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Module 4/Lesson 1 --Credit History and Ratings
Lesson Number – M4.L1
Key Concept – Financial Capability

Unit – Module 4 – Credit
Lesson 1 – Credit History and Ratings
Precepts
B – Relationships


B2. Interact and work with others

C – Vision


C1. Contemplate the future
F – Continuous Improvement


F5. Acquire new knowledge

National Standards

ABS.04.01.02.c. Evaluate characteristics of lines of credit, loan terms and alternatives in sources of capital

NL-ENG.K-12.4 - Communication Skills 

NL-ENG.K-12.12 - Applying Language Skills 
NM-NUM.9-12.3 - Compute Fluently and Make Reasonable Estimates

NSS-EC.9-12.12 - Interest Rates 

Jump$tart National Standards


Credit and Debt

Standard 2: Explain the purpose of a credit record and identify borrowers’ credit report rights.

Standard 3: Describe ways to avoid or correct credit problems.

Student Learning Objectives
As a result of this unit the student will…
1. Understand and manage credit responsibly.
As a result of this lesson, the student will…
1. Define and know the components of a credit report.
2. Understand what credit history is and why it is important.
3. Recognize ways to better their credit history and rating.

4. Know what to do if they have an inaccurate or fraudulent report.

Time Instruction time for this lesson: 50 minutes. (Time is estimated and may vary depending on teaching style) 

Resources used in lesson development

Alderman, J. (2010) Credit Score Damage Control. Retrieved February 4, 2010. From the Visa Practical Money Skills Web site. https://www.ficpa.org/Content/Files/Docs/Visitors/jumpstart/FJSNewsletterFeb10.pdf
Equifax. (2009). https://www.equifax.com/personal/education/credit/report/articles/-/learn/difference-between-credit-score-vs-credit-report/
FICO. (2010). http://www.myfico.com
Additional teaching materials for this lesson

National Endowment for Financial Education (NEFE). High School Financial Planning Program, http://hsfpp.nefe.org/

Unit 4: Good debt, bad debt: Using credit wisely
Family Economics & Financial Education (FEFE). Teaching Family Finance 

http://fefe.arizona.edu/download-lessons
15.0 Spending plans

Thirteen Ed Online. Financial Education

http://www.thirteen.org/edonline/lessons/

Pay credit when credit is due (http://www.thirteen.org/finance/educators/lesson3.html)

Tools, Equipment, and Supplies
M4.L1.AS.A – one per student

M4.L1.AS.B – one per student
M4.L1.AS.C – one per student
M4.L1.AS.D – one per student
Chalkboard or whiteboard

Computer with projector and internet access

Computers – per 1-3 students with internet access
Key Terms The following terms are presented in this lesson in bold italics.
Credit – an amount of money, or something of value, that is loaned on trust and with the expectation that it will be repaid at a later date.
Credit History – record of your personal financial transactions. Used synonymously with credit report. 
Credit Rate - the numerical value calculated from a credit report that is used by creditors to help determine whether to give you credit.
Credit Report - contains all of the information related to your finances, such as payment history and amounts owed. Used synonymously with credit history. 
Equifax – One of the three major credit reporting agencies that maintains information about your credit history.
Experian– One of the three major credit reporting agencies that maintains information about your credit history.
FICO – the most popular credit score that uses a scale from about 300 to 850. FICO stands for Fair Isaac Company.
TransUnion– One of the three major credit reporting agencies that maintains information about your credit history.
Content Outline

1. Define and know the components of a credit report.
a. Credit Report – contains all the information related to your finances, such as payment history and amounts owed. Used synonymously with credit history.

b. Equifax – One of the three major credit reporting agencies that maintains information about your credit history.

c. Experian– One of the three major credit reporting agencies that maintains information about your credit history.
d. FICO – the most popular credit score that uses a scale from about 300 to 850. FICO stands for Fair Isaac Company.

e. TransUnion– One of the three major credit reporting agencies that maintains information about your credit history.
2. Understand what credit history is and why it is important.

3. Recognize ways to better their credit history and rating.
4. Know what to do if they have an inaccurate or fraudulent report.

Interest Approach

· To get to students to begin thinking about how their actions could affect their credit rate, explain that their credit rate is what determines if they can get loans

· Credit Rate - the numerical value calculated from a credit report that is used by creditors to help determine whether to give you credit.
· A better rating means more likely to get a loan. Tell them that each person has their own credit rating, based on their actions that range from 300 to 850. Have them get out a piece of paper to answer the following questions.
· If you go over your credit card limit one time how many points do you think it will drop your credit rating? (Answer 10-45 points – Practical Money Skills, 2010)

· If you make one payment a month late on your credit card how much could it drop your credit rating? (Answer 60-110 points – Practical Money Skills, 2010)
· If you file for bankruptcy how many points could you drop? (Answer 130-240 points – Practical Money Skills, 2010)

· Discuss answers with the class, and tell them that understanding what a credit report and rating are is very important, and understanding that any financial engagement they have could affect their rating.
Objective 1. Define and know the components of a credit report.

