PERSONAL
FINANCES

PROJECT ADVANCE

OVERVIEW
OVERVIEW

Participants discuss the
advantages and disadvantages of
using credit to make everyday
purchases. Participants will
review the factors for obtaining
credit and the importance of
maintaining good credit.

OBJECTIVES: Participantswill:

a ldentify the costs and benefits
of usng credit.

o Understand the importance of
maintaining good credit.

a ldentify the advantages of
buying goods and services
with credit.

What isCredit?

INTRODUCTION

Greet participants. A,
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“What is Credit?’
Credit is defined as a form of trust between a lender and a
borrower. It enables the borrower to buy now and pay later.

Ask participants for the two mgor forms of persond credit.
The two major forms of personal credit are installment loans
and credit cards.

Discuss the two types of credit that lending ingtitutions offer:

(1) Secured; loans for mortgages or a car. Sgnifiesthat the
money borrowed is secured by what was purchased with
theloan. The property is used as collateral and will be
repossessed if there is a failure to pay the loan.

(2) Unsecured; a credit card or personal installment loan is
not linked to any property or bank account. These type of
loans usually have a high interest are to compensate for
high risk. Failure to pay these loanswill result in
damaged credit.

ACTIVITY |

¢ Didribute credit card statement. Discuss the statement with

participants and have them answer the questions on the
handout.

¢ Ask participantsif they can name some advantages and

disadvantages of using credit cards to make purchases. List
their ideas on the chalkboard. (Advantages. immediate use
of goods or services, ability to take advantage of good sales,
safe /convenient alternative to carrying cash.
Disadvantages: adds to one’s debt, finance changes, easy to
overspend.)



Notes:
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Ask students what they think are some of the factors used in
determining whether an individua will be extended crediit.

Explain The Three“ C's” of credit: Character; doesthe
person pay? Capacity; What are the person’s current and
projected sources of income? Conditions;, What economic
conditions may adversdly affect the person’s ability to pay?

ACTIVITY II
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Digribute credit history handout. Review with participants.

AsK paticipants if they know what a* credit higtory” is. Tdll
participants that the way they use their credit will determine
whether they will qudify for credit in the future.  (Credit

history is basically a historical record of how a person has
handled his or her finances and how he or she pays back
debt, such asloan or credit card purchases. Remind students
that without a solid credit history, credit is difficult to obtain.
It isimportant to have good credit if you ever want to
purchase a home or acar.)

Tdl participants thet their credit history is based on what
appears on thelir credit report.

What is a credit report?

Credit reports are a consolidation of your most recent lines
of credit and their repayment status. A credit reportisthe
equivalent of a personal financial file.

Ask participants whether they know who provides these

reports.

Credit Bureaus such as TransUnion and Equifax are
agencies that gather credit information on individual persons
or businesses. Credit Bureaus gather info from current
creditors, public records, and internal analysis, credit
applications.

What are good, bad and no credit?

Good Credit; relates to a history of consistent and on-time
rate of payback. Good credit makesit loans, credit cards
and other basic financial services attainable.

Bad Credit; refersto a negative credit history. Onein which
late payments, and in some cases default is frequent. Bad



credit makes it difficult to obtain lines of credit. It can take
up to 7 yearsto repair damaged credit.

No Credit; Thisisalmost as bad as having bad credit. (No
pun intended) |f you have no credit history, creditors have
no way of knowing how much of a credit risk you are. This
trans ates to constant rejection from credit companies.
Establishing a credit history is crucial to your financial
futurein this country.

Notes:

CLOSURE

< Inan effort to maintain good credit, it proves helpful to get a
handle on your debt. Ask participantsif they know what

their current debt rateis. Tell participants that the average
American has a debt rate of 12%.

« Didribute debt ratio handout. Assst participantsin
caculating their current debt rate.

¢ Provide students with the stepsto “building” up credit:

1. Esablish a savings/checking account.
2. Holding service accounts in your name. (i.e.

telephone, Con Edison)
3. Student loans.
4. Credit cards.

SUMMARY AND REVIEW

¢ What are the advantages of buying goods and services with
credit?
¢ Remember that you should aways use credit wisdy or you

can end up paying alot of money in interest.
¢ Respongblefinancid behavior will help individuds build

and maintain agood credit history, which is an important
factor in determining whether an individud will qudify for
credit in the future. (i.e. home mortgage.)

¢ The3 C'sof credit are character, capacity, and conditions.







