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and using credit. Credit can be a helpful tool

in managing finances. Misuse of credit, however, Personal Financial Literacy
can lead to overspending and impulse buying. 3 Web site:
There are many sources of consumer credit. Some

Data Files
sources are inexpensive and easy to use. Others are
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buying Plans

- Explain the advantages of using a buying plan.
- List the steps of a buying plan.

+ Set criteria for selecting one item over
another to buy.

+  Explain why comparison shopping leads
to better buying decisions.

+  Create a buying plan.

OUTCOMES

4| PURCHASING CHOICES

Buying goods and services can be a fun activity. Sometimes you
are happy with your purchase, and it meets your needs and goals.
Sometimes you are unhappy with a purchase and wish you had not
bought that item.

When a purchase will affect you in the future, take some time to
make the decision. Some people say that any purchase over $50 should
be considered carefully. Impulse buying is when you do not think about
a purchase ahead of time. You see an item that looks appealing and buy
it right away. This type of buying often leaves the buyer feeling dissatisfied
and wishing he or she had chosen more wisely.

Following a buying plan can help you make better buying choices.
Using a buying plan, you can identify your needs and the items or ser-
vices that can fill those needs. A plan can also help you avoid impulse
buying.

4] A BUYING PLAN

A buying plan is a method for making good buying decisions. It will

help you stretch your limited resources. It will also help prevent buyer’s
remorse, which is regret over a buying decision you have made. A buying
plan may be a more detailed extension of a budget. For example, you
may have allowed $500 in a yearly budget to buy a washer and dryer.

In the buying plan, you will consider details of the purchase, such as
features of the product and when to make the purchase.

Evaluate Wants and Needs

Items you buy should be selected to meet your wants and needs. By
evaluating your wants and needs before you shop, you will be better
prepared to make good buying decisions. This process is especially

7-1 Buying Plans
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W,

Large purchases should be part of a buying plan.

important when buying items that cost a large amount of money. Because
your resources will likely be limited, you should consider the opportunity

cost of the item. What other items must you forgo buying in order to buy

this item? Consider how the item relates to meeting the goals you have set
in your budget or financial plan.

SET CRITERIA

Once you have decided to buy a good or service, you should set criteria
for the item. Criteria are standards or rules by which something can
be judged. In the case of an item to purchase, the criteria would be the
features, functions, and quality of the item. To be sure the criteria are
being met, list the features, functions, and quality that are required

in an acceptable choice. Criteria are listed for the items in Kim Ono’s
buying plan, shown in Figure 7-1.1 on page 193.

SET A TIMELINE

For each item you want to buy, decide how soon you want to make the
purchase. The timeline may depend on some activity, such as buying a
new dress for graduation. It may also depend on someone else doing
something. For example, you may wait to buy a particular item until

a store places the item on sale. Putting a time frame on each planned
purchase will help you prioritize. You may choose to drop some items
from your list because buying them is not practical.

Chapter 7  Buying Decisions
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FIGURE 7-1.1 BUYING PLAN FOR KIM ONO

ltem

Criteria Timeline

Need/Want

Spending
Limit

Washing clothes ~ Washer and dryer ~ Washer 1year or
and linens at (new or used) Should be heavy-duty sooner
home rather than Should have cycles for
going to the different kinds of items
laundromat (save Should allow adding bleach
time and money) or fabric softener
Dryer
- Should have several heat
settings for different types
of items
Should use electricity (not gas)
New clothes for Suit or tuxedo Dark blue suit or tuxedo By June 1
spring prom (rent) White shirt in a good fabric that is
Shirt (buy) wrinkle-resistant
Entertainment; Large-screen Clear picture 6 months
music and TV No larger than 60 inches
movies at home Should include DVD player

$500

$100
rental fee for tux
$25 to buy a shirt

$750

SET A SPENDING LIMIT

A spending limit is the maximum amount you are willing to pay for an
item. Based on the need or want that is being met, how much money
are you willing and able to spend? By setting an amount, you know the
spending limit. You will not be tempted to spend more than you have
planned.

