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[image: image3.emf]AFI Training Toolkit for 
Money Smart Module #8: Charge It Right

The AFI Resource Center has developed this series of training toolkits to supplement the FDIC’s Money Smart curriculum.  They provide additional lessons on key asset building topics, and they are designed for use with participants in Individual Development Account (IDA) programs.  The tools in this toolkit supplement FDIC’s Money Smart Module #8: Charge it Right, which presents information on how to use credit cards responsibly, and helps participants understand how credit cards work and how to choose a  card that might meet their needs.  The toolkit includes: 
· An overview of how Money Smart Module #8 is organized.  

· AFI Training Tools for teaching the Money Smart Module #8 curriculum to various Target Audiences. ( people without formal banking relationships, people with existing banking relationships, young people). 
To get the most benefit from this Toolkit: 

· Order a complimentary copy of the FDIC Money Smart Curriculum and become familiar with its contents.  

· Review the key terms and definitions used in the AFI Training Toolkits.  
· Access the Training Techniques and Terminology used in the AFI Training Tools. 
Note: All materials should be attributed to the AFI Resource Center.
Overview of Money Smart Module #8: Charge It Right 
Objective of Money Start Module #8:
After completing the module, students will be able to:

· Describe the purpose of credit cards.

· Determine which credit card might be best for them.

· Identify the factors creditors look for when making credit decisions.

· Describe how to use a credit card.

· Identify the steps to take when a credit card is lost or stolen.

The total presentation time is about 90 minutes, depending on how long students take to complete the exercises.

Step-by-Step Overview of the Module

Charge It Right training begins by having participants  talk about their expectations for the session and providing an overview of the module objectives.  Participants are asked to complete the “Before-the-Training” column of the “What Do You Know?” form in the participant guide.  

The module then begins with a discussion of credit card characteristics.  The facilitator defines credit cards and compare them with charge cards, debit cards, cash cards, smart cards, and stored value cards.  The discussion then turns to the differences between secured and unsecured credit cards, gold and platinum cards, and reward cards.  The section concludes with explanations of and warnings about pre-approved credit cards.  

The module continues with a discussion of shopping for the best deal.  Terms are defined, including:

· Annual percentage rate (APR)

· Fees

· Grace period

· Balance computation method

· Cash advance

· Balance transfer

The section continues with an explanation of the Truth in Lending Disclosure Statement, including a Sample Truth in Lending Disclosure Statement in the Participant Guide.  Participants are then instructed to complete “What’s the Best Offer for You?,” an exercise analyzing three different credit card offers that emphasizes credit card disclosures and terms.  The discussion turns to other factors to consider when shopping for a credit card, such as customer service or additional protections.  This section concludes with two resources for participants, “Credit Card Comparison Chart” and “Tips to Consider When Shopping for a Credit Card.” 

The Charge It Right training then turns to instruction on applying for a credit card.  The facilitator describes various application requirements and talks about what creditors look for, including information that is contained in a credit report.  The three credit reporting agencies – Equifax, Experian, and TransUnion – are discussed, and participants are given instruction on ordering their free annual credit report.  Participants are referred to Money Smart Module #7: To Your Credit for more detailed information.  The section goes on to describe how creditors use FICO and Vantage credit scores to make credit decisions.  

This section of the training concludes with instruction on what to do if participants’ application for credit has been denied.

The module continues with instruction on using your credit card responsibly.  “Credit Card User Case Studies” in the Participant Guide presents participants with various scenarios that illustrate the types of issues people might have with managing their use of credit cards.  The section wraps up with an explanation of what to do if someone’s credit card is lost or stolen.  

The next section of Charge It Right training provides a discussion of paying for your credit card bill.  Credit card limit is defined, and participants are polled about their attitudes towards paying more than the minimum payment towards their credit card balances.  “Costs of Making the Minimum Payment” and “Benefits of Making More Than the Minimum Payment” in the Participant Guide are used to illustrate this point. 

This module concludes with an explanation of the information contained in the credit card statement, including:

· New Balance

· Credit Line

· Minimum Payment Due

· Credit Available

· Payment Due Date

· Previous Balance

· Finance Charge

A “Sample Credit Card Statement” is shown in the Participant Guide, as well as a “Sample Credit Card Statement – Finance Charge Calculation.”  The module concludes with a brief discussion of the importance of keeping good records.

