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Unit 1. Buying

Activity - Needs and wants - Do I really need to buy?

Find your last credit card and bank statement. Keep all your receipts for cash purchases in an envelope.

Once you'vei dtoneourhilsastl ten expenditures. Classify thi
Needs would be expenses for anything that was necessary for living. Wants would be the nice-to-have

items. Look through each item and ask the following questions:

9 Did you spend too much for any item?
1 Are there any needs that should be wants? Check with folks in your group.
1 Look at the wants. What can you do to reduce the wants?

Here is an example:

Doctor's visit copay 10 N
Lightbulb for car 5.22 N
Fast food restaurant 6.44) N
Drink and snhack 6.64] W,
Restaurant 22.93 W
Groceries 31.92 N
Sports equipment 211.04{ W
Restaurant 119.08 W,
Groceries 36.07 N
Groceries 35.59 N
Medical 23.04{ N
Emergency Room Visit (Canada) 409.94] N
Groceries 53.89 N
Finance Charge 9.54|

Foreign Transaction Charge 12.29

The important next step is to reflect on the list. One third of the expenses in this example were —wa nt s |
and could be eliminated. If you really wanted to, you could even reduce necessities such as groceries.
Families waste on average $590 in food every year. There are finance charges that could have been
eliminated if the previous balance was paid on time. These finance charges were levied because the

person went on a trip and forgot. Typical of people who have financial problems, this person had a

medical emergency that came up suddenly and broke the bank. This also happened on a trip to Canada.
When you purchase things outside of the country (even Canada) you are charged a foreign transaction

fee —in this case a hefty 3% for the emergency room charge.

There are many lessons from this very simple exercise:



1. Think all expenses through carefully and devise ways of reducing spending on wants. That

doesn’t mean that you give up on everything.

again, instead of just going to a restaurant, allocate a certain amount of money for restaurants a
week. Savings from eliminating wants? $148.75 or about 15% of the total.
2. Plan for emergencies. Check to see what medical coverage is when you leave the country.

3. When you leave the country, convert some cash to the foreign currencysoyoudon’ t have

the 3% foreign transaction charge with your credit company or with the charge for exchanging
funds in that country. Elimination of this charge would result in 1% saving.

4. Pay off your entire credit card balance on time. Make a resolution to pay your bills as they come
in the mail instead of waiting. Another 1% could have been saved by paying on time.

Activity - Needs and Wants Clothes
Organization experts say that we wear 20% of our clothes 80% of the time. This suggests that we can
easily cut our spending on clothing by 50%. Try the clothes hanger trick. At the beginning of a season,

reverse the way your clothes hang in your closet. After wearing that item, put it on the hanger and replace

it properly when you return it to the closet. By the end of the season, you should be able to see what
clothes you haven't worn, and most likely can live without.

Activity - Need and Wants

Last Ten Purchases Need or Want?

Activity - Resisting Influence Tactics

Tape several segments of the Home Shopping Network or find segments on the web. View a 15-minute
segment.

Identify the influence tactics such as authority, scarcity, and comparison.

Summarize how many were used.

Reflect on which were most effective on you.

Reflect on how you can resist these tactics.

Activity - In preparation for car purchase exercise

Go to www.bankrate.com and determine what current rates are for car loans.

What would your monthly payment be if your car loan was for $15,000 at 6.97% for 3 years? What are
your total finance charges?

Try a longer period of time. What happened to the monthly payment? Finance charges?

Try a higher interest rate. What happened to the monthly payment? Finance charges?

Assignment - Buying a Car
This assignment covers Unit 1: Buying and Unit 3: Installment loans.
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http://www.bankrate.com/

The best way to understand how to be smart about your money is to work on a specific life activity. Just

abouteveryf ami ly in the US purchases a car. Let’ ' sagiljgook at t
money.

Let' s say that you are starting a new job at $40, 000 a
you go through to determine what type of car to buy? At the end of this exercise, you will be asked to

reflect on what you felt and learne d . First, if you've already bought a ceé

chose the car and how you financed it.

1. Evaluating the buy message for cars

The zoom-zoom ad.
http://www.mazdausa.com/MusaWeb/displayPage.action?pageParameter=zoomMain

What is the buy message in this ad? Are these the reasons you should buy a car? What purpose does a
car serve? What appeal does this ad make? Should you respond to this buy message?

