[image: image1.png]e ASSETS FOR INDEPENDENCE





[image: image2.emf]AFI Training Toolkit for 
Money Smart Module #1: Bank On It 

The AFI Resource Center has developed a series of training toolkits to supplement the FDIC’s Money Smart curriculum.  They provide additional lessons on key asset building topics and are designed for use with participants in Individual Development Account (IDA) programs.  The tools in this document supplement FDIC’s Module #1: Bank On It, which offers an introduction to financial institutions and the basic services they provide. This module was designed to help participants build positive relationships with banks, credit unions, and thrifts. The AFI toolkit before you includes: 
· An overview of how Money Smart Module #1 is organized.  

· AFI Training Tools that can be used to teach Money Smart Module #1 to different Target Audiences (e.g., 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.  

· See the key terms and definitions used in the AFI Training Toolkits.  
· Access the Training Techniques and Terminology used in the AFI Training Toolkits. 
Overview of Money Smart Module #1: Bank On It 
Objectives 

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

· Identify the major types of insured financial institutions.
· Identify five reasons to use a bank.
· Describe the steps involved in opening a bank account.
· Describe two types of deposit accounts.
· Identify additional bank services that come with deposit accounts.
· Describe the primary function of the bank customer service representative, teller, loan officer, and branch manager.
The delivery time for the module is 60 to 90 minutes. 
Much of the material in the module is presented by a facilitator or trainer via lectures.  There also are large group and small group discussions that give participants an opportunity to share what they have learned in a group setting.  

The audience for this module is participants who are not currently saving.  
Step-by-Step Overview of the Module

The objective of the Bank on It module is that by the end of the module, participants will be able to:

The module is designed to be delivered within 60 to 90 minutes. It begins by soliciting participant expectations on chart paper during introductions and providing an overview of the module objectives. At this time, participants also complete the “before-the-training” section of the pre/post training form (located on page 9 in the participant guide).

The module then begins a facilitated discussion about participants’ associations with the word “bank” as well as questions about participant’s experiences with banks. Facilitators are also instructed ask participants about reasons to keep money in a bank. This last question helps to establish a rationale for using banks for those participants who do not have a bank relationship.

The module then transitions to an overview of financial institutions, with a focus on banks, credit unions, and thrifts.  The overview of financial institution types is followed by a section on opening and maintaining a bank account, which covers:

· Opening the account and going through account verification. This section focuses on account verification—having the right identification for the financial institution—as well as the account applicant review of banking history through ChexSystems.  This information is delivered through a presentation and includes a checklist on how to choose a bank. Completing an account application is not covered in this section.


· Making deposits and withdrawals. The concepts of making deposits and withdrawals are illustrated using a physical example. Each participant is given an envelope representing a bank account and paper money. As “deposit” is explained, participants are instructed to put the money into the account (envelope). As a withdrawal is explained, money is taken out of the account envelope.

· Recording fees. The explanation of fees covers instances when financial institutions are likely to charge fees—monthly maintenance fees, penalty fees, and overdraft fees/bounce protection fees. Money is taken out of the account (envelope) to represent money deducted for fees.

· Comparing banking versus check cashing services. Participants are asked to share experiences with check cashing service providers. The facilitator is instructed to work through a comparison of the costs of using check cashing services versus a bank based on a participant’s actual experiences or a hypothetical example (one is provided in the instructor guide).

· Recording interest paid. Interest is explained briefly and participants are instructed to put money into their accounts (envelopes) representing interest paid.

The section on opening and maintaining a bank account concludes with a simple exercise on recording deposits and withdrawals.

Bank on It continues with a presentation about deposit accounts, which focuses on checking accounts and savings accounts and the features and benefits of each, and includes a checklist on how to choose an account. The presentation about deposit accounts is followed by a short exercise requiring participants to match terms with definitions about the following banking services:

· Direct deposit

· Money orders

· Telephone and online banking

· Automated Teller Machines (ATMs)

· Money transfers

· Debit cards

· Stored value cards

· Loans

The section concludes with a presentation on these banking services.

The next section of the module focuses on privacy laws and financial institution regulations.  All information is designed to be delivered in a presentation format.  