Instructor Aids in the Module
Money Smart Module #8: Charge It Right includes 13 Instructor Aids.  Each Instructor Aid is explained briefly below.
· #1, Credit Cards and Debit Cards, provides information about payments, interest charges, benefits, and concerns about credit and debit cards. 
· #2, Other Cards, provides information about other types of cards such as “smart cards”, stored values cards, and cash cards. 
· #3, Sample Truth in Lending Disclosure Statement, provides an example of a statement provided by a credit card company.
· #4, What’s the Best Offer for You?, provides information on comparing offers from credit card companies.
· #5, Credit Card Comparison Chart, provides a tool to use when comparing offers from different credit card companies comparing items such as the Annual Percentage Rate (APR), finance charge, annual fee, other fees, grace period, benefits, credit limits, and other items.
· #6, Tips to Consider When Shopping for a Credit Card, provides various items to think about when obtaining a credit card.
· #7, How to Get a Free Copy of Your Credit Report Once a Year, provides information on how to obtain a credit report.
· #8, Annual Credit Report Request Form, provides a sample request form.
· #9, Tips on How to Use Your Credit Card Responsibly, provides information on how to use a credit card responsibly.
· #10, Tips on How to Correct Credit Report Problems, provides information on how to correct issues with information on a credit report.
· #11, Cost of Making the Minimum Payment, provides information on the costs to the credit card holder when making minimum payments on a credit card purchase.
· #12, Benefits of Making More than the Minimum Payment, provides information on how making more than the minimum payment, as compared to making the minimum payment, can benefit the credit card holder.
· #13, Sample Credit Card Statement, walks the user through a sample credit card statement and how to read it. 
AFI Training Tools for

Money Smart Module #8: Charge It Right

The following training tools supplement Money Smart Module #8: Charge It Right and may be used for different target audiences of IDA participants including people without formal banking relationships, people with existing banking relationships, young people and new Americans (immigrant, refugees, and asylees). 
Supplemental training tools include:
· 8.1 Terms and Definitions for Credit Card Use – Provides participants with definitions of terms commonly used when discussing credit.  Offered as a list, this can be used as a simple hand out and reference.  Target audiences: people without formal banking relationships, young people, and new Americans.
· 8.2 Building Something from Nothing (A Credit History) – Provides participants who may not have a formal credit history with tips on how to build a credit record.  This is offered as a presentation and is intended to supplement the Money Smart module materials on credit card characteristics and applying for a credit card.  Target audiences: people without formal banking relationships, young people, and new Americans.

· 8.3 Credit Card Personality Types – Provides participants with examples of how different personalities can manage and mismanage credit and the resulting impact on their credit records.  This information is conveyed through a presentation, individual exercise, and large group facilitation. This exercise supplements the Money Smart Module #8, material on using credit cards responsibly.  Target audiences: people without formal banking relationships, people with existing banking relationships, young people and new Americans.

· 8.4 Co-Signing: The Skit – Provides participants with information and practice in protecting their credit records from people who ask for their assistance (as a co-signer) but have weak credit histories.  This information is presented through presentation, a skit accompanied by an active listening exercise, and large group facilitation.  This training tool can supplement the Money Smart Module #8, material on using credit cards responsibly.   Target audiences: people without formal banking relationships, people with existing banking relationships, young people, and new Americans.

· 8.5 Cash or Credit?  It’s Your Choice – Provides participants with background information and a guide to assist them in making the decision about whether or not to use credit in severe purchasing situations.  This information is presented through presentation, a small group exercise, and large group facilitation.  This training tool can supplement the Money Smart Module #8, material on using credit cards responsibly.   This training tool can supplement the Money Smart Module #8, material on using credit cards responsibly.   Target audiences: people without formal banking relationships, people with existing banking relationships, young people, and new Americans.

Feel free to adapt these materials for your IDA participants.  The AFI Resource Center welcomes feedback on the content or quality of these supplemental materials and exercises.  
AFI Supplemental Training Tools
Money Smart Module #8: Charge It Right

Trainer Tips
The curriculum includes action words, which are suggestions for trainers to follow in going through steps in each lesson.  This is what they mean.

Ask: These are to pose to participants in order to generate thinking and discussion.  These are the foundation for facilitated discussions.

Explain: These are statements to clarify and define topics.  They usually come after participant discussions or before an activity that involves participants applying knowledge.

Summarize: Trainers usually (but not always) will want to provide participants with a recap of what the group just discussed—in particular, summarizing and highlighting what participants said so they feel like they are part of the learning process.  If the group did not provide sufficient input on a topic, trainers can use the examples to further illustrate key points.

In some cases, an Example is provided to explain a particularly challenging topic.

8.1 Terms and Definitions for Credit Card Use
Annual Percentage Rate (APR). The APR is the rate of interest you are charged, expressed as a yearly rate. If you plan to keep a balance on your credit card account, you want to look for a low APR. If you expect to pay your bills in full each month, the APR is less important.  It will be more important for you to  compare the annual fee and other charges.

Balance Computation Method. This will determine how your interest is calculated. There are a variety of methods.  The most common is the average daily balance.

Fees. Following are the most common credit card fees. There might be others. Be sure to read the disclosures that were printed to you by the credit card company.  They are on the credit card agreement.