2. Researching and evaluating cars

List all the features that are important to have in a car. Lay out what factors might affect the price of the
car. Determine which models satisfy your requirements. Research on the internet and find a price you are
willing to pay. Create a table to compare models, features, and prices and to determine the best choice
for you. Here are some sources of information but add more of your own.
http://www.consumeraction.gov/caw_automobiles_buying_new.shtml
http://www.edmunds.com/advice/buying/articles/78386/article.html

3. Determine what type of financing you will get on the car.

How much can you afford? Use http://www.bankrate.com/brm/rate/calc_home.asp and the $40,000 salary
to determine what you can pay. How much should you put down? Do a sensitivity analysis of different
down payments. How will different down payments affect your monthly payments? Check the internet to
see what interest rates can you get? What was the lowest rate you found? How do different interest rates
affect your monthly payments? Create a table to show your different options. How will financing affect
your personal finances?

4. Reflect. Write a reflection paper on your experience listing your advice to someone else who is
embarking on the same mission.

5. Present your findings to the class in a power point presentation.

Activity - Buying a Wireless Phone

Go through the same four steps in evaluating the purchase of a cell phone. Here is a website with
information:
http://www.consumerjungle.org/index.php?option=com_content&task=view&id=56&Itemid=108

Unit 2. Credit Cards

Question

You are trying to pay down a credit card balance. Which of the following is best for you when computing a
finance charge?


http://www.edmunds.com/advice/buying/articles/78386/article.html
http://www.edmunds.com/advice/buying/articles/78386/article.html
http://www.bankrate.com/brm/rate/calc_home.asp
http://www.consumerjungle.org/index.php?option=com_content&task=view&id=56&Itemid=108

a) two-cycle daily balance with new purchases
b) one-cycle daily balance with adjusted balance
c) one-cycle daily balance with new purchases
d) two-cycle daily balance with previous balance

Question

How are credit card or open-credit APRs different from mortgage APRs?

Question
Annual percentage rate APR 2.9% until 11/1/07
after that, 14.9%
Other APRs Cash-advance APR: 15.9%
Balance-Transfer APR: 15.9%
Penalty rate: 23.9%
Variable-rate information Your APR for purchase transactions may vary.

The rate is determined monthly by adding
5.9% to the Prime Rate.

Grace period for repayment of balances for purchases. | 25 days

Method of computing the balance for purchases. Average daily balance (excluding new
purchases)

Annual fees. None

Minimum finance charge. $.50

Transaction fee for cash advances: 3% of the amount advanced
Balance-transfer fee: 3% of the amount transferred
Late-payment fee: $25



http://www.federalreserve.gov/Pubs/shop/#other
http://www.federalreserve.gov/Pubs/shop/#other
http://www.federalreserve.gov/Pubs/shop/#other
http://www.federalreserve.gov/Pubs/shop/#variable
http://www.federalreserve.gov/Pubs/shop/#variable
http://www.federalreserve.gov/Pubs/shop/#variable
http://www.federalreserve.gov/Pubs/shop/#grace
http://www.federalreserve.gov/Pubs/shop/#grace
http://www.federalreserve.gov/Pubs/shop/#grace
http://www.federalreserve.gov/Pubs/shop/#method
http://www.federalreserve.gov/Pubs/shop/#method
http://www.federalreserve.gov/Pubs/shop/#method
http://www.federalreserve.gov/Pubs/shop/#fees
http://www.federalreserve.gov/Pubs/shop/#fees
http://www.federalreserve.gov/Pubs/shop/#fees
http://www.federalreserve.gov/Pubs/shop/#fees
http://www.federalreserve.gov/Pubs/shop/#charge
http://www.federalreserve.gov/Pubs/shop/#charge
http://www.federalreserve.gov/Pubs/shop/#charge
http://www.federalreserve.gov/Pubs/shop/#transaction
http://www.federalreserve.gov/Pubs/shop/#transfer
http://www.federalreserve.gov/Pubs/shop/#late

Over-the-credit-limit fee: $25

lt’s September 2007. What will you be charged on your
What will you be charged on your outstanding balance at Christmas of 2007?

It is 2008 and the prime rate is 11%, What is your rate?

Your payment reaches the credit card company in 27 days. What will happen?

