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SHOULD YOU BUY ON CREDIT? 

"Should you buy on credit?" This is not a 
question that can be answered by a simple Yes 
or No. It may depend upon the situation. What 
kind of product or service is being purchased? 
Is the product or service really needed? lAJould 
a less expensive item do just as t.1..1ell? What is 
the dollar cost of the credit? Can you afford 
to make the payments? Could you save nm1..1 
and pay cash for the item later? "Should you 
buy on credit?" It is not an easy question to 
anst.1..1er. 

There are many reasons to buy on credit. If 
a refrigerator breaks down and cannot be re-
paired, it has to be replaced. If there is not 
enougt-1 money in savings to purchase the item 
for cash, then credit has to be used. The same 
is true in truying most major household appli-
ances and cars. 

Products or services that are quickly used 
up, probably should not be purchased on cred-
it. It is rather discouraging to make payments 
on something already used and discarded. The 
pleasures of a fine meal in a restaurant will 
be long forgotten v..1hen the credit card pay-
ments are still being made two months later! 

The use of credit is neither good nor bad in 
itself, Much depends on the u=-e made of credit 

and the ability to repay the credit. Most per-
sons do use credit. It has become a necessary 
part of modern life. The high prices of :.~.pii
ances, furnishingst cars, and homes usually 
require the use of credit. 

ADV ANT AGES OF CREDIT 

Probably the tiiggest advantage of buying 
on credit is being able to buy goods and 
services \1..1hen needed and repaying the loan 
later. The cost of credit is reduced as the 
interest is tax deductible if you itemize 
deductions. 

Credit cards are convenient to use and are 
safer to carry than large amounts of cash. 
They are readily accepted by most stores. In 
addition, a credit card can provide an "emer-
gency fund" ~.1..1hen traveling or if savings are 
not available. 

DISADVANTAGES OF CREDIT 

Easy credit becomes a temptation to buy 
more than is needed. It also encourages buy-
ing more than can easily be repaid. Buying on 
credit limits choices in the future. Finally, 
buying on credit adds to the cost of purchases. 
This also limits future choices. Part of future 
income goes to pay for past purchases ~1.Jhile 

part goes to pay interest charges. 
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-Speu SOURCES OF CREDIT 

Once the decision has been made to make a 
purchase on credit, it must be decided ~1..1here 

the credit is to be obtained. If a major appli-
ance is being purchasedt it could be charged on 
a bank charge or store credit card, financed by 
the store, or the money could be borrov..1ed from 
a bank, savings and loan association, credit 
union, or consumer finance company. 

This may seem confusing, but some choices 
can be eliminated if you do not have credit 
cards or cannot qualify for a loan from the 
sources that offer the lm1..1est interest rates, 

Let us assume that you can qualify for 
credit from any of the above sources. You are 

probably at .... ,1are that there are differences in 
the interest rates charged among the different 
financial institutions and by the charge cards. 

It does make a difference v .. 1here you bor-
rm1..1, so shop for credit ju:.t as you might shop 
around for the best price and quality of car, 
appliance, furniture or stereo. 

COMP ARING LOANS 

In shopping for credit, compare loans h .... 10 
ways. Compare both the interest rate and the 
finance charge (the dollar cost of credit). 

For example, a $500 appliance could be 
financed many t.1..1ays. Five examples are listed 
below. 

FINANCING A $500 APPLIANCE FOR 18 MONTHS 

Store A 
Store B 
Bank 
Credit Union 
Finance Company 

payments of $33.84 per month for 18 months. 
payments of $32.82 per month for 18 months, 
payments of $31.90 per month for 18 months, 
payments of $31.19 per month for 18 months. 
payments of $36.35 per month for 18 months, 

At a glance, it may appear that there is little difference among the five choices above. But check 
the finance charge (the dollar cost of credit) in the chart belm"'' Paying only a fe\1..1 dollar:. extra each 
month for 18 months can be expensive, 

DISCLOSURE OF CREDIT TERMS 

monthly # of amount finance interest 
payment montt-1s repaid charge rate 
--------- -------- -------- --------- --------

Store A $33.84 18 $609, 12 $109, 12 26~·t 

Store B 32,62 18 587.16 87.16 21 ~~ 

Bank 31,90 18 574,20 74.20 18~·· 

Credit Union 31.19 18 561.42 61.42 1 C't; '-(1e-

Finance Company 36.35 18 654.30 154,30 36~~ 

--------------------------------------------------------------------------------------
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\-JHICH IS THE BEST LOAN? 

