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A SPECIAL GUIDE FOR YOUNG ADULTS

Borrowing Momney

If You Need to Borrow for Higher Education

Do your homework and have a repayment plan

College or graduate degrees can
provide career options and higher
income, but they also can be expensive.
If you need to borrow for school,
carefully consider your options, keep
the loan amount as low as possible, and
have a clear repayment plan. Here are
strategies to keep in mind.

Obtaining a Student Loan

e First look into your eligibility

for grants and scholarships. Many
students qualify for some aid, so start
by filling out the Free Application for
Federal Student Aid (FAFSA) on the
U.S. Department of Education’s Web
site at www.studentaid.gov. You can
learn more about the FAFSA and grant
opportunities at that same site.

¢ Know how much you need to
borrow and that you can make the
monthly payments. Your anticipated
costs (tuition, textbooks, housing, food,
transportation) minus your education
savings, family contributions, income
from work-study or a job, scholarships
and/or grants will help determine how
much you may need to borrow. Again,
your goal should be to limit the amount
you borrow, even if you are approved
for a larger loan, because the more you
borrow, the more money you will owe.

Also consider the minimum you will
owe each month to pay off your loans,
including interest, after you graduate
and how it compares to your projected
earnings. To help you project your
future salary in the lines of work
you’re considering, look at the U.S.
Department of Labor’s statistics on
wages in more than 800 occupations
(www.bls.gov/oes). Your monthly
repayment amount also will generally
depend on your interest rate and the
term of your loan, which can vary from
10 years to more than 20 years.

“Even though most student loans won’t
require you to begin monthly payments
until after you graduate — generally six
to nine months later — a student loan

is a serious commitment,” said Matt
Homer, an FDIC Policy Analyst. He
noted, for example, that many adults
who borrowed more than they could
afford to repay have faced serious debt
problems for many years following
their graduation. Unlike some other
loans, federal and private student
loans generally cannot be discharged
through bankruptcy. Borrowers who
fail to pay their student loans could be
referred to debt collection agencies,
experience a drop in their credit score
(which will make credit more expensive
and perhaps make it harder to find a
job), and have a portion of their wages

withheld.

If you need help deciding how much
to borrow, consider speaking with a
specialist at your school (perhaps a
school counselor at your high school
or an admissions or financial aid officer
at your college). A college budget
calculator also can be helpful, and you
can use one from the Department of
Education by going to http://go.usa.
gov/YhFC and clicking on “Manage
Your Spending.”

¢ Consider federal loans first if you
need to borrow. Experts say that, in
general, federal loans are better than
private student loans, and that you
should only consider private loans if
you've reached your borrowing limit
with federal loans. Why? The interest
rates on federal loans are fixed, meaning
they won’t change over time. But the
interest rates on private loans, which
are often significantly higher, could

be either fixed or variable (they can
fluctuate). Federal student loans also
offer more flexible repayment plans
(see the next column) and options to
postpone your loan payments if you are
having financial problems.

When You Are in School

e Set up direct deposit for your
student aid money. Although some
schools or financial institutions may
encourage you to select a certain debit
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card or prepaid card for receiving part
of your student loan or other aid (the
part left after your school has subtracted
tuition and fees), carefully weigh all

of your options. School-preferred
products may come with high fees

and inconvenient ATM locations.
Remember that you can always deposit
federal loan proceeds anywhere you
choose.

e Keep track of the total amount
you have borrowed and consider
reducing it, if possible. For example,
if your loan accrues interest while you
are in school, you may be able to make
interest payments while still in school,
and this can reduce the amount owed
later on. You could also repay some of
the principal (the amount borrowed)
before the repayment period officially
begins.

Paying Off Your Loan

e Select your repayment plan.
Federal loans offer a variety of
repayment options and you can
generally change to a different
repayment plan at any time. For
example, one type of loan starts off with
low payment amounts that increase
over time. Another is the “Pay as You
Earn” program that the Department
of Education will soon make available,
in which your monthly payment
amount will be 10 percent of your
“discretionary” income (defined by the
Department’s regulations but generally
what you have left over after paying
key expenses). In addition, it may be
possible to have any remaining balance
forgiven after 20 years of payments. In
contrast, private loans generally require
fixed monthly payments over a period
of time.

With federal loans you also may qualify
for special loan forgiveness benefits if
you pursue certain careers in public
service. Remember, though, that the
longer you take to repay any loan, the
more you pay in interest (although in
some cases you may receive a tax benefit
for the interest you pay).

e Make your loan payments on time.
“Student loans are typically reported

to credit bureaus, so paying on time
can help build a good credit history,
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and paying late can harm your credit
history,” said Elizabeth Khalil, a Senior
Policy Analyst in the FDIC’ Division
of Depositor and Consumer Protection.
"To help you stay on schedule, consider
having your payments automatically
deducted from your bank account or
arranging for e-mail or text-message
reminders.

Also, make sure your loan servicer

— the company that collects your
payments and administers your loan —
has your current contact information
so you don’t miss important
correspondence, such as a change in a
due date.

¢ Consider making extra payments
to pay down your loan faster. If you
are able to, start by paying the student
loans with the highest interest rates.
If you have more than one student
loan with a particular servicer, make it
clear that you want to apply any extra
payments to reduce the balance of the
higher-rate loans.

