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YOUR BANK AND YOU
CREDIT CARDS

1. What is a Credit Card?

You could begin by presenting two identical items to which the students can 

relate (example: CD, t-shirt, etc.) that were purchased at the same store.  Ask, “What is the difference between these two items?”  Usually the students can’t see any difference.  The idea to present is that one of the items was purchased with cash while the other was purchased with a credit card. One of the items ends up costing the consumer much more even though they are identical and purchased at the same location.


A credit card is an example of revolving credit.  It comes with a credit limit (an amount 
you can charge).  You may use this amount over a period of time, you may use it all at 
once, or you may choose to keep the credit as “buying power” to be available as 
needed. When you receive the monthly statement of what you owe, you can choose 
to pay back the total amount borrowed (and avoid any additional interest charges) or pay 
only the minimum amount due.  However, you must pay a portion of the balance every 
month.  Keep in mind: A credit card is NOT free money.  It is a loan which you must 
repay.
· The advantage of a credit card is convenience—it allows you to make draws on credit, up to a pre-set credit limit, on an “as needed” basis.  The payments are generally quite low, usually 2 ½ % of the outstanding balance.
· The disadvantage is that it is difficult to know the true cost of the credit because the cost will vary depending on how much you borrow and how fast you repay.


The use of a credit card is a privilege.  Wise use will help you build a beneficial credit 
history.  The trouble is that credit cards make it easy to borrow more than you can 
comfortably repay.  And, they make it convenient and tempting to spend money on 
frivolous purchases.  Before making a credit card purchase, always ask yourself, “Would I 
be buying this if I had the cash for it in my pocket?”


Have the students turn to the “Test Your Knowledge” quiz in the student packet and 
answer the questions.  Discuss the correct answers.
2. Definitions  

Next, have the students turn to the sheet in the packet with the terms and definitions and briefly discuss the ones the students don’t understand.

3. Making the Right Choice for a Credit Card

Shopping for a credit card, it can be puzzling.  There are many more fees to consider than 
just the annual fee and the interest rate to make sure you are getting a good deal.  Some 
card companies offer special promotions or benefits such as travel or air miles, however, 
there are annual fees associated with these cards.
If you are choosing one of these cards, you must weigh the fees against the services offered to determine if it is worth paying the fees.  If you are unsure of the fees associated with a particular card, start reading the fine print.  Take a closer look at the disclosure information and any fine print that may list additional charges and make sure you put the puzzle pieces together to make the best choice.  Not paying close attention to small details can often cost you big money.

Show the transparencies of a credit card application and disclosure and discuss the fine print.  

· Bring their attention to items such as over-limit, late payment and cash advance fees.  

· Show them that different advances can have different interest rates.  

· Mention that some card companies will apply your payment to the lower rate balances first so they can accrue interest on balances at the higher rates.
4. You Make the Choice
Have the students turn to the exercise with three credit card offers and read through it.  After they have read it, have them turn to the matrix called Choose the Best Card and fill in the blanks for each card offer on the previous page then decide which offer would best suit the college student in the scenario.  
a. Theoretically #2 will be the best because it has no annual fees and hence no special incentives (gasoline, grocery credits).  

b. It also looks to have the lowest interest rate.

c. The lower credit limit may also be attractive to help curb frivolous spending.

5. Tips for Shopping for a Credit Card

· Decide how you will use the credit card and what you will purchase with it.

· Start small.  Don’t charge too much on your credit card until you get comfortable with the monthly bill.
· Shop around for the plan that best fits your needs.

· Read the disclosures and fine print to determine interest rates, hidden costs and fees.

· Beware of introductory or promotional rates that may start low and then hike to a higher rate after a few months.
You could have a discussion here about when it is a Good time to use a credit card to make purchases.  
· Obtaining a gasoline company credit card is a good way

to start using credit.  Because most gasoline companies require that you pay your balance in full each month, you will not be charged interest, and you will be establishing a good payment history.  
· It can be economical to use a credit card to purchase an item that is on sale now so that you can pay for it later when you have the money.  The discount/savings on the item may be more than the accrued interest on the balance.
· Some vendors, such as car rental shops, will not take cash.  You must use a credit card.

· You probably already know the necessity of using some kind of card/number for internet purchases.

6. Paying Your Credit Card Bill
Remember that a Credit Card is a loan that you must repay.  It is important that you make 

the required monthly payment.  With a credit card, you have to pay at least the minimum amount due.  However, the consequences of only making the minimum payment can be significant.  
· Show the transparency entitled Cost of Making Minimum Payments.  Included in your discussion of the overhead, be sure that the students understand that the $20.00 payment looks really good until they count the costs of time and interest accrued. 
· Show the next overhead, Benefit of Paying More Than the Minimum Payment, and discuss the differences in monthly payment versus the term and total of payments.  Help them understand that for a minimal increase in monthly payment, great savings in time and interest can be made.
7. Danger Signs Heading for Plastic Surgery
There is a wise way to use your credit card or an extravagant way to use your credit card.  Credit cards make it easy to exercise purchasing power and quite often credit card holders find themselves in excessive credit card debt before they know it.  Beware of these danger signs before you run into a credit problem.

· Are you paying ONLY minimum payments?

· Have you lost track of the balance of how much you owe?

· Have you lost track of how much interest you are paying?

· Are you borrowing from one card to pay on another card?

· Do you have more than three credit cards?  Why?

· Are you paying over limit or late fees?

· Do you carry balances for purchases of ‘soft’ items such as food, entertainment, etc.?
Remember: We can teach you about credit cards, credit card terms and what

to look for when shopping for a credit card.  BUT, we can’t teach you 

how to say “NO”.  Only you know what you will do.  Be Smart.
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