· Begin by giving the students the M4.L1.AS.A worksheet and allow them to complete in groups of 2-3. Make sure to discuss the correct answer with the students, and give examples of each item as follows:
· Credit Report – contains all the information related to your finances, such as payment history and amounts owed. Used synonymously with credit history.

· Payment History: Account payment information (credit cards, loans, mortgage, etc.); Number of past due bills and how long past due

· Amounts Owed: Number of accounts with balance, and how much owed on each; Loans still owed

· Length of Credit History: Times since accounts opened, and since last activity.

· New Credit: Number of recently opened accounts; Number of recent credit inquiries; Time since account openings and credit inquiries; Re-establishment of positive credit history following past payment problems.

· Types of Credit used: Number of various types of accounts (credit cards, loans, mortgages, etc.)

· It is important to understand that a credit score is then determined using the credit report. The score is calculated using the FICO scoring system. Every person is allowed one free credit report from each of the three major agencies per year (Experian, TransUnion, and Equifax). 
· Equifax – One of the three major credit reporting agencies that maintains information about your credit history.

· Experian– One of the three major credit reporting agencies that maintains information about your credit history.
· FICO – the most popular credit score that uses a scale from about 300 to 850. FICO stands for Fair Isaac Company.

· TransUnion– One of the three major credit reporting agencies that maintains information about your credit history.
· Have students watch the short clip labeled “The Big Date” on http://www.whatsmyscore.org/contest/videos.php
Objective 2. Understand what credit history is and why it is important.

· Begin by reiterating that credit history determines a credit score so it is very important.

· Ask students these questions and have them raise their hands if they: Have a checking account and a savings account; Have a telephone or other utilities billed in their own name; Have a bank credit card; Have a small short term cash loan; Paid off any loans
· Explain that any of these that they raised their hand on are some of the first steps to establishing credit history. 
Objective 3. Recognize ways to better their credit history and rating.

· Explain to students that financial difficulties can lower and it is important to understand how to better your credit score if a situation like that arises. 
· Set up a scenario of a college student that has taken out thousands of dollars in student loans. They also have maxed out two credit cards, and they are having a hard time taking care of their finances with just their part-time job.
· Explain to the students that this person can contact their creditor and credit reporting agency to discuss lowering payments or interest to assist in their debt problem. 
· For students to see other ways of fixing this problem have them complete M4.L1.AS.B using the webpage http://www.myfico.com/CreditEducation/improveYourScore.aspx
Objective 4. Know what to do if they have an inaccurate or fraudulent report.

· Ask students why they would want to check their credit history if they were not interested in applying for loans. This should lead into asking the students what they know about identity theft, and how it could affect them if it happened to them. 
· Be sure to explain that identity theft can lower their credit score and keep them from getting credit cards, loans, an apartment, or even a job. 
· Ask them how to stay safe and prevent identity theft, and how to make sure they are not a victim. The answers can be put up on a list on the chalkboard or whiteboard for everyone to see. Possible answers could be: Regularly check your credit report; Guard your social security number; Pick passwords carefully; Be careful what you throw away, mail with important information should be shredded; Be wary of telephone solicitors.
· Review information from each of the four objectives. Optional homework assignment and activity is provided below.

Application 

Extended classroom activity: 
· If students that have some credit history and are interested in acquiring their free copy of their credit reports from the three major reporting agencies have them go to www.annualcreditreport.com and complete the required information. 
· Use M4.L1.AS.D as an optional quiz.
FFA activity: 
· Have a member of the local community that is an expert in credit history and score knowledge (local banker, loan officer, etc.), and have them talk about the importance of a good credit score during class or during an FFA meeting. If this is done during class have the members of the class share what they learned during an FFA meeting.

SAE activity: 
· To get students to relate this to their SAE and record keeping, have them keep records of their spending habits, and any income that they make on a daily basis for two weeks. They should make a beginning balance and an ending balance. 
· At the end of the two weeks, have them evaluate their habits and decide what things they have done would be good for their credit and which ones would be bad. 
· They should also come up with ways to improve their spending habits if necessary.

M4.L1.AS.A
What is in your credit score?
Place each of the following components of a credit score next to a section of the pie chart that’s resembles how much it makes up your credit score.


