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“Every dropout | met
voiced a similar
complaint: teachers and
principals treat the "rich
Kids" better. The rich
kids always knew how to
be good kids. So | guess
It's natural the schools
wanted to work with them
more than with the rest of
us. The poor kids ,
though, are exactly the
ones who need the extra
Investment.”



Financial Literacy

41 percent of U.S. adults, or more than 92
million people living in America, gave
themselves a grade of C, D, or F on their
knowledge of personal finance, suggesting
there Is considerable room for
Improvement. This number Is highest
among Gen Y adults at 47 percent.

The 2009 Consumer Financial Literacy Survey
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OBJECTIVE 1

Describe the role of
planning and maintaining a
balanced budget.

/of\
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1(a)

Develop, monitor and evaluate
a personal budget.



Budgeting

Showing no improvement since 2007, less
than half of adults (42 percent) keep close
track of their spending.

The 2009 Consumer Financial Literacy Survey






1(0)

Discuss opportunity costs and
trade-offs on budget
iImplementation.
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1(c)

ldentify and discuss
the social and
personal
consequences of not
following a budget.
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1(d)

Compare and evaluate various
tools available for keeping
track of budgets.
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Personal Finance Software

e Quicken
 Moneydance
 AceMoney
 Mvelopes
 BankTree Personal
* Rich or Poor
 Budget Express

e |Cash
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1(e)

Demonstrate knowledge of
financial transactions,
checking and savings accounts
and associated financial

services.
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Transaction Types

Electronic Funds Transfer (EFT or ACH)
Debit Card

ATMs

Point-of-sale Terminal

Stored-Value Cards

Direct Deposit

Wire Transfers

Western Union

15



1(f)

Demonstrate how to manage
a checking account.
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Reconciling Your Checking Account

1.

Place checks in order by check number
or Issue date.

Compare canceled checks with info In
your check register.

Update the register by subtracting any
charges.

List all outstanding checks.
See If the account balances.

17



1(q)

Evaluate the impact of major
purchases on budgeting.

18



Major Purchase Decisions

e Control Buying on Impulse
e Consider the Cost per use
e Buy at the Right Time

* Repairs/Improvements

e Taxes & Insurance

o Utllities

 Licensing

19



OBJECTIVE 2

Understand credit uses and
costs.



2(a)

Discuss the history and role of
credit.

21



Ascendancy of the
Credit Card Industry

The inventor of the first bank issued credit
card was John Biggins of the Flatbush
National Bank of Brooklyn in New York. In
1946, Biggins invented the "Charge-It"
program between bank customers and
local merchants. Merchants could deposit
sales slips into the bank and the bank
billed the customer who used the card.

22



In 1950, the Diners Club issued their credit card
In the United States. The Diners Club credit
card was invented by Diners' Club founder
Frank McNamara and it was intended to pay
restaurant bills. A customer could eat without
cash at any restaurant that would accept
Diners' Club credit cards. Diners' Club would
pay the restaurant and the credit card holder
would repay Diners' Club. 2



Reasons for Using Credit

e Convenience

« Emergencies

 |dentification

 Make reservations

e Buying big ticket items

 Enjoy the “good life”

 Take advantage of free credit

« Consolidate debts

* Protect against ripoffs and frauds
e Obtain an education

24



2(D)

List basic types of credit.

25



Types of Open-Ended Credit

e Credit cards
e |nstallment loans

* Revolving charge account
(option account)

e Cash advance
e Personal line of credit
e Student Loans

26



2(c)

Describe the risks and
responsibilities associated with
using credit.

27



Reasons Against Using Credit

* Interest Is costly

« Additional fees are common
(transaction fee, late payment
fee, over-the-limit fee)

e Tempting to overspend.
e Privacy issues
 Perma-debt

28



2(d)

ldentify methods of establishing and
maintaining a good credit rating.

29



Credit Score

In spite of it being free, nearly two-thirds
(64 percent), or 144 million people, have
not ordered a copy of their credit report In
the past year; this grows to nearly three-
guarters (72 percent) among Hispanic
Americans. Additionally, more than one-
third (37 percent) admit that they do not

know thelir credit score.
The 2009 Consumer Financial Literacy Survey
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Credit Scoring 101

Length of
Payment Credit History
History 35% 15%

New Credit

l 10%

Types of
Credit Used

10%

Amounts
Owed 30%
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Why Is a Credit Score a Good Thing?

e Improves risk assessment

* Allows investors who buy securities to get
a more accurate assessment of the
underlying risk in these loans.

* Brought consumers more equitable
treatment, and has introduced more credit
products to millions of households that
would have been turned down as too risky
just a generation ago.

32



2(e)

Explain the purpose of co-
signers and collateral when
applying for a loan.

33



Cosigning

A co-signer agrees to pay the debt
should the primary borrower falls to
do so. Being a cosigner Is a major
responsibility because the cosigner
has the same legal obligations for
repayment as the primary borrower.
In case of default the lender has the
right to go after both parties to collect.