¢ Look into refinancing
opportunities. You may be able to
obtain a lower interest rate and even
consolidate multiple loans of the same
type into one loan. However, be aware
that if you consolidate or refinance a
federal loan into a private loan, you
may lose important benefits associated
with the federal loan (such as loan
forgiveness for entering public service).
In some cases, even consolidating one
type of federal loan into a different
kind of federal loan can result in lost
benefits.

¢ Contact your loan servicer
immediately if you’re having
difficulty repaying. Repaying student
loans can be challenging, especially
during tough economic times.
“Remember that if you have a federal
student loan that you’re having trouble
paying, you have options that could
help. Private loan borrowers may be
able to get some assistance as well,”
noted Jonathan Miller, Deputy Director
in the FDIC’s Division of Depositor
and Consumer Protection.

"To learn more about student loans, start
at www.studentaid.ed.gov. f
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Auto Loans: How to Get a Good Deal

Many young people look forward to
getting their own car but overlook
what they may need to do to
comfortably afford it, especially if
they’ll be borrowing money. Here are
strategies to consider well before you
go to the dealership.

* Start saving early. “The more
money you put down, the less you
have to borrow — and that means the
less money you’ll pay in interest on a
loan, if you need to borrow at all,” said
Phyllis Pratt, an FDIC Community
Affairs Specialist. For tips on saving
money for a car (or any other major
purchases), see Page 5.

¢ Decide how much you can afford
to spend each month on a car. In
addition to car payments, consider how
much you’ll need for insurance, taxes,
registration fees, routine maintenance
and unexpected repairs. Online
calculators can help you figure out
what you can afford.

¢ Remember that there are
alternatives to buying a car. Lease
payments may sometimes appear lower
than loan payments, but at the end

of the lease you will not own the car
and you may have to pay more money
for excess mileage or body repairs. If
you need a car only once in a while,
consider using a service that rents cars
for periods as short as an hour.

e Shop for a loan at your bank

as well as several other lenders.
Compare the offers based on the
Annual Percentage Rate (APR) you're
quoted by each lender. The APR
reflects the total cost of the loan,
including interest and certain fees, as
a yearly rate. Then consider getting
“pre-qualified” by the lender offering
the best deal. That’s not the same as a
loan approval, but it will expedite the
process once you find a car you like.

Before you start shopping for a loan,
review your credit report to correct
wrong information, which can help
you qualify for a lower interest rate
(see Page 5).

In addition, a dealer’s special financing
(such as zero-percent interest) may
not be the best value if it means
foregoing an extra discount on the car.
In that situation, you may come out
ahead if you borrow from a financial
institution, even at a higher interest
rate, and save on the purchase price.
Also, don’t purchase a more expensive
car than you feel you can comfortably
afford, even if you qualify for a larger
loan.

* Whether you are buying or
leasing, negotiate with the dealer
based on the total cost of the car,
not the monthly payment. Why?
“By extending the length of the loan,
a dealer can offer a more expensive
vehicle with the same monthly loan
payment you were quoted for a less
expensive car, but you will pay more
in interest costs,” said Luke W.
Reynolds, Acting Associate Director
of the FDIC’s Division of Depositor
and Consumer Protection.

"To learn more about auto loans, see
the Spring 2012 FDIC Consumer
News (www.fdic.gov/consumers/

consumer/news/cnspr12/autoloans.
hunl). @
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Credit Cards: How to Avoid Costly Mistakes

When you’re just starting out on your
own, credit cards offer a convenient
way to make purchases and build a
credit history. But it’s also easy to make
costly mistakes and damage your credit
record. Here are tips for responsibly
managing credit cards.

¢ Read the fine print. “Before you
apply for a credit card, read all the
terms and conditions so you know
exactly what you’re getting into,” said
Susan Boenau, Chief of the FDIC’s
Consumer Affairs Section. “This is
especially important if the card offers
a low introductory Annual Percentage
Rate because you need to know when
the introductory rate ends and what
the new, higher rate will be.”

¢ You can avoid fees by being
aware of your card’s credit limit.
If you want your credit card issuer

to permit transactions over your
credit limit to go through, you must
notify your lender that you want that
service in advance and will pay the
resulting fees. “To avoid the fees from
going over your credit limit, don’t
ask for the service and instead allow
the transactions to simply be turned
down,” said Heather St. Germain, an
FDIC Consumer Affairs Specialist.

¢ Try to pay the entire balance in
full and on time every month. That
way, you will avoid interest charges
and save money. However, if you

can’t pay the balance in full, pay at
least the minimum monthly payment
amount, and do so before the due date.
Remember that late payments can
result in fees and hurt your credit score
(see the next page).

¢ Think twice before applying

for more credit cards. Special
promotions, such as low introductory
rates or discounts on purchases, make
it tempting to apply for additional
credit cards. But every time you apply
for a card, it appears on your credit
report. Multiple applications (called
“inquiries” on a credit report) or new
cards opened within a short time
period can lower your credit score.

One reason is that this scenario could
suggest that you may be about to take
on more debt than you can manage.
(For guidance on managing debit
cards, see Page 6.)

¢ Take advantage of automated
alerts from your card issuer. Many
lenders and other companies can send
customers messages by cell phone or
e-mail, such as payment reminders,
balance notifications to let you know
if you’re close to your credit limit, and
information on suspicious activity that
may indicate fraud. Check with your

card issuer to find out if it offers alert
services and whether there are any
associated fees. M

Is Debt Weighing You Down?