The loan at the finance company costs only 
$5 a month more than the credit union loan. 
But the interest rate is more than double of 
both the credit union and bank loans! The 
credit union loan is the best loan <lo\..iest cost) 
when both the interest rate and the finance 
tharge are considered. The extra cost of the 
loan at the finance company is $92.88, the 
difference in the finance charge for each loan 
($154.30 - $61.·'12>• 

The bank loan is only slightly more expen-
sive than the credit union loan and would be 
considered as good a source for the loan. If 
you do not belong to a credit union, then the 
bank loan would be the best possible source. 

The high interest rates and finance 
charges of the finance company make it the 
least desirable source of credit. But there is a 
situation where even the finance company 
could be a "good" source of credit. Persons 
\1Jith a poor credit rating may be unable to 
qualify for the other sources of credit. The 
finance company may then be their only choice 
for credit. 

But the high cost of the credit may also 
make it difficult to repay the loan. It is im-
portant to consider if the item to be purchased 
at such high interest rates is worth taking on 
a large amount of debt. 

HOW MUCH CREDIT CAN YOU AFFORD? 

11Hov.1 much credit can I afford?" is a 
question that each individual or family must 
answer. No tv.JO families spend their money the 
same way. They have different amounts of 
financial resources <income and savings), as 
well as different \1Jants, needs, and plans for 
the future. They must decide individually hot,., 
much credit they can afford and how they "4.'ill 
use that credit. 

There are no hard and fast rules as to how 
much credit can be afforded, but some common 
limits are suggested. One limit is not to use 
more than 20 percent of take-home pay for 
repayment of debts. This is in addition to the 
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home mortgage v .. 1hich may already take 30 to 
40 percent or more of take-tmme pay. 

If take-home pay is $1,000 a month or 
$12,000 a year, the limit for repayment of 
credit is .20 X $1,000 = $200 a month. As the 
percent of income spent for the home mortgage 
goes up, less should go for other credit. If the 
mortgage is 40 ~·i of take-home pay, perhaps 
other credit should be no more than 10 - 15 ~-.. 

Another guide is that your total out-
standing debt (other than the home mortgage 
and auto loan) should not be more than one 
month's take-home pay. If the monthly take-
home pay is $1 ,ooo, this should be the limit of 
total debt. 

Perhaps the final guide to be considered is 
the ability to repay the credit. Go back to the 
family spending plan or budget developed in 
an earlier lesson. The amount left over after 
all other bills are paid and some money i:. 
saved, is the amount tr1at can be used to repay 
a loan or credit card. If there is no money left 
over, no more credit should be taken out. 

THE CREDIT BUREAU 

The record of hot.1 .. 1 you have used credit i:. 
on file t.1..iith the credit bureau. The credit 
bureau provides this information to the 
grantors of credit. Merchants and financial 
institution:. like banks and savings and loan 
associations lend money based on hm,.,1 \1-.1ell 
you have used credit in the past. 

You supply some of the information to the 
credit bureau t.1..1hen you apply for credit. other 
information is supplied by the merchants and 
other creditors on a regular basis on hov .. 1 
promptly you have paid your debts to them. 

UNFAVORABLE INFORMATION 

Unfavorable information can be kept in a 
credit file for seven years. This \1.Jould include 
a record of making payments late. Usually 
paying a bill only a fe~"·' day:. late will not 
affect your credit record. Not paying a bill for 
one or two months can affect your credit 
record. 



It is important to tell a creditor if you are 
unable to pay a bill on time. Let them kno\A.1 if 
you lo:.e all or part of your income. Creditors 
are often \1..1illing to \1..1ait for a payment or 
v .. 1ork out a new payment plan. 

YOUR CREDIT FILE 

You do have the right to find out what 
information is in your credit file. The Fair 
Credit Reporting Act, a federal lav..1, gives you 
this right. If you are denied credit, the credit-
or must inform you if this is based on infor-
mation in a credit report. You \¥ill be given 
the name and address of the credit bureau. 

What if there is incorrect information in 
your file? You may request that the credit 
bureau check the facts again. What if you dis-
agree on the facts placed in your file by a 
creditor? In that case, you may put your own 
statement in the file, giving your side of the 
disagreement. 

You cannot be charged for looking at your 
credit file within 30 days after the date of 
being denied credit. You may reviev . .1 your file 
at any time, but a fee may be charged. 

EQUAL CREDIT OPPORTUNITY ACT 

Another federal la\1..1, the Equal Credit 
Opportunity Act <ECOA) also protects your 
credit rights. This law states that everyone 
has the right to apply for credit l.1Jithout 
discrimination on the basis of sex or marital 
status. This means that you \AJill be judged 
only on the basis of your "credit-worthiness." 
Your credit history at the credit bureau and 
your income are the tv .. ro biggest factors ~1..rhich 

determine "credit-v .. rorthiness." 

One of the main purposes of the ECOA is to 
assist married \1.Jomen in establishing their 
Ol.1..1n credit histories. Creditors are required to 
report the payment history of a charge account 
in the names of both the husband and the ~AJife. 

