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Established in 1961

Seven offices in Texas including
Brownsville, Corpus Christi,
Harlingen, McAllen, McKinney,
Plano and San Antonio




TODAY’S
AGENDA

What’s in a credit report?
How can you get your credit report?
How is your credit score calculated?

How can you build/rebuild your credit?

Common credit score myths
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Presenter
Presentation Notes
We are going to answer many questions related to credit reports and scores.  Here’s an outline of what to expect today.


TODAY’S
AGENDA

Types of loans
Repayment options

Income driven and forgiveness plans

Student loans in collections

Student
Loans
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Presentation Notes
We are going to answer many questions related to credit reports and scores.  Here’s an outline of what to expect today.


®
What is Listed on Your Credit Report?

1) Identifying Information
2) Money You Borrow

3) Collection Records

4) Public Records

5) Inquiries

6) Consumer Statement
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Presentation Notes
[Ask for a show of hands to see how many people have seen their credit report]

Nationally, less than half the population has seen their reports.  Let’s start with the various sections that you’ll find on a credit report.

Identifying Info– this includes your name, SS#, date of birth, address and employer.  This is used so that whoever is accessing your credit can match up your information.  It is not used as part of your credit score.

Money You Borrow– this includes info related to credit cards, consumer loans, auto loans, mortgages, student loans and types of debt.  The report will contain information about when you opened the account, whether you pay on time, your debt balance and your credit limit.  Late payments will show up if you are 30 days or more late.  So, if you pay a credit card or loan a week or two late, it will not show up on your credit report.  Of course, your lender may still charge a late fee.

Collection Records– other household bills generally do not show up on the report.  Examples include medical bills, utility bills and rent.  However, if you stop paying on any of these bills, they can be referred to a collection agency.  Once in collections, the collector can report the debt.

Public Records– this is information reported by the local courts when you are involved in a civil court action.  This could a include a judgment, tax lien, past due child support or alimony or bankruptcy.

Inquiries– anytime someone accesses your credit report.  There are two types of inquiries.  A hard inquiry is anytime your credit report is reviewed for the purpose of extending credit, such as applying for a loan.  A soft inquiry includes checking your own report,  a current creditor reviewing your credit report or a prospective lender obtaining your credit report for promotional purposes to make an offer.  Only hard inquiries affect your credit score.  

Consumer Statement– this is an optional statement that a consumer may add to their credit report.  It may not exceed 100 words.  It does not factor into a credit score, but when someone manually reviews your credit report, they can see your statement.


®
Credit Reports: One Slice of Your Financial Pie

Income and assets are not

listed.

You could have excellent
credit, but have no savings or

income.

You could have poor credit, but

be very wealthy.
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So far, we have examined why credit and your credit reports can be so important.  But let’s not lose sight of the big picture.  Credit is only one aspect of your financial life.  

Your credit report does not contain information related to income or assets.  Keep in mind, though, that tenders will often look at income and assets when making lending decisions.

Is it possible to have excellent credit and be struggling overall financially?  What about the reverse?


Credit Bureaus

Three Major Credit Bureaus:
EQUIFAX
"l TransUnion.

:_ Experian-

g & world of insight

Each bureau has different types of info so
review all three reports for a complete picture


Presenter
Presentation Notes
There are three major credit bureaus that collect your information.  In a perfect world, each of the credit bureaus would contain the exact same information.  However, in most cases, the information will vary slightly.  Mistakes happen a lot, too.  The Consumer Financial Protection Bureau estimates that somewhere between 10% and 20% of the population has a significant error in their credit report.

When it comes time to applying for credit, you don’t know which credit bureau your financial institution will use.  For this reason, it’s crucial that you review all three.  In the case of a mortgage, the lender will usually review all three reports.

Let’s go back to the question about credit reports.  Raise your hand if you have seen all three of your credit reports.


»

What is the best website to get your free
credit report?
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So, many of you have seen your credit report.  What website should you visit to obtain your credit reports?


»

freecreditreportfcom)

Know your Score” E:i Experian EQuiIrax

You've seen the commercials... now get
America’s #1 Free Online Credit Report!

See it online - print it out if you'd like!
Includes your FREE Experian® Credit Score!

*Apcording to comScore Mediaktetrin 2.0

NOT FREE!
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[someone will usually pick freecreditreport.com or a similar site]

While sites like this go a great job advertising, they’re not actually free.  In the case of freecreditreport.com, you’re charged a dollar up front and then automatically signed up for a monthly subscription that can run $15 per month or higher.  

You can cancel the subscription, but most websites don’t make it easy to do so.


Annual Credit Report.com

The only source for your free credit reports. Authorized by Federal law.

m All about credit reports  Request yours now! What to look for  Protect your identity Frequently asked questions  Contact us

Don't be fooled by look-

by Federal law to provide them.

About AnnualCreditReport.com

]| SPOT IDENTITY THEFT

Your credit reports matter.

