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Lesson 6 Buying New Stuff



Buying new stuff

The Law

SAVING YOUR MONEY

Open a bank account and save your $50 until you have enough to buy the TV.  This will take a lot of time but it is the cheapest way to buy your TV.  There is a big advantage to having a savings or checking account in a bank or credit union. (Credit unions are cheaper because they are non-profit organizations.)  

· Savings Accounts:  Savings accounts give you a place to keep your money and receive interest on it.  You may have to pay a small fee for your account, but most accounts are free if you leave a certain amount of money in them (called a minimum balance).  You cannot write checks on a savings account, but you can take out money when you need it.

· Checking Accounts:  Putting your money in  a checking account and using checks to pay your bills is safer than using cash and cheaper than using money orders.  Many banks offer free checking accounts, but you have to buy the checks you use.  Remember that if you bounce a check (don’t have money in your account to cover the check), you will be charged a fee (often around $20) for each bounced check.  Also, the store or person to whom you wrote the check might charge a fee.  

Things to think about when picking a bank:

· Will the bank cash checks for you?  Check cashing businesses are very expensive.  A family can waste over $400 a year in check cashing fees.  

· Payroll and government checks are cashed for a 3% fee if over $500 or 2.5% fee if under $500.

· Personal checks (from a friend for example) are cashed for a 10% fee.

· You can save that money by using a checking account.  

· Can you have your check direct deposited there?  If you don’t like to waste time going to your bank to deposit your payroll check, you can have if deposited directly.  “Direct deposit” means that your employer or the government puts your check into your account automatically. 

· Is there a monthly fee for the account?  Is it less if you keep a certain amount of money in the account?  How much?

· Can you use an ATM card?  Where?  What is the fee?  ATM cards are a convenient way to get cash.  Most banks will give you one if you have a good credit rating.  If you take out more money than you have in your account, it will be like bouncing a check.  If you use your ATM card at your bank’s ATM machines, there will me no fee.  But if you use your card and another bank’s machines, the charge is usually $1-2.

· How much does the bank charge for bounced checks?

· How much does the bank charge for money orders?

ARE THERE ANY REASONS WHY I SHOULDN’T OPEN A BANK ACCOUNT?

If you owe someone money, they can get a court order to “garnish” your account.  This lets them take money out of your account without your permission.

WHAT ABOUT USING A CREDIT CARD TO BUY MY TV?

Credit is when someone borrows money and promises to pay it back at a later date with interest. The interest will add to the total cost of your TV.

Advantages:  

· Buy something without having the money at the time you want to buy it.  Buy now, pay later.  

· More convenient.  

· Easier to return merchandise or get it repaired.  

· Help with emergency expenses (for example, car repairs)

Disadvantages:  

· Buy something that you really can’t afford and won’t be able to pay the bills when they are due.  

· More expensive than using cash because you are charged interest.  

· If late with payments, might give you a bad credit rating.

WHAT IS INTEREST AND HOW MUCH WILL IT COST?

There are two ways to pay off your bills.  You can pay the whole bill when it is due.  Or you can pay over time.  If you pay over time, you will pay interest on the money.  Interest is the extra money charged by the lender for the privilege of borrowing the money.   Interest is referred to as the “Annual Percentage Rate” (APR) because it tells you the cost of credit for one year.  For example, if the monthly interest rate is 1.5%, the  APR is 18 percent. (12 months time 1.5).

The longer you take to pay your bills, the more interest you will pay.  For example, two people charge $1,000 each on their credit cards.  Both credit cards have an APR of 18 percent.  Person A wants to pay this debt in one year, making 12 even payments.  Person B chooses to pay only the $20 minimum required each month by the credit card.  In the end, this is how much each will pay:
	
	Amount Charged
	Monthly Payments
	Months to Pay
	Finance Charge
	Total Paid

	Person A
	$1,000
	$91.68
	12
	$100.16
	$1,100.16

	Person B
	$1,000
	$20.00
	93
	$860.00
	$1,860.00


CAN I AVOID INTEREST?

Yes if your credit card offers a grace period.  You will not pay interest if they receive a your payment for the full amount before the due date.  If you can’t pay the full amount, pay as much as you can.  You will reduce the amount of interest charged.

ARE THERE ANY OTHER FEES?

Some credit cards also charge an annual fee.  Shop around for a credit card to find one with no annual fee.

SHOULD I BUY CREDIT INSURANCE?

