

Credit Cards
Make Smart Financial Choices

BEFORE

You Need Plastic Surgery

                                                                      Instructor Manual
Ice-Breaker:   You could begin by presenting two identical items that the students can 

relate t o (example: CD, t-shirt, etc.) that were purchased at the same store.  Ask—what the difference is between the 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.

What is a Credit Card?

A credit card is an example of revolving credit.  A credit card comes with a credit limit.  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 you must repay.

$ 
The advantage of a credit card is convenience: it allows you to make payments on credit on an “as needed” basis up to a preset credit limit.

$ 
The disadvantage is that it is difficult to know the true cost of the credit because 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?”

Refer to “Test Your Knowledge” Handout–(Make additional copies as needed)

Test your Knowledge!
Credit Quiz:
1.  How many credit cards does the typical credit card holder carry?


A.  2


B.  5


C.  9+

2.  What is the average interest rate on a credit card?


A.  16%


B.  12%


C.  7.5%

3.  What is the average debt among college seniors?


A.  Nothing, mom and dad paid for everything


B. $20,400


C. $12,500

4.  What are my costs for owning and using a credit card?


A.  The cost of my purchases only


B.  Interest and maybe an annual fee or late fees


C.  None, since credit cards are free

5.  What is a grace period?

A.  The time to pay your current bill without accruing interest, if and only if you have paid off your balance in full


B.  The billing date on your statement


C.  The way that interest is calculated 

Answers:

Did you know that:
1.  The average typical credit card holder owns 9+ credit cards and carry $2700.00 in debt.

2.  The average interest rate on credit cards is 16%.  Credit cards are also subject to annual


fees and other service charge fees that you may not be aware of unless you read the


disclosures on your statement.

3.  The average debt among college seniors is $20,400.  Eighty three per cent of college students have at least one credit card and say they did not receive enough credit training before obtaining a credit card.

4.   The cost of owning and using a credit card are interest, plus annual fees and other associated


fees with the card.  Depending on how you choose to repay your debt, you could end up


paying double the purchase amount on your card.

5.  The grace period is the time to pay your current bill without accruing interest, if and only if you have paid off your balance in full.  This period is usually 20-25 days.  If you don’t pay your balance in full, you lose your grace period and pay interest on all new purchases
Terms you need to know:
Annual Percentage Rate (APR)
The APR is the rate of interest you are charged, expressed as a yearly rate. If you plan to keep a balance on your credit card account, you want to look for a low APR.  If you expect to pay your bills in full each month, it will be more important to compare the annual fee and other charges.

Annual fee

Some companies charge annual fees for the privilege of using their credit cards.  Most cards that offer rewards (for example, airline miles or travel awards) charge a yearly fee.

Late fee

Payment must be received on the due date to avoid a late fee.  Allow plenty of time for mailing


payments so that the payment will arrive on time. A typical charge is $30 per late payment.

Over-the-limit fee

This fee is applied if your outstanding charges exceed your credit limit.  The fee is typically $20.00.

Cash advance fee

When you access cash through an automatic transfer machine (ATM) with your credit card, you are usually charged a transaction fee.  The cash advance often carries a higher interest rate than regular purchases.  
Balance transfer fee

You might be charged for moving balances from one credit card to another.  This fee is usually a percentage of the balance transferred.  It might have a minimum and a maximum limit.

Finance charge

The finance charge is the cost of credit.  It includes interest, service charges, and transaction fees.  This charge is calculated on your balance using different methods.

Grace Period

The grace period is the number of days you have to pay your balance before a creditor starts charging interest.  Once you receive your monthly bill, you will have three to four weeks (with most creditors) to pay your bill interest-free.  If your credit card issuer does not provide a grace period, a finance charge might be imposed from the date you use your card or the date the transaction is posted to your account.

Interest

Credit card companies earn interest from customers who carry monthly balances.  The interest rates on credit cards vary widely, from 0% introductory rates to over 25%.   Interest rates can be fixed or variable.  Fixed rate means the interest rate will not change.  Variable rate means the rate can increase or decrease.  It is important to understand how your payment is affected by the interest rate.