You miss two payments by more than 10 days in a six month period. What is your rate?

How much will a cash advance of $1000 cost you?

Assignment - Evaluating a Credit Card Offer
You've received the following credit card solicitation
the end of this workbook but you may use one you got in the mail.)
Read the solicitation disclosure, fill in the credit card account comparison worksheet, and answer the
following questions:
I What interest rate are you charged on your purc

outstanding balance at the end of the month?
Is this interest rate fixed?
How is the interest computed?
What are you charged on cash advances?
Besides the interest rate, what other charges will you incur if you have an outstanding
bal ance? | f your payment doesn’'t <clear?
I Assume you had an average daily balance of $500 for the month, what interest rate and

other fees would you pay?
T If you are using an offer you got in the mail, compare it to offers your classmates have or

the sample ones attached. How are they different?

Question

You were billed for a product that you ordered but that you did not receive on your latest credit card
statement. What should you do?


http://www.federalreserve.gov/Pubs/shop/#over

Assignment - Write a letter to correct an error on your credit card bill.

You purchased a flashlight from a store for $11.14. When your credit card bill arrived, the charge was
$111.40. Write a letter to the credit card company to correct this error. In your letter state your name,
billing address and account number. Give the date of the charge, the merchant (store), and note the
disputed amount.

Question

True or False

1 Your liability on a debit card is the same or less than a credit card

1 The bank has 10 days to investigate any errors you bring to their attention

T I'f you do n bankyaudostiydurydebit @and you could be liable for $500 or more

Question

You are buying a product from a merchant you haven't d
card?



Question

On Monday, John’'s debit card and PIN were stol en. On
John had in his checking account. Five days later, the thief withdrew another $500, trigger i ng John’' s
overdraft line of credit. John did not realize his card was stolen until he received his bank statement,

showing withdrawals of $750 he did not make. He call

Question

Now suppose that when John got his bank mtkaSeventyent he
days after the statement was mailed to John, the thief withdrew another $1,000, reaching the limit on
John’'s |l ine of credit.

Question

You don't realize you have only $100 in your bank account and you want to use your debit card to buy a
$200 item. What will happen to your account?

Question

The typical person in Washington State has a credit card balance of $5500. Assuming the minimum
payment on this is $200, how long will it take to pay this off? Go to the Bankrate.com calculator to
determine this for 18% interest and 22% interest.

http://www.bankrate.com/brm/calc/creditcardpay.asp



http://www.bankrate.com/brm/calc/creditcardpay.asp

Activity - Credit Card Balances

Using your own credit card balance and credit card interest rate, calculate how long it will take you to pay
off the balance.

http://www.bankrate.com/brm/calc/creditcardpay.asp

Unit 3. Installment Loans

Question

What is an installment loan?

Question

Name some types of installment loans.

Question

When obtaining a car loan, what are some other things to consider that may affect your budget and the
type of loan you want to get?

Question

What is the maximum amount of your income that you want to be spending on debt, including a
mortgage, all installment loans, and credit cards?


http://www.bankrate.com/brm/calc/creditcardpay.asp

Question

True or False

1.
2,

Any higher education degree is worth the investment required to earn it.

The government pays your interest on student loans while you are in school so you should take
out as much as they will let you.

When a company offers you a loan, you either have to take their offer or find another company to
deal with.

If your parents sign up for a Parent PLUS Loan and you fail to make the payments after you
graduate, they have an equal responsibility to repay the loan or it will hurt their credit as well.

Question 17 Will your degree be worth it?

Nellie Mae found the following average student loans and starting salaries for the college graduates in
various professions. Many students going to professional schools have to take private loans.

Assume that graduates will have the standard ten-year repayment plan. What percent of their starting
salaries will go to student loan payments if the interest rate for the loan is 8%? What if the interest rate is

11%7?