» Credit reports may affect your mortgage rates, credit
card appravals, apartment requests, ar even your
job application.

» Reviewing credit reports helps you catch signs of
identity theft early.

Request your free credit reports

ithy directed

%4

GOOD CREDIT DON'T BE FOOLED MORE THAN A 5CORE

FREE Credit Reports. Federal law allows you to:

» Get afree copy of your credit report every 12 months from
each credit reporting company.

* Ensure that the information on all of your credit reports is
correct and up to date.

]

TransUnion.

EQUIFAX

£..:: Experian
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Reviews  Tools & Advice

Your Credit Score Should
Be Free—and Now It Is.

¢ Get Your Absolutely Free Credit Score.
= Stay on Top of All of Your Accounts in One

* No Trials. No Credit Cards. Truly Free.
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http://www.creditkarma.com/

Negative Information

e Delinquencies, collections,
public records and most other
negative items: seven years

e Chapter 7 bankruptcy reported
for ten years

* Unpaid tax liens reported for 15
years

 Positive info: in general, 10
years or longer
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Presentation Notes
Most negative items stay on your credit report for 7 years.  If stop paying on a credit card, it can take 7.5 years for the account to drop off.  This is because it generally takes approximately 6 months before the account goes to a collection agency.  At that point, the collection agency is able to report it for 7 years.  

If an account is sold a new collection agency, it is not supposed to start the clock again.  If it does, you can file a dispute and advise when the account was originally referred for collection.

Chapter 7 bankruptcy stays on for 10 years.  Chapter 13 bankruptcy (a court approved payment plan) stays on for 7 years after the plan is finished or 10 years, whichever comes first (so 10 years max).

If you owe on income tax, a lien can be placed against you.  This record can stay on for 15 years or longer if the debt remains unpaid.

Positive info remains for 10 years, even if it is a closed account. 


How to Fix Errors

To request an investigation of an error:

e Send copies, keep records, document your
claim

e File dispute online if report was obtained
online

e [f unhappy with outcome, file complaint with
Consumer Financial Protection Bureau (CFPB)

by going to www.consumerfinance.gov or
calling 855-411-2372.
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To fix an error, first you have to order the report.  If a mistake is spotted, you can submit the dispute online, by phone or by mail using the instructions provided in the report.

You always have the right to escalate your dispute with the Consumer Financial Protection Bureau.  Online is the best way to submit a complaint, or you may call 855-411-2372.

http://www.consumerfinance.gov/

Credit Scoring

e Credit score is a number
based on the credit
report used to predict
how likely you are to pay
a new debt back

e Last two years of activity
have the greatest impact
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A credit score and a credit report are related, but they are not the same thing.  The score is a 3 digit number based on the report.  It is used by lenders to predict how likely you are to pay a new debt back.  There are many types of credit scores.

For those that cringed at the thought of a negative mark staying on a report for 7 years or longer, the good news is that negative items have the biggest impact for 2 years.  As time passes, the effect on your score is less.


Your Credit Score

FICO Score

e Developed by Fair-Isaacs Corp

* Most commonly used by lenders ¢
e Range is 300-850

e 300s, 400s, 500s = poor
e 600s = fair

e 700s and above = good or excellent
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FICO is the most popular score used by lenders.  It comes from the company who invented the score, Fair Isaacs Corp.  While there are many versions of FICO, most of them have a range from 300 to 850, with the higher score representing better credit.

Keep in mind that your score is fluid– it can change each day as new information is received.  It can vary amongst the three credit bureaus as well since your info in each report can be different.

What is considered good credit can vary by lender.  Some may consider 760 to be an excellent credit score; others may see 700 or above as excellent.  Keep in mind that your credit score is only one factor that is used when making a lending decision.


Who has the better credit score?

[ )

¥ ‘ Pays

Diego Andrew
Balance S900 S10,000 @
o Limit  $1000  $20,000 ¢ <y
N entire 1
balance | minimum | wues®
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Let’s test your knowledge of credit scores.  For this example, we have two individuals.  For our purposes, each of them only has one credit card on their report.

Diego spends $900 on his card each month.  His limit is $1000.  Each month, when his bill arrives, he pays the entire balance off, avoiding interest charges.

Andrew carries a $10,000 balance.  He also pays on time, but is only making minimum payments.  His limit is $20,000.

By a show of hands, who do you think has a the better credit score?

[get someone who raised their hand for each person to explain why they chose that person]

It turns out that Andrew has the better credit score.  Despite being in more debt and probably taking years to pay down his balance, there is one thing working for him– the ratio of his balance to limit.  His utilization percentage is 50%, whereas Diego has a 90% ratio.  

You may be surprised that someone who pays off their balance in full would have the lower score.  But as long as you pay a debt on time, whether you made minimum payments, full payments, or anywhere in between is not reported and thus not part of your score.

