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Many people use credit cards when shopping in their favorite stores. College students are no exception. Credit is necessary 
to keep up your credit score, but do you know how to use credit? People make mistakes by overusing store credit cards 
and by not paying more than their minimum balance. While store credit isn’t a bad thing, you can get “ripped off” easily. 
You must also be cautious when using PayPal or if you “rent” items from companies like Rent-A-Center or if you make a 
habit of putting items on layaway. You MUST pay more than the minimum balance each month to avoid paying far more 
than your items are worth.  
 

1. A minimum payment is NOT a credit card company’s friendly suggestion of what you should pay according to how 
much they think you should budget for your bills. 

2. A minimum payment is NOT an amount created by the credit card company in an attempt to get your balance 
paid off in a reasonable amount of time. 

3. A minimum payment is NOT the payment you should be making. 
 

Making onlyee1nl
12 monthly periods, you end up with a 1.5% finance charge per month. For this example, also use the assumption that the 
card calculates a minimum payment of 2.5% of the balance. This means your minimum payment in the first month is $25, or 
$1,000 x 2.5%. With the card’s APR of 18% or 1.5% per month, that means of that $25 payment only $10 is being 
applied to the balance while the other $15 is paying that month’s finance charge. During the next month, your remaining 
balance is now $990 so your next minimum payment would be calculated as $24.75 ($990 x 2.5%). For this payment 
$14.85 covers that month’s finance charge while $9.90 is applied to the balance. 

 
As you can see above, you have made almost $50 in payments only reduced your balance by $19.90. If you were to 
continue paying only the minimum and the features of this card remained unchanged, it would take 153 months or almost 
13 years to pay off a $1,000 initial balance. This would result in paying $1,115.41 on just interest alone, more than the 
amount of the original balance.

1 
NOTE: Keep in mind that you will rarely find a store credit card with an APR as low as 18%!
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