Gather Information

When you know what type of item or service you need to buy and how
much you are willing to spend, you can start to gather specific information.
You will want to know what products and services
are available, along with their features and prices.
You may find that you need to revise your spending !
plan. For example, you may learn that a product
with the specific features you want is not available
within your spending limit. You must change either
the criteria or the spending limit.

COMPARISON SHOPPING

Comparison shopping leads to better buying
decisions. You can make a better choice when
you know all of the options available. Check
several sources to find data on prices and features
of the product or service. You may find that some
items are on sale or offer rebates. A rebate is a
refund of part of the purchase price of an item.

© Digital Vision
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Deciding how to pay for an item is part of
the buying decision.

You may also find a wide range of features available. The Internet is a
good place to do product research. You can browse sites with product
data at your own convenience and need not feel pressured to buy.

Compare the product or service features to the criteria you have set.
Determine which product or service has all the features and the quality
you need at the lowest price. Remember to add taxes, handling charges,
and shipping fees when considering the total cost. Some catalog and
Internet companies offer free shipping. You may not have to pay sales
tax on some items purchased by catalog or on the Internet.

Be aware that the lowest price is not always the best price. Compare
the warranties and return policies from the various sellers. On expensive
items, having a good warranty can be an important criterion. Consider
the seller. Is the seller a reputable and established company that you can
expect to deal fairly with you? Be wary of buying at low prices from a seller
you do not know much about. If the item is damaged or of poor quality,
the seller may not allow a return or refund.

PAYMENT METHODS

Each purchase involves two choices—what to buy and how you will pay
for it. Sometimes your only payment option is cash. At other times, you
can choose among payment methods. You may be able to write a check
or pay with a debit or credit card. You might choose to buy at one store
instead of another because one store takes credit cards and the other
does not.

Knowing in advance how you will pay for a product or service puts
you in a better position to bargain. Some merchants will sell a product or
service at a lower price if you pay in cash. For some items, such as a car,
you may borrow money to pay for the purchase. This is often called
financing the item. Always compare financing options that may be available
through the seller with options from other sources. You
will learn more about the advantages and disadvantages of
different payment methods in Chapter 8.

Make the Purchase

Consider all the information you have gathered, and
choose a product or service. Once you have decided on
the product or service that will best meet your needs, it

is time to buy. Check the item carefully to be sure it is in
good condition. If the item is in a box, the box should

be sealed. It should be clear that the box was not opened
before and resealed. If the box has been resealed, take the
item out and examine it.

Ask about warranties and return policies. Be sure to
keep the receipt. Know the time within which a product
can be returned should you find something wrong with it.
Sometimes delivery will cost extra. You might be able to
save money by picking up a product yourself.

© Getty Images/PhotoDisc

Evaluate the Purchase

Once you get the product or service and try it out, you may
feel differently about it. The excitement of buying is now
gone. Ask yourself how satisfied you are with the purchase.
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Did you follow a buying plan? Did you get good value for the money you
spent? Does the product or service meet the want or need for which you
purchased it? Are there ways you could have done a better job in select-
ing or buying? Learn from each buying experience so you can continue

to make good buying decisions.

The purpose of informal speaking is to share
information. Informal speaking often involves
getting responses from others. Information
is both given and received as other people
interact with the speaker. Talking with
another person and speaking with several
people in a meeting or another group setting
are examples of informal speaking. Follow
these guidelines to help you communicate
effectively in such situations:

-+ Express your ideas clearly. Do not
assume that others will know as much
about the topic discussed as you do.

+ Speak clearly. Do not mumble or slur
sounds. For example, say nothing
instead of nothin'.

+ Use standard English. For example, say
give me instead of gimme.

EFORMHI. SPEAKING

Use proper grammar. For example,
say she does not instead of she
don't.

Use an appropriate tone. Tone is a
manner of speaking that expresses
your attitude or feelings. Make the
tone of your voice match the topic
being discussed. For example, use

a light, friendly tone when talking
about plans for an upcoming
celebration. Use a more serious tone
when discussing problems or serious
issues.

Speak at an appropriate volume level.
Talk loudly enough to be heard but not
so loud as to annoy others.

Listen to others and give them time
to respond.

7-1  Buying Plans
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/-1 REVIEW

@$ -1 Activity 1 Can You Recall?