The Bank on It module concludes with a “tour of a bank” role play in which participants are asked to volunteer to be bank employees: a teller, a loan officer, or a branch manager.  The facilitator plays the customer service representative and each person reads from a script provided in the participant guide and the instructor guide.

AFI Training Tools for
Money Smart Module #1: Bank On It
The following training tools 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 (immigrants, refugees, and asylees). 
· 1.1 About IDAs – Provides an overview of IDAs as a banking service through a combination of facilitated discussion, presentation, and small group discussion.  Target audiences: people without formal banking relationships, people with existing banking relationships, young people, new Americans.
· 1.2 Banking Services and Your Goals – Provides material about how financial institutions and their services can help participants reach their goals.  Uses the techniques of small group discussion, large group facilitated discussion, carousel, and individual reflection. Target audiences: people without formal banking relationships, people with existing banking relationships, young people, new Americans.
· 1.3 More about Financial Institutions, How they Work, and the Reasons they are Safe – Provides material about how financial institutions work using small group discussion, skits, and large group facilitated discussion. Target audiences: people with existing banking relationships, new Americans.
· 1.4 Using Fringe Banking Services: A Closer Look – Provides discussion about fringe banking and alternatives, using large group facilitated discussion, nominal group technique, presentation, small group exercises, and small group discussion. Target audiences: people without formal banking relationships, young people, new Americans.
· 1.5 Understanding Interest: A Closer Look – Provides additional material about interest and how it works.  Features large group exercises, exercises for pairs, and large group facilitated discussion. Target audiences: people with existing banking relationships, young people, 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 Training Tools for
Money Smart Module #1: Bank On It

1.1
About IDAs
Purpose:  To provide participants with an overview of IDAs as a banking service.

Objectives:

Participants will be able to:

· Define IDA.

· Explain how an IDA works.

· Explain the reasons bank offer IDAs in partnership with non profit organizations.

· Explain the ways in which IDAs benefit them in the short and long term.

Time Needed: 20 minutes

Materials Needed: chart paper or erasable board; markers

Process:  Large Group Facilitation; Presentation; Table Talk followed by Large Group Facilitation. 
Part I: Large Group Facilitated Discussion

Before the session, set up chart paper to write down participant responses.

Ask:  What does IDA stand for?

· Individual Development Account

Explain:

· One of the words in IDA is account because IDAs are just that.

· IDAs are financial products offered by some banks and credit unions.

· All IDAs are deposit account meaning savers like you put money into them.

· All IDAs earn interest—interest is money paid for money you keep on deposit.

· All IDAs are kept in insured financial institutions.  In general, this means deposits are insured to at least $100,000 in the unlikely event the bank fails.

Ask:  Who insures banks?

· FDIC—Federal Deposit Insurance Corporation

Explain that you know a bank is insured if you see the FDIC logo on the bank and on bank materials.

Ask:  Who insures credit unions?

· NCUA--National Credit Union Administration.

· Explain that you know a credit union is insured if you see the NCUA logo on the bank and on bank materials.

· IDAs earn a match. The match comes from the AFI Program, which is part of the U.S. government and other private sources like foundations, corporation, and state or local government.  Explain that the entire match is held by the IDA program.
· IDAs are held in custodial accounts. You, the accountholder, own the account.  The account is in your name and under your social security number or tax identification number.  The IDA program is the custodian or caretaker of the account.  In order to withdraw money from the account, you must get the custodian’s signature also.
Ask:  Why are the accounts custodial rather than individual?
· Protects you—if family members or friends want to use the money you have worked to save, you can explain that you cannot access the money individually.

· Keeps you on goal—if you want to use the money, you need to get signature from staff; less likely to use money except in the case of emergency.

· Protects investments of funders—those who have contributed match

Part II: Presentation 
· Explain how IDAs work using your program policy.

· Each month, you deposit your savings into your IDA.

· This is matched on paper—the match is not deposited into your account at a rate of $___ for every $1 you deposit.

· We will send to you statements every ____ to show how much money you have saved and earned as a result of your savings.