Law/Medicine Business Education Other Health

Mean total $91,700 $39,500 $32,200 $55,300
debt

Mean 2001 $68,000 $57,000 $32,900 $40,500
earnings

Would 65% 48% 60% 61%
borrow less

Feel very 75% 53% 65% 64%
burdened

Delayed 49% 22% 25% 29%

buying home

Unit 4. Mortgages

Question 15
A debt-to-income ratio of 28/36 refers to:

a) the percent of your monthly income after tax put to debt

b) the percent of your loan payments put to mortgage payment

c) the percent of your gross monthly income put to housing expenses and other loan payments
d) the percent of your mortgage payments put to other loan payments

Question 16

Which payments are included in the first number in the debt —to-income ratio?
Auto loan payments



Student loan payments
Personal loan payments
Mortgage payments
Alimony paid out

Real estate taxes
Home insurance

Question 17

Which payments are included in the second number in the debt —to-income ratio?
Auto loan payments

Student loan payments

Personal loan payments

Mortgage payments

Alimony paid out

Real estate taxes

Home insurance

Question 18

Your gross household income is $60,000. Using the 28/36 debt to income ratio, how much mortgage can
you afford? Assume housing expenses other than mortgage is $400 per month.

Question 19

True or False



Going to one lender is enough when you want to get a mortgage.
A mortgage broker is not obligated to get the best deal for you.

I't”s not i mportant to know whether you’'re dealing with

Question 20

What do the following do to your finance charges in a mortgage? Indicate whether it makes the charges
higher or lower.

Higher down payment

30-year term as compared to 15-year term

3 points as compared to 1 point

Question 21

When is it good to use an adjustable-rate mortgage over a fixed-rate mortgage?



Question 22

A lender is advertising 5% mortgages with an APR of 5.2%. How is the noted (nominal) rate different from the APR?
Which should be used to evaluate a mortgage?

Question 23

You have an adjustable-rate mortgage that resets after a year. The rate is set at 2% above the 90-day
treasury bill. When you assumed the mortgage a year ago, you were given the rate of 4.97%. The
treasury bill rate is 5.03%. What will your rate be changed to? What increase will you see in your monthly
payments?

Question 24

You are comparing two mortgage lenders for a $200,000 mortgage. The first is offering a 5.75 rate with 3 points,
while the second is offering 6.00% with 1 point. Which is the better deal?

Question 25

The local newspaper had these rates for 30-year fixed rate mortgages. Using an APR calculator
determine what the APRs are for each:


http://www.dinkytown.net/java/MortgageApr.html

Company Interest rate Points Down APR
payment

A 5.75 0 0 —20%

B 5.875 1 0 —20%

C 4.875 5.875 0 —20%

D 5.25 2.875 0 —20%

Assignment - Buying a house
Go to zillow.com. Identify a house that you want to buy. The sky is the limit.

Find at least two mortgage rates including points. Estimate the other closing costs. Assume a reasonable
down payment. Determine what your monthly payment will be.

Activity

Comparison shop mortgage fees. Determine what typical fees are for a mortgage. Go to the website
www.feedisclosure.com. Read the sample disclosure report and compare to your analysis.

Unit 5. Home Equity Line of Credit

Question

When obtaining a home equity line of credit, are the costs included in the APRs?

Question

You have a home equity loan for $50,000 that resets every year based on the prime rate and a 15-year
term. Itis calculated by adding 3% to the rate. Using the calculator on www.bankrate.com, find your
monthly payment on the following years:

Year Prime rate Home equity loan rate Monthly Payment

2004



http://www.dinkytown.net/java/MortgageApr.html
http://www.feedisclosure.com/
http://www.bankrate.com/

2001

2006

How high can your variable rate go?
Prime rate
25.00
20.00
15.00 J f\\
E 10.00 n ‘ Lr/‘k\_ h'
K \-\ / \__r’ /r\-|__ \.//- Vam
\n W/ L /
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0.00
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Source: Federal Reserve
Unit 6. Lease Agreements
Question 27

Describe the difference between a closed-end lease and an open-end lease.




Question 28

When are the end-of-term charges considered unreasonable in open-end leases? When can you be
forced to pay these unreasonable charges?

Unit 7. Applying for Credit

Question 29

Check all the factors that may be used to determine your credit standing:

Marital status

Gender

Age

Alimony paid

Whether you plan to have children

Stability of job

Income from public assistance

I f you don’t fit in with the people in the neighborhoo
How many loans you have

Whet her you've been fired from your job _ __
How much your monthly expenses are

Whether you were late in paying obligations

How old your children are

Immigrant status




Assignment - Reading a Credit Report

Read the sample credit report. The sample credit report shows a judgment against you that never
happened. What would you do to correct the error? How many days does the credit rating service have to
respond to you? What action would you take if they responded that you were incorrect?