Payment History


Length of Credit History


Types of Credit Used


Amounts Owed


New Credit




[image: image1]
Source: Garman, E.T., & Forgue, R. (2007). Personal Finance (9th ed.). South-Western College.
M4.L1.AS.A – Teacher Master

What is in your credit score?
Place each of the following components of a credit score next to a section of the pie chart that’s resembles how much it makes up your credit score.


Payment History


Length of Credit History


Types of Credit Used


Amounts Owed


New Credit


[image: image2]
Source: Garman, E.T., & Forgue, R. (2007). Personal Finance (9th ed.). South-Western College.
M4.L1.AS.B
Improving your FICO credit score

Using http://www.myfico.com/CreditEducation/improveYourScore.aspx complete the following questions:
1. It is important to know that improving a credit score takes ____________ and there is no ___________  _______________. (Fair Isaac Corporation, 2010).

2. The best solution to improving a credit score is to manage credit _______________________ over ________________. (Fair Isaac Corporation, 2010).

3. What kind of impact would a delinquent payment have on a credit score? _________________________. (Fair Isaac Corporation, 2010).

4. How long does a collection account stay on your report? ___________________. (Fair Isaac Corporation, 2010).

5. Susan and John just got credit cards with limits of $2,500 to use on their SAE pork production projects. Susan has used all the extra money that she doesn’t need for her pork production on stuff that she wanted from the mall, her current balance is $2,300 that she owes. John has used his credit card only for feed and medicine expenses and his debt is only $650. Since neither Susan nor John has maxed out their credit cards, will this affect each of their credit scores the same?

_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________.

6. Phil owes $3,000 on a credit card. He decides to take out another credit card to pay off the first one. Is this a good or bad strategy? Why or Why Not?

_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________.

7. Fran decides she wants to build up some credit so she can eventually get a large enough loan for a house. She has never had a credit card before and needs advice on what to do. She has heard that the more credit cards she has, the better her credit will be. What advice can you give her?

_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________.

8. Which one of these items will help raise your credit score? (Fair Isaac Corporation, 2010)

a. Opening new accounts responsibly and paying them off

b. Pay down your revolving credit

c. Always pay your bills on time

d. All of the above

Source: Fair Isaac Corporation. (2010). Improving your FICO® credit score. Retrieved February 17, 2010 From http://www.myfico.com/CreditEducation/improveYourScore.aspx
M4.L1.AS.B – Teacher Master
Improving your FICO credit score

Using http://www.myfico.com/CreditEducation/improveYourScore.aspx complete the following questions:
1. It is important to know that improving a credit score takes ___time______ and there is no _quick______  ___fix________. (Fair Isaac Corporation, 2010).

2. The best solution to improving a credit score is to manage credit __responsibly____________ over ___time________. (Fair Isaac Corporation, 2010).

3. What kind of impact would a delinquent payment have on a credit score? ____Negative_______________. (Fair Isaac Corporation, 2010).

4. How long does a collection account stay on your report? __Seven years___________. (Fair Isaac Corporation, 2010).

5. Susan and John just got credit cards with limits of $2,500 to use on their SAE pork production projects. Susan has used all the extra money that she doesn’t need for her pork production on stuff that she wanted from the mall, her current balance is $2,300 that she owes. John has used his credit card only for feed and medicine expenses and his debt is only $650. Since neither Susan nor John has maxed out their credit cards, will this affect each of their credit scores the same?

A higher outstanding debt will affect a credit score negatively more so than a lower debt. Susan’s credit score will most likely be lower than Johns.

6. Phil owes $3,000 on a credit card. He decides to take out another credit card to pay off the first one. Is this a good or bad strategy? Why or Why Not?

Opening new credit cards could actually lower your credit score. The paid off credit card will still show up on Phil’s report for seven years. The most effective way for Phil to improve his score would be to pay off his debt as soon as possible.
7. Fran decides she wants to build up some credit so she can eventually get a large enough loan for a house. She has never had a credit card before and needs advice on what to do. She has heard that the more credit cards she has, the better her credit will be. What advice can you give her?

Taking out many new credit cards will actually lower her credit score. She should start by just taking out one credit card, and managing it responsibly. She should only take out multiple credit cards it’s absolutely necessary for larger purchases if she knows she can pay them off without late payments.

8. Which one of these items will help raise your credit score? (Fair Isaac Corporation, 2010)

a. Opening new accounts responsibly and paying them off

b. Pay down your revolving credit

c. Always pay your bills on time

d. All of the above

Source: Fair Isaac Corporation. (2010). Improving your FICO® credit score. Retrieved February 17, 2010 From http://www.myfico.com/CreditEducation/improveYourScore.aspx
M4.L1.AS.C
Credit History and Score Assignment

Name: _________________________


Date: _______________

Interview an adult that you know is willing to share some credit knowledge with you. Ask them the following questions.