Many Americans, of all ages, are
overwhelmed by debt. If you’re having
trouble paying any debts or bills, there
are ways to gain control.

e If you think you won’t be able

to make a loan or bill payment,
contact the lender or others you
owe. Lenders, utility companies and
other businesses may have solutions to
help consumers who can’t make their
payments. “If you wait long enough
for a debt collector to contact you
after having already missed payments,
you may be subject to penalties, late
fees or increased interest rates that
you might have avoided,” noted

Susan Boenau, Chief of the FDIC’s
Consumer Affairs Section. “If you wait
until your account is past due, you may
also miss out on options your lender
has to help borrowers who are not yet
delinquent.”

If you can’t make a payment on your
mortgage, call your lender or loan
servicer as soon as you can, because if
you default on the loan, you could lose
your home. 'To learn more about your
options for staying in your home, see
the FDIC’s foreclosure prevention
toolkit online at www.fdic.gov/
consumers/loans/prevention/toolkit.
html. For tips on repaying a student
loan, see Page 2 of this issue of FDIC
Consumer News.
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¢ Consider getting assistance from
a reputable, nonprofit housing
counselor (for rent or mortgage
difficulties) or a credit counselor
(for other debt). A counselor can help
if you have trouble paying your bills or
if you expect to in the future. “Be wary
of paying a fee because this assistance
is available at low cost or no cost from
nonprofit organizations,” said Evelyn
Manley, a Senior Consumer Affairs
Specialist at the FDIC.

"To find a reputable counselor, see the
Web site below.

* Be on guard against scams. Con-
artists “guarantee” loan approvals or
promise to settle debts for less than is
owed, then collect high upfront fees
for assistance that never materializes.

e Remember that you have rights.
Federal and state laws generally
require that you be treated fairly
and without harassment by those
attempting to collect debts you may
owe others.

For more information about how to
overcome a variety of debt problems
and find reliable help, see resources
from the Federal Trade Commission
at www.ftc.gov/bep/menus/consumer/
credit/debt.shtm. @
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Build a Good Credit Record: It’s Important for Loan and Job Applications

As you become responsible for paying
your own debts — for credit card
purchases, rent, car or student loans,
and other obligations — you are
building a credit history. In general,
the better your credit history and

the resulting credit score (a number
summarizing your credit record
prepared by companies called credit
bureaus), the better your chances of
getting a loan with a good interest rate.
A strong credit score also can help when
you apply for a job, an insurance policy
or an apartment. How can you build
and maintain a good credit history?

e Pay your loans, bills and other
debts on time. This will show you are
responsible with your finances.

e If you have a credit card, try to
charge only what you can afford to
pay off immediately or very soon. If
you can’t pay your credit card bill in
full, try to pay more than the minimum
balance due so that you can minimize
the interest payments. Also be aware
that your credit score will likely fall if
you owe a significant amount on your
credit card compared to the card’s
credit limit. Applying for multiple

cards also can lower your credit score
(see the previous page).

¢ Review your credit reports for
errors. Correcting wrong information
in your credit history may improve
your credit report and score. To obtain
a free copy of your credit report from
each of the three major credit bureaus,
visit www.annualcreditreport.com or
call toll-free 1-877-322-8228. If you
are unable to resolve a dispute with a
credit bureau over wrong information
in your file, you can submit a complaint
online at www.consumerfinance.gov/
complaint. fi

Saving Money

Simple Ways to Rev Up Your Savings

You can meet your goals with automated deposits and investments

Many people starting out in their
careers find themselves burdened with
lots of debt (perhaps from student
loans, credit cards and car loans) and
very little savings for future needs. But
there are simple strategies for gradually
building small savings or investments
into large sums, even during your
school years, and often with the help
of automated services that make it easy.
Here are key examples.

e Save for specific goals. You

should have a savings plan for large
future expenses that you anticipate —
perhaps education costs, a home or
car purchase, starting a small business,
or preparing for retirement (even
though that may be many years away).
And, young adults just starting to be
responsible for their own expenses
should build up an “emergency” fund
that would cover at least six months of
living expenses to help get through a
difficult time, such as a job loss, major
car repairs or unexpected medical
expenses not covered by insurance.

¢ Commit to saving money
regularly. This is important for
everyone, but especially if you are
supporting yourself financially.
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“Even if you don’t make a big salary

or have a steady source of income, the
combination of consistently adding

to savings and the compounding of
interest can bring dramatic results over
time,” said Luke W. Reynolds, Acting
Associate Director of the FDIC’s
Division of Depositor and Consumer
Protection.

Aim to save a minimum of 10 percent
of any money you earn or otherwise
receive. Putting aside a designated
amount is known as “paying yourself
first,” because you are saving before
you’re tempted to spend.

¢ Put your savings on auto-pilot.
Make saving money quick and easy by
having your employer direct-deposit
part of your paycheck into a federally
insured savings account. Your employer
or your financial institution may be
able to set this up for you. If you don’t
yet have a steady job, you can still

set up regular transfers into a savings
account.

e Make use of tax-advantaged
retirement accounts and matching
funds. Look into all your retirement
savings options at work, which may

come with matching contributions
from your employer. “Chances are
your retirement savings will hardly
reduce your take-home pay because of
what you’ll save in income taxes, and
the sooner you start in your career,
the more you can take advantage of
compound growth,” Reynolds said.

