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Course:  Consumer Economics

Unit:  Money and Banking

Lesson:  Credit and Borrowing


Competency Objectives:
Adult learners will understand that borrowing is a privilege based on evidence that shows you will be able to repay what you borrow.

Suggested Criteria for Success:
With income figures and the 20-10 rule in hand, adults will correctly determine whether an imaginary borrower should carry a specified level of debt.

Suggested Vocabulary:
borrow

credit


repay




character
collateral (or capital)
capacity




secured

unsecured

loan




credit limit
grace period

minimum monthly payment




credit report
debt


annual fee




finance charge
transaction fee

annual percentage rate




interest rate

Suggested Materials:
An overhead projector and transparencies of the handouts suggested below would be a way to present the material without multiple copies of handouts.  The materials marked in red below are necessary handouts.

CREDIT:  Take Control of Your Personal Finances.  This is one in a series of consumer education booklets by the ABA Education Foundation, a subsidiary of the American Bankers Association.  See Suggested Resources below.  The following pages are particularly pertinent for this lesson:  page 1, 3, 8, 9, 12.

http://www.practicalmoneyskills.com/english/teachers/. click on Lesson Plans, scroll down to Teens, then click on lesson 7 (About Credit).  Click on Lesson Outline, then on Print All Lesson Materials, then scroll down and print the following pages as handouts.  (Remember to specify “current page only” in Microsoft Word to avoid printing the whole document.)
page 3 (The Three C’s) 
page 2 (Advantages and Disadvantages of Using Credit),
page 6 (Building a Credit History)
page 10 (How Much Can You Afford?)
At this same site, click on lesson 8 (Credit Cards), then on Lesson Outline, then on Print All Lesson Materials, then scroll down and print the following pages as handouts .  (Remember to specify “current page only” in Microsoft Word.).
page 3 (Calculating Finance Changes)
page 4 (Examples of Finance Charges)

The handout entitled Making a Loan at the end of this lesson.

Paper and pens or pencils.
Suggested Resources: 
NOTE:  Some of these resources are intended for school-age learners.  The information is pertinent and clear.  However, please scrutinize what you plan to use, and work with these material to eliminate references to lower grades, children, youth, teens, etc., which could offend adult learners.
www.aba.com.  The American Bankers Association Education Foundation has free booklets on Budgeting, Saving, and Credit.  Contact 1-800-886-3346 or email EduFoun@aba.com.  These have budget worksheets and are available in both English and Spanish.  (From the www.aba.com address, click on Products (left side of screen).  Then click on Main Menu, followed by Alphabetical List.  Move down the page until you come to Consumer Education Booklets:  Budgeting, Credit, Checking, Savings.)

http://www.practicalmoneyskills.com/english/teachers/.  Practical Money Skills contains a wealth of information for teachers, students, parents, and consumers.  The materials for teachers include lesson plans and teaching notes, while the section for students includes student materials, activities, and quizzes.  Click on Lesson Plans and scroll down to College (Age 18 and up) for lessons pertinent to the topic of Credit and Borrowing.  The first is About Credit, and the second is Credit Cards.

http://www.jumpstart.org/.  Scroll down.  Beneath the calendars, click on click here for the 12 Principles for Personal Financial Literacy and a lesson plan for each principle.  Applicable lessons are Don’t Expect Something for Nothing (February), Know Your Take-Home Pay (April), Compare Interest Rates (May), and Don’t Borrow What You Can’t Repay (December), Your Credit Past Is Your Credit Future (August).  Try http://www.jumpstart.org/principles.cfm for direct access.  Another good resource is at http://www.jumpstart.org/realitycheck, where you will find the Jumpstart Reality Check.

http://www.idfpr.com/default.asp  Click on Banks, then on Financial Literacy.  (Both are on the left side of the page.)  Explore the resources you find here.
Free guides are available through the Fannie Mae Foundation.  Go to http://www.fanniemaefoundation.org and click on Publications at the top of the screen, then on Home-Buying Guides for pdf versions or on Catalog of Publications for information about getting printed copies.

· Knowing and Understanding Your Credit explains what credit is and why it is important to buy a home, how to order your credit report and correct any errors, what your credit score means to lenders, and helpful tips on how to repair past credit problems.  

· Borrowing Basics:  What You Don’t Know Can Hurt You tells what you can do to avoid predatory lenders, signs that may point to an untrustworthy loan situation, ways you can get the best loan for your situation, and a useful glossary of loan terms that will help you understand lending terms.

Suggested Methods:
Discussion, Group Work, Journal Work 

Some Suggested Steps:

What Is Borrowing?  Start class by asking one of your students if you may borrow his/her pen or pencil, book, or notebook.  Once the item is in your hands, ask that student (or all students) to take out their pens, open their books, or open their notebooks.  What about the student whose property you have in your hand?  Does he/she have use of it now?  Borrowing gives you the temporary use of something you would not otherwise have, with the understanding that you will return the thing received or its equivalent to the owner.  Typically a lender does not loan something unless he/she can be without the use of it himself/herself.  If you borrowed a pen or pencil, perhaps the owner has another writing implement, or perhaps he/she will need you to return his property before he can write.  You may to give other examples of borrowing to convey the concept.  If you borrow a car to get to work, does the owner have the use of it while you are working?  Ask class members to contribute examples of borrowing. 