Answer these questions to help you recall what you have read.
If you cannot answer a question, read the related section again.

1. What are the advantages of using a buying plan?

2. How might a buying plan relate to your personal budget or financial
plan?

3. What are the steps of a buying plan?

4. What does the word criteria mean? Why should you set criteria for
evaluating a possible purchase?

5. Why does comparison shopping lead to better buying decisions?

6. What factors in addition to price should you consider when
comparison shopping for an item?

7. Why is the Internet a good place to research products?

8. What can you do after a purchase to help ensure you make good
choices in the future?

@F -1 Activity L Create a Buying Plan

1. In this activity, you will make a buying plan. Begin by creating a
table with five columns and four rows. Enter the following headings
in the table:

Iltem Spending
Need/Want Item Criteria Timeline Limit

2. ldentify three needs or wants that you would like to purchase items
or services to fill. List them in the table in the Need/Want column.

3. ldentify items or services to fill each need or want. List them in the
table in the Item column.

4. ldentify the criteria that are important for each item or service.
List them in the Item Criteria column in the table.

5. Select a time frame in which you want to make each purchase.
196 List the time frames in the Timeline column of the table.

— 6. Select a price you are willing and able to pay for each purchase.
, List the prices in the Spending Limit column of the table.

Chapter 7 Buying Decisions
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7-2

fources and Benefits of Credit

+ Explain the purpose of credit.
+  Compare sources of consumer credit.
+  Complete a sample credit application.
+ Describe the benefits of using credit.

OUTCOMES

‘ SOURCES OF CREDIT

Credit is the ability to borrow money with the agreement to pay it back
later. The repayment usually includes interest. The purpose of credit is to
allow buyers to purchase items at the present time and pay for them in
the future.

Several sources of credit are available to consumers. Once a consumer
begins using credit, banks and other companies often offer to provide other
sources or types of credit. The person who borrows money is called a
debtor. In most cases, the debtor must fill out a credit application to be
approved by the lender. The lender is also called the creditor.

On a credit application, the borrower provides data needed by the
lender. Personal contact data, such as name, address, phone number,
and date of birth, are given. The borrower’s work information, other
credit sources, and bank account information are also included. A sample
application for credit is shown in Figure 7-2.1 on page 198.

When completing a credit application, give complete and honest
responses. Read all the information carefully. The back of the application
or additional pages may describe the terms of the credit agreement. Be
sure you understand and agree to the terms before you sign and submit
an application.

Service Credit

Service credit is the ability to receive services and pay for them later.
Examples of service credit include the use of electricity, water, sewer, and
other utilities. You may also receive service credit from doctors, dentists,
and others. You may not think of it as credit, but you are receiving services
now and paying for them later. Some companies that offer service credit
require you to pay a deposit when you begin using the service. After your
payment history is known, the deposit may be refunded to you.

Bank Credit Cards

Credit cards are available from banks and other companies. These cards are
usually issued through a provider such as VISA® or MASTERCARD®. With
a credit card, you can buy products or get cash at ATMs around the world.

7-2 Sources and Benefits of Credit
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FIGURE 7-2.1

CREDIT APPLICATION

CREDIT APPLICATION PARNELL BANK
PERSONAL DATA
X ME _Ms First Name Middle Last Name
—Mrs. _Miss | paul B. Cadiz
Home Address City State ZIP Code How long?
248 Maple Lane Monticello KY 42633-0345 | 10 years
Previous Address (If less than 2 years at present address) City State ZIP Code
Home Telephone Business Telephone Date of Birth No. of Dependents
606-555-0134 606-555-0134 10/12/75 1
Social Security No. E-Mail Address
000-00-0000 rcadiz48@providername.net
Are you a U.S. citizen? If no, explain status. Residence Situation Monthly Rent or
X Yes ___No ___Own _X Rent __ Other | Mortgage
$ 450.00

Employment
Employer Address City State | ZIP Code
Ready-Made Cabinets | 452 West Street Monticello KY |[42633-8741
How long? Occupation Supervisor's Name Yearly Gross Pay
5 years Cabinet Finisher Ben Bell $ 20,000.00
Other Income Yearly Household Income
Amount  Source Amount  Source $45,000.00
$5,000 per year Summer job/Mowing lawns
Other Credit Accounts
Type or Name Account No. Current Balance
Good Deal credit card 4589258-633 $ 45053
Type or Name Account No. Current Balance
Sears store account 632-569-4319 $ 750.23
Type or Name Account No. Current Balance
Potter's Hardware store account 388-23-6 $ 145,89
Bank Accounts
_X Checking Name of Bank City Account No.

