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Module 3:  Credit Cards

Activity 1:  Credit card terms and minimum payments 

(©ChannelOne, LLC)

Let’s stop and play a couple of rounds of the online game, still want That Card? From Channel One News, New York, New York.  The game offers us 3 types of unsecured credit cards to choose from:  Platinum, Gold and Plus.  Your job is to see how the cards work and which one works best for you.  The cards all have $2000 purchase limits and no annual fee.  The differences are in the APRs (introductory and continuing) and how long the introductory 0% APR lasts.
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APR = Annual percentage rate

Let’s look at one shopper’s shopping cart, and at how large their monthly payments were and how that impacts the real cost (price + interest charges) of the items and the time it would take to pay down the balance to $0.

Example 1:  Paying $58/mo (minimum payment)

	
	
	Platinum
	Gold
	Plus

	
	Price
	Interest
	Cost
	Interest
	Cost
	Interest
	Cost

	HDTV
	999
	276.30
	1275.30
	221.04
	1220.04
	241.87
	1240.87

	Purse
	220
	60.85
	280.85
	46.68
	268.68
	53.27
	273.27

	Jacket
	199
	55.04
	254.04
	44.03
	243.03
	48.18
	247.18

	Camera
	499
	138.01
	637.01
	110.41
	609.41
	120.82
	619.82

	Total
	1917
	530.20
	2447.20
	422.16
	2341.16
	464.14
	2381.14

	Final payment
	
	
	11.19
	
	21.16
	
	3.14

	Time (months)
	
	
	43
	
	41
	
	42


Example 2:  Paying $100/mo (minimum payment + $42)

	
	
	Platinum
	Gold
	Plus

	
	Price
	Interest
	Cost
	Interest
	Cost
	Interest
	Cost

	HDTV
	999
	93.61
	1092.61
	35.75
	1034.75
	125.45
	1124.45

	Purse
	220
	20.61
	240.61
	7.87
	227.87
	27.63
	247.63

	Jacket
	199
	18.65
	217.65
	7.12
	206.12
	24.99
	223.99

	Camera
	499
	46.76
	545.76
	17.86
	516.86
	62.66
	561.66

	Total
	1917
	179.63
	2096.63
	68.60
	1985.60
	240.73
	2157.73

	Final payment
	
	
	96.62
	
	85.61
	
	57.72

	Time (months)
	
	
	21
	
	20
	
	22


Example 3:  Paying $150/mo (minimum payment + $92)

	
	
	Platinum
	Gold
	Plus

	
	Price
	Interest
	Cost
	Interest
	Cost
	Interest
	Cost

	HDTV
	999
	36.68
	1035.68
	0
	999
	80.78
	1079.78

	Purse
	220
	8.08
	228.08
	0
	220
	17.79
	237.79

	Jacket
	199
	7.31
	206.31
	0
	199
	16.09
	215.09

	Camera
	499
	18.32
	517.32
	0
	499
	40.35
	539.35

	Total
	1917
	70.39
	1987.39
	0
	1917
	115.01
	2032.01

	Final payment
	
	
	37.39
	
	117
	
	122.01

	Time (months)
	
	
	14
	
	13
	
	14


Discussion

See Example 1.  

· What do you think of paying the minimum payment required?

· What would be worse than not paying the minimum payment required?



See Example 2.

· What was the effect of paying a little over twice the minimum payment?

· What did it do to the total interest paid and the total time to pay down the balance completely?


See Example 3.

· What was the effect of paying a lot ($150/mo) over the minimum payment required?  

· What did it do to the total interest paid and the total time to pay down the balance completely?

· Why were there no interest charges for the Gold card?

Here, from the Federal Reserve, are 5 Tips:  Getting the Most from Your Credit Card:  See the Credit Card Statement below 

· Pay on time (see #2)

· Stay below your credit limit (see #1)

· Avoid unnecessary fees (see #8)

· Pay more than the minimum amount (see #2)

· Watch for changes in the terms of your account (see #6)

In our next Activity, Understanding a credit card statement, you’ll see where to find the above information on your statement, so that you can get the most from your credit card.

Activity 2:  Understanding a credit card statement

The following information is from the Federal Reserve’s Consumer’s Guide to Credit Cards.
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1.   Summary of account activity 

1. Payment information 

2. Late payment warning 

3. Minimum payment warning 

4. Notice of changes to your interest rates 


5. Other changes to your account terms 

If your credit card company is going to raise interest rates or fees or make other significant changes to your account, it must notify you at least 45 days before the changes take effect.


6. Transactions 

Review the list carefully to make sure that you recognize all of the transactions. This is the section of your statement where you can check for unauthorized transactions or other problems. 


7. Fees and interest charges 

Credit card companies must list the fees and interest charges separately on your monthly bill. Interest charges must be listed by type of transaction (for example, you may be charged a different interest rate for purchases than for cash advances). 

8. Year-to-date totals 


9. Interest charge calculation 

In the next module we’ll study FICO® scores the effect of your FICO® score on the interest rate you’ll pay on, for example, the purchase of a home or a car.   The higher your score, the lower interest you’ll pay, which is a good thing.  Payment History is a major component of the score, so make payments on time!

Brainstorm:

1. What is the different kind of credit cards?

2. What Is a Credit Report?

3. What Agencies provide Credit reports?

4. What are the types of Credit scores?

5. What is a denial notice?

More credit related information in Module 4 workbook.
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