
Module 4 / Lesson 3 – Credit Cards
Lesson Number – M4.L3

Key Concept – Financial Capability

Unit – Module 4 - Credit
Lesson Title – Credit Cards
Precepts

C – Vision


C1. Contemplate the Future
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
Financial Responsibility and Decision Making


Standard 1. Take responsibility for personal financial decisions

Student Learning Objectives

As a result of this module the student will…

1. Understand and manage credit responsibly.

As a result of this lesson, the student will …

1. Define credit.

2. Describe common components of credit cards.

3. Demonstrate the ability to compare and contrast credit card offers.

Time Instruction time for this lesson: 50 minutes.  (Time is estimated and may vary depending on teaching style)
Resources Used in Lesson Development
Bankrate, Inc. (2009). Credit card calculator. Retrieved December 9, 2009, from http://www.bankrate.com/calculators/credit-cards/credit-card-payoff-calculator.aspx
Educational Broadcasting Corporation. 2007. What’s up in finance?: Pay credit when credit is due. Retrieved December 9, 2009, from http://www.thirteen.org/finance/educators/lesson3.html
National Endowment for Financial Education® (NEFE®). 2006. NEFE high school financial planning program. Greenwood Village, CO: National Endowment for Financial Education.
The Charles Schwab Corporation. (2009). Insights into money attitudes, behaviors and concerns of teens. Retrieved December 9, 2009, from http://www.aboutschwab.com/community/financial-literacy/teens-and-money.html
Additional teaching resources for this lesson:
Educational Broadcasting Corporation. 2007. Games: it costs what? Retrieved December 9, 2009, from (http://www.thirteen.org/finance/games/itcostswhat.html)
Tools, Equipment, and Supplies

Example Credit Cards
Example Credit Card Offers

M4.L3.TM.A

M4.L3.TM.B

M4.L3.TM.C

M4.L3.AS.A for each student

M4.L3.AS.B for each student

Internet Access
M4.L3.AS.C for each student
Key Terms The following terms are presented in this lesson and appear in bold italics:

Annual Fee – an amount that credit card companies can charge for the use of a credit card

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

Cash Advance – on a credit card, an individual can borrow cash against the credit limit of the card, usually has a higher interest rate than the rate used for purchases
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 Card – plastic card with an assigned account number, which enables the holder to purchase goods or services and receive cash on credit

Credit Limit – the maximum amount of credit a lender will extend to a customer

Grace Period – on a credit card, the length of time you have before you start accumulating interest on an unpaid balance

Initial Annual Percentage Rate – the total amount of what it costs you to use credit in a given period of time once the credit card is obtained; this is often lower than the APR for a short period of time to entice individuals to obtain a credit card
Interest – a charge for a loan, usually calculated as a percentage of the principal; payment for the use of money (principal X interest rate X time)

Late Fee – a penalty on all types of credit for making a payment after its due date

Minimum Payment – the minimum dollar amount that a credit card company requires an individual to pay before implementing a late fee

Principal – the amount of money someone is willing to loan you

Rewards – benefits in the form of points or percentages back to the credit card holder when using a credit card

Content Outline
I. Define 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
II. Describe common components of credit cards

a. Annual Fee, Annual Percentage Rate (APR), Cash Advance, Credit Card, Credit Limit, Grace Period, Initial Annual Percentage Rate, Interest, Late Fee, Minimum Payment, Principal, and Rewards
III. Demonstrate the ability to compare and contrast credit card offers
a. Look at Annual Fee, Annual Percentage Rate (APR), Initial Annual Percentage Rate, Rewards
b. Make decisions about credit card selection based on the components
Interest Approach

· Welcome the students to class and begin by posing the following five questions to students to set their frame of mind toward thinking about debt, credit, and credit card use (M4.L3.TM.A could be used if desired):

1. Nearly ______% of teens owe money to either a person or company, with an average 

debt of $________.



(Answers: 29%; $293 – The Charles Schwab Corporation in 2007)

2. About ______% of teens ages 16-18 already have more than $1000 in debt.




(Answer: 26% - The Charles Schwab Corporation in 2006)

3. ______% of teens say they understand how credit card interest and fees work.