Students may download their own credit reports and reflect on what it shows.
Activity - FICO Score

Checking out your FICO score. To get a rough estimate of your FICO score, go to:
http://www.bankrate.com/brm/fico/calc.asp?Ipid=BKRATE29

Unit 8. Dealing with Credit Problems


http://www.bankrate.com/brm/fico/calc.asp?lpid=BKRATE29

Activity: Protect Yourself --Take Quizzes on Identity Theft, Spyware, Phishing,
Spam Scam Slam, Online Shopping

Go online to the OnGuard website to check your knowledge about many electronic crimes at
www.onguardonline.gov/quiz There are a series of nine short fun, colorful quizzes to test your
knowledge to protect yourself, your work or your family.

Forms

Credit Card Account Comparison Worksheet

Features Card: Card: Card:

Issuer:

Credit limit:

Interest rate for:

Purchases

Penalty for late payment

Cash advances

Balance transfers

Fees:

Annual

Late payment

Over-credit limit

Account Set Up

Cash advance

Rewards program

Finance charges:

One-cycle or two-cycle hilling

Minimum finance charge

New purchases included

Interest calculated:

Fixed, variable or tiered basis

Grace period (# of days):

If you carry a balance

If you pay off the balance monthly

For cash advances

Type of card:

Secured, regular, student, rewards

Perks and rewards:

Rebates

Points

Frequent flier miles

Cash back

Insurance

Other




Mortgage Shopping Worksheet
(From the Federal Reserve)

Name of Lender:

Name of Contact:

Date of Contact:

Mortgage Amount:

mortgage 1 mortgage 2 i/mortgage 1 |/ mortgage 2

Basic Information on the Loans
Type of Mortgage: fixed rate,

adjustable rate, conventional, FHA, |— — — —
other? If adjustable, see below

Minimum down payment required

Loan term (length of loan)

Contract interest rate

Annual percentage rate (APR)

Points (may be called loan discount
points) — — — —

Monthly Private Mortgage
Insurance (PMI) premiums — — — —

How long must you keep PMI?

Estimated monthly escrow for taxes
and hazard insurance — S — -

Estimated monthly payment
(Principal, Interest, Taxes,
Insurance, PMI)

Fees

Different institutions may have
different names for some fees and
may charge different fees. We have
listed some typical fees you may
see on loan documents.

Application fee or Loan processing
fee

Origination fee or Underwriting fee




Lender fee or Funding fee

Appraisal fee

Attorney fees

Document preparation and
recording fees

Broker fees (may be quoted as
points, origination fees, or interest
rate add-on)

Credit report fee

Other fees

Other Costs at

Closing/Settlement

Title search/Title insurance
For lender

For you

Estimated prepaid amounts for
interest, taxes, hazard insurance,
payments to escrow

State and local taxes, stamp taxes,
transfer taxes

Flood determination

Prepaid Private Mortgage
Insurance (PMI)

Surveys and home inspections

Total Fees and Other
Closing/Settlement Cost
Estimates

Name of Lender:

mortgage 1

mortgage 2

mortgage 1

mortgage 2

Other Questions and
Considerations about the Loan
Are any of the fees or costs
waivable?

Prepayment penalties
Is there a prepayment penalty?

If so, how much is it?




How long does the penalty period
last? (for example, 3 years? 5
years?)

Are extra principal payments
allowed?

Lock-ins
Is the lock-in agreement in writing?

Is there a fee to lock-in?

When does the lock-in occur—at
application, approval, or another
time?

How long will the lock-in last?

If the rate drops before closing, can
you lock-in at a lower rate?

If the loan is an adjustable rate
mortgage:
What is the initial rate?

What is the maximum the rate
could be next year?

What are the rate and payment
caps each year and over the life of
the loan?

What is the frequency of rate
change and of any changes to the
monthly payment?

What is the index that the lender
will use?

What margin will the lender add to
the index?

Credit life insurance

Does the monthly amount quoted to
you include a charge for credit life
insurance?

If so, does the lender require credit
life insurance as a condition of the
loan?

How much does the credit life
insurance cost?

How much lower would your
monthly payment be without the
credit life insurance?




If the lender does not require credit
life insurance, and you still want to
buy it, what rates can you get from
other insurance providers?




