Credit Vocabulary
Annual percentage rate (APR): A confusing interest rate on mortgages, car loans, and even your credit cards; it includes additional fees you pay. All mortgage lenders must show you the APR next to your standard interest rate. 


Advice: forget about the APR when comparing mortgages; it is based on the assumption that you will remain in the house for the entire length of the mortgage. Just stick with the straight interest rate

Balance transfer: Moving your credit card debt from one card to another card


Advice: doing a balance transfer from a card you pay high interest on to a new card with zero-percent interest charge-or low rate- is one of the keys to smart debt management

Bankruptcy: the legal process of petitioning the courts to make your creditors “forgive” your debts


Advice: this is only a last-ditch resort because it will ruin your FICO for years. Try working with a consumer credit counseling agency and try to dig out of your debt rather than declare bankruptcy

Cash advance: Money you can draw off of your credit card; the amount of your advance is subtracted from your available credit limit. 


Advice: do everything humanly possible to avoid taking out a cash advance. There is no grace period on your withdrawal; you begin paying interest the second the money shoots out of the ATM, and the rate is typically 20 percent or more. 
Capacity: your ability to repay a debt. Creditors look at where you work, how long you have worked there, and how much money you make. 

Capital: your regular income plus the money in your savings and checking accounts.

Character: your willingness to repay your debts. Creditors base this on past borrowing and bill-paying habits and your ability to live within your means. 

Collateral: some loans require collateral, which is property used to secure a loan.

Credit history: how long you had a particular credit card, and your past habits with that card. When computing your FICO score, a long credit history will help boost your score.


Advice: Don’t cancel any credit card with a long history because you will “lose” that history. If you need to avoid temptation just cut the card up. 

Credit limit: How much you can charge on your credit card. 

Credit report: Your financial report card, which includes a record of whether you have been diligent in making your loan and credit payments. The information on your credit report determines your credit score. The three credit bureaus share your credit report with lenders and landlords who want to size up whether you are a good credit risk. 


Advice: check your credit report once a year because mistakes can send your FICO score reeling

Credit score: The Rosetta stone of financial life. Your credit score is used by mortgage lenders, car loan lenders, credit card companies, landlords, cell-phone companies, and even prospective employers to size up whether you are a good or bad credit risk. 

Debt: Money you owe and that you pay interest on. An unpaid credit card balance is debt. The outstanding balance on your student loan is debt. A mortgage is debt. 

Debt-to-credit-limit ratio: An important factor in computing your FICO score. Your debt-to-credit-limit ratio measures the combined unpaid balances on all your credit cards compared to how much total credit you have. The lower this ratio, the higher your FICO score will be. 
FICO score: the gold standard of credit scores, developed by Fair Isaac Corporation. 


Advice: lenders use your FICO score to determine if you are a worthy credit risk, and what sort of deal they are going to offer you. A higher FICO score puts you in line for a lower interest rate on a loan or credit card. Check your score once a year on www.myfico.com 

Grace period: The period between the end of your billing cycle and the day your payment is due; you will incur no interest charges during this period. If you carry over a balance from the previous month, there is no grace period. 

Interest: the money lenders collect from borrowers who they loan money to. You pay interest on your credit card balance, auto loan, student loan or mortgage. Interest rates fluctuate based on what is happening with the general economy. When the economy is strong, rates tend to be higher; when the economy is slowing down or struggling, rates tend to be lower. 

Introductory rate: the big tease- the low interest rate that credit card companies offer to get you to do a balance transfer to their credit card. 


Advice: if you don’t intend to pay off the balance before the intro period expires, make sure the “regular” rate makes sense for you. 

Minimum balance due: the smallest monthly payment you can make on your credit card. Typically, your minimum balance due is computed as 2.5 percent of your credit card balance. 


Advice: When you are ready to tackle your credit card debt, commit to paying more than the minimum due each month. Adding as little as $20 or so a month will greatly reduce the time (and interest payments) needed to get your balance down to zero. 

Secured credit card: a credit card that requires you to make a hefty deposit to the card issuer; your credit limit is typically the amount of your deposit. 


Advice: a secured card can be a good first step toward qualifying for a regular credit card. 