(Answer: 30% - The Charles Schwab Corporation in 2006)

4. How long would it take to pay off a $2000 credit card bill at 18% interest if you pay only the minimum due each month?

(Answer: 19 Years – Educational Broadcasting Corporation, 2007)

5. How much interest do you think you will have paid in the previous situation?

(Answer: $3862 in interest – Educational Broadcasting Corporation, 2007)

· Describe to the students that those items just mentioned are the ones that they will be engaged with today during the lesson and to keep in the back of their minds that the financial decisions they make today will play a role in their future financial success.
Summary of Content and Teaching Strategies

Objective 1. Define credit.

· Describe a situation where a student wants to buy a computer. The computer is about $2000 (similar to the interest approach question). Ask students what options the student has to buy the computer. Make sure that students mention credit cards as an option.
· Use this relevant example to lead into a discussion about credit. 
· The outcome is to make sure that students understand the concept of credit. 
· Credit is not “free money” but rather is loaned money on trust and with the expectation that it will be repaid at a later date. One type of credit is through credit cards. 
· Show the example credit cards.
Objective 2. Describe common components of credit cards.

· Mention that credit cards can be very useful in emergencies and building credit but can also be very dangerous if not handled wisely. 
· The first step to wise use of credit cards is to understand the components. Provide students with M4.L3.AS.A and have them attempt to match the terms with the definitions. (Answers can be found on M4.L3.TM.B.)

· Upon completion discuss the terms to help students understand each component.
· Summarize by telling students that their understanding of these components can help them in making financial decisions and aid them in becoming financially capable.
Objective 3. Demonstrate the ability to compare and contrast credit card offers.

· Have students draw upon the knowledge they gained from the previous objective to make some financial decisions in relation to credit cards.

· Show students the example offers you have brought to class. Use those examples to lead into M4.L3.AS.B. 
· Have students work through the credit card information on M4.L3.AS.B using the matrix to compare credit cards. (Answers to the matrix can be found on M4.L3.TM.C.)
· Once students have filled in the matrix discuss the pros and cons of each offer. 
· Bring back the example of the computer. Discuss with them that if they chose to use a credit card what would be some pros and cons to each credit card for that purpose. 
· Have students use a website (example - http://www.bankrate.com/calculators/credit-cards/credit-card-payoff-calculator.aspx) to determine payments and the amount of interest that would accrue over time. 
· Use the computer example with the online calculations to discuss whether using a credit card is a good option or not at this time to purchase a computer.
Review/Summary.

· Use an Eye Witness News e-Moment to review the information covered during the lesson. Have students work in pairs and assume the roles of a news reporter and an interviewee. Students will report live about what they have learned. Allow three minutes of prep time and 30 seconds for the interview. Then have students switch roles so that each student has the chance to summarize and talk about what they learned.
· Conclude by challenging students to be educated and wise individuals in the future when selecting and using credit cards.

Application

Extended classroom activity: 
· Have students collect credit card offers that they receive at home or ones that they notice displayed in public. Bring the offers to class and compare and contrast the credit features of the cards.
·  Based upon the credit features have students recommend when using the credit cards would be a sound financial decision.
· Use M4.L3.AS.C as an optional quiz
FFA activity: 
· Have students put together a poster describing the key factors to look for when evaluating a credit card offer. The poster could be displayed in a hallway or on a bulletin board in an attempt to create financial awareness when selecting credit cards. 
· Have students briefly present the poster to all FFA members at a local chapter meeting.

SAE activity: 
· Have students visit a local financial professional. While visiting the professional, students should discuss forms of credit and the recommendations that the individual has for the use of credit cards. 
· Upon completion of the visit, students should present their findings in either a short written or verbal report. 
M4.L3.TM.A – Beginning Questions

What do you think . . .
Nearly ______% of teens owe money to either a person or company, with an average debt of $________.



About ______% of teens ages 16-18 already have more than $1000 in debt.

______% of teens say they understand how credit card interest and fees work.

How long would it take to pay off a $2000 credit card bill at 18% interest if you pay only the minimum due each month?