If you've contributed the maximum at
work or if your employer doesn’t have
a retirement savings program, consider
establishing your own IRA (Individual
Retirement Account) with a financial
institution or investment firm and
make regular transfers into it. Remem-
ber that you can set up an automatic
transfer from a checking account into
savings or investments for retirement
or any purpose.

continued on the next page
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continued from the previous page

¢ Decide where to keep the money
intended for certain purposes. For
example:

— Consider keeping emergency
savings in a separate federally insured
savings account instead of a checking
account so that you can better resist
the urge to raid the funds for everyday
expenses. Be sure to develop a plan to
replenish any withdrawals from your
emergency fund.

— For large purchases you hope

to make years from now, consider
certificates of deposit and U.S. Savings
Bonds, which generally earn more in
interest than a basic savings account
because you agree to keep the funds
untouched for a minimum period of
time.

— For other long-term savings,
including retirement savings,

young adults may want to consider
supplementing their insured deposits
with low-fee, diversified mutual funds
(a professionally managed mix of
stocks, bonds and so on) or similar
investments that are not deposits and
are not insured against loss by the
FDIC. With non-deposit investments,
you assume the risk of loss for the
opportunity to have a higher rate of
return over many years.

— For future college expenses, look
into “529 plans,” which provide an easy
way to save for college expenses and
may offer tax benefits.

— For healthcare, find out whether
you are eligible for a “health savings

account,” a tax-advantaged way for
people enrolled in high-deductible
health insurance plans to save for
medical expenses.

¢ Think about ways to cut your
expenses and add more to savings.
For your financial services, research
lower-cost checking accounts at your
bank and some competitors. And if
you are paying interest on credit cards
or fees for spending more money than
you have available in your checking
account, develop a plan to stop. More
broadly, look at your monthly expenses
for everything from food to phones and
think about ways to save.

For more money-saving tips, start at
www.mymoney.gov. i

Your Bank Accounts

For Everyday Banking: Choosing the Best Account for You

Whether you’re a 20-something just
starting a career or a family or you're
still in school, a checking or other
transaction account will be essential to
making payments and managing your
income and budget. These tips can save
you time and money.

* Look for a bank account that
offers the services you want and
low fees. Contact multiple institutions
and determine which accounts are
considered best for young adults or
students. Look at services you are
most likely to use and the related fees,
including any penalties if the balance
drops below a minimum. One service
you should expect to use is direct
deposit of your paycheck. “With direct
deposit, you don’t have to worry about
getting to the bank to deposit the funds
because it will be done automatically
for you,” said Nancy Tillmon, an
FDIC Consumer Affairs Specialist.
Direct deposit will arrive at your bank
fast, and it may save you money on
your bank account.

For guidance on what an affordable
transaction account or savings account
for a young consumer could look like,
aspects of some low-cost accounts
suggested by the FDIC may be helpful.
Find a summary of these model “safe
accounts” at www.fdic.gov/consumers/
template/template.pdf.

¢ Consider a low-cost banking
account before settling for a prepaid
card. Reloadable prepaid cards that can
be used at merchants and AT Ms are
sometimes marketed as alternatives to
traditional bank transaction accounts.
while prepaid cards may be useful in
some situations, they generally cannot
match a well-managed, properly
selected, low-cost, insured deposit
account when it comes to federally-
guaranteed consumer protections, the
safety of deposit insurance, monthly
charges and transaction fees, and the
flexibility to save money and conduct

a wide range of everyday banking
transactions.
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“Before you get a prepaid card, you
should carefully read the cardholder
agreement, which should be readily
available on the card’s web site, to make
sure you understand the terms and fee
schedule,” suggested Susan Welsh, an
FDIC Consumer Affairs Specialist.

Also be aware that the funds you
place on a prepaid card may or may
not be protected by FDIC insurance
if the bank that holds the money (for
you and other customers) were to
fail. If you have questions, call the
FDIC toll-free at 1-877-ASK-FDIC
(1-877-275-3342).
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e Debit cards provide a great
service, but understand the pros,
cons and costs. Debit cards, which
deduct funds directly from your
checking or savings account, offer a
convenient way to pay for purchases
and to access cash at stores or AT Ms.
“Debit cards can help you stay within
a budget as long as you don’t overdraw
your account. Then you are spending
your money, not money you have
borrowed,” said Alberto Navarrete, an
FDIC Consumer Affairs Specialist.

But debit cards can be costly if you're
not careful. For example, expect fees if
you drop below a minimum required
account balance or you use the card

at another bank’s ATM. Also, you
should report a lost or stolen card
immediately to minimize your liability
for unauthorized transactions. Welsh
added that consumers who lose a

debit card they rely on for all their
transactions can ask for speedy delivery
of a replacement card.

e Avoid overdraft costs. Ask your
bank if it can link your checking
account to your savings account and
automatically transfer money between
accounts if you empty your checking
account. The transfer fee will probably
be considerably less than a regular
overdraft fee. Also review your account
frequently, if not daily, online. “Many
banks have online banking services that
send text or e-mail alerts when your
balance reaches below a certain dollar
amount that you can set,” advised

Joni Creamean, Chief of the FDIC’s

Consumer Response Center.

Also, think carefully before you “opt
in” (agree) to an overdraft program,
which can be costly. In general, opting
in means that if you swipe your debit
card and don’t have enough funds to
cover the transaction, the bank will
charge you an overdraft fee to let the
transaction go through. That could
result in a $5 purchase, such as a cup
of coffee and a muffin, costing you an
extra $35.

