
ignore their creditors 

•  Don’t let creditors think you are a DB 



5.  Be Proactive With the IRS 
Make contact with IRS---do NOT ignore them 

•  Contact them well before April 15 deadline 

•  Explain financial situation 

–  #1 Rule: Penalty for not filing tax return is much greater than 
penalty for not paying tax 

•  Late filing: 5% of taxes for each month unpaid (up to 25% 
of unpaid taxes) + interest 

•  Late payment: 0.5% for each unpaid month + interest 

• Resource: 
http://www.irs.gov/uac/Newsroom/Eight-Facts-on-Late-Filing-and-Late-
Payment-Penalties  



6. Credit Counseling 
–  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 
•  Agency will only take on clients with ability to repay debt 

 

     National Foundation for Credit Counseling 
  800-388-2227 or www.nfcc.org  
 

Resource: http://www.nfcc.org/CreditCounseling/counseling_01.cfm  

 
 
 
  



7.  Debt Consolidation Loan 
•  Take out one loan (e.g., home equity loan) to 

pay off a variety of creditors 
•  Cannot not borrow your way out of debt! 

•  May increase overall cost of debt 

•  May pay a higher interest rate than before 

•  May consolidate debts that were previously interest free 

•  Temptation to overspend again 

•  Not a good option if someone has “spending 
issues” 



8.  Voluntary Surrender 
•  If unable to make payments: 

– Return secured asset to creditor OR 

– Obtain creditor’s permission to sell the asset 

•  Saves on repossession fees 

•  Avoids repossession being listed on credit record 

•  Sometimes creditor will accept asset as payment in full 

•  For a house, the legal term for a voluntary 
surrender is “deed in lieu” 



9. Chapter 7 Bankruptcy 
(Liquidation) 

–  Typically takes 4 to 6 months 

–  Erases all obligations except: 

- child support   - student loans   

- alimony   - federal and state tax 

–  Right to future income is retained; means test applies 

–  Surrender to trustee all assets (of value) not legally exempt 

–  State and federal bankruptcy exemption rules apply  

Resource: 
http://www.uscourts.gov/FederalCourts/
Bankruptcy/BankruptcyBasics.aspx  



10.  Chapter 13 Bankruptcy     
 (Reorganization) 

–  Plan approved by court to repay all or part of debt within 
3-5 years using future earnings 

–  Creditors must get at least as much as with Chapter 7 

–  Debtors must live within the plan 

–  Debtors allowed to keep property; make monthly 
payments to trustee to pay creditors 

–  Best for those with steady income and equity in home 
or car 



Credit and Debt Resources  



Reading 
Your 

Credit 
Card 

Statement 

http://www.federalreserve.gov/creditcard/default.htm	  	  
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Sample 
Credit 
Card 

Statement 
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CFA Credit Score Quiz 

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



Wise Credit Management Quiz 
http://njaes.rutgers.edu/money/wise-credit/  



eXtension Debtor Education 
Course 

•  Course Title: Financial Success: Recovery 
After Bankruptcy 

•  Approved eXtension debtor education course 
•  See 

http://www.extension.org/pages/67265/
financial-security-for-all-debtor-education  



Questions?  Comments? 
Experiences?  

For additional MFLN 
financial resources, visit 
http://www.extension.org/
militaryfamilies  

 
 


