Module 4

Borrowing and Saving
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Borrowing & Saving statistics
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(The Money Charity Debt Statistics, April 2014)
Borrowing
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· You have a credit card with a balance of £3000 and the interest rate is 17.9%

· You do not use the card again and only make the minimum payments

· Your minimum monthly payment is the greater of:
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1% of the balance + interest

· 2.25% of the balance

· £5.00

· Guess how long will it take to clear the credit card
a) 2 years 1 month

b) 27 years 4 months

c) 5 years 6 months 

d) 15 years 3 months

· Guess how much in interest will you pay
a) £512
b) £948

c) £3961

d) £2548


1.​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​​_____________________________________________________________
2._____________________________________________________________
3._____________________________________________________________

4._____________________________________________________________

5._____________________________________________________________

Borrowing money enables you to do something now without waiting to save the money, for example, a holiday, a new car or just replace an essential household item.  

There are many different options for borrowing depending on what you are borrowing for, how many repayments you want to make and whether you own or rent your home.  Lenders charge interest on the amount they loan out which varies greatly between lenders so it’s always worth shopping around to find the best deal.  Before taking out any kind of borrowing it’s important to make sure you understand the terms and are able to afford the repayments after essential expenditure has been accounted for, e.g. household bills.  



Main options for borrowing

· Hire purchase

Usually for bigger items like cars, white goods, household furniture.  With these loans you purchase the item and pay a fixed amount each week or month over an extended period of time, e.g. 2 years until you have paid for the item in full.  Usually high interest rates so end up paying significantly more than the item’s value.  If you need an essential item, such as a fridge or washing machine it can be easier to get credit from a hire purchase company instead of a bank loan for example if you have a bad credit history.  
· Unsecured loans

This is typically a loan from a bank where you agree to pay a set amount each month over a set period of time, usually a few years.  There will be interest added to the amount you borrow so you will end up paying back more than you originally borrowed.  Interest rates vary by bank and there are usually charges if you miss any of the monthly payments.  
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· Secured loans

Another type of loan typically from banks where you agree to pay back a set amount each month.  May be more flexible lending or higher amount as creditor has protection of the loan being secured against a property.   However the difference is that these loans are secured on an asset, usually a house.  If you do not keep up with the monthly payments there will be additional charges but you also risk losing the asset, e.g. home, it is secured on – the lender can ultimately sell your house to cover the loan.  

· Store cards 
Store cards give you a set amount to spend in a specific shop or chain of shops.   They charge interest on your purchases and have minimum monthly payments.  They often have special offers available to cardholders but they may also charge high interest rates.  The store will perform a credit check and often the amount you have to spend in the shop will depend on your credit history.  
· Credit cards
Credit cards give you an amount available to spend – the credit limit.  This can be based on your previous credit history and will vary individually and by lender.  You receive a statement at the end of each month and if you pay the balance in full there may be no interest added.  However if you don’t pay off the full balance the credit card company will add interest each month and will require a minimum payment.  If you only make the minimum payments each month it will take longer and cost you more in interest charges to clear the balance.  Paying off a credit card at the end of each month will contribute to a good credit history.  You can also withdraw money from a cash machine with a credit card but there are often high charges for doing this.  

Many companies offer special introductory deals such as ‘0% on balance transfers for 12 months’ – if you already have one credit card and you are paying interest on it you could apply for the new credit card, transfer the balances and close the old one down.  This would mean you are paying less in interest so can pay off the balance quicker.  However, this assumes you are successful when applying for a new credit card and whilst the offer may make it better in the short term, when the offer has expired you may be paying more than you were previously.  Some credit cards also charge an initial fee, e.g. 3% of the total balances.
· Overdraft