“Remember that your decision
whether or not to opt in only applies to
everyday debit card transactions. The
bank could still charge a significant

FDIC Consumer News

fee if, for instance, you write a check
when you don’t have enough money
in your account to cover it,” cautioned
Jonathan Miller, Deputy Director in
the FDIC’s Division of Depositor and
Consumer Protection.

You can also avoid unexpected fees by
keeping a close watch on your balance
before spending money from your
checking account.

Finally, if you are billed an overdraft
fee that you believe is incorrect,
contact your bank immediately. If

the institution will not refund the

fee, contact its federal regulator for
assistance. “If you are not sure who
regulates the bank, you may always file
your complaint with the FDIC and
we will make sure it gets forwarded to
the correct agency for investigation,”
said Creamean. You can submit your
complaint online at www?2.fdic.gov/
StarsMail/index.asp.

e If you’re a college student
receiving financial aid, do your
homework before choosing an
account and a debit card. “Before
your financial aid is disbursed, check
out the program offered through your
school. You need to understand the
terms of that product before you are
committed to use it to access your
financial aid,” Tillmon said. “If you
have an existing bank account with a
debit card that you will be using on
campus, you may be better off having
the financial aid money deposited
there.”

For more tips and information on
getting the most from a bank account,
including a 10-question self-test to
help people looking for a new account,
see the Summer 2012 FDIC Consumer
News at www.fdic.gov/consumers/
consumer/news/cnsum12. i

Smartphone Banking: Managing Money on the Move

Many financial institutions are allowing
consumers to use their smartphones to
check account balances, transfer funds
between accounts, make payments,

and conduct practically any other
banking activities that can be done on
a computer. While mobile banking can
provide convenience and allow you

to keep on top of your accounts even
when you’re on the go, you should take
precautions.

¢ Ask your bank about the mobile
banking services it offers and how
much they may cost. Some financial
institutions are allowing smartphone
users to snap a photo of a check and
deposit the amount right into their
account, without having to enter a
bank branch or use an ATM. Also,
consumers can make person-to-
person payments for situations such
as splitting the bill for dinner with
friends.

Some consumers also arrange with
their bank to send them text alerts
warning about low balances, an
overdrawn account or unauthorized
transactions.

¢ Understand your potential liability
for unauthorized transactions.
“While you’ll generally be protected
by the same consumer laws that
would apply to your other banking
transactions, it’s important to read the
disclosures your bank provides about
liability for unauthorized transactions
and understand what terms apply to
your transactions,” said Elizabeth
Khalil, a Senior Policy Analyst in the
FDIC’s Division of Depositor and
Consumer Protection.

e As with any activity conducted
online, keep security in mind.
Protect your mobile device — not just
your online account — with a password
that is hard for others to guess. Don’t
lend your smartphone to others.

Know what to do if you lose your
smartphone, such as whether you can
remotely delete personal information
such as your account logins and contact
information for friends and relatives.
Quickly report any unauthorized
transactions or other suspicious
activity. fi
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Scams and Thefts

Avoiding Fraud, Protecting Your Privacy: Best Practices for Young Adults

These days, anyone can be targeted by
a fraud artist intent on stealing money
or collecting Social Security numbers,
bank account numbers, passwords and
other information that can be used to
access accounts and go on a buying

or borrowing spree. Here are some
general precautions, especially for
young adults who spend a lot of time
online.

¢ Use Internet passwords that
would be difficult to guess. For
logging in, use strong passwords that
employ unusual combinations of
upper- and lower-case letters, numbers

and symbols, and then change them
regularly.

¢ Never provide personal
information in response to an
unsolicited text message, e-mail, call
or letter asking you to “update” or
“confirm” personal information. For
example, your bank won’t contact you
to confirm your bank account number
or password, because it already has

that information. “If you receive an
unsolicited request for bank account
information and you’re not sure what
to do, contact your bank directly to
verify its authenticity,” advised Kathryn
Weatherby, a fraud examination
specialist for the FDIC.

* Beware of an incoming e-mail or
text message that asks you to click
on a link. It may install malicious
software, called “malware,” that could
allow crooks to spy on your computer
or mobile device and gain access to
your online banking sites.

* Be especially careful when using
social networking sites. “Fraud
artists can use these sites to gather
personal information about you, such
as your date of birth, your mother’s
maiden name, and family names

that can help them figure out your
passwords,” said Michael Benardo,
Manager of the FDIC’s Cyber Fraud
and Financial Crimes Section. “These
criminals may also pretend to be your

‘friends’ or relatives and trick you into
sending money or divulging personal
information.”

For tips on avoiding fraud at social
media sites, including how to limit
access to personal information

with your privacy settings, see
recommendations from the Internet
Crime Complaint Center at www.ic3.
gov/media/2009/091001.aspx.

¢ Assume that any offer that seems
“too good to be true,” especially
one from a stranger or an unfamiliar
company, is probably a fraud.

Con artists often pose as charities or
business people offering awards, jobs,
or other “opportunities.” Be careful
if you'’re being pressured to make a
quick decision and you’re asked to
send money or provide bank account
information before you receive
anything in return.

® Be on guard against fraudulent
checks or electronic money
transfers. One of the biggest scams
involves a transaction in which
strangers or unfamiliar companies send
you a check for more than you are

due and then ask you to wire back the
difference. If the check is fraudulent,
you could lose a lot of money.

