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Module 4 / Lesson 2 – Loans and Interest

Lesson Number – M4.L2
Key Concept – Financial Capability
Unit – Module 4 – Credit
Lesson 6 – Loans and Interest

Precepts
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-12.3 - Evaluation Strategies 
NL-ENG.K-12.4 - Communication Skills 
NL-ENG.K-12.12 - Applying Language Skills
NSS-EC.9-12.12 - Interest Rates 

Jump$tart Coalition® for Personal Financial Literacy National Standards (http://www.jumpstart.org/national-standards.html)
	Financial Responsibility and Decision Making
Standard 4: Make financial decisions by systematically considering alternatives and consequences
	Planning and Money Management
		Standard 3: Describe how to use different payment methods.
		Standard 4: Apply consumer skills to purchase decisions.
	Savings and Investment
		Standard 3: Evaluate investment alternatives

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. Discuss elements in the planned use of credit.
2. Define consumer loan terminology.
3. Recognize signs of over indebtedness. 

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

Resources used in lesson development
Credit Loan, LLC. (2006). http://www.creditloan.com/
Dollar Bank, Federal Savings Bank. (2010). Unsecured or Secured Loan: Choosing Your Loan. 
Federal Deposit Insurance Corporation. (2009). Money Smart for Young Adults.
Federal Deposit Insurance Corporation. (2010). Loans and Mortgages. http://www.fdic.gov/consumers/loans/index.html
Garman, E.T., & Forgue, R. (2007). Personal Finance (9th ed.). South-Western College.
GovLoans.gov. (2010). http://www.govloans.gov
Kapoor, J., Dlabay, L., & Hughes, R.J. (2008). Personal Finance (9th ed.). McGraw-Hill: Irwin.
National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE.
Sallie Mae, Inc. (2010). http://www.salliemae.com/

Additional teaching materials for this lesson
National Endowment for Financial Education (NEFE). High School Financial Planning Program, http://hsfpp.nefe.org/
	Unit 2: Budgeting: Making the most of your money
Family Economics & Financial Education (FEFE). Teaching Family Finance 
http://fefe.arizona.edu/download-lessons
5.0 Decision making
Thirteen Ed Online. Financial Education
	http://www.thirteen.org/edonline/lessons/
	The business of credit (http://www.thirteen.org/edonline/lessons/fe_credit/index.html)

Tools, Equipment, and Supplies
M4.L2.TM.A – cut apart cards so that each student can have a card when entering the class
M4.L2.TM.B
M4.L2.TM.C
M4.L2.TM.D
M4.L2.TM.E – set of cards for each 3 students
Computer with Internet access and projector
M4.L2.AS.A – one per student
M4.L2.AS.B – one per student

Key Terms The following terms are presented in this lesson and appear in bold italics.
Annual Percentage Rate (APR) – the total amount of what it costs you to use credit in a given year. It is expressed as a percentage of the amount borrowed.
Capacity – refers to present and future ability to meet payment obligations.
Capital – refers to value of assets and net worth
Character – refers to how you have paid bills or debts in the past.
Collateral – security you provide a lender.
Cosigner – a joint signer of a negotiable instrument 
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.
Debt – the amount you borrow.
Finance charge – the actual dollar cost of using credit to maintain a balance.
Financing – obtaining money for a purchase.
Fixed-rate loan – a loan in which the interest rate will stay fixed for the entire loan term.
Grace period – the length of time you have before you start accumulating interest.
Installment loan – a loan repaid with interest in equal periodic payments
Interest – a sum paid or charged for the use of money or for borrowing money.
Late fee – penalty for making a payment after the due date.
Loan term – the length of time you have to pay off a loan.
Secured loan – a loan where the borrower offers collateral for the loan.
Unsecured loan – a loan that is issued and supported only by the borrower’s creditworthiness, rather than by collateral
Variable-rate loan – a loan in which the interest rate fluctuates as market interest rates change.