That being said, in the long term, Diego is in a better position.  Next month, he can simply charge less on his card and within 30 days, his score should improve nicely.  Andrew may struggle to pay down his debt because he’s only able to afford minimum payments.  Plus, the limit is set by his lender.  He has no control over it.  If they lower his limit (which has happened a lot the last few years), this could negatively affect his utilization ratio.  


How is FICO calculated?

Credit Score

Payment History: 35%
Credit utilization: 30%

Length of Credit History: 15% W Esyment histery
Bl Amounts owed
New Credit: 10% Bl Length of credit history
. T New credit
Types of Credit Used: 10% B e

See www.myfico.com for more information
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The previous example illustrates credit utilization, which is the 2nd most important factor when it comes to calculating your FICO score.

It should come as no surprise that payment history is the most important factor.  With late payments, it’s the overall pattern.  This is based on how late the payments are, how recently the late payments occurred and the number of late payments.

If you’ll notice, payment history and utilization account for nearly 2/3 of your score.  So, if you are able to keep low balances and make your payments on time, you’ll be in great shape!

The next factor is the length of your credit history.  A longer credit history will increase FICO score.  Here, they look at how long your accounts have been established.  Most scores require at least 6 months of activity to generate a score.  When you are building credit, you may need 12 to 24 months to get a decent score.

For new credit, consumers will get penalized if they have a lot of new accounts or have recently applied for too many accounts.

For types of credit used, they’re looking at whether you have a mix of revolving and installment accounts.  Revolving accounts include credit cards, overdraft and home equity lines of credit.  Installment accounts include mortgages, auto loans and student loans.  Keep in mind that this only accounts for 10% of your FICO score.  So, if you don’t have any installment loans, we’re not suggesting that you borrow money only to raise your credit score.  You might gain a few points, but could pay a ton in finance charges.

http://www.myfico.com/

»

I have no credit. What is the best way to
build my credit?
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So, many of you have seen your credit report.  What website should you visit to obtain your credit reports?


Building Your Credit

Secured credit cards: make a deposit and
receive a card with a limit equal to the
deposit amount.

RUSHCARD

X

4000 1234 5678
Prepaid cards don’t build credit!
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A secured card is one way to build credit.  For example, let’s say you deposit $300.  You would be given a credit card with a limit of $300.  Just like a regular card, you would still pay interest if you don’t pay the balance in full.  If you make a late payment, you will still be assessed a late fee.  Your security deposit is only touched if your account goes into default.  By the time this happens, your account would have accumulated 6 months of late fees and interest charges. 

If you use a secured credit card responsibly for 12 months, you’ll often get the chance to convert it to an unsecured account (and get your deposit back).

Most secured cards come with an annual fee.  Shop around– you should be able to find one that charges $35 or less.  Credit unions often do not charge a fee.

Prepaid cards, while a potentially useful option for those without a checking account, do not build credit.  If you do get a prepaid card, do your research ahead of time.  Many of them charge significant fees.


Building or Repairing Credit

Obtaining a co-signer NG

VS. < Credit Repairs :
Ahead

Being added as an authorized
user
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In addition to secured credit cards, there are several other ways to build credit.  A secured loan also requires a security deposit.  This deposit is used to make payments on a loan.  Here, the advantage is that you can usually set up payments automatically– the con is that you’ll be stuck paying interest since the interest rate on the loan will be higher than the interest rate on the deposit.

Store/retail credit and gas cards are usually easier to obtain than all purpose cards like a Visa or Mastercard.  Many merchants will approve consumers with at least 6 months of activity and one active MC/Visa.  These cards typically carry interest rates in excess of 20%, so it’s even more important to pay balances off in full.  Temptation may also come into play.  If you get a card from a merchant that you like to shop at, you might be tempted to charge more.

Piggybacking off someone else’s credit can work, but be cautious.  You have two choices:

Getting a co-signer (for loans) or joint account (for credit cards); Both parties are legally liable for the debt.  If you plan to co-sign, are you prepared to take over the loan or credit card payments?  If you plan to use a co-signer, are you ready to jeopardize the relationship with your family member or friend if something goes wrong?
Adding an authorized user to a credit card is generally much safer than co-signing or having a joint account holder.  You give someone else the ability to use your credit card, but you can revoke this authorization at any time.  The authorized user is not liable for any charges, but any activity on the account will show up on their credit report and be reflected in their credit score.  


»

Before Applying for a Credit Card

1. Have a stable source of income

2. Have a written monthly budget. Track
expenses first to help create realistic

numbers.
3. Build up enough savings to cover any %
monthly credit card charges. | & NI
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Let’s review some tips for using a secured card wisely.

1.  The reason it’s so important to have money in savings as a back up is the nature of the security deposit.  You can’t access the funds in the security deposit unless you shut down the card and pay off the balance.  If you have no savings and a financial emergency happens, it’s natural to turn to a credit card.  When the bill arrives, you won’t be able to pay off the entire debt and you could be trapped in a new cycle of debt.