Minimum Payment

The minimum payment is the minimum dollar amount that must be paid each month.  This is usually two to three percent of the amount owed and is often based on the balance at the billing date.
Previous Balance

The previous balance is the amount you owed at the end of the previous billing period.  Payments, credit, and new purchases during the current billing period are not included.

Principle

Principle is the total dollar amount of purchases made on a credit card or balance remaining on a loan, not including interest or other fees.

Making the right choice for a credit card

When you are shopping for a credit card, it can be puzzling.  There are many more fees than just the annual fee and the interest rate that you have to look at 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.
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Refer to ‘Credit Card Application’-- Overhead


    ‘Disclosure’-- Overhead

Discuss the “Fine Print”
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Credit Card Application
“The Fine Print”–Are you Puzzled?
Below is a sample credit card disclosure ledger.  Note the other charges listed below that 

are associated with this application.  Reading the credit card disclosure and fine print will help you make smart financial choices.  


Handout ‘You Make the Choice’ (Exercise)



You Make the Choice
 Exercise:   Use the attached graph  to rate the cards
A 21 year old college student with a small fixed income pays for his apartment and 

schooling.   He has found that he has very little extra money left over for miscellaneous household items or general entertainment.    Rather than waiting to purchase things when he can afford them, he wants to buy everything now and pay it off over time.  

Which card choice would be best for him? 
Credit card Offer 1
XYZ National Bank offers a credit card with an APR of 12% with a credit limit of $2,000.  They charge an annual fee of $20 but they offer an incentive for a $5 gasoline credit for every $100 charged.  The minimum payment requirement is 2% of the average daily balance or a minimum of $15.00 per statement cycle.  Cash advance percentage rate is 12%.  For each cash advance, there is a 2% charge of the dollar amount or a maximum fee of $25.00.  XYZ offers a 20 day grace period if the balance was paid in full the previous month.

Credit card Offer 2
Patriotic Bank offers a credit card with an APR of 10%.  The credit limit is $1,000 with an annual fee of $30.00.  The minimum payment requirement is 2% of the average daily balance or a minimum payment of $20.00.  There is no cash advance fee but the interest rate bumps to 12% on cash advances.

Credit card Offer 3

Commerce Bank offers a credit card at 18% APR.  The credit limit is $2,500 with a  minimum payment requirement of 1/25th of the balance on the card or a minimum of $30.  Commerce Bank offers their credit customers credit towards grocery purchases with an annual fee of $50.  All cash advances are charged a $20.00 fixed fee.  The interest rate for cash advances is 12%.


Choose the Best Credit Card
	
	Credit Card

        A
	Credit Card

        B
	Credit Card

          C



	Name of Credit Card issuer


	
	
	

	What is the annual percentage rate (APR)?


	
	
	

	What is the minimum payment amount?


	
	
	

	What is the annual fee?


	
	
	

	What are the other fees (late fees, over limit fees,

cash advance fees, etc.)?
	
	
	

	Is there a grace period?


	
	
	

	What are the benefits (points earned, etc.)?


	
	
	


	What is my credit limit?


	
	
	


Answer:
Card offer #2 might work best for this college student.  It has no incentives, but it has the lowest interest rate of the three card offers.  The lower credit limit should discourage him from overspending and getting into credit trouble.

Discussion:
Tips when 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.

Note: You could have a discussion here about when it is a Good time to use a credit card to make purchases.  For example: 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.

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.  

Refer to ‘Cost of Making Minimum Payments’-- Overhead  
Consider this:

Suppose you needed to buy a computer for school.   You don’t have the cash on hand so you use your credit card and purchase a nice computer for $1000 at an18% APR.  Then you find that you can only make the minimum required payment each month.  Minimum monthly payment is 2% of the balance.