· Annual fee. Some companies charge annual fees for the privilege of using their credit cards. Most cards that offer rewards (for example, airline miles or travel awards) charge a yearly fee.

· Balance transfer fee. You might be charged for moving balances from one credit card to another. This fee is usually a percentage of the balance transferred. It might have a minimum and a maximum limit.

· Cash advance fee. When you access cash through an automated teller machine (ATM) with your credit card, you are usually charged a transaction fee. The advance often carries a higher interest rate than regular purchases, and there usually is no grace period. Interest accrues immediately.

· Late fee. Payment must be received – not postmarked – on the due date to avoid a late fee. If you are mailing a payment, send it 5 days before it is due to avoid a late fee. A typical charge is $29 per late payment.

· Over-the-limit fee. This fee is applied if your outstanding charges exceed your credit limit. The fee is typically $20 for every charge that is over the credit limit.
Finance Charge. The finance charge is the cost of borrowing the money you charge on the credit card.  It includes interest, service charges, and transaction fees. This charge is calculated on your balance using different methods.

Grace Period. The grace period is the number of days you have to pay your balance before a credit card company starts charging interest. Once you receive you monthly bill, you will have 3 to 4 weeks (with most creditors) to pay your bill interest-free. If your credit card company does not provide a grace period, a finance charge might be imposed from the date you use your card or the date the transaction is posted to your account.

Interest. Credit card companies earn interest from customers who carry monthly balances. The interest rates on credit cards vary widely, from 0 percent introductory rates to over 25 percent.

Minimum Payment. The minimum payment is the minimum dollar amount that must be paid each month.  This is usually 2 to 3 percent of the amount owed and is often based on the balance at the billing date.

Opt Out. You have the right to “opt out” of receiving mailed credit card offers. You can tell the credit bureaus not to share your information with lenders and insurers who use the information to decide whether to send you offers of credit or insurance. You can opt out of receiving these prescreened offers by calling 888-5-OPTOUT (567-8688) or visiting www.optoutprescreen.com.

Periodic Rate. The periodic rate is an interest rate applied to your balance to calculate the finance charge. For example, the monthly periodic rate for a card with an 18 percent APR is 1.5 percent (18 percent divided by 12 months). If your monthly balance were $1,000, you would multiply it by 1.5 percent to get your monthly finance charge of $15 ($1,000 x 1.5% = $15). The daily periodic rate for the same 18 percent APR is 0.04932 percent (18% divided by 365 days).
Previous Balance. The previous balance is the amount you owed at the end of the previous billing period.  Payments, credit, and new purchases during the current billing period are not included.  Some creditors also exclude unpaid finance charges.

Principal.  Principal is the total dollar amount of purchases made on a credit card, or the balance remaining on a loan, not including interest or other fees.
8.2 Building Something from Nothing (A Credit History)
Purpose:  

To provide participants who may not have a formal credit history with tips on how to build a credit record.

Objectives:  

By the end of this section of the module, participants will be able to:

· Understand how credit records are used by potential lenders

· Know what steps to take to build a credit history
Time Needed: 15-20 minutes

Materials Needed: Chart paper or erasable board; markers (if desired)

Process:  Presentation (Part I)

Part I:  Presentation

Explain:

· Credit is something that is a large part of the financial system in the United States.  Some might say that it is the foundation on which our economy is built.  But some people might be from countries where everything is bought with cash.  Others might have been born and raised in the U.S. but may have never taken a loan to finance their purchases; they just save their money and pay cash for things that they need.

· For IDA participants who are planning a major investment in a home, a small business, or study in higher education, it is likely that you will need a loan in at least one part of the process.  For homeowners, you will need to apply for a mortgage.  Small business owners might need to apply for a loan for equipment, inventory, or working capital.  Students might need to borrow to pay for tuition, fees, or living expenses while they are studying.
· What is the importance of a credit history?  A credit history gives lenders a picture of what your experience is like in paying back debt.  When you approach a lender for a loan, you may have never interacted with this company before.  This is different than in countries where people live in small cities and towns and personally know their lenders.  It is also different than how credit was extended in this country years ago, when you approached the bank where you held your accounts.  You knew the bank staff and the staff knew you.  This is called “character lending.”  Lenders made a decision to extend credit based on their knowledge of your ability to pay.  Today in many situations the analysis of credit histories has replaced character lending.

· Now that we understand the necessity of having a credit history, how do we go about building one from the beginning?  Refer to your handout as we review the following methods for building a credit history:
· Apply for a small loan at the bank, thrift, or credit union where you have checking and savings accounts.

· Apply for credit with a local store, such as a department store. They typically have a lower credit limit and a higher annual percentage rate (APR) but are generally more willing to lend you money. There is usually no fee for department store cards.

