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YOUR BANK AND YOU

CREDIT

1. INTRODUCTION

Write the word “Credit” on the board and ask the students what they think it 
means.  Steer the discussion around the ideas that credit is a privilege or 
recognition that you can earn by responsible performance, the extension of a loan, 
the idea that you can buy now and pay later, or a reputation/history you can 
develop(you have good credit).  Explain that we will be exploring credit from the 
perspective of a lender to help them understand all the connotations and 
specifically how it pertains to them as consumers of credit in the market place.  
Have them turn to the “5 C’s of Credit” handout in their packets.  Proceed on a 
step by step discussion of each of the C’s.
2. CHARACTER

· Behavior—discuss aspects such as stability on the job, punctuality with homework or appointments, personal activities that demonstrate dependability, regard for property, integrity.

· Credit History—explain that a credit profile will be pulled from one of the national credit clearinghouses.  Teach them what the credit bureau does and how it comes to have all the information creditors seek regarding their applicants.  Put the transparency of a credit report on the overhead and explain what the symbols and sections mean.  Teach them, briefly, what creditors can learn from a credit report.
· Other Searches—indicate that we might also call references on their application, their employer, landlord, and anyone else who can give us insight into their personal character (their signature on the application gives us permission to investigate these things).
3. CAPACITY

· A discussion on the financial ability to repay a loan is appropriate here.  Ideas such as debt to income ratio, sufficient income to make the additional payments without affecting one’s life style, how well the new obligation will fit current budget constraints, or what additional expenses the new asset will bring, over and above the loan payments, are possible avenues.  

· Stability of income and time on the job might be touched here as items a creditor might evaluate.

· This is a great spot to teach students the idea of principle and interest payments.  Loans will be amortized over a term of months with payments which reduce the principle but interest is a varying portion of each payment.  A brief explanation of how the payments work on a simple interest loan is appropriate.  Have them look at the “Loan Amortization Table” in their packets.

· If time permits, you could show the effect on payments of different interest rates or different terms.  Help them understand that they can reduce the payment amount by extending the terms but they will pay more in interest in the long run.
4. CAPITAL

· Discuss the idea of a balance sheet and the relationship between assets and liabilities.  Help them understand that credit worthiness can be measured by the preponderance of assets over debts.  Explain that in a worst case scenario a creditor may need to take some recourse against the assets of an individual.

5. COLLATERAL

· Explain that at this point a lender has probably made the decision to make the loan but will want to hold something of value to hedge his bet.  This means we hold the ownership title of an asset (usually the thing they are buying with the loan, such as a car title) until they pay off the loan.
· This is a good time to discuss the concept of “down payment” with the students.  Show the transparency “Amortization vs. Depreciation” to help them understand that without a down payment, they will owe more on their loan than the car is worth for about half the life of the loan.  Explain how this contributes to the problem of being “upside down” in their loan for purposes of trade-in as well as disposition upon repossession.  
· Optional—further discussions on Blue Book values, insurance requirements, new vs. used purchases, lease options and other questions could be dealt with here.
6. CONDITIONS


Outside influences—explain that there are situations that arise, completely beyond 
the control of the borrower, which can influence the credibility of the transaction.  
Local and national economic conditions, stability of employer, nature of 
collateral, policies of the bank, legal limitations, government regulation, etc. can 
negatively affect a loan decision.  

7. CREDIT APPLICATION

· Explain that, upon requesting a loan, the first thing they will be asked is to fill out an application.  Have the students turn to the generic application and fill it out.  Given the foregoing discussion, have them contemplate the information they put on the application and determine whether they would be a good credit risk.  
· Particularly discuss Bankruptcy, Repossessions, and Judgments (page two of the application) and help them understand what effects these have on your life and your credit history.  

8. HOW TO START YOUR CREDIT HISTORY


Explain that there is an interesting problem in credit:  You can’t get a loan 
without a credit history and you can’t establish a credit history without loans.  
How do you work through that?  Try this with the students.  Make the following 
chart on the board:
HOW TO START YOUR CREDIT HISTORY
Department Store Credit

Co-maker/Co-signer loans

Savings Secured Loans

· The first thing to know is that many places will help you get started in credit because they have a vested interest in loaning the money—they want to sell the product.  This we call Department Store Credit.  They aren’t as fussy about credit history unless it’s bad.  Hence, you generally can get a start with places like Sears, RC Willey, Big O Tires, etc.  The rates will be high but to them, no credit is good credit.

· The second way is to get a qualified adult to co-sign with you.  This has some good points as well as some bad.  You will generally get a better rate with someone well established in credit signing with you.  And, the credit will be reported in your name as long as you are a signer, too.  If, however, you don’t perform well on the loan, not only will the co-signer be liable for the payments you don’t make but he will also have your bad credit reported in his name.  For this reason people are generally reluctant to co-sign on loans.

· The final and best way to get a start is to save up some money then ask the bank to loan you with your savings as collateral for the loan.  This has many advantages.  

First, the bank will make the loan because they are 100% secured.  There is no risk so they won’t care that you have no credit on your report.  

Second, this loan will report to the bureau because it is a bona fide loan from a financial institution.  

Third, it will be very inexpensive because of the premium rate you get by securing the loan with cash. 

Fourth, your savings account will continue to earn interest even though it is collateralized on the loan. 

Fifth, when you get done paying back the loan you will still have your savings in tact.  It is hard to save money and you will hate to deplete it by spending.
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