Credit insurance is sold to credit consumers.  It pays off a loan if the consumer dies, becomes disabled, or loses employment.  This insurance is very expensive and is rarely used.

DO I HAVE A RIGHT TO A CREDIT CARD?

No one has an automatic right to credit.  Creditors will look at you, your credit history, and your current financial situation to decide whether to give you a credit card.  They will want to know if you have a steady income and will be able to pay your credit card bills.  Creditors use different ways to decide whether to give you credit.  One creditor might grant you credit, while another might not.

IS THERE ANY INFORMATION A CREDITOR CAN’T USE IN DECIDING IF I WILL GET CREDIT?

Yes.  They cannot discriminate against an applicant based on sex, marital status, race, color, religion, national origin, age, or income from public assistance.  The same standards must be applied to all applicants.

CAN I BE TURNED DOWN?

Yes.  You must be told whether you have been approved for credit within 30 days.  If you do not get credit, you must be told the reasons in writing.  If you are denied credit find out why.

WHAT IS CREDIT HISTORY?
It is important to use credit wisely.  When you use your credit card, you also build a credit history.  Companies called credit bureaus  keep information about you and how you use your credit cards and pay your bills.  If you usually pay your bills on time, this information (called a credit history) can help you get more credit.  If you have used credit poorly, this information will hurt your ability to get credit.  Credit bureaus provide this information (called a credit report) to potential creditors.

CAN I SEE MY CREDIT REPORT?

Yes, you have the right to know what your credit report says.  The credit bureau must help you understand your credit report and must provide this service free if you contact the credit bureau within 30 days of being turned down for credit, employment, or insurance because of information in your credit report.   You an also get one free copy of your credit report every 12 months if you are:

· Unemployed  and plan to seek employment within 60 days

· Receiving public assistance, or

· Your credit report is inaccurate.

To get a copy of your report, contact the credit bureau.  The  three largest credit bureaus are:

Equifax

1-800-685-1111

P.O. Box 105873

Atlanta, GA 30348

Experian

1-888-397-3742

Attention: NCAC

P.O. Box 949

Allen, TX 75013-2104

Trans Union

1-800-916-8800

P.O. Box 390

Springfield, PA 19064

WHAT IF THERE ARE MISTAKES?

Be sure that your credit report is accurate.  If it is not, you can ask to have it corrected by writing to the credit bureau.

IS THERE A WAY TO IMPROVE A BAD CREDIT HISTORY?

Yes.  Open a checking or savings account and use if very carefully.  Apply for a credit card and make all payments on time.  If you can ‘t get a credit card on your own, ask someone to “cosign” for you on your application.  (This means that they will be responsible to pay back the money owed if you do not pay it back.)

IF I CAN’T GET CREDIT, SHOULD I RENT TO OWN?

Rent to own companies target people who have a hard time getting credit.  You usually do not have to make a down payment and they do not do a credit check.  But by the time you finish paying for an item, you have usually paid two or three times more than the item was worth.


The following is based on 1997 information collected at various stores that sell TV sets.

Cost to own a TV

19-inch color TV, paid by the month, with service and delivery
	
	Total
	Monthly Payments
	Number of Payments

	Best Buy
	$242
	$50
	5

	Circuit City
	$282
	$50
	6

	Sears
	$292
	$50
	6

	Carefree Rentals
	$890
	$50
	15

	Rent-a-Center
	$987
	$54
	18-21

	Home F. Rentals
	$1,078
	$58
	18


Portions of this were taken from “Peoples Rights and the Law” Volume 1997 Number 4 and Volume 1998, Number 1, Legal Aid Society of Minneapolis, and “Using Credit Wisely”, Minnesota Attorney General’s Office.

Buying new stuff

Questions

1. What are the advantages and disadvantages of using credit?

2. Is it a good idea to rent to own?  Why or why not?

3. Why is it best to pay your entire bill rather than the minimum payment?

4. What is the difference between a checking account and a savings account?

5. What is APR?

6. What is a credit report and what is it used for?

7. Is using a check cashing company a good idea?  Why or why not?

8.
What is direct deposit and what is one reason for using it.

9.
What six things should you think about when picking a bank?

I just moved into my new apartment and I want to buy a big screen TV.  But I don’t have enough money.  After I pay my other bills each month (rent, telephone, electricity, heat, child care, bus fare, food, medicine, clothes and others) I only have about $50 left.  What are my options?
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