In the event of divorce or widov . .1hood1 the 
v.mman retains her credit history built up dur-
ing her marriage. The \J..IDman can then obtain 
credit on her ot.1.m if she has sufficient income 
to repay the debt. 
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The lav..1 sa)'s that a \t.Joman has a right to 
her o\A.1n credit, if she is creditworthy. This in-
cludes both married and non-married women. 
Married v .. 1omen may establish credit in their 
o\A.in name, if they are crediht.Jorthy on their 
o\J.m l.1..1ithout considering their husband"s 
income. 

Creditors must consider income from relia-
ble alimony, child support or part-time em-
ployment if you include this information on a 
loan application. Creditors are forbidden to 
ask about birth control practices, your plans 
to have children, assume that you will have 
children or that your income \t.Jill be inter-
rupted by child bearing and child rearing. 

ECOA AND AGE 

Creditors use a variety of information to 
be sure that people are likely to repay a debt 
before making the loan. They will ask 
questions about your income, )'Our expenses, 
your debts, and your reliability. Do you have 
savings and investments? Do you O\A.rn your 
own home? How long have you lived at your 
current address? What is your credit history? 

The ECOA does not prevent a creditor from 
using such criteria. It also does not give 
anyone an automatic right to credit or require 
that loans be made to people ~1.,1ho are not good 
credit risks. 

Under the la"'-'• a creditor may also ask how 
old you are. However, your age may not be 
used as the basis for denying credit to you. 
You may not be turned dm1Jn for credit just be-
cause you are over a certain age. 

A GOOD CREDIT RATING 

The very best \1..1ay to develop a good credit 
rating is to have a good employment record 
and have both a checking and savings account. 
Then, open a small charge account with a local 
retail store, or get a secured loan from a 
financial institution for the purchase of 
something like an appliance or car. You may 
also take out a small loan using something 
you already own as security for the loan (car, 
stereot or appliance). 



Pay these obligations promptly and you 
~A.1ill be on the t.1.Jay to developing your m1.m 
credit history. As your credit history and 
credit-t_,_1orthiness develop, you \I.Jill be able to 
secure additional credit. Be carefull. Don-'t 
over-extend yourself or you may hurt t_,_1hat you 
have v..iorked so hard to build. 

PROTECTING YOUR RIGHTS 

Credit is used by nearly everyone as they 
use it to pay for goods and services in their 
personal or business life. Since credit is so 
important to us, it is equally important that 
our credit rights are protected. To do thist 
Congress has passed a number of laws to cor-
rect serious problems t.1..1ith the granting and 
using of credit. 

In addition to the Equal Credit Opportunity 
Act and the Fair Credit Reporting Actt there 
are three other important laws, These are the 
Truth in Lendingt Fair Credit Billingt and Fair 
Debt Collection Practice:. Acts. 

TRUTH IN LENDING 

Truth in Lending requires creditors to dis-
close certain credit information. It makes it 
easier for you to compare interest rates and 
to shop around for the best credit deal. 

Before signing a credit contractt be sure 
all blank lines and spaces are filled in. Do not 
sign if there are any blanks or if you are told 
that some information \A.1ill be filled in later. 
This is against the la\A.'• All credit information 
must be read to you before signing the con-
tract. 

For the sale of goods in your hornet the la\1.J 
gives you three days to think about the deal 
and cancel the contract if you \4'ish. The seller 
must provide t.1..rritten information about your 
right to cancel. 

A credit contract must contain the follot.A.1-
ing information: 

* Annual percentage rate (interest rate) 
* Finance charge (the dollar cost of credit) 
*Number and amount of payments 
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* Due date of payments * Description of any propert)· securing 
<guaranteeing) the loan, such as appliances, 

home, or a car 

CREDIT CARDS 

Truth in Lending also protects against the 
unauthorized use of your credit cards. If your 
credit cards are lost or stolen, the maximum 
amount you would have to pay for charges 
made by someone else is $50. If you notify the 
card issuer before the cards are used by 
someone else, you are not liable for any of the 
unauthorized charges. 

FAIR CREDIT BILLING ACT 

The Fair Credit Billing Act requires prompt 
correction of billing errors on charge accounts. 
Possible errors include the follov..iing: 

* An incorrect price 
* Listing of an item not purchased by you 

or someone authorized to use the account 
* A charge poorly identified, for a differ-

ent amount or on a different date than on your 
charge slip 

* Failure to properly credit payments or 
returns to your account 

~ Accounting mistakes 

IF THERE IS AN ERROR 

If you think your bill is wrong or want more 
information about it, follot,1..1 these steps: 

L Notify the creditor in \A.lriting tAiithin 60 
days after the bill was mailed. Be sure to give 
your name and account number, a statement 
that you believe the bill contains an error and 
an explanation of \"1hy you believe there is an 
error and the amount of the suspected error. 
Send copies of the billing statement and 
purchase receipt. You should keep the 
originals, 

2. ~,Jhile you are waiting for an ansv.Jer, you 
do not have to pay the amount in question <the 
"disputed amount") or any minimum payments 
or finance charges that apply to it. But you 
are still obligated to pay all parts of the bill 
that are not in dispute. 