First Bank Monticello 3489541-12
_X Savings Name of Bank City Account No.

First Bank Monticello 3479542-16
___ Other Name of Bank City Account No.

Signature

| authorize Parnell Bank to check my credit record and verify my employment and references. | have read
the information on the reverse side and agree to the credit terms. Under penalties of perjury, | declare the

Date Wfa‘y S, &0--

above statements to be true.

Raul B. (ades

Applicant’s Signature
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Bank credit cards are a type of revolving credit. With
revolving credit, the account holder can charge to the
account as often as desired, up to a certain dollar limit.
The account holder makes payments, usually each month.
The entire debt or part of the debt can be paid each
month. This means that the account can have an ongoing
balance. However, a minimum monthly payment is usually
required. Interest is charged on outstanding balances. Interest
on credit cards can be quite high. Bank cards also often
charge an annual fee.

Store Accounts

Department stores, gas companies, and other retail merchants
may offer their own credit accounts. The account holder may
receive a credit card to use in making purchases. Unlike Many types of credit cards are available to
bank credit cards, store accounts allow you to charge consumers.
items or services only at that store or with that merchant.
These accounts often have high interest rates and require monthly payments.
Using store accounts can lead to less comparison shopping when people
simply buy where they have accounts.
Store accounts can be revolving credit accounts, or they can be
installment plans. With installment credit, an amount is set for the
purchase. Payments are made and the balance is paid off in a set period
of time. For example, a customer might buy a refrigerator for $800
and agree to pay 18 percent yearly interest on a 3-year payment
plan. Figure 7-2.2 shows the payments and interest for this plan.

© Getty Images/PhotoDisc

Charge Cards

A charge card is a form of credit card because you buy now and pay
later. With charge cards, however, you pay the balance in full each month.
Because there is no interest or service fee, these cards often require a
large annual fee ($50 to $100 or more). Examples of charge cards are
American Express® and Diners Club®.

Loans

Banks and other companies loan money to consumers. Consumers can
get different types of loans. An installment loan is similar to an installment
plan for a store purchase. A set amount is borrowed at a certain interest
rate for a set period of time. For example, a consumer might borrow $1,000
at 8 percent interest for 1 year. The debtor makes regular payments for
the set period of time to repay the loan. The repayment includes the
amount borrowed and interest. Handling fees may also be charged.

FIGURE 7-2.2
INSTALLMENT PAYMENT PLAN

Initial Balance $ 800.00

INSTALLMENT
PAYMENT PLAN

Monthly Payment $ 28.92
Total Payments Amount $1,041.19
Interest Paid $ 24119
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A single-payment loan also has a set amount borrowed at a certain
interest rate for a set period of time. With this type of loan, however, the
entire amount plus interest is repaid in one payment on a certain date.

The terms of a loan may allow the consumer to use the money bor-
rowed as desired. Other loans may specify how the money is to be used.
For example, the loan may be for home repairs or for the purchase of
a car.

The lender may require the borrower to offer security for the loan.
Property that can be used as security for a loan is called collateral. Land,

a house, and a car are examples of items that can be used as collateral.

The lender can sell the collateral to get the money due if the borrower

does not repay the loan. If the borrower does not have the needed collateral,
the lender may require that the loan have a cosigner. A cosigner is a person
who signs the loan agreement along with the borrower. This person agrees
to repay the loan if the borrower does not.

Lines of Credit

A line of credit is a preapproved amount that a debtor can borrow when
needed. It is available through banks, credit card companies, and other
lenders. The borrower must fill out a credit application. The maximum
amount that can be borrowed is set. No interest is charged until the
debtor uses the line of credit. A line of credit is a good thing to have

so you know how much you can borrow for something such as a car

or a remodeling project.