· When you have met all program requirements, you can begin investing in your asset by requesting a matched withdrawal using a form from our program.

Part II: Table Talk followed by Large Group Facilitated Discussion
· Instruct participants to discuss the following questions at their tables for about five minutes.

· Solicit contributions following.

· What are reasons banks and credit unions offer IDAs in partnership with non profit organizations?

· Community service

· Public relations

· To develop new customers

· To improve financial literacy of community members

· To strengthen community economically

· Explain the ways in which IDAs benefit you?

· Savings account

· Experience with bank or credit union

· Way to reach goals

· Way to build assets

· Increase financial management skills

1.2
Banking Services and Your Goals
Purpose:  To provide participants with an understanding of how financial institutions and the services they provide can help participants reach their own goals.

Objectives:

Participants will be able to:

· Explain the ways using financial services can help them manage their money, save money and reach their goals.

Time Needed: 10 minutes

Materials Needed: paper or erasable board; prepared flip charts (see Instructor Notes); markers

Process Table Talk; Large Group Facilitation; Carousel; Individual Reflection
Part I: Table Talk
Ask participants to discuss the following questions with other members of their groups:

· What have been your experiences or the experiences of people you know using banks?  

· What services did you or they use?  

· How did using these services and banks make you or them feel? 

Transition

· There is a wide range of experiences people may have had with financial institutions.

· There are a wide range of financial institutions, too.

· A bad experience with one means just that.

· There are many banks and many that have staff that will work with you so you have a good experience.

Part II: Large Group Facilitated Discussion
Ask:  Why do people use financial institutions?

· To keep their money safe—can be lost or stolen

· Easy way to pay bills

· More options in paying bills

· Money on deposit can earn money (interest)

Explain:  

People also put use the services of financial institutions to help them:

· Manage money, which will help them

· Save money, and

· Reach their goals

Part III: Carousel
1. Divide group into three groups.  If you have large groups, you will need to set up more than one Carousel.

2. Each carousel will have three stations.  For each station, have one piece of chart paper.  

· Chart #1-- How do the services of financial institutions help you manage your money?

· Chart #2-- How do the services of financial institutions help you save your money?

· Chart #3-- How do the services of financial institutions help you reach your goals

3. Instruct each team1 to start at Chart 1, team 2 to start at Chart 2, and team 3 to start at Chart 3.

4. Have each team list on the flip chart their answers to the question.  After two minutes, instruct the team to rotate to the next station or chart. 

5. When each team has visited all stations, have them walk through the carousel with you reviewing answers.

Add any important answers that are missing. (Possible responses are italicized below.  Prior to session, add others on your own.)

Chart 1: How do the services of financial institutions help you MANAGE YOUR MONEY?

· Checking account—record of expenses in register if you keep in and monthly in statements

· Debit card—same as checking

· Credit card—monthly statement can track your spending

· Online banking allows you to check balances at home if you have Internet connection and pay bills saving you money

· Having an account, provides a safe place for your income to be deposited

· Proof of payment

Chart 2: How do the services of financial institutions help you SAVE YOU MONEY?

· No per check charge for payment of bills (like money orders)

· With systems of check register or online bill pay, less likely to make late payments; minimize chance of late fees

· No charge for cashing checks

· Can do have check distributed among savings and checking; easier to save money

Chart 3: How do the services of financial institutions help you REACH YOUR GOALS?

· Place to save money for goals

· Harder to get money in the bank

· Keeps money save while saving for goal

· Money can earn money so you can reach goal faster

· Help you save money; savings on services, late fees can be redirected to goals

PART 4: INDIVIDUAL REFLECTION

Now that you have listed all of the ways the services of financial institutions can help people manage money, save money, and reach their goals, write about how using a financial institution will help you:

· Manage your money

· Save money

· Reach your goal

If time allows, invite participants to share their reflections with a partner.

1.3
More about Financial Institutions, How they Work, and the Reasons they are Safe
Purpose:  To provide participants with an understanding of how financial institutions work including the regulatory agencies that provide supervision and insurance and the risk mitigated by keeping money in a financial institution.
Objectives:

Participants will be able to:

· Describe how financial institutions work.