Some current accounts offer an overdraft facility – you can borrow up to a set amount as agreed with the bank at a specified interest rate.  However, if you go overdrawn and don’t have this facility or go over the overdraft limit you are into an unauthorised overdraft.  There are additional charges as well as the interest for this and these can escalate quite rapidly – each time you spend more than you have available you can be charged around £20 (although this varies by bank).  Alternatively some banks charge a daily fee for each day you are over the agreed limit – for example, £6 a day for each full business day you are over the limit by at least £6.  Frequently people get into their overdrafts, get paid their benefits or wages but it isn’t quite enough to clear the overdraft completely.  The bank then adds charges and interest to the balance and it can be incredibly difficult to get out of the overdraft as it is constantly increasing, even if only by a small amount.  
· Social Fund

The Government provides various loans or grants available to people on certain benefits for emergencies, one-off expenses and immediate needs.  Deductions can be taken from benefits to pay the loan back.

Community Care Grants & Crisis Loans

These will be withdrawn in April 2013 and replaced with a scheme administered by local authorities.  Crisis loans that are paid due to changes in benefits have been replaced with ‘Short Term Advances’ administered by the DWP

Budgeting loans

These will be available until Universal Credit (UC) is completely in place; as people move to UC they will be able to access the new system of Budgeting Advances.

These are subject to change depending on Government proposals.  
· Doorstep lenders

Doorstep lenders come to your home to offer you a loan and collect payments.  They are not allowed to offer you a loan on their first visit – they are only allowed to discuss your options with you.  They may not do a credit check like other lenders so are accessible to anyone, even with a bad credit history.  The loans can be repaid weekly or monthly with a collection agent visiting your home.  They frequently charge high interest rates so you end up paying back much more than you originally borrowed.  However, for some people they are an affordable source of credit, especially when you may not be able to borrow from elsewhere or have mobility problems that mean you are unable to access a bank for example.  The repayments are small, affordable and collected from your home and if you are happy to repay back a larger amount it can be a good choice for credit.  
· Payday loans
These are short term loans designed to give you some extra money until you next get paid – usually only around 2-3 weeks.  Some companies let you apply online and if successful can transfer the money into your account quickly, e.g. on the same day.  If they are only used for a very short time the interest isn’t too high, however, if you do not pay it back at the end of the agreed time, the interest escalates and you can end up owing twice as much as you originally borrowed.   A recent problem identified with payday loans if they often take their payments in the form of ‘recurring payments’ – this means when you sign up to the loan you give them your debit card details rather than bank account.  This enables them to take payments from your card before other essential payments are taken, for example your rent or council tax.  If you do not have the money in your account it will cause you to go overdrawn and you will probably incur further charges from the bank.  
· Loan sharks
Loan sharks are people that lend you money but aren’t licenced or regulated by the Office of Fair Trading.  Loan sharks may work from home and they generally charge very high interest rates – according to direct.gov.uk interest rates of 131,000% have been recorded.  They tend to target people who are unable to borrow money from elsewhere and may use violence or threats to get payments.  People often find they may borrow a small amount but it escalates very quickly into a loan they can’t afford.  To check if a lender is a loan shark you can contact the Office of Fair Trading, but there are certain aspects that you can look out for:

· No or very little paperwork

· Vague terms

· Not answering your questions

· Taking items as security

· Threatening/violent behaviour 
If you think you have borrowed money from a loan shark you can contact the Stop Loan Sharks team on 0300 555 2222.  
· Credit Union
Credit Unions are community based organisations that focus on a specific feature, for example Bristol or Gloucestershire Credit Union is for those living or working in the specified areas.  They are not-for-profit organisations so any money they make is used for the running of the organisation.  They encourage saving and offer loans, however they are based on what an individual can realistically pay back.  They are good for people who have difficulty with high street banks.  CUs will consider lending money to any of its members, even if you are on a low income or benefits.  However, it will be matched against what you can realistically afford to pay back after all your other essential expenditure has been accounted for.  They may offer a smaller loan first to newer members. 
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	Advantages
	Disadvantages

	
	


Office of Fair Trading’s (now taken over by Financial Conduct Authority) Top 10 Credit Tips

