First Timer’s Guide:
Credit Cards
Used the right way, your credit card
can be your new financial BFF.

Like most things, with great power comes great responsibility. And credit cards are
no different. Used the right way, they can be your new financial BFF. But before you
tap, swipe, and charge your way into a bold new financial future, it’s important to
have a handle on the basics to avoid some of the downsides of living that plastic life.

First things first: What is a credit card?
In the most basic sense, a credit card is a piece of plastic that allows you to pay for
things with borrowed money. It’s an agreement between you and a financial institution
where you can opt to pay on credit rather than with actual money. In practice, it’s a
little more involved than that. Your credit card comes with a limit—that is the amount
of money you have to borrow against. And those charges? You’re going to pay interest
on them if you carry a balance. But we’re getting ahead of ourselves.
Before you get swiping, make sure you know why. And how, so you can do it
responsibly.

Why you should have a credit card?
There are lots of reasons why having a credit card can make you into a financial super
hero:
TO BUILD CREDIT

Somewhere down the line, you will need a credit history. And a credit
card—when used correctly—is one of the easiest way to build credit. When
the time comes to take out a car loan or get a mortgage, your financial
institution will refer back to your credit history to see how reliable you are
with borrowing money. So even if a credit card seems unnecessary, making
frequent purchases with it and immediately paying it off will help you build
a positive credit history, which will pay off in the future.

FLIGHTS, RENTALS, HOTELS, AND ONLINE SHOPPING

If you want to get on planes, trains, or automobiles, or to purchase the
latest bobble from your favourite online retailer, you’re going to need a
credit card. Ditto for booking a room in a hotel, booking concert tickets, 		
and more.
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REWARDS

A lot of cards actually reward you for using them with things like cash back,
travel points, or exclusive offers like concert tickets. As long as you’re
managing your balance wisely, using your credit card frequently can help
you treat yourself later.
EMERGENCIES

Hopefully it never happens, but every once and while we all get stuck
in emergencies where we just don’t have cash on hand. And although
you should never put something on your credit card if you don’t have the
money to pay for it, your card might help you get out of a tough situation in
the very short term – or at least until you can take stock of your situation
and sit down with your financial expert to come up with a longer term plan.

How to choose a card that’s right for you
Now that you’ve decided to get a credit card, you have to ask yourself—which one
should I apply for?

Types of credit cards
No or Low Annual Fee Cards: These cards offer the convenience of having a credit
card in your wallet without a high annual fee. Most low or no annual fee cards offer
basic rewards but may not accumulate perks as quickly as a fee-based card.
Low Interest Rate Cards: Many cards have interest rates upwards of 19.5%, but
there are cards available with lower interest rates in exchange for a low annual fee.
These cards often don’t accumulate rewards quickly, but if you find yourself carrying a
balance on your card month over month, this can be a smart choice.
Cash Back Cards: Not all card rewards come in the form of points. For every
purchase you make, cash back cards offer a percentage back in cash credited to your
statement at a set time.
Rewards Cards: For every purchase you make on your card, you’ll accumulate a set
number of rewards points. Points can be redeemed for all sorts of different things,
ranging from the latest gadgets and gift cards, to concert tickets and experiences.
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Student Cards: You guessed it! These cards are specifically meant for students who
are just starting to build their credit. These often come with low or no fees and offer
basic rewards.
Travel Rewards Cards: Similar to a rewards card, but focused on travel. Travel rewards
cards feature points that can be redeemed for flights, hotels, and car rentals and
often include insurance coverage for things like out-of-country medical, lost luggage,
or changes to travel plans.
US Dollar Cards: These cards allow you to make purchases directly in US dollars.
It’s a good idea to be honest with yourself about how you plan to use your card and
what’s really important to you. For instance, if you’re keeping your card in case of
emergencies only, a low or no annual fee card might make the most sense. If you find
yourself traveling often, the protections and perks that come with a travel rewards
card might provide you with the best value.
Once you have a better sense of your needs and habits, take the time to go online and
do a little bit of research. Check out and compare different cards. Look at the features
and benefits and what you need to apply. Some cards have a minimum income
threshold to qualify or are designed specifically for students, so make sure you know
what you’re getting yourself into.

HonestMoney.ca

Applying for your card
Just because you want a credit card, doesn’t mean you can always get a credit card.
Like any kind of credit, there is an application process to complete before you can
start spending.
1. Go online (financial institution) or in branch.
2. Fill out an application; pay stubs, Social Insurance Number, ID, employment &
income verification; other important info.
3. (If approved) activate your card!

Don’t apply for every offer: Each time you apply for a credit
card there will be an inquiry made on your credit history. Lots of
inquiries over a short period of time can impact your credit score
and lots of open, available cards can hurt your chances to qualify
for more credit in the future.