· Explain the oversight provided to financial institutions.

Time Needed: 20 minutes

Materials Needed: chart paper or erasable board; prepared signs for skit (see instructor notes); handouts; paper money.
Process Table Talk; Skit; Large Group Facilitation.
Part I: Table Talk
(Same as Exercise 1.1 About IDAs; do not repeat if using in conjunction with Exercise 1.1—refer back to exercise as introduction to this section using bolded transition comments)
Ask participants to discuss the following questions with other members of their groups:
· What have been your experiences or the experiences of people you know using banks?  

· What services did you or they use?  

· How did using these services and banks make you or them feel? 

Transition

· There are a wide range of experiences people may have had with financial institutions.

· There are a wide range of financial institutions, too.

· A bad experience with one bank means just that.

· There are many banks and many that have staff that will work with you so you have a good experience.

· In some countries, banks may not have worked well.

· The U.S. system has a lot of regulation and oversight making it a strong and reliable system.  

· We’re going to look at some of the things that make it strong.

Part II: Skit and Large Group Facilitated Discussion
Use the following set of instructions to act out skit of how financial institutions work.

Players:

· Bank (facilitator should play this role and explain what is going on)—someone at a table with a bank sign; bank also needs the following signs: interest paid $5, interest earned $10; fees $25; operations $27; earnings $3

· Customer—with sign that says deposits with $500 and $500 in paper money.

· Customer—with sign that says borrower $1000 and $10 in paper money for interest paid and $25 for fees.

· Investors/Owners—group of 4 – 5 people in this group with paper money

· Regulators--group of 2 – 3 people

1. Skit should start with investors/owners putting paper money into bank.

· Facilitator explains: banks are owned by someone for the purpose of earning a profit. Sometimes an individual owns a bank; sometimes it’s a group of investors.  They put capital into the business, which is fuel for the business. They expect to earn money from this investment.  Banks are in business to make money for their investors.  Credit unions are nonprofit businesses and owned by the members that are the customers.  They are in business to provide services to the members that the lowest cost possible.  Any earnings are redistributed to the members.
2. Next, customer should deposit $500 of paper money into savings account. 

· Facilitator explains:  Banks accept and hold money from customers in deposit accounts.  This money is insured to at least to $100,000 per customer.  As an IDA saver, you will be putting deposits into the bank and they will be insured.

3. Next customer borrows $1000—bank gives this to borrow.

· Facilitator explains:  Banks lend money to customers.  This is one of the primary ways banks earn money by (move to next step) 
4. Next, bank collects interest from borrower using interest paid and fees sign—borrower pays $10 for interest and $25 for fees.

· Facilitator explains: collecting interest and fees from borrowers.  Generally fees are paid just to get a loan (called origination fees) and any time a borrower is late.  The borrower must also pay interest on the money borrowed based on a rate explained in the loan contract.  Money put on deposit by savers and money from investors are used for loans.

5. Next, bank pays interest to customer ($5 to depositor) using interest paid sign.

· Facilitator explains:  banks pay interest to customers that keep funds on deposit.  Why?  It can be thought of as a small payment to you so the bank can use your money to make money.  The amount of money you keep on deposit and the amount of time you keep it there increases the amount of interest the bank will pay you.  

6. Next, bank pays for operations using operations sign.

· Facilitator explains:  banks earn money based on the spread between what they pay to depositors and what they earn from borrowers and fees.  Part of those earnings are used to pay for operations—bank buildings, employees, marketing, computers, etc.  Whatever is left, is paid to (move to next step)
7. Next, bank pays investors or owners using earning sign.

· Facilitator explains: investors or owners.  Because owners and investors are involved to make money, they provide oversight to the operations of the bank.  But, because they are interested in making money, the U.S. government has a system of agencies that regulate banks and credit unions to ensure they are treating customers fairly and operating in a way that is safe and sound.
8. Finally, regulators come to bank; they should pretend to examine the bank.