¢ Protect your mail. It may include
credit card or bank statements,
documents showing confidential
information, or other items that

could be valuable to a thief. For your
incoming mail, try to use a locked
mailbox or a mailbox that is in a secure
location. Put outgoing mail, especially
if it contains a check or personal
information, in a Postal Service
mailbox or take it directly to the post
office instead of leaving it in your
doorway or home mailbox.

e Always review your bank
statements and credit card bills

as soon as they arrive. Report any
discrepancy or anything suspicious,
such as an unauthorized withdrawal or
charge, to your financial institution.
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¢ Treat your personal financial
information like gold. Keep bank
and credit card statements, tax returns,
old credit and debit cards, and blank
checks out of sight. When it’s time to
toss away these sensitive documents,
shred them first. “You never know
when a dishonest roommate, relative,
neighbor or someone else who goes

in or near your home might use these
items to commit identity theft or other
crimes,” Benardo added.

e Periodically review your credit
reports to make sure an identity
thief hasn’t obtained a credit card or
loan in your name. Experts suggest
that, to maximize your protection, you
request a free copy from each of the
nation’s three major credit bureaus
(their reports may differ) but spread
out the requests during the course

of the year. For more information

and to request a report, go to Www.
annualcreditreport.com or call toll-free

1-877-322-8228.

To learn more about common
financial frauds and how to protect
yourself, see back issues of FDIC
Consumer News (online at www.fdic.
gov/consumernews) and the FDIC’s
multimedia presentation “Don’t Be
an Online Victim” (at www.fdic.gov/

consumers/consumer/guard/index.
html). f
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TIPS FOR YOUNG ADULTS

Wrapping Things Up

How Much Do You Know About Managing Money?

Take our quiz for young adults, which is based on information in this special guide

1. Perhaps the biggest mistake you
can make with student loans is:

a) Paying your loan(s) off too soon.

b) Borrowing more than you can
reasonably afford to repay after you
graduate.

¢) Consolidating multiple student
loans into a single loan.

Answer: (b) If you need to borrow
money for college, only do so after you
explore and exhaust all available grants
and scholarships. Borrow as little as
possible, and only after comparing
your loan payments to projected
earnings for your intended career path.
Otherwise, you could struggle with
debt problems for years. (See Page 2
for more information.)

2. Before going to the dealership
to shop for a new car, if you have to

borrow money for the purchase you
should:

a) 'Talk to several lenders and decide
how much you can comfortably afford
to spend on a car after factoring in
monthly payments on a loan (such as
for three years) and then stick to that
maximum purchase price.

b) Determine how much car you can
comfortably afford, but if you want a
more expensive vehicle, find out if you
can qualify for a larger loan when you
get to the dealership.

c¢) Check advertisements for “special”
financing from the dealer (such as
zero-percent interest) because that will
always result in the lowest-cost deal.

Answer: (1) The more you borrow,
and the longer the repayment period,
the more you pay in interest. So shop
around for the best financing deal

for you, and don’t purchase a more
expensive car than you can comfortably
afford, even if you qualify for a larger
loan. And even if a dealer is promoting
special financing, it may be cheaper

to use low-rate financing from your
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financial institution in exchange for a
lower purchase price on the car. (See
Page 3.)

3. The savings strategy called
“paying yourself first” means:

a) You arrange to put a certain portion
of your income into savings before you
are tempted to spend it.

b) You set aside a certain amount

of your income for fun — perhaps
restaurant meals and entertainment
— so that you do not feel deprived as
you put other money into savings or
investments.

Answer: (a) By consistently putting
money into savings before you can
spend it, you can gradually turn small
sums of money into bigger amounts
for important purchases in the future.
(See Page 5.)

4. Putting money into
tax-advantaged retirement accounts
as soon as you start earning income
is a good idea because:

a) The sooner you start, the sooner
you can benefit from the compound
growth of interest and dividends.

b) With the potential tax savings, your
take-home pay may not be reduced as
much as you think.

¢) Both of the above.

d) None of the above. Young people
shouldn’t be concerned about saving
for retirement because that’s many
years away.

Answer: (c) The results can be
dramatic when you start saving

early, even in small amounts, in
tax-advantaged retirement accounts.
Look into all your retirement savings
options, which may come with
matching contributions from your
employer. (See Page 5.)

5. Generally speaking, the financial
product for managing your everyday
transactions that has the best

federal consumer protections and
the lowest chance of unexpected
fees is:

a) A low-cost checking account for
which you agree (“opt in”) to an
overdraft program for debit card
transactions that exceed your balance.

b) A low-cost checking account for
which you do nor agree to an overdraft
program.

c) A prepaid card advertising no fees to
get started.

Answer: (b) A low-cost checking
account without overdraft protection
is typically your best choice. Overdraft
programs can be costly. Advertisements
for prepaid cards may not list all the
fees you could be charged. In addition,
prepaid cards often do not offer ways
to set up automatic transfers into a
savings account or to access other
services that a banking relationship can
offer. (See Pages 6 and 7.) f

How Young Adults
Can Learn More

The Federal Deposit Insurance
Corporation has brochures, articles
in FDIC Consumer News and
other information about managing
money. Start at www.fdic.gov/
quicklinks/consumers.html or call
toll-free 1-877-ASK-FDIC, which
is 1-877-275-3342. The FDIC also
has a self-paced financial education
program for young adults at www.
fdic.gov/moneysmart.