Credit today is easy to get, and many
creditors want your business. Merchants
encourage their customers to use store
credit. They offer discounts and price
reductions to get customers to open and
use a credit account.

The ease of buying over the Internet
has opened new uses of credit. Online
purchases at reputable sites are fairly
secure and no more risky than in-person
purchases. Either way, you are vulnerable.
Dishonest people can get your private data
and use the data to steal in your name.

As long as you maintain a good credit

record, you will receive many credit offers.
These offers will come from established as

well as new companies. Credit offers may

CREDIT In AMERICA

also pose a security threat. If someone steals
your mail, she or he can open accounts in
your name and charge products. You will
then have a serious problem.

If you do not manage your credit respon-
sibly, you will find the electronic age to
your disadvantage. For example, if you
make a late payment to one creditor, other
creditors may learn about it. Other lenders
may be less likely to extend credit to you.
Once you are refused credit at one com-
pany, this is a signal to others that you are
not a good risk. If you use credit too freely
and cannot make the payments you owe,
you will soon find it very hard to get or use
credit. Manage your credit wisely so you
will have it when you need it.
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‘ BENEFITS OF CREDIT

People use credit for a variety of reasons. Using credit has both benefits
and costs or advantages and disadvantages. In this part of the chapter, you
will learn how consumers can use credit to take advantage of its benefits.
You will learn about the costs of credit in the next section.

Convenience and Rewards

Credit cards and store accounts offer convenience to consumers. Many
people prefer to use credit cards for purchases instead of carrying large
amounts of cash. Some companies to which consumers make regular
payments accept credit cards. The account can be set up to be billed to a
credit card each month. Utility companies and Internet service providers
are examples of businesses that offer this option. Paying one credit card
bill each month is easier than paying several bills to different companies.
Consumers can get cash advances with some credit cards. This is convenient
for consumers traveling far from home.

Many bank credit cards and store accounts have rewards features.
With a rewards program, you get points or other bonuses, such as cash
back, when you use the card. Points can be redeemed for merchandise
or other goods or services.

Increased Spending Power

Without credit, many people would have lower standards of living. They
would have to wait to buy things that can save them time and money.
For example, a consumer might have to save money for a year to have
the purchase price of a washer and dryer. By using credit, the consumer
can purchase the washer and dryer when needed. A small down payment
might be required. The remaining cost, along with interest,
can be repaid over the course of a year or two. During this
time, the consumer is able to use the washer and dryer.
Using credit allows some people to buy expensive items
that they might never save enough to pay for at once. For
example, many people do not have enough money to pay
the full purchase price of a house. Having a home loan,
called a mortgage, allows these people to buy a home.

Records and Protection

Credit card receipts provide you with records of what
you have bought using the card. You can use receipts for
returning goods, as well as getting adjustments. Having the
receipts also allows you to verify your purchases against
the credit card statement.

Using credit gives you advantages when resolving
some disputes with merchants. For example, suppose
you purchased an item on the Internet. The seller says you
can expect delivery within two weeks. Five weeks go by,
however, and you have not received the item. When your
credit card bill arrives, you find you have been charged for
the item. Because you have used a credit card as payment,
you can dispute the charge with your credit card company.

© Stockbyte

Credit card receipts offer proof of purchase.
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The credit card company must resolve the dispute within a certain time. You
can withhold payment of the disputed amount during the investigation.

Some credit card companies offer various benefits or protections
against risks. The following list gives several examples:

© You pay no charges for any fraudulent use of the card. You do not
have to pay for any online purchases made without your knowledge.

© You can withhold payment for disputed items while the dispute is
being investigated.

o If a store refuses to refund the price of a returned item within 90 days
of purchase, the credit card company will refund the purchase price
up to a dollar limit (such as $500) per eligible item.

0 If goods are damaged or stolen within 90 days of purchase, the credit
card company will replace or refund eligible items.

© You can receive an emergency replacement for a lost card quickly,
often within 24 hours.