· Facilitator explains: Regulators examine banks regularly to ensure they are operating in a way that is both safe and sound.  This is done to ensure individual banks stay and business and the system as a whole continues to work.  
· Facilitator should list regulatory agencies on flip chart:
· Federal Reserve Banks
· National Credit Union Administration
· Federal Deposit Insurance Corporation
· Office of the Comptroller of the Currency
· Office of Thrift Supervision
· State Agencies
· Facilitator distributes short handout article: Financial Institutions: How Safety and Soundness is Ensured in the System
Explain:  
· Regulators enforce laws passed by Congress or state legislators.

· Regulators also develop rules for banks and credit unions to follow.

· Regulators examine banks regularly, often once a year, sometimes more.  This is called an examination.

· Regulators check many items, including to make sure banks or credit unions are managed well, have enough money to operate with, are making loans fairly and are making safe loans, have invested money well and in general are operating in a way that benefits both customers and investors.

Ask:  Who has questions about the ways banks and credit unions are supervised?
Answer questions asked if you can; research answers to those you cannot answer.
1.4
Using Fringe Banking Services – A Closer Look 
Purpose:  To provide participants with an understanding of the reasons people use fringe banking services, the costs of using them, and alternatives to using them.  

Objectives:

Participants will be able to:

· List fringe banking service providers.
Explain the reasons people use them.

· Describe the costs associated with using their services or products.

· Identify alternatives for using their services or products.

Time Needed: 20-30 minutes

Materials Needed: chart paper or erasable board; prepared flip charts (see examples following); handouts.
Process Large Group Facilitated Discussion; Nominal Group Technique; Table Talk; Presentation; Small Group Exercise.
Part I: Large Group Facilitated Discussion
Ask: What is a check cashing service?

· A business that lets you cash checks for a fee.

Ask:  Why do people use them?
· More convenient than banks—located near where people live or work.

· More convenient than banks—open hours banks are not.

· No account needed.

· Little paperwork needed.

· Little personal information needed.

Explain:

· Check cashing operations are just one of many businesses that are often called fringe banking service providers, predatory financial service providers, or alternative financial service providers.

Ask:  What are other examples of fringe financial service providers that you know about or have experience with?
· Payday Loan Companies—businesses that make loans against a future paycheck
· Check Cashing Operations—business that will cash checks for a fee

· Pawn Shops—businesses that give you loans against personal property

· Finance Companies—businesses that can make short term, small loans

· Commercial Tax Preparers—businesses that prepare a tax return for a fee and provide a refund anticipation loan

· Rent-to-Own Stores—businesses that provide loans for the gradual purchase of household furniture and appliances

Depending on familiarity of group, facilitate a discussion using the following process:

Part II: Nominal Group Technique and Table Talk
· Ask participants to use stickers.  Put stickers by those businesses you have used.

· Facilitator comment on distribution and review reasons people use those businesses.

· Ask people to share experiences with businesses at table.

· After 7 – 10 minutes ask people to share their experiences with larger group.
Part III: Presentation
Explain that fringe financial service providers:
· Focus on providing transaction and lending services.  

· Do not provide depository services.  

· Tend to charge higher rates for the similar services that banks and credit union offer.  

· Do not require as much information for providing services or making a loan. 

· Offer very short-term and small loans.  

· Are open later.

They are called predatory because they tend to target people who:

· Have low income.

· Are inexperienced using financial services.

· Are unable to access services at banks or credit unions due to lack of documentation or negative ChexSystems ratings.
· Are unable to get conventional credit because they have no credit history or bad credit history.

· Often the terms are confusing. 

· The terms also vary from company to company. 

· These differences make it hard for people to compare rates and “shop” for better rates.

Part IV: Small Group Exercise
Participants complete the attached chart in small groups.

Introduce the exercise by saying:

· Often people are told to avoid these service providers.

· This advice is unrealistic since they serve a need.

· It’s better to think about when you might feel like you will need to use these services and identify alternatives.

· Complete the attached worksheet in small groups.
· Come together to review the small group work after 10 minutes.
1.5
Understanding Interest – A Closer Look
Purpose:  To provide participants with an understanding of interest.
Objectives:

Participants will be able to:

· Define interest.

· Explain when interest is paid.

