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Objectives of this Module
▪ Describe how credit works and types of 

credit available.

▪ Understand how to use credit 
appropriately. 

▪ Understand the forms of credit and 
loans. 

▪ Identify the costs associated with loans.

▪ Determine if you are ready to apply for 
credit.
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Credit
Credit is money you borrow to pay for 

material and services.

It is also called a loan.

“Good” credit means making payments 

on time.

“Bad” credit means it will be harder 

to borrow in the future.
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Why Credit Is Important
▪ It can be useful in emergencies.

▪ It’s more convenient than carrying cash.

▪ It lets you make large purchases.

▪ It can affect your ability to get employment, 
housing, and insurance.
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Types of Loans

Consumer installment loans

Credit cards

Home loans
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Consumer Installment Loan

A loan used to pay for personal expenses:

▪ Automobile

▪ Computer

▪ Furniture
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Credit Cards
Give you the ongoing ability to borrow 

money for: 

▪ Household

▪ Family

▪ Personal 

See 
Module 3 for detail.
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Home Loans
▪ Home purchase loans

▪ Home refinance loans

▪ Home equity loans
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The Cost of Credit
There are two types of costs associated with 
credit/loans.

▪ Fees

▪ Interest
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Fees

▪ Annual maintenance fees

▪ Service charges

▪ Late fees
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Interest
▪ The money financial institutions charge for letting 

you use their money. 

▪ The rate of interest is either Fixed or Variable.
▪ Fixed: Interest rate stays the same during the 

term of the loan.

▪ Variable: Interest rate may change                   
during the loan’s term.
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The “Four Cs” of Credit 
Decision Making
▪ Capacity

▪ Capital

▪ Character

▪ Collateral
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Capacity
▪ Do you have a job?

▪ How much money do you make?

▪ What are your monthly expenses?
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Capital
▪ How much money do you have in your checking 

and savings accounts?

▪ Do you have other investments or assets?
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Character
▪ Have you had credit in the past?

▪ How many credit accounts do you have?
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Collateral
▪ Do you have assets to provide to secure the loan 

beyond your capacity to pay the loan?
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Advantages of Credit
▪ You’re able to buy needed items now.

▪ You do not have to carry cash.

▪ It creates a record of purchases.

▪ It is more convenient than writing 
checks.

▪ Can consolidate bills into one 
payment.
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Disadvantages of Credit
▪ Interest (it ends up costing more).

▪ May require additional fees.

▪ Financial difficulties may arise if one loses 
track of how much has been spent each 
month.

▪ Increased impulse buying may occur.
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Your Responsibilities
▪ Borrow only what you can repay.

▪ Read and understand the credit contract.

▪ Pay debts promptly.

▪ Notify creditor if you cannot 
meet payments.

▪ Report lost or stolen credit 
cards promptly.

▪ Protect your identity.
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Building a Credit History
▪ Establish a steady work record and pay all bills 

promptly.

▪ Open a checking account and do not bounce 
checks, learn the correct use of Debit card.

▪ Keep a savings account and make regular deposits.

▪ Apply for a local store credit card and make 
regular monthly payments.

▪ Apply for a small loan using your savings account 
as collateral.
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Reading a Credit Report
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How Much Can You Afford?
Never borrow more than 20% of your yearly net 
income
▪ If you earn $ 400 a month after taxes, then your 

net  income in one year is: 12 x $400 = $4,800

▪ Calculate 20% of your annual net income to find 
your safe debt load:  $4,800 x 20% = $960

▪ You should never owe more than $960!
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Tips for Managing Your Credit
▪ Pay off your entire credit card bill 

every month.

▪ Stop using it if you can’t pay it off.

▪ Pay on time - avoid late fees.

▪ Ignore credit card offers.

▪ Be aware that money borrowed costs 
money.
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Be Smart! Tips
Do

▪ Pay your bills on time. 

▪ Shop around and ask for 
advice.

▪ Take your time.

▪ Be careful.

Don’t

▪ Respond to pressure 
tactics.

▪ Respond to ads 
making lending 
sound cheap.

▪ Don’t refinance just 
after signing a 
mortgage.