Other federal, state and local
government agencies also publish
information and have staff and

other resources that can help answer
questions on money matters. Start at
WWW.IIyImoney.gov.

Social media also can be a
source of helpful information.
Government agencies including
the FDIC, the Consumer Financial
Protection Bureau and the Federal
Trade Commission, as well as
consumer groups and financial
institutions, use Facebook, Twitter
and other social media to provide
news and tips.




TIPSFOR TEENS

Where to Begin: Saving and Managing Your Own Money

As a teen, you start taking more
responsibility for handling money and
choosing how you want to save or use
it. Here are a few ideas to help make
your decisions easier...and better.

¢ Consider a part-time or summer
job. A job can provide you with
additional money as well as new skills,
and connections to people who may be
helpful after you graduate.

If you are filling out a job application
for a company with a local office,
experts say it’s generally safe to provide
information such as your date of birth
and Social Security number (which may
be needed for a background check). If
you are applying in person, hand the
application to the manager (not just
any employee), and if you are applying
online, make sure you are using the
company’s legitimate Web site.

“But be very suspicious of online

job applications for part-time,
work-from-home jobs offered by
unfamiliar companies without a local
office,” warned Michael Benardo,
Manager of the FDIC’ Cyber Fraud
and Financial Crimes Section. “They
may only want to commit identity
theft, not hire you.” (See more about
avoiding identity theft in the third

column.)

e Open a savings account and put
money in it for specific goals. “Some
goals will be for the next few weeks or
months, while others are for several
years away, such as college,” said Irma
Matias, an FDIC Community Affairs
Specialist. Get in the habit of putting at
least 10 percent of any gifts or earnings
in a savings account right away. Saving
a certain percentage of your income
before you’re tempted to spend it is
what financial advisors call “paying
yourself first.”

Also think about where you can add to
savings by cutting back on spending.
“Money you spend today is money you
won’t have for future wants or needs,”
added Matias.

¢ If you’re ready for a checking
account, choose one carefully. Many

banks offer accounts geared to teens
or other students that require less
money to open and charge lower fees
than their other accounts. “Even if the
account appears to be attractive, think
about how you’re going to use it — for
example, if you mostly want to bank
online or with your smartphone — and
look into how much that account is
likely to cost monthly,” said Luke W.
Reynolds, Acting Associate Director
of the FDIC’s Division of Depositor
and Consumer Protection. “Then
shop around and compare this account
to what is offered by several other
institutions.”

When you open an account that comes
with a debit card, you will decide

how you want the bank to handle

an everyday debit card transaction

for more than what you have in the
account. If you “opt in” (agree) to a
bank overdraft program, it will cover
these transactions but will charge you a
fee of as much as $40 each time. “One
overdraft can easily lead to another
and become very costly,” Reynolds
explained. “If you don’t opt in, your
transactions will be declined, but you
won'’t have to face these penalty fees.”

You may also be able to arrange with
your bank to automatically transfer
money from a savings account to cover
the purchase. You'll probably pay a fee,
but it will likely be much less than an
overdraft fee.

¢ If you’re thinking about using

a prepaid card instead of a bank
account, understand the potential
drawbacks. Prepaid cards often do not
offer you the same federal consumer
protections as credit or debit cards if,
for example, the prepaid card is lost or
stolen and used by someone else.

And, while prepaid cards may advertise
no monthly fee, they may charge for
making withdrawals, adding money

to the card or checking the balance.
“It’s hard for a prepaid card to beat a
well-selected, well-managed checking
account for everyday transactions and
allowing easy transfers into a savings
account,” Reynolds concluded.
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¢ Once you have a bank account,
keep a close eye on it. Watch your
balance the best way you can. For
example, keep receipts and record
expenses so you don’t spend more
money than you have in your account
and run the risk of overdraft costs.

¢ Take precautions against identity
theft. Even if you don’t have a credit
card, you can be targeted by a criminal
wanting to use your name to get money
or buy goods. So, be very suspicious of
requests for your name, Social Security
number, passwords, or bank or credit
card information.

“Don’t fall for an e-mail, call or text
message asking you for financial
information,” Benardo cautioned.
“Never give out any personal
information unless you have contacted
the company first and you are sure it is
legitimate.”

¢ Understand that borrowing money
comes with costs and responsi-
bilities. When you borrow money, you
generally will repay the money monthly
and pay interest. Always compare offers
to borrow money based on the Annual
Percentage Rate (APR). The lower the
APR, the less you will pay in interest.
And, the longer you take to repay a
debt, the more you will pay in interest.
If you miss loan payments, you can
expect to pay fees and have a hard time
borrowing money at affordable rates
for some time into the future. fi

How Teens Can Learn More

Read “Start Smart: Money
Management for Teens,” a special
edition of FDIC Consumer News
(Summer 2006). Find it online at
www.fdic.gov/consumers/consumer/
news/cnsum06.