Content Outline
1. Discuss elements in the planned use of credit.
a. Installment loan – a loan repaid with interest in equal periodic payments
b. Loan term – the length of time you have to pay off a loan. 
c. Interest – a sum paid or charged for the use of money or for borrowing money.
d. Provide an example of paying cash vs. utilizing a loan
e. Planned borrowing should only be used for items that are too expensive to be purchased without using credit (e.g., homes, cars, furniture, computers, or major appliances)
2. Define consumer loan terminology.
a. Annual Percentage Rate (APR) – the total amount of what it costs you to use credit in a given year; it is expressed as a percentage of the amount borrowed
b. Unsecured loan – a loan that is issued and supported only by the borrower’s creditworthiness, rather than by collateral
c. Secured loan – a loan where the borrower offers collateral for the loan
d. Cosigner – a joint signer of a negotiable instrument 
e. Collateral – security you provide a lender
f. Fixed-rate loan – a loan in which the interest rate will stay fixed for the entire loan term
g. Variable-rate loan – a loan in which the interest rate fluctuates as market interest rates change
h. Capacity – refers to present and future ability to meet payment obligations
i. Capital – refers to value of assets and net worth
j. Character – refers to how you have paid bills or debts in the past
3. Recognize signs of over indebtedness.
a. 70-20-10 Rule
i. Spend 70 % of your income on living expenses
ii. Invest or save 20%
iii. Use the remaining 10% to pay off debt
b. Ten Signs of Over Indebtedness: Exceeding debit/credit limit; Running out of money; Paying only the minimum due; Requesting new cards and increases in credit limits; Paying late or skipping payments; Not knowing how much you owe; Taking add-on loans; Using debt consolidation; Receiving notice of repossession or foreclosure; and/or Experiencing garnishment
c. Top 3 financial missteps with credit cards and consumer loans
i. Paying more than 15% of income toward debt payments
ii. Failing to shop for the lowest APR on credit cards and consumer loans
iii. Failing to regularly check the accuracy of credit bureau files

Interest Approach
· Before class cut apart the “borrow cards” on M4.L2.TM.A so that each student can have one when they enter class. Some cards may need to be used more than once depending upon the size of the class. Also before class, print M4.L2.TM.D (3 pages) and place around the room to be used during the lesson with a Go Get It eMoment.
· Welcome students to class by giving each student a “borrow card.” Once all students have a card, challenge them to go around and see if they can find a classmate that will let them borrow the item that is listed on the “borrow card.” 
· Students should make sure they discuss how the deal will be negotiated and what terms and conditions will be involved. Allow about five minutes for this activity. 
· Have student return to their chairs and engage in a discussion guided by the following questions:
1. What were you trying to borrow from your classmate and were you successful in the negotiation? Why or why not?
2. What were the terms and conditions you have to follow in order to borrow the item?
3. Was there anything that influenced you to loan the item to that person?
· Conclude that many factors go into borrowing and lending all types of items. Today they will be learning more about loans and further developing their financial capability knowledge.

Objective 1. Discuss elements in the planned use of credit.
· Begin by having students watch the video “Don’t Buy Stuff You Can’t Afford,” http://consumerist.com/2007/04/snl-skit-dont-buy-stuff-you-cant-afford.html. Briefly discuss the skit and talk about that there are times when they may have to take out a financial loan but we must be educated and strategic in the process. 
· Use M4.L2.TM.B to have students capture some basic terms in the notes. Discuss these terms with students: Loan term - the length of time you have to pay off the loan, and Interest. Interest is a sum paid or charged for the use of money or for borrowing money.
· Show students M4.L2.TM.C and go through each question and math example so they understand the difference between getting a loan and paying for an item with cash. 
· Explain that planned borrowing should only be used for items that are too expensive to be purchased without using credit, like cars, homes, home improvement, furniture, computers, major appliances, etc.