· Make a large down payment on a purchase and negotiate credit payments for the balance. If you do not have a credit history but have a large down payment, there is less risk you will not make the payments. For example, if you are buying a used car for $5,000 and have enough cash, you might consider making a down payment of $1,000 to $3,000. Although the loan will be very small, it can prove you make your payments on time.

· You might ask a friend or relative with an established credit history to be a co-signer for you. A co-signer promises to repay the loan if you do not. The lender should report the payment information for both you and the co-signer to the credit reporting agencies. Remember that you can damage the co-signer’s credit history if you default on the loan.

· Pay your bills on time. This will help establish a good credit history so you can get credit in the future.

· You might ask the lender to review your history of making rent and utility payments to demonstrate your ability to pay.

· Make regular deposits into a savings account. This is another way to show the lender that you can make payments every month, even if you are making the payments to yourself.

· When getting a loan or credit with a smaller bank or a credit institution (such as, for example, a bank that is not part of a larger chain), it is important to request that your account be reported to the three credit bureaus.  Some smaller operations do not report to credit bureaus and your transactions with them will go unseen by potential lenders. 
· Some of the recommendations on the handout will enable you to build a credit history.  Others, such as asking a lender to review your history of making rent and utility payments, or making regular deposits into a savings account, will not.  These are examples of a “nontraditional credit history.”  Some lenders will take these actions into consideration when making a decision to extend new credit, while others will not.  It is important to ask any potential lender what type of credit history they are looking for before submitting an application.
8.3 Credit Card Personality Types

Purpose:  
To provide participants with examples of how different personalities can manage and mismanage credit and the resulting impact on their credit records.
Objectives:

By the end of this section of the module, participants will be able to:

· Identify different ways that consumers commonly manage and mismanage credit
· Understand the link between credit use and credit histories 
· Apply credit management tips to their own use of credit
Time Needed: 20-30 minutes

Materials Needed: Chart paper or erasable board; markers

Process:  Presentation (Part I); Individual Exercise (Part II); Large Group Facilitation (Part III)

Part I: Presentation

Explain:

· In this section we are going to discuss different ways that people can manage, or mismanage, credit.

· When we apply for a credit card, we are making a pledge to the credit card company that we will be a responsible user of that credit.  Credit card companies, in turn, tell us (in the fine print) what steps they will take if we ever mismanage the credit that has been extended to us.  Some of the actions that credit card companies take affect us directly and financially – as in fees and interest charges – and others affect us more indirectly.  One of the actions that credit card companies take is to report our borrowing behavior to the three credit bureaus.  This information is then interpreted by lenders when they evaluate whether or not to give us a loan or new credit.

Part II: Individual Exercise

Explain:

· On your handout you will see descriptions of five fictional characters from five different fictional IDA programs.

· Each character has a specific way that he or she manages his or her credit cards.

· Read about each of the five characters.  On page two, match the character to the primary way that he or she mismanages credit cards.

· You will have 10 minutes to complete this exercise.

Part III: Large Group Facilitated Discussion

Provide the following introduction to start a discussion about each character and possible ways they could better manage their credit cards:
· In this exercise we examined how five IDA savers manage -- or mismanage -- their credit cards.  Let’s go over each of the characters one by one and discuss what negative behavior you think they are engaging in.  Then we will talk specifically about what they are doing and how it impacts their credit history.  There is a section on the following page of your handout for you to take notes on our discussion.

Begin with the first character and poll the group as to which negative behavior they chose and why.  Write the most popular “match” for each character on the flipchart.  Then discuss each character’s behavior and its impact on a credit score.

· Let’s begin with Dana Dumpem.  Dana appears to be an eager participant in her IDA program, but she may be jumping the gun on getting her credit use in check.  While it is best to have only one or two credit cards, cancelling most or all of your credit accounts at once will make your credit score drop.  This happens for two reasons: First, once you close your account, the information on it will drop off your credit record in 7 years.  If that information shows a track record of on-time payments, it is best to keep that account open.  Second, closing multiple accounts affects something called the “utilization rate.”  This is the difference between your outstanding balance and your total available credit.  In this example, Dana’s utilization rate is now 80%, when it had been much lower.  Lenders prefer that your utilization rate is less than 50%, and ideally below 30%.  For people who have more credit cards than they would like, it is advisable to close one account every 6 months.  Keep (and use) accounts with the longest history and the best interest rates.

· Next let’s look at Levi Lately.  Levi’s forgetfulness is impacting his credit score.  On-time payments make up 30% of a consumer’s credit score, so we may guess that Levi’s score may be lower than it could be.  Future lenders will look at this history and make the guess – and probably an accurate one – that if Levi is late on his credit accounts he will be late or will miss payments on future loans.  For Levi to create a stronger credit record for himself he will need to begin with a history of 24 month’s worth of on-time payments.