The reason we suggest setting up only one automatic charge is that you only need to generate activity to build your credit score– it doesn’t matter how much activity.  In fact, the smaller the balance, the lower your utilization– as we’ve learned, this accounts for 30% of your FICO score.  Setting up an automatic charge ensures that you will not succumb to temptation when it comes to overspending.

As stated above, the lower the utilization the better.  A general rule of thumb is to use less than 1/3 of the credit available.  For small limits, this may mean only charging a very small balance.

While paying off an account in full does not improve your credit score per se (paying on time is what matters) paying off the balance in full will prevent any finance charges from accruing.


Using Credit Cards Wisely

1. If you tend to make impulsive purchases,
consider only making one charge a month
and make this charge an automatic bill, such
as Netflix, internet or cell phone.

2. Use less than 1/3 of your available credit.

3. Pay off the entire balance at the end of
the month to avoid finance charges.
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Let’s review some tips for using a secured card wisely.

1.  The reason it’s so important to have money in savings as a back up is the nature of the security deposit.  You can’t access the funds in the security deposit unless you shut down the card and pay off the balance.  If you have no savings and a financial emergency happens, it’s natural to turn to a credit card.  When the bill arrives, you won’t be able to pay off the entire debt and you could be trapped in a new cycle of debt.

The reason we suggest setting up only one automatic charge is that you only need to generate activity to build your credit score– it doesn’t matter how much activity.  In fact, the smaller the balance, the lower your utilization– as we’ve learned, this accounts for 30% of your FICO score.  Setting up an automatic charge ensures that you will not succumb to temptation when it comes to overspending.

As stated above, the lower the utilization the better.  A general rule of thumb is to use less than 1/3 of the credit available.  For small limits, this may mean only charging a very small balance.

While paying off an account in full does not improve your credit score per se (paying on time is what matters) paying off the balance in full will prevent any finance charges from accruing.


MYTH #1

Closing a credit card will

always hurt your credit score.
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At GreenPath, we hear a lot of misinformation when it comes to credit scores.  Let’s review some of the most common myths.

Myth # 1 is something we hear a lot.  It’s a half-myth– it all depends on the person’s situation.  Let’s take a look at a couple examples.


Andrew

* 3 maxed out credit cards.

e Paid off the first card and
decides to close it (so he’s not
tempted to use it again)

e Other two cards remain maxed
out.
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In Andrew’s case, he originally was maxed out, so since he was 100% utilized, his credit score suffered.  

Once he pays off the first card, his available credit increases, so his credit score improves.

Once he closes the card, his available credit on that card disappears– so, he’s left with a utilization ratio of 100% and his score goes back down.

So, in Andrew’s case, closing his card has hurt his credit score.


Diego

* Five open accounts.

e All balances are either
Zero or near zero

e Decides to close one of his
accounts (to avoid an
annual fee)


Presenter
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In Diego’s case, his starting utilization ratio is great since he’s using very little credit.  Closing one of his cards will have very little effect on his utilization ratio, so his credit score will not be affected.

So, Diego is an example of where closing a card would not affect your score. 


MYTH #2

My credit score is 760, s0 1

have excellent credit.
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If you remember from the previous slide on FICO scores, this would seem to be an odd myth.  After all, a 760 FICO score IS an excellent score.  But the fact is, there are a number of different scores in the marketplace.  Let’s take a look at another popular score. 


Other Credit Scores

Vantage Scores range from 501 — 990 usmg Alpha
Indicators -

501-600 F
601-700 D
701-800 C
801-900 B
901-990 A
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Vantage score is a joint venture of the three major credit bureaus.  It’s basically a competitor of FICO.  (Every time a FICO score is generated, the credit bureau has to pay FICO a small fee.)  If you opt to pay for your credit score at the annualcreditreport.com website, Transunion and Experian will usually offer a Vantage score, not a FICO score.  Vantage has several versions, but the older versions use the scale showing on the slide.  You’ll notice that a 760 score in this model equates to a “C.”  So, this person would have fair credit.  (Roughly, low to mid 600s in the FICO scale.)

So, when you check your credit score, be sure to not only look at the three digit number, but how you rank against the population.  Most score reports will give a percentile rank– for example, if you’re in the 70th percentile, your score is better than 70% of the population.




MYTH #3

Checking your credit report

will hurt your credit score.
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This myth is derived from the fact that applying for credit too often can hurt your score.  But, checking your own report is considered a “soft inquiry” and has no bearing on your credit score.  Check your own report or score as often as you like– it will not change your score.


Student
loans can
% be a major

obstacle
towards
home
ownership.




According to a
2013 study, the
average college
senior graduated
with approximately

$28,400 in student
loan debt! 11in7
borrowers default
within three years.
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Two-thirds of college seniors graduated with loans in 2010.  That same year, they also faced the highest unemployment rate for young college graduates in recent history at 9.1%.  As of 2012, they carried an average of $25,250 in debt.