34



2(f)

ldentify warning signs of credit
abuse.
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Debt and Credit Cards

26 percent, or more than 58 million adults,
admit to not paying all of their bills on time.
Among African-Americans, this number Is
at 51 percent. In the last 12 months, 15
percent of adults, or nearly 34 million
people, have been late making a credit
card payment and 8 percent (18 million

people) have missed a payment entirely.
The 2009 Consumer Financial Literacy Survey
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Signs of Overindebtedness

Exceeding credit limits

Using credit instead of cash for regular
expenses

Paying only the minimum amount due
Requesting increase In credit limits
Paying late

Not knowing how much you owe
Taking add-on loans

Using debt-consolidation loans
Experiencing garnishment

Collection calls/notices

37



Correcting Credit Problems

 Determine what you owe

e Focus your budget on debt
reduction

e Contact your creditors
 No new credit

* Refinance

e Find good help



2(d)

Calculate and compare costs
assoclated with the use of
credit.

39



Computation of Finance Charges

 Annual Percentage Rate (APR). The
relative cost of credit on a yearly basis
expressed as a percentage rate.

* Periodic Rate: The annual percentage
rate for a charge account divided by the

number of bi
* Average Dal

ling periods per year (usually 12).
y Balance: The sum of the

outstanding balances owed each day

during the bi

ling period divided by the

number of days In the period.

40



2(n)

Calculate how long it takes
to repay debt and the total
costs when a borrower makes
minimum payments.
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Monthly Payment of $41.00

| Interest Principal
It will l |

take
18.5 yrs
to pay

off!

$11.00
29%

of your
payment

$30.00
/1%

of your
payment

Above amounts are based in a $2,000 balance, an 18% interest
rate, and a minimum payment equal to 2% of the bala nce
Over those 18 years, you would repay $5,668 for your $2,000 worth of charges.

You paid an additional $2.83 to borrow each of the dollars.
42



OBJECTIVE 3

Describe the impact of
credit on money
management.



3(a)

Compare the advantages and
disadvantages of different
payment methods.
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Payment Methods

Cash / Credit

Lease / Buy

Rent / Own
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3(b)

Compare the services of
various types of financial
Institutions and identify
advantages of comparison-
shopping before selecting
financial services.
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3(c)

Describe the relationship
between a credit rating and the
cost of credit and factors that
affect credit worthiness.
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3(d)

Explain the value of credit
reports and scores to
borrowers and lenders.
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Credit Ratings and Risk Scoring

Credit Rating: an evaluation of a person’s
previous credit experience.

Credit Scoring: A statistical measure
used to rate applicants on the basis of
various factors relevant to creditworthiness
(income, length of employment, home
ownership status, credit history, bill-paying
patterns).

50
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OBJECTIVE 4

Describe the rights and
responsiblilities of buyers and
sellers under consumer
protection laws.



4(a)

Explain the purposes and
features of consumer
protection laws, agencies and
sources for assistance.
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Consumer Protection Laws

Fair Credit Reporting Act
AnnualCreditReport.com

Fair Debt Collections Practices Act
Equal Credit Opportunity Act

Fair Credit Billing Act

National Do Not Call Registry
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4(D)

Describe ways to avoid
ldentity Theft and fraud.
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Ways to Protect Yourself

Only give out personal information on a
"need to know" basis.

Be savvy about scams. Pay close
attention to unexpected requests for
account information, whether through
email or over the phone.

Shred docs.

Check your statements and credit report
regularly.
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4(c)

Explain the importance of
understanding financial
contracts.
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4(d)

List possible actions a
consumer can take in response to
excessive debt and collection

practices.
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4(e)

Describe ways to avoid financial
scams and schemes designed to
defraud consumers.
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OBJECTIVE 5

Discuss the purposes for
Insurance and risk
management.

<
>




2(a)

ldentify common types of
iInsurance and their
terminology.
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Common Types of Insurance

o Automobile

e Health/Dental/Vision

e Homeowners/Renter's
o Life

e Long term disabillity

e Supplemental (AFLAC)
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Terminology

e Term Life Insurance

e Cash-value life Insurance

e VVariable-universal
 \WWhole life

Deductible
Premium
Grace period
Beneficiary
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2(D)

Describe how insurance and
other risk-management strategies
protect against financial loss.
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2(C)

Discuss Insurance needs
at various life stages.
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2(d)

ldentify the importance of
estate planning.
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Estate Planning

Probate : a court-supervised transfer of a
decedent’s assets to the rightful beneficiaries.

Will: a written document that directs the
disposition of your assets at death.

Trust: a contract between the creator and the
trustee that permits the latter to manage wealth
and direct income for a specific purpose
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2(e)

Discuss the consequences of
being under-insured.
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lnsurance

More than one in 10 adults (13 percent), or
more than 29 million people, do not have
medical insurance and this number grows
to 20 percent among Gen Y adults. Nearly
three In four (72 percent) do not have
long-term care insurance, including 65
percent of adults aged 65 and older — this

IS more than 24 million people.
The 2009 Consumer Financial Literacy Survey
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Preston Cochrane
President/CEQO

AAA Fair Credit Foundation
801-483-0999 x356

preston@faircredit.org
www.faircredit.org
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