Choosing When to Use a Credit Card

Now that you have a credit card, use it wisely.  Did you know that Oklahoma college students carry an average credit card balance of nearly $3,800?  Do you realize that consistently charging up to your credit limit can reflect negatively on your credit report?  Are you aware that many employers and landlords routinely review applicants’ credit reports before making hiring or renting decisions?  That’s right – poor credit choices could cost you the job you’ve always wanted or the perfect apartment!  

The formula is simple: don’t spend money you don’t have.  To maintain a healthy credit rating, use your credit card the same way you use your checking account.  When you charge a purchase to your credit card, deduct the amount you spent from your “cash on hand,” a.k.a. your checking or savings account balance.  This allows you to set aside money to pay for the credit charges, so you don’t spend that money on something else.  If you don’t have enough “cash on hand” to pay for a purchase today, chances are you won’t have enough money to pay for it when the bill is due.  This is when you must think long and hard about making the purchase.  Do you really want to pay for a steak dinner/new shoes/CDs over time, while interest is accumulating?  The chart below illustrates how fast those charges pile up and how long it takes to pay them off, particularly when you’re making the minimum payment (3% of the outstanding balance) on a card with an 18% interest rate.
	Current Debt
	Payoff Time
	Interest Charges
	Total Payment

	$1,000
	8 years
	$684
	$1,684

	$5,000
	16 years
	$4,567
	$9,567

	$10,000
	20 years
	$9,421
	$19,421

	$15,000
	22 years
	$14,276
	$29,276

	$20,000
	24 years
	$19,130
	$39,130

	$25,000
	25 years
	$23,984
	$48,984


Most of us need a credit card.  Airlines, most hotels and many other services require a major credit card.  Credit can also be a lifesaver in emergency situations, such as unexpected car repairs, travel needs or medical expenses, especially if you don’t have an emergency savings account to meet the need.  Based on your current credit spending, will you have enough credit available to handle an emergency?  By following the “cash on hand” rule, you’ll know you’re financially able to handle a crisis.

If you decide to make a purchase that you want to pay for over time, set your own repayment plan – above and beyond the minimum payment required by the creditor - and budget for it immediately.  Review your spending plan and identify areas where you can cut expenses to make it work.  Make your planned payments each month until the balance is paid.  Remember, you’re obligated to pay back your debt on time and in full.

Though credit cards make purchasing easy, paying back the money you owe can cause serious financial hardship.  Choose to use credit carefully!