Cost of Making Minimum Payments

	 Item
	 Price
	   APR    
	Interest paid
	How much you really pay for the item
	Total years to pay off

	Computer
	$1000
	18%
	$1,899
	$2,899
	19



If you continued to only make the minimum payments, your computer would not be paid off for 19 years.  You will have paid $1,899 in interest charges for a total of $2,899.  Your $1000 computer ends up costing you almost triple the original price. And this is assuming you have made no other additional charges to your card.


Refer to ‘Benefit of Paying More Than the Minimum Payment’–Overhead  

Then consider this:

Suppose you buy some furniture for $2500 on your credit card at 18% APR.  You want to pay it off quickly to avoid paying excessive interest charges so you make additional principal payments.  This is assuming you have made no other additional charges to your card.  Minimum monthly payment is 2% of the balance.



Benefit of Paying More Than the Minimum Payment

	 Original Balance
	APR
	Monthly Payments
	Total number of monthly payments
	Total years to pay off
	Total of payments

	$2,500
	18%
	Minimum payment
	     404
	   34   
	 $8,781

	$2,500
	18%
	$50
	      94
	    8
	$4,698



	$2,500
	18%
	$100
	     32
	   3
	$3,163





Applying extra money to your monthly payment decreases the amount of interest you would pay over time and also decreases the amount of time you would be paying for your purchase.  You can see why it is a good idea to pay more than the minimum payment each month.  Of course, the best way to save money and avoid paying any interest charges is to pay off your balance in full when you first get your bill.


Remember: If no payment is made by the due date, you will be charged a “late  fee”.

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.

T 
Paying ONLY minimum payments

T 
If you have lost track of the balance of how much you owe

T 
If you have lost track of how much interest you are paying

T 
Borrowing from one card to pay on another card

T 
Having more than three credit cards

T 
Exceeding your credit limit and paying over limit or late fees

T 
Charging purchases on ‘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.  

Handout ‘What About Bob’? Exercise

Exercise 









What About Bob?
  Bob is a college student.  He works approximately 64 hours per month earning $6.50 per hour, less applicable taxes.  His monthly take home pay is $299.50.  He must pay his rent for $100, groceries $60, gas $25, utilities $55, miscellaneous $20.  Bob also applied for five credit cards.  Every card issuer reviewed and approved his applications.  Soon he had five different credit cards, each with a $500 limit.  Within six months, he was at the limit ($500) on all five cards.  Bob primarily charged “disposable”items such as food, clothing, books, entertainment expenses, and gas.  Bob was only making a minimum credit card payment of $20 on each card.  


Problem  

    1.  On Bob’s income, figure out his monthly expenses. __________________


    2.  Is he over his budget?  Yes/No _______If so by how much?____________


    3.   Would Bob be considered a credit card risk? Yes/No _________________

Answers:

1.  Bob’s monthly expenses: $360.00 


Rent

 $100



Groceries
 $ 60



Gas

$ 25



Utilities
$ 55



Misc

$ 20



Credit cards
$100 (minimum payment $20 X 5 cards)




Total   $360


   2.  Bob’s budget     Yes       How much?     $60.50



He is obviously spending more than his monthly income of $299.50

   3.  Is Bob a credit card risk?  Yes.  


He has already maxed out his five cards.  His expenditures are for “disposable” 



items.  He is only making minimum payments on the cards.  He has exceeded



his income.
Let’s review:

# 
A credit card comes with a credit limit.  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.

# 
Most credit cards offer a period of time (a “grace period”) when you may use the credit before interest is charged.

# 
You may pay the full amount due at any time.  If you do not pay the full amount, monthly payments (“minimum monthly payments”) are usually required, based on a percentage of the full amount.

# 
You many pay more than the minimum payment due, which will reduce your remaining


 balance and lower the amount of interest you will be charged on your remaining balance.

# 
If no payment is made by the due date, you will be charged a “late fee.”
# 
Fees and interest charges vary between credit card issuers.  Some cards charge annual fees for the privilege of having the credit card or higher interest rates for special benefits and programs.