· Our next character to consider is Sonia Settler.  Sonia had a debt that was getting out of control and she wanted it to go away so she settled with her credit card company.  Why was this move a poor choice?  When creditors report a settlement to the credit bureaus, they report the outstanding balance on the account, even though they have agreed not to collect it.  Future lenders interpret this outstanding balance as negatively as they do late payments.  To prevent this information from staying on your credit report for 7 years, it is advisable to request that the creditor not list this information on your credit report.  Many credit card companies will NOT agree to this. The best course of action is to pay off the balance.

· Fourth on our list of credit characters is Omar Overload.  Omar is really taking advantage of his rewards credit card and is dreaming of his trip back to his home country.  How might this hurt his credit score?  Like Dana in our first example, Omar is using his credit cards.  The best course of action is to use your credit cards regularly but sparely, and to pay down all of the balances each month.

· Finally let’s discuss Marta Multi.  Marta believes that she is doing the financially savvy thing by taking advantage of all those 10% off offers with new credit card applications at the mall.  What she doesn’t realize is that with every new credit card application the store makes an inquiry to her credit record.  And people with more inquiries are statistically higher credit risks than those with fewer inquiries.  What Marta is doing is actually making her credit score go down.  Marta should keep looking for those sales, but she should pay with cash or existing credit cards that she pays off at the end of the month.

Ask: What was the experience of completing the exercise like for you?  

Ask: How you think or feel about the way that you use your credit cards now (or in the past)?
Ask: Are there specific actions that you will take after hearing what effects some behaviors have on credit reports?
8.4 Co-Signing: The Skit

Purpose:  
To provide participants with information and practice in protecting their credit records from people who ask for their assistance (as a co-signer) but have weak credit histories.
Objectives:

At the end of this section of the Module, participants will be able to:

· Understand the importance of protecting their credit histories
· Identify effective techniques to refuse someone who asks them to be a co-signer
Time Needed: 30-40 minutes

Materials Needed: Chart paper or erasable board; markers; six slips of paper with descriptions of various characters; six volunteers from among participants

Process:  Presentation (Part I); Skit with Active Listening (Part II); Large Group Facilitation (Part III)

Part I: Presentation 

Before beginning, announce to the participants: 

· In this module we have been talking about the importance of using credit wisely so you will have a strong credit history.  In this next exercise I will need six volunteers; will anyone be willing to participate in a skit?
To the six volunteers distribute the six roles (three are IDA savers and three are people who want to borrow from them) and instruct the participants to share their roles with their partners but to otherwise keep them a secret from the other members of the class.  Offer to give clarification to those who need it.

To the entire group begin the presentation.  Explain the following:

· In this module we have been talking about the importance of using credit wisely so that you will have a strong credit history when it comes time for you to invest your IDA savings in assets such as a small business, home, or education.

· Sometimes as people are building their credit histories, others will come to them and request that they become a co-signer on a loan.
Ask: Can anyone tell us what a co-signer is?

Explain:

· A co-signer is someone who completes an application for a loan or new credit with another person.

· Unlike with a co-borrower, a co-signer does not receive any of the benefit of the new credit; he or she is simply vouching for the creditworthiness of the primary applicant.

· The tricky part about being a co-signer is that while you do not receive any of the benefits of the newly-purchased car or the new credit card, you are responsible for paying back the debt in full if the primary borrower is unable to fulfill his/her financial obligation.
· You are working right now to strengthen your credit history so that when it comes time to use your IDA savings and make a large investment, you will have the best chance at being granted a loan.
· For this reason, it usually is not a good idea to serve as a co-signer on another’s person’s application for credit, even a family member or a close friend.
Part II: Skit

Ask: Has anyone ever been a co-signer for someone else, or known someone who has? What was the experience like? [Take 3 minutes to listen to stories from participants.]

Explain:

· While at times it may be uneventful to serve as a co-signer for someone else, at other times it can be an aggravation at the least and a severe blow to your credit history at the worst.
· Right now we are going to re-create some scenes from the lives of those who are asked to put their credit histories on the line for someone else.
· Think about how the scene flows.  On your handout, you will see four questions and spaces for you to write notes.  Take a look at the questions now and be on the lookout as you watch each skit.  Once the skits are finished we will talk about each question.

Call for the two volunteers for Skit #1 to come to the front of the room.  Give the large group a brief description of who they are portraying.  Give them 3-5 minutes to act out the scene.  Remind participants to take any needed notes on their handouts.  Repeat with Skit #2 and Skit #3.

Co-Signing Skit - Character Descriptions
	Skit #1
Ana/Antonio IDA Saver:  You are a saver in the Financial Fitness IDA Program.  You have been in the program for a year and are saving so that you can go back to school and get a college degree to further your job options.  You want to attend school full time and anticipate needing to take private loans to pay for living expenses.  You need your credit record to be strong.


