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Chapter 6

Using Credit Cards:
The Role of Open Credit

Defimtions and Examples of Credrt

® Cradit — receiving cash, goods, or services with an
ablipatian to pay Later.

* Examples o oans or personal bans

u Open credit — credit that yoo can nwe and repay at
VOUr OWI pace 30 long as yvou pay the required
mirimuam manthly payment.

. |'.||.|:II'II|1||."I Credit cards or l.‘L"|'IE|.I1I'|'l.'I1I sl credil
cands
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:IDeterminingﬂleCu-slsﬂpoenﬂredit

» The balance owad

» Interest rates

# Balanre calrulation method
# Cash advance costs

w The srace pertod

# The annuoal fee

= Additonal or penalty fess
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] Interest Fates

» Arnoal percentagze rate (APE) — trus simple
interest rate paid over the life of the loan

= Teaser rates — imiroduciony rates nzed o atiract
08w Cusinners, same 23 low az 19%
# Most credit card: compound intersst
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Balance Calculation Methods

» Average daily balance — {most
COmMman}
® |mcluding new purchises
* Exclmding pew purchases
* lwo-cwcle

= Pravipus balance — (most
EXpEnsive)

# Adjoxted balanre — (least
EXpEnsive )
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] Buying Money: The Cazh Advance

®» An extremely expenzive way to bomow

= Interest begine immediately and may be ata
hizher rate than for purchaszes.

® TUznally there i= 2 “cash advance fee™ of 2% to 4%
of the amownt advanced

» Soame cards require pavment of the purchase
balance before pavment of the cash advance
balance.
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» Normally 20 to 15 days, excloding cazh advances

= Do2mn't apply if vou cary a balance

# Besinning with no balance, you counld averd
paying for a purchase for neariy 2 manths

m Mot 21l credit cards offar a zrace period
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= Ranze from 30 to 3100 (Amencan Express
charges 330} for their Platimam card )

= T0%% af the 23 bigzest card iszoers don't charge an
anpual fee

# Merchant's dizcount fee — charzed to merchants,
typically 1.3% to 5.0% of the purchazs amont
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Addifional Fees

m Zazh advance fee

m Laip f=s

# Cher-the-limit fee

® Penalty rates

w Bealart -
“Impartant Motice of
Change of Termz™

# The “Schumer” Box
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