1. Can you afford the repayments?

2. Shop around for the best deal

3. Read the forms before you sign them – get advice from a CAB if you’re not sure

4. Check exactly how much you’ll  pay back

5. Compare the APRs

6. Watch out for other charges

7. Look at the length of the loan

8. Watch out for optional extras

9. Beware if you use your home as security

10. Beware if you act as a guarantor on someone else’s loan
Interest rates and APR


APR

A survey by the UK Payments Council found that only 36% of people understand the term APR, this falls to 31% between 18-34 years old.
(Credit Action Debt Statistics, January 2012)

Annual Percentage Rate: this is the yearly rate of interest on the amount you borrow.  It is a good way to compare the cost of different types of borrowing; however, it doesn’t include other costs such as legal fees, early settlement fees, or admin fees.  It is the rate for a whole year so if you only intend on borrowing for a shorter time (e.g. payday loans) you won’t pay a full year’s worth of interest.

The typical or representative APR is the rate at which at least 66% of agreements will be offered.

Interest on savings accounts is the opposite – how much you will earn from having your money in the account – the more you have in there the more interest you earn.  As the interest counts as income, it is usually paid after tax (if applicable) has been deducted.  
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Saving

Activity 6: Why do people save & when is it important to save money?

Advantages and disadvantages of saving

	Advantages


	Disadvantages


	+ Interest

+ Money available for emergencies

+ Opportunities – e.g. student, holidays 

+ Good example to children
	- Could use the money now rather than it sitting in an account

- Better to use the money you have rather than borrow

- Savings limit for some benefits

- The interest you pay on some credit debts can be more than the interest you receive on savings




There are many different savings accounts available and which one is most suitable depends on an individual’s circumstances.  

· How much you have to deposit initially

· How much you want to save

· How often you want to access the money

· How long you want the money in a savings account for

· If you want the money safe or a small amount of risk

· Special savings accounts and schemes available to help with saving for Christmas

Types of savings accounts

Instant access

Enable you to access the money without any notice – either at a branch or some accounts provide a cash card so you can withdraw the money at a cashpoint.  Sometimes have lower rates of interest due to ease of access.  Some instant access accounts are online only – they may offer a better interest rate as they are only available online and to withdraw the money you need to transfer the money to a current account and then withdraw it from there.

Notice accounts

These accounts require you to give the bank advance notice of when you would like to withdraw money and how much.  If you wanted to withdraw money instantly, it might be possible but there will probably be a fee to pay.  They may offer a better rate of interest as your money is locked away in the account for a set amount of time.  The amount of notice you need to give will vary by bank but could be 30 or 90 days.

Term accounts

With these accounts your money is tied up in an account for a period of time, e.g. 1-5 years.  There may be a higher rate of interest for these accounts but you may not be able to access the money at all in the time period without paying a fee.  These may require a significant minimum deposit, e.g. £500.

Regular savings accounts

With these accounts you put a set amount of money into the account each month – frequently people transfer money from their existing current account into a regular savings account.  With some accounts there is a minimum amount you have to put into the account each month, and some limit the number of times you can withdraw money in a year.  

National Savings

The Government provides a variety of savings accounts/bonds/ISAs available depending on your individual circumstances.  A guide to each account can be found on their website. 

Bristol Credit Union savings accounts 

Easy Access Savings - £1 minimum deposit, no minimum regular deposit, no restriction on number of deposits or withdrawals.  Make deposits in cash, cheque, Paypoint or directly from pay.  Depending on profit and reserves, account pays a dividend.  

Children’s accounts 

Free gifts, e.g. money box for children, stickers for each deposit and prizes for stickers.  An initial deposit of at least £1 is required but after that there is no minimum or regular deposit needed and no restrictions on amount of deposits or withdrawals.  Some are available at selected local schools. 
New Cash ISA (NISA)
These accounts allow you to save up to £15,000 per tax year tax free.
Saving for Christmas


UK parents spent a collective £2.47 billion on their children over Christmas 2011 and 7-11 year olds are the most expensive age group.