So many choices!

Stafford Loans

Perkins Loans

Parent PLUS Loans

Grad PLUS Loans

Private Loans
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Review handout on student loan terms from Project on Student Debt.  This includes info on Stafford Loans and PLUS loans.  

Most students are eligible for Stafford Loans.  There is no credit check.  You need to be a U.S. citizen or permanent resident and cannot currently be in default on a federal student loan.  Note the caps on how much you can borrow.  The interest rate depends on the type of loan and varies between 3.4% and 6.8%.  (as of June 2012; this might change in July 2012).

With Perkins loans, the student borrows directly from the school (who sometimes uses a servicing company).  The school uses federal funds to make the loans.  Funds are limited and lent on a first come, first served basis.  The amount a student can borrow is based on their financial need, based on the info provided by FAFSA.  Max per year is $4000.

Parent PLUS loans do require a limited credit check.  While they don’t base the decision on the credit score, they do review the credit report for recent delinquencies, foreclosures, bankruptcies, etc.  See the handout for more details.

Grad PLUS loans are similar, but the student takes out the loan for grad school.  Interest rates for new loans for both PLUS programs are fixed at 7.9%.

Private loans are initiated by lenders such as Sallie Mae, Citibank, Nelnet, ACS and AES.  Terms vary greatly and interest rates are usually variable.


Subsidized Loans

Rates
change
each year

No Interest during school.
Not available to grad
students.

Last year: 3.86%
This year: 4.66%

Limit ranges from

$3500 to $5500

Once you take
out the loan, the

rate does not
change.

Future rates: ?7?7
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Unsubsidized loans are granted regardless of financial need.  Interest accumulates while you are in school.  For new loans, the interest rate is 6.8% fixed.

Subsidized loans are only granted to those demonstrating financial need based on their FAFSA.  Interest does not accumulate while in school.  As of June, 2012, interest rates for new loans are fixed at 3.4%.  This rate is subject to change (for new loans) in July of each year.


Unsubsidized Loans

Rates Limit usually
change $2000 if getting

each year max subsidized
amount

Interest accumulates during school.

Rate Is higher for grad students.
= J . Once you take

Last year: 3.86% out the loan, the
- rate does not
This year: 4.66% chanae.

Future rates: ??7
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Unsubsidized loans are granted regardless of financial need.  Interest accumulates while you are in school.  For new loans, the interest rate is 6.8% fixed.

Subsidized loans are only granted to those demonstrating financial need based on their FAFSA.  Interest does not accumulate while in school.  As of June, 2012, interest rates for new loans are fixed at 3.4%.  This rate is subject to change (for new loans) in July of each year.


Perkins Loans

Rates stay the Limit = $5500

same each
year

No interest during school

Needs based,;
Rate = 5% First come, first
served
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Unsubsidized loans are granted regardless of financial need.  Interest accumulates while you are in school.  For new loans, the interest rate is 6.8% fixed.

Subsidized loans are only granted to those demonstrating financial need based on their FAFSA.  Interest does not accumulate while in school.  As of June, 2012, interest rates for new loans are fixed at 3.4%.  This rate is subject to change (for new loans) in July of each year.


Parent/Grad PLUS Loans

Rates Limit = cost of

change attendance
each year

Interest accumulates during school;
Credit check required; additional

fees apply Once you take

out the loan, the
Last year: 6.41% rate does not

This year: 7.21% change.

Future rates: ??7
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Unsubsidized loans are granted regardless of financial need.  Interest accumulates while you are in school.  For new loans, the interest rate is 6.8% fixed.

Subsidized loans are only granted to those demonstrating financial need based on their FAFSA.  Interest does not accumulate while in school.  As of June, 2012, interest rates for new loans are fixed at 3.4%.  This rate is subject to change (for new loans) in July of each year.


£

f
Direct Loans Vs.

FFEL (Federal
Family Education
Loans) - July
1, 2010
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Prior to July 2010, there were two ways to tap into the Stafford program.  (This was decided by your school.)  One program had you borrow directly from the Department of Education (Direct Loans.)  The other program, FFEL, or the Federal Family Education Loan program had you use an outside servicer (such as Sallie Mae, Citibank, etc.) to access funds.  This program stopped in July 2010, but only for new loans.  Loans for existing FFEL loans still reside with the outside servicer, but can be consolidated into Direct Loans.  (more on consolidation later)

So, for loans taken out since July 2010, it’s easy to tell if it’s a private or a federal loan.  Before then, it gets a little trickier.
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Think of private loans as the Wild West.  They are not regulated like federal loans.  For this reason, many of the options we will discuss may or not exist for these types of loans.  It depends on the lender and individual loan.  Studies have shown that many people take out private loans before maxing out federal loans.  

For our purposes, it can be difficult to counsel people with private student loans since there is less consistency.  For this reason, it can be very helpful to contact the lender to learn about available options.