	Skit #1
Jessica/Jesse Borrower: You are Ana/Antonio’s upstairs neighbor and have known her/him for 3 years.  You have a friendly relationship and have helped each other in taking care of pets while you are out of town.  You are in need of a car loan so that you can purchase a new car to get you to and from work.  The problem is, you have lousy credit and the rates that the car dealership is quoting you are too high for you to afford.  You explain your situation and approach Ana/Antonio to co-sign for you. 


	Skit #2
Barbara/Bruce IDA Saver: You are a saver in the Up with Assets IDA Program and are saving for a down payment on your first home.  You have completed your financial education classes and are now taking a homebuyer education course.  You have worked hard to pay down some of your old credit card debt so that you would have a strong mortgage application.  You are proud of the progress that you have made.

	Skit #2
Edna/Edwin Borrower: You are the parent of Barbara/Bruce IDA Saver.  You are aware that your adult child is in the IDA program and is hoping to buy a home – this would be the first time that anyone in your family has been a homeowner.  While you are proud of your child, you also feel that this might be too lofty a goal.  You have just applied for a new credit card and were denied based on your past credit history.  The credit card company explains that if you have a co-signer on your application you will be more likely to be approved.  You approach Barbara/Bruce and ask them to co-sign for you.


Co-Signing Skit - Character Descriptions
	Skit #3
Carla/Carlos IDA Saver: You are a saver in the Business Building Blocks IDA Program.  You have a background and talent in cooking and many of your friends have told you that you could do this professionally.  You have an idea to create, package, and sell your own line of salsas to local markets.  You are saving in your IDA and have taken a course at a local kitchen incubator.  You know that you will need to apply for a loan to purchase the ingredients and supplies needed to get the business going.  You need your credit record to be strong.

	Skit #3
Tabitha/Teddy Borrower: You are a cousin to Carla/Carlos.  You have just arrived in this country and are trying to furnish your first apartment.  Since you have no credit history the furniture store has told you that you need a co-signer to be approved for a loan for a new sofa and bed.  In your home country you knew that you could borrow anything at anytime from your family members and you paid it back when you were able.  Sometimes things were paid back immediately, sometimes they were paid back late, and sometimes you forgot and loans were not paid back at all.  You approach Tabitha/Teddy and ask them to co-sign for you.


Part III: Large Group Facilitated Discussion

Begin the large group facilitated discussion by stating the following:

· We have now witnessed three different scenes from IDA savers’ lives as they are asked to co-sign for a loan or new credit while trying to protect their credit records.

· Let’s now review what you heard the actors saying and how you interpreted it.
Ask: How did the IDA Savers portray themselves in the beginning of each skit?
Ask: What happened when they were approached by the Borrowers?

Ask: What were some of the things that they said/did to protect their credit histories?
Ask: Was there anything that each of the actors could have done differently to improve the outcome of the conversations?
Conclude the discussion with the following questions.

Ask:  How did it feel to watch the volunteers acting out the different scenarios?  

Ask: Did it give you any ideas about how you might handle the situation if someone close to you asks you to become a co-signer?
8.5 Cash or Credit?  It’s Your Choice

Purpose:  
To provide participants with a guide to assist them in making a decision whether or not to use credit.

Objectives:

At the end of this section of the module, participants will be able to:

· Determine when it is advantageous or disadvantageous to use credit
· Know when to choose cash or credit to make specific purchases
Time Needed: 20-30 minutes

Materials Needed: Chart paper or erasable board; markers; set of “Cash or Credit” cards for each table (shuffled so that not in same order as presentation), piece of flip chart paper with two columns headed “Credit” and “Cash” for each table 

Process:  Presentation (Part I); Small Group Exercise (Part II); Large Group Facilitation (Part III)

Part I: Presentation

Explain the following:

· We know that much of the American financial system is built on credit, or the borrowing and repayment of money used to build assets or consume goods and services.

· As we save in our IDAs, we are aware that if we foresee a need to borrow money to help fund our asset purchase, our credit histories need to be as strong as possible.

· Some people might classify all credit cards as not good, since it is easy to use them to live beyond our means and our ability to repay what we charge with the card.
· Credit cards in and of themselves are not bad things; they can provide us with convenience and security if they are used wisely.

· Paul Richard of the Institute of Consumer Financial Education
 has some easy to remember situations when credit use is beneficial:

· Home mortgage

· Automobile

· The purchase of an item that will outlast the period of debt incurred to buy it and which lowers other costs.  An example of this is using credit to install storm windows and insulation in your home, which in turn lowers heating and cooling costs.