1. When did you get your first credit card? _____________________________

2. Have you every obtained your credit report? ___________

a. Have you obtained your credit score? ____________

3. What types of information appear on your credit report? ________________________________________________________________________

4. What actions can you take to improve or maintain your credit score?

_______________________________________________________________________________________________________________________________________________.

5. What actions do you take to prevent against identity fraud?

_______________________________________________________________________________________________________________________________________________.

Answer the following questions on your own, based on what you learned in class.

1. What makes up the largest part of your credit report? _____________________________

2. What is the company in charge of the calculations to determine credit scores? ____________________.

3. Give three ways to start establishing credit history.

_______________________________________________________________________________________________________________________________________________________________________________________________________________________.

4. List three things that could hurt of decrease your credit score.

_______________________________________________________________________________________________________________________________________________________________________________________________________________________.

M4.L1.AS.C – Teacher Master

Credit History and Score Assignment

Name: _________________________


Date: _______________

Interview an adult that you know is willing to share some credit knowledge with you. Ask them the following questions. Answers will vary for questions 1-5.
1. When did you get your first credit card? _____________________________

2. Have you every obtained your credit report? ___________

a. Have you obtained your credit score? ____________

3. What types of information appear on your credit report? _Examples: loans, mortgages, utilities, credit cards, etc.__________________________________________________

4. What actions can you take to improve or maintain your credit score?

Examples: pay bills on time, keep credit card balances low, pay off debt, manage credit cards responsibly.______________________________________________________.

5. What actions do you take to prevent against identity fraud?

_Examples: keep important information in a safe place, guard SS number, create difficult passwords for online banking, pick PIN numbers wisely, and don’t put SS number on driver’s license.__________________________________________________________.

6. What makes up the largest part of your credit report? __Payment History_____________

7. What is the company in charge of the calculations to determine credit scores? _FICO –Fair Isaac Corporation__________________.

8. Give three ways to start establishing credit history.

1. Have a checking account and a savings account

2. Have a telephone or other utilities billed in their own name.

3. Have a bank credit card.

4. Have a small short term cash loan

5. Paid off any loans.

9. List three things that could hurt of decrease your credit score.

_Examples: Late payments, high balances on credit cards, opening/applying for many new credit cards._________________________________________________.
M4.L1.AS.D – Quiz - Credit History and Ratings 
 Name: _______________________
Part 1. Multiple Choice – Identify the correct response to each of the following statements. Write the letter corresponding to the correct answer in the space provided to the left of each item.
___1. Which of the following statements best describes your right to check your credit history for accuracy?

a. Your credit record can be check once a year for free

b. You cannot see your credit record.

c. All credit records are the property of the U.S. Government and access is only available to the FBI and Lenders.

d. You can only check your record for free if you are turned down for credit based on a credit report.

___2. Which of the following can impact your credit rating?
a. Borrowing money from a friend to pay for lunch.

b. Living with your parents until you earn enough money to afford to rent an apartment

c. Paying cash for a used car

d. Making a late car loan payment

___3. Which of the following agencies provide free credit reports for consumers?

a. Equifax, credit unions

b. Credit unions, your bank

c. Experian, Credit Reports Association

d. TransUnion, Experian

e. None of the above, you must pay a fee for any credit report

___4. Suki wants to move into her own apartment after graduating from high school, but she is worried that she won’t be able to rent an apartment without significant credit history. What can Suki do to start using credit wisely?

a. Rent an apartment with a friend who will sign the lease

b. Apply for a store credit card

c. Apply for several major credit cards

d. Close her checking account to avoid bouncing a check

___5. Credit experts recommend that you check the status of your credit reports at least…

a. Every time you apply for a loan or credit card.

b. When you apply for your first loan or credit card.

c. Once a year.

d. Once every five years.

Part 2. Matching and Short Answer. Match each situation described below with whether it is an appropriate or inappropriate use of credit by placing a check in the correct column. In the right column, write at least one sentence to justify your answer.
	Situation
	Appropriate (X)
	Inappropriate (X)
	Reason

	6. 1 – year loan to buy a mountain bike
	
	
	

	7. Borrow $5,000 to pay for a wedding reception
	
	
	

	8. Use store credit to buy a new refrigerator to replace one that no longer is working properly
	
	
	

	9. 5-year loan for used car
	
	
	

	10. Set up a 6-month payment plan to pay hospital fees for X-rays from an accident
	
	
	


M4.L1.AS.D – Quiz over Credit History and Ratings

1. A

2. D

3. D

4. B

5. C

      6-10. Answers will vary

Sources:

National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE.
The Jump$tart Coalition for Personal Financial Literacy. (2010). 2008 JUMP$TART HIGH SCHOOL SENIOR QUESTIONNAIRE
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