 Review Questions 1 – 4 from the quiz


»

Brad is a sophomore at Notre Dame.
He’s considered a dependent student.
After grants (Pell, state grant) and a
scholarship (winner of hot dog eating

contest) he must borrow $20,000 per
year.
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Let’s look at an example of a typical college student.


Subsidized Stafford = $5500 @ 4.66% APR
Perkins loan = $5500 @ 5% APR
Unsubsidized Stafford = $2000 @ 4.66%
APR

Parent PLUS = $7000 at 7.21% APR




For an inventory of federal student
loans, go to www.nslds.ed.gov. Clients
can obtain a PIN at www.pin.ed.gov.

Espafiiol {Spanish)
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Financial Aid Review Exit Counseling Glossary of Terms Browser Info/Setup FAQs Contact Us
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Presenter
Presentation Notes
To access the database, you’ll need a PIN #.  If you already access Direct Loans online, you already have this.  Otherwise, you can apply for one online at www.pin.ed.gov.  

The database gives much more detailed info than a credit report.  It will specify the type of loan, interest rate, loan disbursement date, etc.  Unlike a credit report, old information on existing loans will not disappear.

It does not contain info on private loans.  For these, check the client’s credit reports.

http://www.nslds.ed.gov/
http://www.pin.ed.gov/

Federal Repayment Options

e Standard Repayment: 5to 10
years

 Graduated Repayment:
usually increase every two
years

 Extended Repayment: if
balance exceeds $30,000:;
fixed or graduated payments
not to exceed 25 years

* Income based repayment
(IBR) and Pay As You Earn
(PAYE) = more on this later



Presenter
Presentation Notes
The standard repayment plan will be in effect unless the client requests otherwise.  

For graduated repayment plans, you’ll want to consider whether or not your income is likely to increase substantially in the future.  For example, this may be a good fit for a doctor or attorney.  Probably not a good option for a credit counselor.

One reason to consolidate your loans is to gain access to the extended repayment plan.

As you’ll notice with the dog stretching, this option stretches out how long you’ll take to pay down your loans– which means significantly more interest.


Consolidation?

Federal Direct Consolidation Loan

— See loanconsolidation.ed.gov for more info

— Pro: lower payments; could lock in fixed rate for
loans taken out before July 2006

— Con: extended term means that you will pay more
interest



Presenter
Presentation Notes
While it is possible to consolidate private loans, this is not likely to happen since the new lender would be on the hook for the new loan.  Given the credit market, this has not been happening much the last few years.

You can’t combine federal and private loans when consolidating.

If you consolidate federal loans, the new interest rate is a weighted average of the existing loans, rounded up the nearest 1/8 of a percentage point.

For loans taken out since July 2006, the advantages of consolidation are minimal.  All loans since that time are fixed.  So the benefit is the possibility of lowering the payment and minimizing potential damage to one’s credit report.  (If loans are not consolidated and you miss more than a month of payments, each of the loans are reported delinquent, which can cause severe damage to a credit score.)

Before July 2006, Stafford loans had a variable interest rate, so consolidating can help one lock in a low fixed rate.  Here’s some helpful info from the handout we reviewed earlier from the Project on Student Debt:

Unconsolidated Stafford loans that were issued before June 30, 2006 have variable interest rates that 
reset each year. For loans issued between July 1, 1998 and June 30, 2006, the 2011-12 interest rate is 2.36% during repayment and 1.76% during in-school, grace or deferment periods. Any borrower with these loans can consolidate at a fixed rate of 2.375%. If 2011 graduates have these older loans, they can consolidate during their six-month grace period to lock in an even lower rate of 1.875%. The variable rate for Parent PLUS loans issued between July 1, 1998 and June 30, 2006 is 3.16%. 	



®
Postponing Payments

Deferment

— Most common way to qualify Is
being unemployed (2 years max)
or being enrolled in school half
time or more (unlimited)

— Interest does NOT accumulate on
subsidized Stafford loans.


Presenter
Presentation Notes
There are a number of other qualifying events, including active duty military, family leave, disability or economic hardship (income falls below certain wage guidelines).


Postponing Payments

Forbearance

— Interest accrues during a forbearance period:
paying interest is optional during this time

— Could be a good short term strategy; can be
dangerous long term strategy

— Can be done retroactively!