Objective 2. Define consumer loan terminology.
· Tell students if they decide to make large financial purchases, they need to understand their options. To aid them in being knowledgeable about consumer loans and more financially capable it is necessary that they understand the common terminology used. Have them capture the following terms in their notes through a Go Get It eMoment. The terms can be found on M4L2.TM.D.
· Allow five minutes for students to capture the information from around the room.
· Upon completion, go over the following key terms with students and give examples of each.
· Annual Percentage Rate (APR) – the total amount of what it costs you to use credit in a given year; it is expressed as a percentage of the amount borrowed. One of the first steps in making wise financial decisions is to make sure a person is receiving a loan with a reasonable and competitive APR.
· Unsecured loan – a loan that is issued and supported only by the borrower’s creditworthiness, rather than by collateral. Usually offered at higher interest rates and have lower borrowing amounts than secured loans. Examples: Personal loans, personal lines of credit, student loans, some home improvement loans.
· Secured loan – a loan where the borrower offers collateral for the loan. Usually offer lower rates, higher borrowing limits, and longer repayment terms than unsecured loans. Examples: home equity loan, home equity line of credit, auto loan, boat loan, recreational vehicle loan, home improvement loan. 
· Cosigner – a joint signer of a negotiable instrument, esp. a promissory note. 
· Collateral – security you provide a lender, something of equal or greater value than the loan that the lender can take away if repayment of the loan does not occur.
· Fixed-rate loan – a loan in which the interest rate will stay fixed for the entire loan term. Examples: student loans, mortgages, loans for businesses, auto loans, boat loans, home improvement loans.
· Variable-rate loan – a loan in which the interest rate fluctuates as market interest rates change. Examples are mortgages, credit card, line of credit
· Capacity – refers to present and future ability to meet payment obligations. This might include looking at how long you have worked and what you make to determine if you can make the payments
· Capital – refers to value of assets and net worth. The value of what you own
· Character – refers to how you have paid bills or debts in the past. A good determiner of this would be your credit history.
· Summarize by telling students it is important to understand the terminology being used so they can be strategic in their financial decision making process.

Objective 3. Recognize signs of over indebtedness. 
· Explain to students that it is important that they follow some basic guidelines when choosing what type of loan they need, and it is important that they have good money habits. Ask students what signs they think would mean someone has too much debt.
· Share the following items to help them further understand financial capability with respect to loans and debt.
· A good rule of thumb is the 70-20-10 Rule, which is spend 70 % of your income on living expenses, invest or save 20%, and use the remaining 10% to pay off debt.
· Ten signs of over indebtedness: Exceeding debit/credit limit; Running out of money; Paying only the minimum due; Requesting new cards and increases in credit limits; Paying late or skipping payments; Not knowing how much you owe; Taking add-on loans; Using debt consolidation; Receiving notice of repossession or foreclosure; and/or Experiencing garnishment.
· The top 3 financial missteps with credit cards and consumer loans: Failing to shop for the lowest APR on their credit cards and consumer loans. Paying more than 15% of income toward debt payments. Failing to regularly check the accuracy of credit bureau files.
· Conclude that these are all good recommendations to keep in mind when attempting to secure financial success in the future.

Review/Summary
· Utilize a $10,000 Pyramid eMoment to review the content from the lesson. Cards for the activity can be found on M4.L2.TM.E.
· Close by reminding students that it is essential to continually develop financial knowledge, skills, and responsibility to be financially capable in the future.

Application

Extended classroom activity: 
· Using the website http://www.autoloancalculatoronline.com/, have students complete M4.L2.AS.A about calculating car loans.
· Use M4.L2.AS.B as an optional quiz.

FFA activity: 
· Have members invite a local bank representative or financial lender to discuss with the class (or at an FFA meeting) about what their institution looks for when deciding whether or not to provide loans to an individual. Prepare a set of questions ahead of time for the individual to make sure the presentation is an efficient use of their time.

SAE activity: 
· Have student’s research types of loans that would be beneficial to the growth of their SAE. Assist them in deciding if a loan is the right option for them. Have them calculate potential costs and benefits of getting the loan and growing their projects.