· When the purchase is a necessity and not a luxury

· When it costs no more money to charge than to pay cash

· When it helps your income tax return

· When you may need protection on a repair or a purchase (auto, appliances, mail order)

· He also sites other ways in which credit cards help consumers:

· Good identification (required for cashing checks and most car rentals)

· Safe substitute for cash

· Automatic record keeping

· Consolidates many purchases into one payment

· Saves money when you can take advantage of a good sale

· Orders can be placed easily by internet, mail, or phone

· You have leverage against the merchant when a problem arises. Your dispute/claim will get prompt attention when the merchant knows your payment can be delayed or disputed.
· He does acknowledge when credit cards can hurt consumers:

· Constant temptation to overspend

· Nonessential items purchased

· Impulsive spending increases

· Payments are late or only partially made

· Overuse may ultimately lead to bankruptcy
· If you were late on your payments 5 years ago but have been current on your payments for the past 2 years, the more recent on-time payments will cause your credit scores to rise.  
· Likewise, if you have a history of keeping your credit balances at or below 20% of your available limit but recently maxed out one card and brought your total balance up to 75% of your entire credit limit, your credit scores are likely to drop.
Part II: Small Group Exercise

Explain:

· In this exercise we are going to apply what we have just discussed to other purchasing situations that we might encounter in our daily lives.
· Each table should have a set of cards with different buying situations as well as a piece of flip chart paper with two columns labels “Cash” or “Credit.”
· In each small group, read the buying situation on each card and decide as a group if it would be smarter to use cash or credit?  You will have 10 minutes to complete this exercise.  We will then come back together as a large group to discuss what you have chosen.

 “Cash or Credit” Cards
	You are purchasing your first home
	You walk by a store on your lunch break and notice a really attractive pair of strappy sandals/athletic shoes that you know you would wear often

	You get a job in a town 20 miles away and you need to buy a reliable car
	Good friends that you don’t get to see very often are getting together for lunch and ask you to join them

	Your car has broken down and you need to get it repaired in order to get to your job

	While browsing in a local bookstore you pick up the latest bestseller, even though you have three books on your bedside table that you haven’t gotten to yet

	You find a good deal on winter coats for your son and daughter on a children’s clothing Web site
	Your child is asking for a new popular video game as a birthday present, and recent purchases have driven your credit card balance past 70% of its max 

	You see a great sale on household goods that you frequently use, but you do not have enough cash in your wallet to make the purchase
	You have been invited to have dinner at a friend’s house and you stop at the grocery store to pick up a small gift for the host

	You buy a new television from a “scratch and dent” sale at the local mom-and-pop electronics store
	You are doing repairs around the house and stop at the local hardware store to purchase supplies


Part III: Large Group Facilitated Discussion

After 10 minutes ask the small groups to finalize their lists and come back together as a large group.  On the chart paper in the front of the room, make a master table with the “Credit” and “Cash” columns.  

Starting with the first table, ask for a spokesperson to read aloud their “credit” list and their “cash” list.  Write down abbreviations of their list on the master chart.  Continue with the other tables, making a check when an answer is duplicated and drawing a connecting line when a buying situation appears in both columns.

Ask: What was it like to complete this exercise?
Ask: In those situations where some groups choose “cash” for a buying situation and others choose “credit,” what reasons did you come up with for your choices?
Ask: What was it like to perform this exercise in small groups?  Was it easy or difficult to come to consensus in whether to use cash or credit?  is this similar to communication that happens within families?

Ask: How will you use the information that we just covered in your future buying situations? 

AFI Training Tools

Handouts 

Tips on How to Build Your Credit History 

Handout for Exercise 8.2
· Apply for a small loan at the bank, thrift, or credit union where you have checking and savings accounts.

· Apply for credit with a local store, such as a department store. They typically have a lower credit limit and a higher annual percentage rate (APR) but are generally more willing to lend you money. There is usually no fee for department store cards.

· Make a large down payment on a purchase and negotiate credit payments for the balance. If you do not have a credit history but have a large down payment, there is less risk you will not make the payments. For example, if you are buying a used car for $5,000 and have enough cash, you might consider making a down payment of $1,000 to $3,000. Although the loan will be relatively small, it can prove you make your payments on time.

· You might ask a friend or relative with an established credit history to be a co-signer for you. A co-signer promises to repay the loan if you do not. The lender should report the payment information for both you and the co-signer to the credit reporting agencies. Remember that you can damage the co-signer’s credit history if you default on the loan.

· Pay your bills on time. This will help establish a good credit history so you can get credit in the future.

· You might ask the lender to review your history of making rent and utility payments to demonstrate your ability to pay.

· Make regular deposits into a savings account. This is another way to show the lender that you can make payments every month, even if you are making the payments to yourself.

