DEALING WITH DEBT WISELY

Wednesday 4/23/03

Fill out every blank on a credit application.

Qualification for credit


Character



Stability



Performance



Credit history


Capacity



Income




Stability/continuity/seasonal




Background/experience



Debt to worth


Collateral


Capital


Conditions

For credit cards, you don’t have to put up collateral.

Scoring a credit report—a page full of stats the bankers/lenders go by to see what kind of a risk you are.

You credit report follows you forever.  If someone denies your credit application, they are required by law to tell you why you were denied.

School loans do not affect your credit report until you go into repayment.

Establish a relationship with your banker.

Access information you don’t have.

You need a banker, a CPA a lawyer and an insurance agent—get to know them while you are young.

Free checking


No minimum balance required


Perfect for people with fluctuating monthly balances


Overdraft potential $15-30 an item


Debit/ATM card


Unlimited check writing and deposits


Can be used as a second account

Basic Interest bearing account


Earn interest on your money


Requires a minimum balance $1000-2500


Unlimited check writing and deposits


Service charge if you go below your minimum balance


Rates range from .09% to .9%

Money market account


Interest bearing account with higher rate

Requires a minimum balance


Service charge if you fall below your minimum


6 withdrawals each month and only 3 can be by check


Safe, secure account that gives you limited access to funds

Relationship banking account


Rewards you for relationship with your bank


Extra frills


Large minimum balance


Special CD rates

Savings account


Interest bearing with limited access


Low minimum balance


Sake keeping


Service charge if you fall below your minimum balance

If you have a lot of credit cards, put them on 1 low interest card and pay it off.

Get on a budget.

Home loans/mortgages

Mortgage companies sell their loans—this is how they are able to fix your rate for 


15-30 years


Bonds are mortgages


Rates vary on a daily basis


Encourage you to be preapproved, once you are they will give you a certificate 


with the amount and this is what you take with you house hunting


Appraiser values the property


Title company closes the loan—42 people touch your application/loan before you 

close


Banks can only fix a loan for 2-3 years


Have 3, 5, and 7 year arms if you know you aren’t going to be in a place but a 


few years


When you make a payment, you are paying PITI—principle, insurance, taxes and 

interest.  Taxes and insurance are put into an escrow account.  Your 


payment will go up only if your insurance and taxes go up.

1 extra house payment a year on a 30 year loan reduces your payment to 22 years.  You have to specify this payment to go towards principle or it will be put in your escrow account.
Student loan repayment issues—most of this was covered during the Exit Interview during the first week.  If you have loans, pull the handout out of your orange envelop.

The average student loan debt of the class of 2003 is $88,854.

All UAMS colleges have a total of 1.4% of graduates/students in default.

It is best to pay your loans back over a 10 year period.  Currently there are only 10 and 25 year repayment options but it look like Congress is going to do something about the gap this year.

Right now, it is wise to consolidate your loans but it is also wise to pay them off as soon as possible.

A consolidation loan interest rate is based on the weighted average of outstanding federal education loans.

He thinks the interest rates are going to drop even lower on July 1st and suggests consolidating at the end of your grace period.

Remember that deferments are there if you need them and you qualify.  If you don’t qualify, there is always the option of forbearance.

To be eligible for an economic hardship deferment, the total monthly payment on federal education loans must equal or exceed 20% of monthly gross income—for the student not the household.