M4.L2.TM.A – Borrow Cards



	

iPod


	$5 for Lunch
	Cell phone to call a friend

	

Car to drive to work


	Class notes from a day you were absent from math
	$25 for gas until you get your paycheck

	Shoes for gym class since you forgot yours at home
	
Review sheet for test tomorrow since you did not do yours

	Cell phone to call a parent

	
A ride to school for 2 days while your car is broken down

	Math book for a day since you forgot yours at home
	Sweatshirt since you are cold

	
Jumper cables because your car will not start

	Chap Stick
	A place to spend the night while the power is out





Source: National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE.


M4.L2.TM.B – Consumer Loan and Interest Terminology


Consumer Loan and Interest Terminology

Loan Term - the length of time you have to pay off a loan

Interest - a sum paid or charged for the use of money or for borrowing money 


M4.L2.TM.C – Loan vs. Cash

Using a Loan vs. Using Cash

You decide to buy a car, given the following information let’s look at the price of buying a car paying cash and buying a car using a loan.
· You have saved up $2500 for the car
· The car you like is $12,595 plus tax and registration costs
· Tax and Registration costs are $575
· The loan term is 60 months, with a monthly payment of $225 after you figure in your down payment.


How much will the total cost of the car be if you get the loan?

     $225  monthly payment
X      60 payments
$13,500 total cost of payments


 $13,500 total cost of payments
   $2,500 down payment
+   $525 tax and registration fee
$16,575 total cost for the car with a loan


M4.L2.TM.C – Loan vs. Cash (continued)



What is the cost of the car if I could pay cash?
  $12,595 cash cost of car
+     $525 registration and tax
$13,170 cash cost of car



What’s the difference in cash cost of the car and loan cost?

    $16,575 loan cost
-  $13,170 cost of car paying cash
    $3,405 this is the amount of interest you would 
be paying on your loan





Source: Federal Deposit Insurance Corporation. (2009). Money Smart for Young Adults.

M4.L2.TM.D – Consumer Loan and Interest Terminology

Consumer Loan and Interest Terminology


Annual Percentage Rate (APR) - the total amount of what it costs you to use credit in a given year; it is expressed as a percentage of the amount borrowed

Unsecured loan - a loan that is issued and supported only by the borrower’s creditworthiness, rather than by collateral; usually offered at higher interest rates and have lower borrowing amounts than secured loans

Secured loan - a loan where the borrower offers collateral for the loan; usually offer lower rates, higher borrowing limits, and longer repayment terms than unsecured loans 


M4.L2.TM.D – Consumer Loan and Interest Terminology (continued)

Consumer Loan and Interest Terminology

Cosigner - a joint signer of a negotiable instrument

Collateral - security you provide a lender, something of equal or greater value than the loan that the lender can take away if repayment of the loan does not occur

Fixed-rate loan - a loan in which the interest rate will stay fixed for the entire loan term

M4.L2.TM.D – Consumer Loan and Interest Terminology (continued)

Consumer Loan and Interest Terminology

Variable: rate loan - a loan in which the interest rate fluctuates as market interest rates change

Capacity - refers to present and future ability to meet payment obligations

Capital - refers to value of assets and net worth; the value of what you own

Character - refers to how you have paid bills or debts in the past

M4.L2.TM.E – $10,000 Pyramid eMoment Cards



	Installment Loan
	
Loan Term


	Interest
	Annual Percentage Rate

	Unsecured Loan
	
Secured Loan


	Cosigner
	
Collateral




M4.L2.TM.E – $10,000 Pyramid eMoment Cards (continued)




	
Fixed-Rate Loan

	Variable-Rate Loan

	
Capacity

	Capital

	
Character

	70 – 20 – 10 Rule

	10 Signs of Over Indebtedness
	Top 3 Financial Missteps




M4.L2.AS.A – Extended Activity about Calculating Auto Loans – Teacher Master

Calculating Auto Loans

Read the following scenario and answer the questions using the website: http://www.autoloancalculatoronline.com/. 

Its time for you to purchase a new to car! You have found the perfect car and know about what kind of loan you want after learning about loans in class. You want to figure out how much you will end up having to pay for the car and what your monthly payments might be before making the final commitment. The MSRP (manufacturer’s suggested retail price) for the car is $14,999. The dealer is unwilling to negotiate to a lower price but you do have $300 saved up for a down payment, and a trade in car that they will give you $2,000 for. You have no other rebates, and the costs for the tag, title, and registration will cost you an additional $205, but there will be no other additional costs except for sales tax. 