How to manage your card
So, you have your credit card. Now what? While using your card is pretty straight
forward, there are a couple of important things to know about managing your card.
First, not every purchase on a credit card is created equal. While most of us tend to
think of credit card purchases as tapping or swiping your card in a store or inputting
your information online, you can also use your credit card to get cash or to make
cash-like transactions. This is called a cash advance.
Taking a cash advance might sound like a good idea, but this can be a costly way to
access cash in the long run. Cash advances often charge a small fee to initiate and
almost always charge a higher rate of interest than regular purchases. The other
thing to keep in mind is how interest accumulates. With regular purchases, you have
a grace period (usually 21 days or more) before interest begins to accumulate on the
money you owe. When you take a cash advance, interest starts to accumulate right
away and will continue to accrue until the whole amount of the advance is paid off
in full.

HonestMoney.ca

You can also expect to get a monthly statement whether you use your card or not.
Statements provide a detailed snapshot for a set period of time and outline your
purchases, how much you owe, the minimum payment due, and when you need to
make a payment. Statements are monthly, but may not run from the first day of the
month to the last.
When you get your statement, be sure to review it carefully. If something doesn’t make
sense on your statement, or if there is something you don’t recognize, don’t be afraid
to speak up and ask your card provider for more details.

Credit card Dos and Don’ts
DO

DON’T

• Pay off your full balance each month, if
possible

• Just make the minimum payment
required each month

• Buy things you can easily pay for

• Pay for things you can’t afford

• Stay at around 50% of your credit limit

• Regularly run your balance close to your
limit

• Check your balance on a regular basis
• Become familiar with your grace periods
and when interest kicks in
• Make your payments on time
• Take advantage of rewards programs

• Ignore your balance and transactions
• Pay late or forget to make your payments
altogether
• Don’t make purchases just to gain
rewards

Be aware of your terms and conditions: If an offer seems too good
to be true, it probably is. And the same goes for credit cards. Be
cautious when it comes to 0% offers in exchange for making a big
purchase and be sure that you understand the terms and conditions
before signing up. Zero interest doesn’t last forever and some credit cards can
charge very high interest rates once their introductory offers have expired.
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Interest

How your credit card
accrues interest.

%

Balance owing
after 3 years

$1,821.27
Balance owing
after 2 years

$1,491.36
Balance owing
after 1 year

$1,221.21

INITIAL BALANCE

$1,000*

*Assumption: Based on an APR of 19.9%. This does not take into account minimum payments.

Every credit card has an interest rate. When you make a purchase with your credit
card, your grace period for that transaction starts. This means that you have around
21-25 days (each credit card provider is different) to pay off that transaction before
interest charges kick in. If you keep an unpaid balance on your credit card, interest
will keep adding up month by month. But if you pay off the full balance on time,
you’ll never have to pay interest! And remember, only making the minimum payment
required each month still means you get charged interest on the full balance.
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Keeping your credit card info safe
Credit cards have a lot of great security features, but knowing how to protect your card
information is probably the biggest thing you can do to keep yourself from fraud. Here
are a few easy tips that can help.
Be aware of email phishing or fraudulent phone calls: Scammers will often try to
create a sense of panic, trying to persuade you to give out your information.
Don’t do it!
Never give you credit card info over the phone or in an email: Your credit card
provider or financial institution will never call you and ask for your credit card info over
the phone/email.
Cancel your card immediately if you ever lose it: Fraudulent transactions can be
refunded if you report the card missing before they happen.
Don’t write down your credit card information to store it: Enough said!
Review your transactions regularly and ask lots of questions: Regularly check your
transactions and balance and don’t be afraid to ask your card provider questions if
you don’t recognize something.
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Glossary
APR

This is short for Annual Percentage Rate. APR is the rate charged to the amount
borrowed on your credit card, expressed as a percentage. (See Interest Rate
definition.)
ANNUAL FEE

A yearly fee that is charged for having certain credit cards in your wallet. Not all credit
cards have annual fees. The fee can range in price and typically includes access to
other perks, points, or benefits above and beyond what you get with a standard, nofee card.
BALANCE

This is how much money you owe on your credit card.
CREDIT LIMIT

The maximum dollar amount you can spend on your credit card.
GRACE PERIOD

Typically, when you make a purchase on your credit card, interest doesn’t begin to
accumulate immediately. Instead, you get a grace period (usually a minimum of
21 days) to make payments before you are charged interest. If you pay off the full
amount owing on your card before the end of your grace period, you will not be
charged interest.
INTEREST RATE

This is the percentage of interest that is charged on any balance owing on your card
after the grace period is up. Interest is calculated daily and charged to your card
monthly. Interest rates can vary from card to card.
MINIMUM PAYMENT

This is the smallest dollar amount that you can pay each month to keep your credit
card account in good standing.
STATEMENT

Your credit card statement is a detailed list showing all of your transactions during
your billing cycle, along with your balance owing (as of your statement date), your
minimum payment, and when your payment is due.
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