Presenter
Presentation Notes
There are some qualifying events which automatically allow one to be eligible for forbearance.  The most useful part of this is that you can just state you’re having a general hardship without having to provide documentation.  You’ll want to check with the lender to see if there is a limit to the total forbearance allowed on the loan.


ncome Based Repayment (IBR)

See www.ibrinfo.org for more info.

f An independent, nonprofit source of information about new
n o federal student loan payment and forgiveness programs.
Home | About @ What are these programs? | Can they help me? | How do | getthem? | Updates | FAQ

Help is here!
calculator
updated for July 1, 2010

income-Based Repayment (IBR} is a new way to make your federal student

loan payments more manageable. And if you're a teacher or work in

government or at a nonprofit (501(c)(3)) organization, you might qualify for a

new type of public service loan forgiveness (PSLF) after 10 years of G’
eligible payments and employment.

yaour email address here

Ditch Your Debt Gremlin
4 vour zip code here

get updates

P o] Coorzze @ Search this site

& € Internet 1009 v
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Presentation Notes
The orange calculator on the top right section of the page is a very useful tool.  Please use this as an estimate, not as the definitive amount, when using this with a client. This can be used for any type of Stafford loan, including Direct Loans and FFEL loans.

http://www.ibrinfo.org/

Standards %360 /month

120 meaths $43231 ot G

Gradualed- $205 - $616 /month

120 menths $45.087 ot G
- .""_'_d_

Extended Fixed $206 /month

300 months $61904 ot )

Extended Graduated $157 - $317 /month

300 months 167431 ot G

s J_.__r )

Pay As You Earn= $97 - $343 /month

240 months §47780 ot Gy

A

Income-Based Repayment (IBR)+ $145 - $360 /month

218 manths $57737 ot G

S i

Income-Contingent Repayment {ICR)« $234 - $313 /month

183 manths $50,490 ot G

L e

* For Direct Consolidaton Loans, the repayment period under this plan varies

Ty 10 0 20 weare hased on wosre Direct Comenlidatinm T nan armosnt and ool
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Income-based repayment guidelines

Annual income Family size

$10,000 $0 $0 $0 $0 $0 $0 $0
$15,000 $0 $0 $0 $0 $0 $0 $0
$20,000| $46 $0 $0 $0 $0 $0 $0
$25,000| %108 $37 $0 $0 $0 $0 $0
$20,000| $171 $99 $28 $0 $0 $0 $0
$35,000| $233 | $162 $90 $18 $0 $0 $0
$40,000| $296 | $224 | $153 $81 $9 $0 $0
$45,000| $358 | $287 | $215 | $143 $72 $0 $0
$50,000| %421 | $349 | $278 | $206 | $134 $63 $0
$55,000| $483 | $412 | $240 | $268 | $197 | $125 $54
$60,000| $546 | $474 | $403 | $331 | $259 | $188 | $116
$65,000| $608 | $537 | $465 | $393 | $322 | $250 | $179
$70,000| $671 | $599 | $528 | $456 | $384 | $313 | $241

Source: www.consumerfinance.qov



Presenter
Presentation Notes
This chart was pulled from the Consumer Financial Protection Bureau’s website.  It may be subject to change, especially with some of the new programs recently announced.

http://www.consumerfinance.gov/

Pay As You Earn (PAYE)

Program started December 21, 2012.
Borrower must have had no federal loans
as of October 1, 2007 AND taken out a
new federal loan after October 1, 2011.

If eligible, payments are less than IBR.



Presenter
Presentation Notes
The orange calculator on the top right section of the page is a very useful tool.  Please use this as an estimate, not as the definitive amount, when using this with a client. This can be used for any type of Stafford loan, including Direct Loans and FFEL loans.


J
What about Public Service Loan Forgiveness?

piedeBo

M~ =i

|

Job = Non profit (501(c)3) or government
(including city, state & federal)



Presenter
Presentation Notes
So, GreenPath employees would be eligible.  You must be considered a full time employee, which is usually 30 hours or more of paid work.  Government can apply to a lot of situations, such as public schools.  Please note that your role at an eligible employer does not matter.  The job itself does not have to be service oriented.


J
What about Public Service Loan Forgiveness?

Make a total of 120 on time payments. (10
years) Does not need to be consecutive.



Presenter
Presentation Notes
On time payments are defined as being received within 15 days of the due date.

You could leave the workforce, switch to a for profit, etc.  If you do so, the clock pauses until you resume working for an eligible employer (making eligible payments.)


»

For tools, webinars and legislative updates, check
out www.askheatherjarvis.com

HEATHER JARVIS
Student Loan Expert

HOME

WEBINAR

ENTER EMAIL TO SIGHUF FOR THE NEWSLETTER '_

EDUCATIONAL RESOURCES AND TRAINING
FOR STUDENT LOAN BORROWERS & THE PEOPLE WHO LOVE THEM

CONTACT

Webinars

HIGHER EDUCATION
isn’t just for rich kids anymore

Essential Tools

WATCH NOW OR REGISTER FOR LIVE
INTERACTIVE TRAINING

AWESOME RESCURCES YOU CAN USE
TO MAKE GOOD DECISIONS

Need a Senator to Love? Try Senator Sherrod Brown of
Ohio

United States Senator Sherrod Brown cares about making higher education

¥

e Internet

#100% v
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Presentation Notes
Heather has a lot of great tools, including all of the important documents that the Department of Education has released.  She also has a monthly webinar which goes into greater detail.