# 
Remember to read the “fine print” when shopping for the right card for you  

As spending among young consumers grow higher every year, it is critical that you learn 

the necessary money management skills so that you can make smart financial choices.  Exercise your right to choose.  Choosing the card that best meets your needs is YOUR responsibility.
Note: If time allows: You could show a clip from one of the following videos:


“ Credit Wise” Coming to Terms     OR
             “In Charge”    Credit Education

Credit Cards

Make Smart Financial Choices

BEFORE

You Need Plastic Surgery

                                                                               Student Manual
What is a Credit Card?

A credit card is an example of revolving credit.  A credit card comes with a credit limit.

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 you must repay.

$ 
The advantage of a credit card is convenience: it allows you to make payments on credit


on an “as needed” basis up to a preset credit limit. 

$ 
The disadvantage is that it is difficult to know the true cost of the credit because 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?”

Test your Knowledge! 

Credit Quiz

Terms you need to know:
Annual Percentage Rate (APR)
The APR is the rate of interest you are charged, expressed as a yearly rate. If you plan to keep a balance on your credit card account, you want to look for a low APR.  If you expect to pay your bills in full each month, it will be more important to compare the annual fee and other charges.

Annual fee

Some companies charge annual fees for the privilege of using their credit cards.  Most cards that offer rewards (for example, airline miles or travel awards) charge a yearly fee.

Late fee

Payment must be received on the due date to avoid a late fee.  Allow plenty of time for mailing


payments so that the payment will arrive on time. A typical charge is $30 per late payment.

Over-the-limit fee

This fee is applied if your outstanding charges exceed your credit limit.  The fee is typically $20.00.

Cash advance fee

When you access cash through an automatic transfer machine (ATM) with your credit card, you are usually charged a transaction fee.  The cash advance often carries a higher interest rate than regular purchases.  
Balance transfer fee

You might be charged for moving balances from one credit card to another.  This fee is usually a percentage of the balance transferred.  It might have a minimum and a maximum limit.

Finance charge

The finance charge is the cost of credit.  It includes interest, service charges, and transaction fees.  This charge is calculated on your balance using different methods.

Grace Period

The grace period is the number of days you have to pay your balance before a creditor starts charging interest.  Once you receive your monthly bill, you will have three to four weeks (with most creditors) to pay your bill interest-free.  If your credit card issuer does not provide a grace period, a finance charge might be imposed from the date you use your card or the date the transaction is posted to your account.

Interest

Credit card companies earn interest from customers who carry monthly balances.  The interest rates on credit cards vary widely, from 0% introductory rates to over 25%.   Interest rates can be fixed or variable.  Fixed rate means the interest rate will not change.  Variable rate means the rate can increase or decrease.  It is important to understand how your payment is affected by the interest rate.

Minimum Payment

The minimum payment is the minimum dollar amount that must be paid each month.  This is usually two to three percent of the amount owed and is often based on the balance at the billing date.
Previous Balance

The previous balance is the amount you owed at the end of the previous billing period.  Payments, credit, and new purchases during the current billing period are not included.

Principle

Principle is the total dollar amount of purchases made on a credit card or balance remaining on a loan, not including interest or other fees.

Making the right choice for a credit card


It can be puzzling. . . .

When you are shopping for a credit card, it can be puzzling.  There are many more fees than just the annual fee and the interest rate that you have to look at 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.

Let’s take a closer look at a Credit Card Application. 

We will also look at the disclosure statement and the “fine print” which lists any additional fees.  

Discussion: Credit Card Application

Now that you have had the opportunity to look at a Credit Card Application and the disclosure statement, let’s see if you can make a credit card choice in the next exercise—‘You Make the Choice’. 

Discussion:

When you are shopping for a Credit Card, remember to be smart.  Here are some simple steps to follow.

Tips when 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.

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.

Let’s look at the ‘Cost of Making Minimum Payments’ and the ‘Benefit of Paying More Than the Minimum Payment’.
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.