How much interest do you think you will have paid in the previous situation?

M4.L3.TM.B – Credit Card Terminology
	G -  Credit


	A. plastic card with an assigned account number, which enables the holder to purchase goods or services and receive cash on credit

	C - Principal


	B.  an amount that credit card companies can charge for the use of a credit card

	J - Interest


	C. the amount of money someone is willing to loan you

	A - Credit Card


	D. 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

	H - Credit Limit


	E. benefits in the form of points or percentages back to the credit card holder when using a credit card

	D -  Annual Percentage Rate (APR)


	F. on a credit card, an individual can borrow cash against the credit limit of the card, usually has a higher interest rate than the rate used for purchases

	L -  Initial Annual Percentage Rate


	G. 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

	B - Annual Fee


	H. the maximum amount of credit a lender will extend to a customer

	F - Cash Advance


	I. a penalty on all types of credit for making a payment after its due date

	K - Grace Period


	J. a charge for a loan, usually calculated as a percentage of the principal; payment for the use of money (principal X interest rate X time)

	M – Minimum Payment


	K. on a credit card, the length of time you have before you start accumulating interest on an unpaid balance

	I - Late Fee


	L. the total amount of what it costs you to use credit in a given period of time once the credit card is obtained; this is often lower than the APR for a short period of time to entice individuals to obtain a credit card

	E - Rewards


	M. the minimum dollar amount that a credit card company requires an individual to pay before implementing a late fee


M4.L3.TM.C – Assessing Credit Card Offers

Card #1
Card #1 has no annual fee, and an initial APR of 0%. The card also includes rewards: with every $1,000 spent, you get a $10 gift certificate to a local burger chain. After six months, the APR jumps to 19.1%. 

Card #2
Card #2 also has no annual fee, and an initial APR of 0%. The cardholder can also take money out on the card at the ATM. However, when these types of transactions are made, the APR jumps to 24.1%. In fact, the rate will go to 24.1% after three months for all purchases. This card also features rewards: after spending $35,000 on the card, you get a free domestic airline flight.

Card #3
Card #3 also has no annual fee, although the APR is 12.9%, with no different initial APR. No rewards are offered. 

Card #4
Card #4 is a little different. There is an annual fee of $150, but no APR. With this card, you have to pay off your balance every month. This card also features a rewards program: you get one "point" for every dollar spent on the card, and points can be redeemed for magazine subscriptions and other items.

Card #5
Card #5 isn't officially a credit card. There is no annual fee, no APR, and no balance carried. This card takes money directly from your savings or checking account.
	Credit Card
	Initial APR
	APR
	Annual Fee
	Rewards

	Card #1
	0%
	19.1% after six months
	$0
	For every $1,000 spent, $10 gift certificate to local burger chain

	Card #2
	0%
	24.1% after three months
	$0
	After spending $35,000, free domestic airline flight

	Card #3
	12.9%
	12.9%
	$0
	None

	Card #4
	0%
	0%, but have to pay off balance every month
	$150 
	A "point" for every dollar spent

	Card #5
	0%
	0%, but can only spend money in checking or savings account
	$0
	None


Source: Educational Broadcasting Corporation (2007)
M4.L3.AS.A – Credit Card Terminology

Match the following terms with their correct definitions.

	_____ Credit


	A. plastic card with an assigned account number, which enables the holder to purchase goods or services and receive cash on credit

	_____ Principal


	B.  an amount that credit card companies can charge for the use of a credit card

	_____ Interest


	C. the amount of money someone is willing to loan you

	_____ Credit Card


	D. 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

	_____ Credit Limit


	E. benefits in the form of points or percentages back to the credit card holder when using a credit card

	_____ Annual Percentage Rate (APR)


	F. on a credit card, an individual can borrow cash against the credit limit of the card, usually has a higher interest rate than the rate used for purchases

	_____ Initial Annual Percentage Rate


	G. 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

	_____ Annual Fee


	H. the maximum amount of credit a lender will extend to a customer

	_____ Cash Advance


	I. a penalty on all types of credit for making a payment after its due date

	_____ Grace Period


	J. a charge for a loan, usually calculated as a percentage of the principal; payment for the use of money (principal X interest rate X time)