Visit www.mymoney.gov, the

U.S. government Web site about
personal finances, which includes
resources from many federal entities,
including the FDIC, organized by
major life events. The site includes

a special section with resources and
information for young people.
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TIPS FOR PARENTSAND CAREGIVERS

Providing Financial Aid: Saving for a Child’s Future

As an adult, you might remember what
it’s like to pay down student loans or
other debt, especially on a starting
salary. So, as a parent or guardian,

it’s likely that you want to help your
child as much as possible. Here are a
few ways to establish a solid financial
foundation for the younger generation.

e Start planning and saving for
college expenses as early as possible.
How early? “Preferably before your
child can even talk,” said Luke W.
Reynolds, Acting Associate Director of
the FDIC’s Division of Depositor and
Consumer Protection.

A good option is to arrange to
automatically transfer money from
your bank account or paycheck into a
college savings fund. Online calculators
can help you estimate how much you
might need to save for college.

There are many ways to save for
education. The following may have tax
benefits depending on your income
and other factors, but consult a tax
advisor for guidance: “Section 529”
college savings plans consisting of
both pre-paid tuition programs (to
lock in today’s prices at designated
universities) and traditional savings

or investment accounts; U. S. Savings
Bonds; traditional and Roth Individual
Retirement Accounts (IRAs); Coverdell
Education Savings Accounts (also
known as Education IRAs); and
accounts created under the Uniform
Gifts to Minors Act (UGMA) or the
Uniform Transfer to Minors Act
(UTMA).

¢ Save and invest for purposes
other than education. Choices may
include buying bank certificates of
deposit, which are insured by the
FDIC, and various products that are
not FDIC-insured against loss, such as
stock and bond mutual funds.

¢ If you must take out a loan for
the benefit of a child, be careful.
For example, before you (or your
child) take out a loan for education
purposes — including borrowing from
a retirement plan — make full use of
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all free student aid (scholarships or
grants). Doing so will make it easier
to repay the loan, lower the amount
of interest paid, and avoid the stress of
having a large student loan debt that
can limit choices and opportunities in
life.

Also think carefully before co-signing
a loan with a child. “Remember, you
are responsible for paying the debt

if your co-signer doesn’t pay,” noted
Bobbie Gray, an FDIC Supervisory
Community Affairs Specialist.

¢ Have adequate life and disability
insurance. These can avoid financial
ruin for your family and provide an
extra cushion of support for higher
education payments if something bad
were to happen to you. fi

Tips for Teaching Young
People About Money

Here are ways that parents,
guardians or even grandparents can
teach money-management skills to
youngsters.

¢ Help children open their first
bank accounts. Discuss how to
comparison-shop by looking at key
aspects, such as the minimum balance
requirements and the interest rate,
expressed as the Annual Percentage
Yield (APY), at several local financial
institutions, suggested Lekeshia
Frasure, Acting Chief of the FDIC’s
Outreach and Program Development
Section. “Then guide your child in
selecting and opening the right account
for his or her needs,” she said.

Many banks offer special savings
accounts for students with features that
may include a low minimum-balance
requirement and certain fees waived.

* Encourage young people to save
money for future goals. Explain the
importance of setting money aside
for short-term and long-term goals.
For a young adult or teen, short-term

continued on the next page
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continued from the previous page

savings can include money for fun,
such as concert tickets, as well as
“emergency” savings for unforeseen
expenses including car repairs. Suggest
that your child put at least 10 percent
of any gifts, allowance or earnings into
savings, and consider making your own
matching contributions as an incentive.

¢ Consider giving an allowance...
even to a young adult. The best
systems encourage youngsters to decide
in advance how much they should

put into savings (which reinforces the
concept of “pay yourself first,” before
they are tempted to spend the money),
how much should go into the spending
pile and how much should be set

aside to share with others (for charity,
birthdays or holiday gifts).

“An allowance can be one of the best
ways to teach children about money
management and the trade-offs we face
in life, especially if you don’t give them
more money if they run out of their
allowance early,” said Irma Matias, an
FDIC Community Affairs Specialist.
Likewise, once your child is old
enough, encourage him or her to geta
part-time or summer job.

e Try to set a good example with
your own money management. For
instance, keep track of your debit card,
ATM and other account transactions,
and discuss with your child why doing
so will help you track your current

balance and avoid costly overdraft fees.

e Help your kids develop a healthy
skepticism of unsolicited offers

and inquiries. Young consumers

are among the victims of scams and
rip-offs, and even babies are targets
for identity thieves wanting to use
personal information to commit fraud.
Information for parents on protecting
children’s personal information from

identity theft is at the Federal Trade
Commission’s Web page on children’s
privacy (www.ftc.gov/bep/menus/
consumer/data/child.shtm).

e Talk with young people about
money. “Use any opportunity to
engage in a conversation about
financial choices and decisions,” said
Luke W. Reynolds, Acting Associate
Director of the FDIC’ Division of
Depositor and Consumer Protection.
“For example, teach children how to
critically analyze ads because special
offers often are not the great deal they
appear to be.” f

How Parents and Caregivers Can Learn More

For more information about saving and borrowing money, you can search by
topic at the Federal Deposit Insurance Corporation’s Web site at www.fdic.gov. For
financial tips for consumers from federal entities, visit www.mymoney.gov. Also,
financial institutions, consumer organizations and the news media publish personal
finance tips you can find by searching the Internet.

For guidance on how to teach young people about personal finances, the
FDIC’ “Money Smart” financial education curriculum has resources that parents
and guardians can use. To order a free copy, start at www.fdic.gov/moneysmart.
Also visit the Web site of the Jump$tart Coalition® for Personal Financial Literacy
(www.jumpstart.org), which consists of more than 150 national partners that include

the FDIC.
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