Credit Cards

Many individuals use credit cards on a regular basis. They are both
easy and convenient to carry so people regularly use them for
expenses throughout the day. However, one of the downsides is that
individuals quickly accumulate debt on a credit card. Individuals can
purchase items almost effortlessly and without out giving much
thought to the transaction.

Here’s how a credit card works. You apply to a credit card company.
Based on your credit score, you are approved for a certain limit. This
means that you can make regular purchases on your credit card, but
you need to stay below the amount you are approved for. If you go
past the pre-approved amount, the transaction may be declined, or
you might be charged a transaction fee.

Individuals who have a
balance on their credit
card receive monthly
statements indicating
how much they owe along
with payment
information. The
statement will always
include the minimum
amount due for that
month. If the minimum is paid and the company receives the payment on time, the individual will not
receive any additional charges, other than the interest rate on the balance. It’s important to know that
there are costs affiliated with credit cards, such as:
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e Annual Fee — credit card companies can charge you an annual fee just to use their card. This usually
falls in the range of $0-$50 per year.

e Annual Percentage Rate (APR) — this is the percentage rate charged for any monthly balances.

e Finance Charge — a dollar amount paid to use credit, including any additional costs of the
transactions and interest.

e Grace Period — the number of days an individual must pay off new purchases before interest is
charged.
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e Periodic Rate — the interest rate a credit card company charges your account for any outstanding
monthly balances.

e Transaction Fees — some credit card companies charge fees for a cash advance, late payments, or if
you go past your credit limit.

On average, United States households with credit card debt carries a balance of $6,081. The chart
below shows that if an individual only paid the minimum balance, it would take the individual 169
months to pay off the credit card. However, if the payment was doubled each month, it would take the
individual less time to pay off the credit card. If the minimum payment was made, along with an
additional $100, the credit card would be paid off in approximately 40 months.
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That’s a big difference! Think of the interest the individual would be paying back over the course of 169
months.

Credit cards are a nice convenience to have, but it is important to be thoughtful when using it. When
using a credit card, remember: The cost of the item you are buying is more expensive if you do not pay it
off right away. Very quickly, a fun purchase of just $10 can triple with interest. Try to not carry balances
on your credit card, but if you do, make sure you know when your payments are due and how long you
have to pay off your purchase.
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