What is Credit?  Why did the student let you use his/her pen/pencil, book, notebook, or whatever item you requested?  Let students discuss the reasons they might loan an item to another person.  Typically all reasons will include some element of belief that the person will return the property.  To borrow (especially to borrow money), a person must be considered credit-worthy.  The lender must believe in the borrower’s ability to repay the loan. 

An individual might have a personal friendship or family relationship with a borrower that enables him/her to decide whether to extend the privilege of credit.  Banks and businesses rely on measures of character, collateral, and capacity as well as a review of outstanding credit to decide if a person can be trusted to repay a loan. 

Give students three handouts: 

page 3 in Credit:  Take Control of Your Personal Finances,

page 3 (The Three C’s) of the lesson About Credit, and

Making a Loan from the end of this same lesson.

Read the indicators of good character, collateral, and capacity with the class.  Divide students into groups and give each group a scenario from the end of this lesson to discuss.  Ask each group to determine whether they will make a $10,000.00 loan to this person and to explain how they made this decision.  The thought process involved in the decision to make or deny the loan may be complex, but in each case students should find that the ability of the borrower to repay the loan will be the criteria that is really being examined. 

Is There a Cost to Credit?  When you borrowed a pen/pencil or book or notebook from a student, the expectation existed that you would give it back.  For most loans, the borrower returns more than the original item or amount.  The additional is called interest, and one reason lenders make loans is to earn the interest.  When you repay a loan of money, you repay it with more than the amount you borrowed.  That amount of interest is specified when you take the loan.  For class reading, use pages 8 and 9 of Credit:  Take Control of Your Personal Finances. 

What Are the Advantages and Disadvantages of Credit?  Distribute the handout Advantages and Disadvantages of Using Credit.  Read this handout together.  Perhaps an additional advantage of using a credit card and paying off the balance every month is to establish a good credit history, which leads to the next topic. 

How Do You Establish a Good Credit Record?  Ask students to think back about the items they considered in deciding whether to give loans to Bertram, Benita, and Runyan.  Based on the items considered, what are things they think these three could do to establish/keep a good credit record?  It may be helpful to return to this question after you distribute handouts of page 1 of Credit:  Take Control of Your Personal Finances and/or page 6 of About Credit (Building a Credit History).  Read these with the class.  Note the credit tip about gasoline credit cards on page 9 of Credit:  Take Control of Your Personal Finances.
Are You in Credit Trouble?  Use the three handouts How Much Can You Afford?  (the 10-20 rule) and Calculating Finance Changes and Examples of Finance Charges.  Look at the monthly income of Bertram, Benita, and Runyan.  Figure the amount of debt that each can safely carry.  Assume that all three will keep their same jobs and same monthly salary so you can use their present monthly salary to figure their yearly income.  What is the yearly income of each person?  How much debt should each of these individuals carry in monthly payments?  How much total debt can each person afford?  Did these calculations change any of your earlier decisions about Bertram, Benita, and Runyan’s $10,000 loan requests?

Give your students a handout of page 12 of Credit:  Take Control of Your Personal Finances..  Read together in class these Warning Signs of not managing debt responsibly.  Does anyone know someone who does one or more of these things?  (Names are not requested.)  Does anyone recognize himself/herself?  (Confession is not required.)

Journal Work:
If you received a pre-approved credit card in the mail, what would you do?  Do you think it would be safe to use the card?  Why or why not?  Do you think the company issuing the card knows all about your finances?  If you have actually received such an offer, did it come from a place where you have done business?  What rate of interest was being charged?

Making a Loan

Each of the following people has applied for a $10,000.00 loan.  You are banker.  Will you make the loan?  Why or why not?

	Bertram  (age 19)
	Benita  (age 43)
	Runyan  (age 31)

	has never used credit
	has used credit before
	has used credit before

	pays bills on time
	has been 30 days late with 2 bills in the last year
	pays bills on time

	has no credit report
	credit report is OK
	has an excellent credit report

	gives employer, former teacher, and local priest as character references
	has character references from employer, immediate supervisor, and community college instructor
	lists employer, church lay leader, and co-worker as references

	lives with parents at current address since birth
	has lived at current address 3 months; has lived in same town 14 years
	has lived at current address 2 years (moved from out of state)

	has been on current job 3 months
	has been on current job 6 months and on previous job 7 months
	has been at current job 2 years; with same company 7 years

	owns no property
	owns 5 year old car; it is paid for
	has $100,000 equity in home

	has $700 in savings
	has $2000 in savings
	has $57,000 in savings

	has no investments
	has no investments
	has $50,000 in 401K

	makes $1381 per month net
	makes $1875 per month net
	makes $5259 per month net

	has no other loans
	has school loan of $3,000 which is not due to be repaid until after graduation (two years from now)
	has car loan

	current living expenses  $550/mo;

no debts
	current living expenses $1400/mo including car payments
	current living expenses $2700 per month including car loan

	no dependents
	three dependents
	two dependents
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