· Explain who pays the interest and why.

· Calculate simple and compound interest.

Time Needed: 20 minutes

Materials Needed: paper or erasable board; calculators; handouts.
Process Large Group Exercise; Exercise in Pairs; Large Group Facilitated Discussion; Large Group Exercise; Exercise in Pairs; Large Group Facilitated Discussion.

Part I: Large Group Facilitated Discussion
Ask:  What is interest?
· Interest is money paid for money.  

· It is paid to you if you are saving money at a financial institution.  It is paid to you by the financial institution where you are saving the money.

· You pay it to a bank or credit union (or credit card company) if you borrow money.

Ask:  How do you know how much interest you will get or be paid?

· Interest is paid based on principal—which is the amount you either deposit or borrow.

· And a rate usually expressed as a percentage.
Part II: Large Group Exercise
Explain:

· Interest is calculated using the following:

· Principal X Interest Rate X Time = Interest Paid
· If you deposit $100

· The annual interest rate is 3%

· And you want to see how much you are paid for a year
· $100 x .03 X 365/365 = $3.00

· .03 is another way of writing 3%.

· The reason time is expressed as 365 out of 365 is time is that you can calculate interest for a day, a month or a year using number of days over 365 which is the total number of days in a year.
· If you wanted to see how much you would earn in 6 months:
· $100 x .03 x 183/365 = $1.50
Part III: Exercise in Pairs
· Instruct participant to complete the first three exercises on the attached worksheet in pairs.

· After 7 minutes, review answers by soliciting answers from participants first:

1.  You plan to deposit $500 in a savings account.  You will be paid 4% annually.  How much interest will you earn in one year?

$500 X .04 X 365/365 = $20

2.  You plan to deposit $700 in a savings account and learn you will be paid 5% annually. How much interest would you earn in 3 months?

$700 X .05 X 90/365 = $8.63

3.  You plan to deposit $700 in a savings account and learn you will be paid 5% annually. How much interest would you earn in 6 months?

$700 X .05 X 183/365 = $17.55

Part IV: Large Group Facilitated Discussion
· Now that you know how interest is calculated, we can learn about compound interest.

· Compound interest is when your interest earns interest.

Here’s how it works.

Year 1:  $100 x .03 X 365/365 = $3.00

Year 2 Principal = $100 + $3 of interest earned in year 1 OR $103.

Year 2:  $103 X .03 X 365/365 = $3.09

Year 3 Principal = $103 + 3.09 = 106.09

Year 3:  $106.09 X .03 X 365/365 = $3.18

Year 4 Principal = $106.09 + 3.18 = 109.27

Year 4: $109.27 X .03 X 365/365 = $3.28

Explain:

· When you save, compound interest works in your favor—interest you earn, earns interest.

· When you borrow, especially using revolving credit (credit cards) you can end up paying interest on your interest.

· Compound interest is powerful—it can help your money grow faster of you are a saver; it can also keep you in debt longer if you are a borrower.

Part V: Exercise in Pairs
· Instruct participant to complete the fourth exercise on the attached worksheet in pairs.

· After 7 minutes, review answer by soliciting answers from participants first:

4.  You deposit $1000 in a CD for five year at a rate of 5%.  If interest compounds annually, how much will you earn in interest at the end of 5 years?  

276.28

What is the balance your account?

$1,276.28

10 years?

$629.89

What is the balance your account?

$1,629.89

Part VI: Large Group Facilitated Discussion
Ask:  How are interest rates determined?

Explain:

· The Federal Reserve changes short term interest rates to keep the economy in check.

· In good times, interest rates are kept higher to keep the economy from expanding too rapidly.  This is good for savers because they earn more on their deposits.  But is makes money more expensive.

· When the economy is going through a tough time, the Fed lowers rates to make it cheaper to borrow money.  This also brings down rates for savers.

· What you are ultimately paid as a saver is dependent on the rate set by your bank.

· What you pay as a borrower is more complex.  It is based on factors that may include short term interest rates, the prime rate (the rate banks charge their best customers) and your credit score.