T 
Paying ONLY minimum payments

T 
If you have lost track of the balance of how much you owe

T 
If you have lost track of how much interest you are paying

T 
Borrowing from one card to pay on another card

T 
Having more than three credit cards

T 
Exceeding your credit limit and paying over limit or late fees

T 
Charging purchases on ‘soft’ items such as food, entertainment, etc.

Determine if Bob needs “plastic surgery” in the next exercise 

‘What About Bob’.
Let’s review:
# 
A credit card comes with a credit limit.  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.
# 
Most credit cards offer a period of time (a “grace period”) when you may use the credit before interest is charged.

# 
You may pay the full amount due at any time.  If you do not pay the full amount, monthly payments (“minimum monthly payments”) are usually required, based on a percentage of the full amount.

# 
You may pay more than the minimum payment due, which will reduce your remaining balance and lower the amount of interest you will be charged on your remaining balance.

# 
If no payment is made by the due date, you will be charged a “late fee.”
# 
Fees and interest charges vary between credit card issuers.  Some cards charge annual fees for the privilege of having the credit card or higher interest rates for special benefits and programs.

# 
Remember to read the “fine print” when shopping for the right card for you  

As spending among young consumers grow higher every year, it is critical

 that you learn the necessary money management skills so that you can make smart financial choices.  Exercise your right to choose.  Choosing the card that best meets your needs is YOUR responsibility.
Credit Cards

Training Materials

Exercises and Overheads

1) 
Test Your Knowledge!  Credit Quiz Handout



Make additional copies as needed

2) 
Credit Card Application       Overhead



Use for discussion

3)       Credit Card Disclosure        Overhead



Use for discussion

4) 
You Make the Choice    Exercise   



Two pages–Make additional copies as needed

5) 
Cost of Making Minimum Payments      Overhead



Use for discussion
6) 
Benefit of Paying More Than the Minimum Payment     Overhead



Use for discussion

7) 
What About Bob               Exercise



Make additional copies as needed
Test your Knowledge!
Credit Quiz:

1.  How many credit cards does the typical credit card holder carry?


A.  2


B.  5


C.  9+

2.  What is the average interest rate on a credit card?


A.  16%


B.  12%


C.  7.5%

3.  What is the average debt among college seniors?


A.  Nothing, mom and dad paid for everything


B. $20,400


C. $12,500

4.  What are my costs for owning and using a credit card?


A.  The cost of my purchases only


B.  Interest and maybe an annual fee or late fees


C.  None, since credit cards are free

5.  What is a grace period?

A.  The time to pay your current bill without accruing interest, if and only if you have paid off your balance in full


B.  The billing date on your statement


C.  The way that interest is calculated

Credit Card Application

(Make an Overhead copy of a Credit Card Application)

Credit Card Application Disclosure

(Make an Overhead Copy of the Credit Card Application Disclosure)

You Make the Choice
Exercise:   Use the attached graph  to rate the cards

A 21 year old college student with a small fixed income pays for his apartment and 

schooling.   He has found that he has very little extra money left over for miscellaneous household items or general entertainment.    Rather than waiting to purchase things when he can afford them, he wants to buy everything now and pay it off over time.  

Which card choice would be best for him? 
Credit card Offer 1
XYZ National Bank offers a credit card with an APR of 12% with a credit limit of $2,000.  They charge an annual fee of $20 but they offer an incentive for a $5 gasoline credit for every $100 charged.  The minimum payment requirement is 2% of the average daily balance or a minimum of $15.00 per statement cycle.  Cash advance percentage rate is 12%.  For each cash advance, there is a 2% charge of the dollar amount or a maximum fee of $25.00.  XYZ offers a 20 day grace period if the balance was paid in full the previous month.

Credit card Offer 2
Patriotic Bank offers a credit card with an APR of 10%.  The credit limit is $1,000 with an annual fee of $30.00.  The minimum payment requirement is 2% of the average daily balance or a minimum payment of $20.00.  There is no cash advance fee but the interest rate bumps to 12% on cash advances.