(Credit Action Debt Statistics, January 2012)
How do you save for Christmas?

You can use any of the above savings accounts but there are also special schemes available specifically to help you save for Christmas.

Supermarket schemes

Throughout the year you buy stamps for £1 each and before Christmas exchange them for vouchers for that supermarket.  Some supermarkets offer bonuses when you reach a certain level of stamps.  Whilst it can help you save small amounts throughout the year, you are restricted to using the vouchers in the specific supermarket – great for the food shopping but not necessarily for everything else.  If you lose the card/stamps you may not be able to replace it.

Post Office Christmas Club

Pay money in at the Post Office, minimum of £2, maximum of £1000.  Can make as many deposits as you want.  Post Office writes to you at the end of October telling you how much you have saved and you can access the money from the beginning of November to January 31st.  Can either use the card in stores or money on the card can be converted into One4All vouchers which are accepted in a wide variety of shops.  

Catalogues

Various catalogues have schemes specifically designed for Christmas – each one varies regarding deposits and vouchers.

Hamper schemes 

Company collects regular payments from your home then just before Christmas they deliver a hamper of items (sometimes have a choice which hamper you receive) or vouchers which can be spent in certain shops.  

Bristol Credit Union Christmas Savers Club

Save from £1, need regular deposit but doesn’t specify a minimum amount, money locked away until last week of November

Answers to activities

Activity 1

Total time to clear the credit card = 27 years 4 months
Amount of interest paid = £3961 (on top of the original £3000 balance)

See the minimum repayment calculator at:

http://www.moneysavingexpert.com/cards/minimum-repayments-credit-card#calc 

Activity 2

Why do people borrow money?

· New car/car repairs

· Household items 

· Holiday

· Christmas/Birthdays

· To pay household bills

· To consolidate existing debts

And many other reasons…

Activity 3

Where can you borrow money?

· Hire purchase
· Unsecured loans
· Secured loans
· Store cards
· Credit cards
· Overdraft
· Social Fund
· Doorstep lenders
· Payday loans
· Credit Union
Activity 4 

Advantages of borrowing

· Can help make ends meet until the end of the month

· Makes larger purchases possible

· Builds up a good credit history

· Helps deal with the unexpected, e.g. redundancy or illness

Disadvantages of borrowing

· Cost of borrowing – interest rates can vary

· Unforeseen circumstances can leave you unable to make the repayments which can then lead to more borrowing, e.g. illness or redundancy
· ‘Buy now pay later’ schemes – will you be able to pay later?

· Can be very stressful if it gets out of control and you cannot make the repayments

Activity 5: Matching lenders and interest rates
	
Wonga.com


	5853%


	Brighthouse
	29.9%

	
Barclays loan


	8.9%
	Studio Cards
	29.5%

	
Bristol Credit Union


	26.8%
	Provident
	272%

	
Capital One Classic Credit Card 


	34.9% 
	Debenhams Store Card
	19.9%

	
The Money Shop Payday loan
	219.1%
	Nationwide overdraft
	18.9%

	
Vanquis Credit Card 


	39.9%
	Littlewoods catalogue
	34.9%


Activity 6:

Almost an endless amount of reasons why people save, but certain times in life when saving is important:

· New house

· Student

· Baby

· New car/repairs

· Holiday

· Retirement

· Birthdays/Christmas 

UK Banks and Building Societies wrote-off £3.61 billion of loans to individuals over the four 


quarters to Q4 2013.





Total credit card debt in February 2014 was £57.1bn





61.2% of credit card balances were bearing interest 


in January 2014





The average interest rate on credit card lending was 17.40% in February





Activity 1: Credit cards and interest rates








Activity 2: Why do people borrow money?








Activity 3: Borrowing money








Activity 4: What are the advantages and disadvantages of borrowing?








Activity 5: Match the lenders to their interest rates
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