AFI Training Tools

Handouts
Financial Institutions:

How Safety and Soundness is Ensured in the System

Handout for Exercise 1.3

The U.S. financial system is complex. There are many kinds of financial institutions—national banks, state banks, federal credit unions, state credit unions, and thrifts or savings banks. In addition to these commonly known financial institutions, there are bank holding companies—companies that own banks and possibly insurance companies and/or securities companies.

A network of agencies provides supervision, issues regulations, and insures deposits. These agencies exist to ensure that the financial system in the U.S is both safe and sound. The agencies also work to ensure that consumers’ rights are protected.

The purpose of this article is to provide an overview of how banks, credit unions, and thrifts are supervised and regulated.

There is another set of agencies that regulates businesses that sell and hold securities (stocks, bonds, mutual funds), insurance, and other financial products (e.g., pay day lenders and finance companies). These types of businesses are not covered in this document.

Supervision and Regulation

Often, the terms supervision and regulation are used interchangeably, but they are actually two different functions. The supervision of banks, credit unions, and thrifts involves monitoring, inspecting, and examining them to assess their condition and their compliance with laws and regulations. Site visits and off-site reviews of documents are used to examine and monitor financial institutions. If problems are found within a financial institution, regulators have the authority to take action to ensure the problems are fixed. By contrast, regulation involves issuing specific guidelines or rules that govern the operations and activities of financial institutions.  

Many aspects of a financial institution’s business are monitored and examined as part of the supervisory process. One common approach is called CAMELS. CAMELS stands for the following:

· Capital adequacy

· Asset quality

· Management and administration

· Earnings

· Liquidity

· Sensitivity to market risk

CAMELS ratings are held confidential between the regulator and the financial institution, but are used in both banks and credit unions. The purpose of CAMELS ratings is to provide systematic way to evaluate the many aspects of a financial institution:

· Are there enough funds to operate the business (capital adequacy)?

· Are the loans (assets in a bank) and other assets of good quality?

· How effective is the management of the bank or credit union?

· Are earnings where they should be?

· Does the bank or credit union have enough available funding to cover all of its current obligations (liquidity)?

· Should market conditions change, will the financial institution still be fine (sensitivity to market risk)?

Who Supervises and Regulates Financial Institutions?

Which agency supervises and regulates a bank, thrift or credit union depends in part on where the financial institution filed its papers and got “the go ahead” to operate. This is often called the charter. There are nationally or federally chartered financial institutions and state chartered financial institutions. (There are also domestic branches of banks chartered internationally. These financial institutions must also comply with all U.S. laws).  For banks that file their papers with the state rather than the federal government, who supervises them also depends on whether they are members of the Federal Reserve Board.

Most financial institutions have more than one agency providing supervision. In general, however:

· Banks are supervised and regulated by one or more of the following:

· The Federal Reserve

· The Office of the Comptroller of the Currency

· The Federal Deposit Insurance Corporation

· State Banking Authorities

· Savings associations such as thrifts or savings and loans are supervised and regulated by:

· The Office of Thrift Supervision

· Some savings associations may instead be regulated by the state banking authority and the FDIC.

· Credit Unions are regulated by one or more of the following:

· National Credit Union Administration

· State banking authorities

Insure Deposits

After the bank failures of the Great Depression, the U.S. Government put in place a system of deposit insurance. This system insures that individual consumer deposits up to specific limits in financial institutions are insured.  

Banks are insured by the Federal Deposit Insurance Corporation (FDIC). Look for the FDIC logo posted in the bank you use and on official documents from the bank.

The FDIC insures all deposit accounts up to $100,000 per customer in a financial institution against bank failure. Retirement accounts held on deposit in banks are insured up to $250,000 per customer.

If you have accounts in different banks, you have insurance protection at each bank. Accounts held in different types of ownership accounts (e.g., individual vs. joint) are also treated separately. For example, if you individually have a savings account and checking account totaling $50,000 and you have a savings account and checking account held jointly with your spouse totaling $80,000, you have not exceeded your insurance limit of $100,000 in either category.

Deposits in credit unions are insured by the National Credit Union Administration. The same insurance limits as banks apply to credit unions that are insured.