Credit card Offer 3

Commerce Bank offers a credit card at 18% APR.  The credit limit is $2,500 with a  minimum payment requirement of 1/25th of the balance on the card or a minimum of $30.  Commerce Bank offers their credit customers credit towards grocery purchases with an annual fee of $50.  All cash advances are charged a $20.00 fixed fee.  The interest rate for cash advances is 12%.


Choose the Best Credit Card
	
	Credit Card

        A
	Credit Card

        B
	Credit Card

          C



	Name of Credit Card issuer


	
	
	

	What is the annual percentage rate (APR)?


	
	
	

	What is the minimum payment amount?


	
	
	

	What is the annual fee?


	
	
	

	What are the other fees (late fees, over limit fees,

cash advance fees, etc.)?
	
	
	

	Is there a grace period?


	
	
	

	What are the benefits (points earned, etc.)?


	
	
	


	What is my credit limit?


	
	
	


Consider this:

Suppose you needed to buy a computer for school.  You don’t have the cash on hand so you use your credit card and purchase a nice computer for $1000 at an    18% APR.  Then you find that you can only make the minimum required payment each month.  Minimum monthly payment is 2% of the balance.



    


Cost of Making Minimum Payments

	 Item
	 Price
	   APR    
	Interest paid
	How much you really pay for the item
	Total years to pay off

	Computer
	$1000
	18%
	$1,899
	$2,899
	19



If you continued to only make the minimum payments, your computer would not be paid off for 19 years.  You will have paid $1,899 in interest charges for a total of $2,899.  Your $1000 computer ends up costing you almost triple the original price. And this is assuming you have made no other additional charges to your card.

Then consider this:

Suppose you buy some furniture for $2500 on your credit card at 18% APR.  You want to pay it off quickly to avoid paying excessive interest charges so you make additional principal payments.  This is assuming you have made no other additional charges to your card.  Minimum monthly payment is 2% of the balance.


     Benefit of Paying More Than the Minimum Payment

	 Original Balance
	APR
	Monthly Payments
	Total number of monthly payments
	Total years to pay off
	Total of payments

	$2,500
	18%
	Minimum payment
	     404
	   34   
	 $8,781

	$2,500
	18%
	$50
	      94
	    8
	$4,698



	$2,500
	18%
	$100
	     32
	   3
	$3,163




Applying extra money to your monthly payment decreases the amount of interest you would pay over time and also decreases the amount of time you would be paying for your purchase.  You can see why it is a good idea to pay more than the minimum payment each month.  Of course, the best way to save money and avoid paying any interest charges is to pay off your balance in full when you first get your bill.
Remember: If no payment is make by the due date, you will be charged a “late fee”.


Exercise:








What About Bob?
  Bob is a college student.  He works approximately 64 hours per month

earning $6.50 per hour, less applicable taxes.  His monthly take home pay is $299.50.  He must pay his rent for $100, groceries $60, gas $25, utilities $55, miscellaneous $20.  Bob also applied for five credit cards.  Every card issuer reviewed and approved his applications. 


 Soon Bob had five different credit cards, each with a $500 limit.  Within six months, he was at the limit ($500) on all five cards.  Bob primarily charged “disposable”items such as food, clothing, books, entertainment expenses, and gas.  Bob was only making a minimum credit card payment of $20 on each card.  





Problem  

    1.  On Bob’s income, figure out his monthly expenses. ______________


    2.  Is he over his budget?  Yes/No _______


         If so by how much?_________________


    3.   Would Bob be considered a credit card risk? Yes/No _____________

Credit Cards

Course Outline

1. 
What is a Credit Card?


A.  Loan


B.  Advantages & Disadvantages

2.  Credit Quiz

3.  Terms and Definitions

4.  Application and Disclosure


A.  Fine Print


B.  Differences


C.  Alternatives

5.  You Make the Choice Scenerios/Exercise

6.  What you Need or Want in a Credit Card


A.  Proper Use

7.  Cost Comparisons

8.  Danger Signs

9.  What About Bob Exercise

10. Review  
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