3. The creditor must acknov..1ledge your 
letter within 30 days, unless your bill is 
corrected before then. In no more than 90 
days, your account must either be corrected or 
you must be told t_1.,1hy the creditor believes the 
bill is correct. 

4. If the creditor made a mistake, you do 
not pay any finance charges on the disputed 
amount. Your account must be corrected and a 
statement sent of any amounts that you do 
o\4.1e. If no mistake v .. 1as made, you will have to 
pay the accumulated finance charges. 

OTHER RIGHTS 

The lav.J also provides that you may 
withhold payment of any balance due on 
defective merchandise or services purchased 
with a credit card, provided you have made a 
good faith effort to return the goods or 
resolve the problem t.1Jith the merchant from 
whom you made the purchase. 

If the store that honored the credit card 
did not also issue the card, there are tv..10 
limitations. The original amount of the pur-
chase must have been for more than $50 and 
the sale must have taken place in your state 
or t.1Jithin 100 miles of your current address. 

FAIR DEBT COLLECTION PRACTICES ACT 

This act makes it a federal offense for 
debt collectors to threaten consumers v . .1ith 
violence, to use obscene language, or to 
contact consumers at inconvenient times or 
places. It does not prevent the collection of 
debts, but rather it limits the methods that 
can be used to collect payments. 

You cannot be contacted by telephone early 
in the morning or late at night unless you 
agree to it. Debt collectors may not contact 
you at work if your employer does not allov..1 it. 
They may not make false statements that they 
are an attorney or work for a credit bureau or 
represent any government agency. Collectors 
may not threaten to publish a list of creditors 
who say you '"'ill not pay your debts or in any 
'"'ay advertise your debts. 
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In addition, debt collectors may not say 
that you t.1..iill be arrested if you do not pay the 
debt or threaten any action t.1..rhich is illegal. 
They may not say that your \1..1ages t.1.Jill be gar-
nisheed or your property seized or sold unless 
the creditor actually intends to do so. 

FOR MORE INFORMATION 

If you desire additional information about 
these or other lav,1s regulating credit, contact: 

Regional Director 
Federal Deposit Insurance Corporation 
908 E. Main St., Suite 435 
Richmond, \l A 23219 

Truth in Lending 
Federal Trade Commission 
l ... Ta!:.hington, D.C. 20580 

*************************************** 
ACTIVITIES 

1. Find the total amount of credit you m"1e 
and the total of monthly payments (except for 
the home mortgage). Is this more or less than 
the credit limits suggested on page 3? Discus:. 
as a family t.1..1hether the total credit ot,. .. _1ed is 
too much, or is an acceptable amount. 

2. Examine all of the :.ources of credit you 
are nm1..1 using (loans, credit cards) and 
compare the interest rates you are no"'' 
paying. Are you using lov..1er cost sources of 
credit? Before you borrow again, shop around 
for the least expensive loan. 

3. Make an appointment to revie~1..1 1·our 
credit file v . .1ith the credit bureau. If you 
haven·'t had a credit check by a creditor for 
several years, this tA1ould be a good chance to 
be sure information in your file is accurate. 
Check your telephone directory for the nearest 
credit bureau or ask at your bank, savings and 
loan association or credit bureau. 

4. Keep a list of credit card purchases each 
month so that you t.1.Jill know tf-1e total amount 
charged and t_1.,1ill be prepared to pay. Check 
each billing statement for errors. 



Please return by ----------

Name ---------------
Address -------------

CHECK YOUR DECISIONS ABOUT USING CREDIT 

Please complete and return this form to your Extension Agent 1.A certificate signifying completion of 
The MoneY Mana9er Series t.1..rill be sent to you. 

Directions: As a result of completing this lesson, I/l.1.Je plan to do the follm1..1ing. (Circle the 
appropriate response) 

Yes MaYbe No 
Have Already 
Done This 

1. Examine the sources of credit Ih1..re 
now use and the interest rates paid. 

2. Examined the total of monthly 
credit payments and total credit 
ot.1..red and compared it to the credit 
limits suggested on page 3. 

3. Shop for the lowest cost credit. 

4. Reviewed our credit file \£Jith the 
credit bureau. 

5. Examined carefully the monthly 
statements from your credit card~

for errors. 

*************************************************************************************** 

1The name and address of your Extension Agent i!:.: 
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