Conclusion

After reading this fact sheet, you know more about the supervision, regulation, and insurance of the U.S. Financial System than most people. Congratulations! You may still have questions, though. What are they? Write them below and be sure to ask your instructor.

Notes and questions:

	

	

	

	

	


The key point to take away from this article is that there are many checks and balances in the system to keep the financial system safe. For more information, visit any of the following websites:

· www.fdic.gov– Federal Deposit Insurance Corporation
· www.federalreserve.gov – Federal Reserve System; there are 12 member banks that each have their own websites, too.
· www.ncua.gov – National Credit Union Administration
· www.ots.gov – Office of Thrift Supervision
· www.occ.gov – Office of the Comptroller of the Currency
· www.ftc.gov – Federal Trade Commission

Fringe Financial Service Providers:  Identifying Alternatives

Handout for Exercise 1.4: Using Fringe Bank Services

Complete the following chart by identifying alternatives to high cost financial services.

	Need
	High Cost Option
	Alternatives

	Furniture for your new 

apartment:  couch, table, chairs and television
	Rent-to-own Store

After payments, you will pay twice the retail value of the 

items.


	

	Loan to fix automobile
	Pay Day Loan

You may pay between 200% and 500% interest in this type of loan.


	

	Get pay check cashed
	Check Cashing Operation

You will pay anywhere from $3 to 10% of the paycheck amount to cash your check.


	

	Money to pay off pay day loan
	Refund Anticipation Loan

You will pay very high rates of interest for money you will receive in 10 days if you file electronically.


	


Calculating Interest Worksheet

Handout for Exercise 1.5: Understanding Credit
Interest is calculated using the following equation:

Principal X Interest Rate X Time = Interest Paid

Principal = the amount you deposit or borrow.

Interest Rate = the rate at which you will earn or pay interest on the principal.

Time = the period of time you for which you will be paid interest.  Interest is expressed on a yearly basis.  So, if you want to figure out interest for less than a year, you must use a fraction of a year.

6 months = 183 days/365 days

3 months (quarter) = 90 days/365 days

1 month = 30 days/365 days

Questions:

1.  You plan to deposit $500 in a savings account.  You will be paid 4% annually.  How much interest will you earn in one year?

2.  You plan to deposit $700 in a savings account and learn you will be paid 5% annually. How much interest would you earn in 3 months?

3.  You plan to deposit $700 in a savings account and learn you will be paid 5% annually. How much interest would you earn in 6 months?

Compound Interest

Compound interest is where your interest earns interest.

4.  You deposit $1000 in a CD for five year at a rate of 5%.  If interest compounds annually, how much will you earn in interest at the end of 5 years?  

What is the balance your account?

How much will you earn in interest at the end of 10 years?

What is the balance your account?




More about ChexSystems





ChexSystems is a consumer reporting agency governed by the Fair Credit Reporting Act (FCRA) that provides deposit account verification services to financial institutions that are members of its network.  ChexSystems provides information on consumers that have “mishandled” accounts in the past.  





Consumers can order a copy of their ChexSystems report by calling 1-800-428-9623.





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.











Banks, Credit Unions, and Thrifts





A bank is a for-profit business designed to provide financial services to its customers and earn a profit of its owners. Banks can be privately held or publicly traded.





A credit union is a not-for-profit business owned and operated by individual credit union members. The credit union provides financial services only to its members.





A thrift or savings and loan is primarily focused on accepting savings and making residential mortgages. Traditionally, thrifts were mutual organizations in that depositors and borrowers were members with voting rights. Today, thrifts can be mutual or publicly traded.  








� Sources:  The FDIC website, � HYPERLINK "http://www.fdic.gov" ��www.fdic.gov�; the NCUA website, � HYPERLINK "http://www.ncua.gov" ��www.ncua.gov�; The Federal Reserve System: Purposes and Function, a publication of the Board of Governors of the Federal Reserve System; and the Federal Reserve System website, www.federalreserve.gov.


� Materials developed by Inger Giuffrida for NYC Administration for Children’s Services.


� The interest rates DO NOT reflect actual interests; they are included to teach the concept of interest only.
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