»

“I don’t work In a public service profession.
Do | have options?”

If you're eff | rears of IBR

paymen S [CANRPTU Al fysy Or debt=

forglven S n " ‘

If you ree 8'le)
paymengs
forgivengs



Presenter
Presentation Notes
President Obama recently announced a plan that would allow forgiveness after 20 years, but these are for loans taken out in 2014 and beyond.

Please note that unlike Public Service Loan forgiveness, where there is no tax liability for forgiven debt, there could be a tax liability for forgiven debt in this kind of circumstance (unless a future Congress makes changes to the law.  Since this took effect in 2007, the earliest this could apply to anyone would be 2032.)


“What does it mean if my loan Is In
default? How does this happen?”



Presenter
Presentation Notes
Before going over this slide, review questions 10 -15.  (Question 10 has not been covered yet.)

If you’re dealing with a federal Stafford loan, these charge off (go into default) once the loan is more than 9 months (270 days) behind.

When a federal loan is in default, they can enforce collection though intercepting tax refunds (very common), garnishing wages and freezing bank accounts.  This will also block eligibility for financial aid, including grants and additional federal loans.

The date when a private loan charges off can vary.  The client would need to refer to the original loan contract for more information.  Some private loans have been known to go into default after as little as one payment is missed.

To enforce collection, the private lender would have to take the borrower to court first.  This process would follow the state laws of where the borrower resides.


Getting out of default

Rehabllitation
— Option If student loan is in default

— Strict payment schedule for a certain period of
time (usually 9 months)

— Upon completion, your loan will return to a
normal lender and any notation of default on
your credit report will be erased



Presenter
Presentation Notes
You would typically setup a rehab agreement by contacting the lender or outside collector handling the account.  We suggest getting any agreement in writing.

For Stafford loans, you must make 9 on time payments in a 10 month period.  Perkins loans require 9 on time payments in a 9 month period.

If the loan being rehabbed is an FFEL loan, the loan must be sold to a new servicer upon completion of the rehab.  If there is a delay, the borrower must keep making payments.  This is not needed if rehabbing a Direct Loan.


Consolidation for defaulted loans

Federal Direct Consolidation Loan

— Gives fresh start and restarts the clock for
forbearance and deferment time

— See loanconsolidation.ed.gov for more Iinfo
— Quicker than rehab, but credit report will look



Presenter
Presentation Notes

Consolidation for defaulted loans are more of a quick fix, but leave more damage on one’s credit report.

Handout and review sheet from National Consumer Law Center.



“| always have bankruptcy as a last resort,
right?”



Presenter
Presentation Notes
With the bankruptcy reform that took effect in 2006, private student loans can no longer be discharged through bankruptcy.  It is very rare to get rid of a student loan– this is only done in cases of extreme hardship.
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Presenter
Presentation Notes
Review questions 16-20 plus bonus question.

The first website has articles on just about everything we’ve covered today.  The second website has stats/research related to student loans and each year posts the handout we reviewed on interest rates, etc. for Stafford and PLUS loans.  The third website is from the new Consumer Financial Protection Bureau.  They have a section on student loans, including an area where you can submit complaints for private student loans.

http://www.studentloanborrowerassistance.org/
http://www.studentaid.ed.gov/
http://www.consumerfinance.gov/
http://greenpathstudentservices.org/
http://greenpathstudentservices.org/

Counseling Services
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Free budget counseling
Free credit report reviews

Free debt issue counseling: credit cards, medical, student

loans, debt collectors, lawsuits

Counseling for bankruptcy filers



Presenter
Presentation Notes
One point you can make here is that even though it makes financial sense to pay extra money to the higher interest debt until its paid off, sometimes, for psychological reasons, a couple of smaller debts could be paid off first with any extra money available.  This can give the person a psychological edge by seeing he/she reduced the “number” of debts quickly.


Housing Counseling

Reverse Mortgage Counseling




Online Resources
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Presentation Notes
Here at GP we’re all about education 

E-Courses
Webinar Wednesday
Over 250 Articles
Interactive calculators
Educational games and videos



Social Media

NEWS
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Presentation Notes
GreenPath is active on Facebook and Twitter.  “Like” us on Facebook.  Retweet our twitter posts.  


»

THANKYOU

Chris Dlugozima
Certiflied Consumer Credit Educator
outreachNY@qgreenpath.com

a GreenPath.

debt solutions

www.greenpath.org



Presenter
Presentation Notes
Thank you for your time today.  Learn more about GreenPath at www.greenpath.org.  You’re welcome to schedule a free phone or in person assessment to meet with a Certified Consumer Credit Counselor to review your credit report and receive tips tailored to your own situation.  And don’t forget to take advantage of our free educational website, GreenPath University.  Here, you’ll find e-courses, short videos, information about our live weekly webinars and other interactive tools!

mailto:outreachNY@greenpath.com
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