For this exercise you will also need the following information, keep in mind this may not be correct for your state but use this information for this activity:
· Your state does charge sales tax on a new car purchase
· Your state does not credit sales tax on trade-in vehicles
· Your state does not have a minimum sales tax limit and it is not charged on top of your tag and title fees or non-official fees and costs.
· The interest rate on your loan is 6.4% and it will last for 30 months.
· Your states sales tax is 5.5%

After you have put all the information into the calculator it will give you the following information, fill in the blanks:

1. What is your monthly loan payment? $_496.43_________
2. What is the total purchase cost of the car? $_17,193.00__________
3. What is the total interest that you will be paying for the car? $__1,164.055________
4. How much is the total sales tax that you must pay on the car? $_825.00__________

Source: AutoLoanCalculatorOnline.com (2008). New Car Auto Loan Payment Calculator. http://www.autoloancalculatoronline.com/



M4.L2.AS.A – Extended Activity about Calculating Auto Loans


Calculating Auto Loans

Read the following scenario and answer the questions using the website: http://www.autoloancalculatoronline.com/. 

Its time for you to purchase a new to car! You have found the perfect car and know about what kind of loan you want after learning about loans in class. You want to figure out how much you will end up having to pay for the car and what your monthly payments might be before making the final commitment. The MSRP (manufacturer’s suggested retail price) for the car is $14,999. The dealer is unwilling to negotiate to a lower price but you do have $300 saved up for a down payment, and a trade in car that they will give you $2,000 for. You have no other rebates, and the costs for the tag, title, and registration will cost you an additional $205, but there will be no other additional costs except for sales tax. 

For this exercise you will also need the following information, keep in mind this may not be correct for your state but use this information for this activity:
· Your state does charge sales tax on a new car purchase
· Your state does not credit sales tax on trade-in vehicles
· Your state does not have a minimum sales tax limit and it is not charged on top of your tag and title fees or non-official fees and costs.
· The interest rate on your loan is 6.4% and it will last for 30 months.
· Your states sales tax is 5.5%

After you have put all the information into the calculator it will give you the following information, fill in the blanks.
1. What is your monthly loan payment? $____________
2. What is the total purchase cost of the car? $________________
3. What is the total interest that you will be paying for the car? $__________________
4. How much is the total sales tax that you must pay on the car? $_________________

Source: AutoLoanCalculatorOnline.com (2008). New Car Auto Loan Payment Calculator. http://www.autoloancalculatoronline.com/









M4.L2.AS.C – Quiz on Loans and Interest 		Name: _______________________

Part 1. Matching – Read each statement carefully. Select the term that best matches the statement by writing the letter of the matching term in the blank.

___1. Total percentage it costs you yearly to use			a. Annual Fee
          your credit.
									b. Annual Percentage
___2. A period of time allowed in which you can			    Rate (APR)
          pay off new purchases, if there is no old balance,
          without being charged interest.					c. Capacity

___3. Payment (rent) you make for the use of another’s		d. Capital
          money.
									e. Collateral
___4. Amount you owe with an obligation to pay back.	
									f. Credit
___5. Amount of financial trust (principal) extended
          to you by a lender						g. Debt

___6. Something of value that lenders can repossess			h. Finance Charge
          if you are unable to repay a loan as promised.
									i. Grace Period
___7. Taking into consideration your work history when
          deciding if you are creditworthy.				j. Interest
	
									k. Loan term


Part 2. Fill-in-the-blank. Write the correct response to the statement in the blank provided.

8-10. The 70-20-10 Rule says to spend 70% of your income on _______________ expenses, _______________ 20%, and use the remaining 10% to pay off _____________.












M4.L2.AS.C – Quiz on Loans and Interest – Teacher Master

1. b
2. i
3. j
4. g
5. f
6. e
7. c
8-10. living, invest (save), debt.

























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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