Credit Card Personality Types
Handout for Exercise 8.3
Dana Dumpem – Dana is a participant in the Dough Re Mi IDA Program.  She hopes to achieve her dream of home ownership.  Before coming to the IDA program, Dana was an active credit user, replying for many of the offers that she received in the mail.  Over the years she amassed 16 credit cards.  After joining Dough Re Mi, she decided to give up her credit habit “cold turkey” and closed 14 of her 16 accounts.  She continues to pay off outstanding debt of $4,000 but now has a total credit limit of $5,000.

Levi Lately – Levi is an aspiring entrepreneur in the Business Building Blocks IDA Program.  Levi has three credit cards and a total credit history of 26 years.  Levi is always coming up with new ideas and is a fun and lively person to talk with.  The problem that Levi has is that he has a tough time remembering to send in his credit card payments.  He has had multiple late payments over the years and many times has missed payments entirely.  Levi has never called his credit card companies to ask for an extension, noting that “they would never believe the little guy, anyway.”
Sonia Settler – Sonia is a participant in the Money Tree IDA program.  She is a nurse’s aide who is planning to attend a 4-year college to get her nursing degree.  A number of years ago Sonia decided to celebrate her birthday in style and took a vacation to the Caribbean, charging the entire trip to a new credit card.  By the time she got home she had racked up $5,000 in purchases (she had a great time).  After months and years of paying off as much as she could, the interest charges and fees kept mounting and she still owed $4,200 on the card.  She called her credit card company and agreed to settle the account for a $1,500 payment.
Omar Overload – Omar and his wife, Olivia, joined the You Can Save IDA program a year ago and are working towards their goal of saving for their children’s college education.  Omar is proud that he owns just two credit cards.  One of the credit cards is a rewards card offering points for future airline travel.  Since Omar and Olivia would like to return to their home country to visit their family, Omar uses his rewards card to pay for almost everything, from groceries to gas to the occasional lunch at work.  Omar frequently nears the limit of his card each month, but isn’t concerned since he is working towards attaining more airline miles.
Marta Multi – Maria and her husband were shopping for their first home with they learned about the Houston “Welcome Home” IDA Program and joined.  Marta is a careful shopper and at holiday time she hits the malls to search out sales for gifts for family and friends.  She takes advantage of applying for store credit cards when she is making a big purchase, since they will offer 10% off on the day that you apply for the card.  Last year Marta opened five new credit accounts on top of the four accounts that she already has.

Match the character with the credit card mismanagement:

	Dana Dumpem


	Too Many Credit Card Applications

	Levi Lately


	Over-Using Credit Card Accounts (“Maxing Out”)

	Sonia Settler


	Closing Credit Card Accounts

	Omar Overload


	Settling with Your Lender on Less than Your Balance Due

	Marta Multi


	Late and/or Missing Credit Card Payments


The following space is for you to take notes on the discussion:

Closing Credit Card Accounts  

	

	


Late and/or Missing Credit Card Payments  

	

	


Settling with Your Lender on Less than Your Balance Due

	

	


Over-Using Credit Card Accounts (“Maxing Out”)

	

	

	


Too Many Credit Card Applications 
	

	

	


Co-Signing: The Skit
Handout for Exercise 8.4
Think about the following questions and take notes on what you see being acted out in the skits:

How did the IDA Savers portray themselves in the beginning of each skit?
	

	


What happened when they were approached by the Borrowers?

	

	


What were some of the things that they said/did to protect their credit histories?

	

	


Was there anything that each of the IDA Savers could have done differently to improve the outcome of the conversations?

	

	


Cash or Credit?  It’s Your Choice
Handout for Exercise 8.5
Paul Richard of the Institute of Consumer Financial Education
 has some easy to remember situations when credit use is beneficial:

· Home mortgage
· Automobile
· The purchase of an item that will outlast the period of debt incurred to buy it and which lowers other costs.  An example of this is using credit to install storm windows and insulation in your home, which in turn lowers heating and cooling costs
· When the purchase is a necessity and not a luxury
· When it costs no more money to charge than to pay cash
· When it helps your income tax return
· When you may need protection on a repair or a purchase (auto, appliances, mail order)
Ways in which credit cards help consumers:

· Good identification (required for cashing checks and most car rentals)
· Safe substitute for cash
· Automatic record keeping
· Consolidates many purchases into one payment
· Saves money when you can take advantage of a good sale
· Orders can be placed easily by internet, mail, or phone
· You have leverage against the merchant when a problem arises. Your dispute/claim will get prompt attention when the merchant knows your payment can be delayed or disputed.
Situations when credit cards can hurt consumers:

· Constant temptation to overspend
· Nonessential items purchased
· Impulsive spending increases
· Payments are late or only partially made
· Overuse may ultimately lead to bankruptcy






























� Note that exercise 8.4 below, “Co-Signing: The Skit” discusses the pros and cons of co-signing, generally a practice that is discouraged.
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