	_____ Minimum  

Payment


	K. on a credit card, the length of time you have before you start accumulating interest on an unpaid balance



	_____ Late Fee


	L. once the credit card is obtained; this is often lower than the APR for a short period of time to entice individuals to obtain a credit card

	_____ Rewards


	M. the minimum dollar amount that a credit card company requires an individual to pay before implementing a late fee


Activity Sheet - M4.L3.AS.B – Assessing Credit Card Offers
Card #1
Card #1 has no annual fee, and an initial APR of 0%. The card also includes rewards: with every $1,000 spent, you get a $10 gift certificate to a local burger chain. After six months, the APR jumps to 19.1%. 

Card #2
Card #2 also has no annual fee, and an initial APR of 0%. The cardholder can also take money out on the card at the ATM. However, when these types of transactions are made, the APR jumps to 24.1%. In fact, the rate will go to 24.1% after three months for all purchases. This card also features rewards: after spending $35,000 on the card, you get a free domestic airline flight.

Card #3
Card #3 also has no annual fee, although the APR is 12.9%, with no different initial APR. No rewards are offered. 

Card #4
Card #4 is a little different. There is an annual fee of $150, but no APR. With this card, you have to pay off your balance every month. This card also features a rewards program: you get one "point" for every dollar spent on the card, and points can be redeemed for magazine subscriptions and other items.

Card #5
Card #5 isn't officially a credit card. There is no annual fee, no APR, and no balance carried. This card takes money directly from your savings or checking account.
	Credit Card
	Initial APR
	APR
	Annual Fee
	Reward

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Source: Educational Broadcasting Corporation (2007)

M4.L3.AS.C – Quiz over Credit Cards 


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 credit card users is likely to pay the GREATEST dollar amount in finance charges per year, if they all charge the same amount per year on their cards?

a. Jessica, who pays at least the minimum amount each month, and more when she has the money.

b. Vera, who generally pays off the full amount on her credit card each month but, occasionally, will pay the minimum when she is short of cash.

c. Megan, who pays off her credit card bill in full each month shortly after she receives it.

d. Erin, who makes only the minimum payment each month.

___2. When items are bought on credit and paid for over a long period of time, the total cost to the buyer…

a. Is the same as if the items were bought with cash

b. Is less than if the items were bought with cash

c. Is more than if the items were bought with cash

Part 2. Matching – Read each statement carefully. Select the term that best matches the statement by writing the letter of the matching term in the blank.

___3. Plastic card with an assigned account number, 


a. Annual Fee

          which enables the holder to purchase goods or 

          services and receive cash on credit




b. Rewards

___4. A charge for a loan, usually calculated as a percentage

c. Cash Advance

          of the principal; payment for the use of money.











d. Credit Card

___5. The amount of money someone is willing to loan you











e. Interest

___6. An amount that credit card companies can charge

          for the use of a credit card





f. Grace Period

___7. A penalty on all types of credit for making a 



g. Late Fee

          payment after its due date











h. Principal

___8. Benefits in the form of points or percentages back

          to the credit card holder when using a credit card


i. Credit Limit

Part 3. Short Answer – Questions 9-10 - Compare the following credit card options. Pick the credit card that you would prefer to have and explain why.
Card #1
Card #1 has an annual fee of $150, but no APR. With this card, you have to pay off your balance every month. This card also features a rewards program: you get one “point” for every dollar spent on the card, and points can be redeemed for magazine subscriptions and other items.
Card #2
Card #2 has no annual fee, and an initial APR of 0%. The cardholder can also take money out on the card at the ATM. However, when these types of transactions are made, the APR jumps to 24.1%. In fact, the rate will go to 24.1% after three months for all purchases. This card also features rewards; after spending $35,000 on the card, you get a free domestic airline flight.

M4.L3.AS.C – Quiz over Credit Cards – Teacher Master

1. D

2. C

3. D

4. E

5. H

6. A

7. G

8. B

9-10. 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
This material is based upon work supported by the United States Department of Agriculture under award number:  2009-38414-19696
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