: e

Skills MANAGING PROJECTS
Most people have projects for school, home, items need to be purchased. Some tasks
or work that they should or would like to need to completed before others can be
complete. Some projects are small, such done.
as painting a porch. Others are large, such 6. Seek approvals, if needed. For a work
as planning a two-week vacation. Whatever project, you may need the approval of
the time or dollar value, all projects can your boss. For a school project, you
benefit from planning. Large projects can might need a teacher's approval. For
be especially overwhelming without a plan a home remodeling project, you might
for completion. Follow these guidelines to need a building permit. If you live in
help you manage a project successfully: an area with historic houses or zoning
1. Define the overall objective of the project. restrictions, you might need the approval
State clearly what you want the completed of some committee. If you must borrow
project to be or do. money to pay for the project, you may
2. If the project is large, divide it into smaller, Feieddeto i SiiSplans approved by the

more manageable parts.
7. Monitor each part of the project as work

progresses. Problems may arise. Some
tasks may take longer or cost more than
planned. When this happens, reevaluate
your plan and take steps to get back on

3. Set a completion time for each part and
for the overall project. By looking at the
different parts of the project and how
long they will take, you can coordinate
activities.

schedule.
4. |dentify the resources.needed to com- 8. Review the completed project. Does it
202 plete each part. What items, money, achieve the goal you set at the beginning?
people, or other I'ESC.)UI'CQS'dO you need Share the credit. Thank those who helped
N to complete the project? List each one. make the project a success. Review
| 5. If other people will help with the work, the process you used to complete the
. decide who will do each task or part. project. Note tasks or steps you could do
Some tasks can be delegated. Some differently to improve on future projects.

Chapter 7 Buying Decisions

Copyright 2008 Thomson Learning, Inc. All Rights Reserved.
May not be copied, scanned, or duplicated, in whole or in part.



/-2 REVIEW

-1 Activity 1 Can You Recall?

Answer these questions to help you recall what you have read.
If you cannot answer a question, read the related section again.

1. What is the purpose of using credit?

2. List several sources of consumer credit.

3. What types of information are asked for on a typical credit
application?

4. How are store credit accounts different from bank credit card
accounts?

5. How are credit cards different from charge cards?

6. How is a single payment similar to an installment loan? How is it
different?

7. Give two examples of collateral that might be used to secure a loan.
8. What is the responsibility of a cosigner of a loan?
9. How is a line of credit different from other types of loans?

10. List several benefits of using credit.

L To get a credit card or open a store account, consumers

..+ typically must fill out a credit application. Although you

&’ Mmay not be ready to apply for credit for a few years, you
will practice completing an application in this activity.

1. Open and print the PDF file CHO7 Credit App from the data files.

Use the following information to complete the credit application.
Print the data neatly and clearly on the form.

Use your title, name, address, and home phone number.

For a business phone, write 606-555-0132.

For the date of birth, write August 1, 1980.

Enter O for the number of dependents.

For a Social Security number, write 000-111-0000.

For an e-mail address, write myname@provider.com. 203
Indicate that you are a U.S. citizen. —
10. Indicate that you rent your residence and you pay $600 per month 1

in rent. Qo
)
11. For your employer, enter the name of a business in your area. Use

the real address of the business or make up an address.

N

L ® oo FE oW
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204

12.

13.
14.

15.
16.

17.

18.

19.

In the Occupation box, enter a job that would be found at this business.
Indicate that you have worked there for 4 years.

For the name of a supervisor, enter Emily Gale.

You earn $10 per hour, working 40 hours per week for 50 weeks a
year. Compute your gross pay, and enter it in the Yearly Gross Pay
box. Enter the same amount in the Yearly Household Income box.

Enter None in the Other Income box.

In the first Other Credit Accounts box, write Sears store account
in the Type or Name box. Enter 34289-10 for the account number.
Enter $250 for the current balance.

Under Bank Accounts, place a check mark to indicate that you
have a checking account. Write the name of a local bank. Write the
name of your city or a nearby city. For the account number, write
45892-4509.

Indicate that you have a savings account at the same local bank.
For the account number, write 45892-4510.

Sign your name and enter the current date at the bottom of the
form.
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Costs of Credit

+ List costs associated with using credit.

+ Explain the difference between fixed and
variable interest rates.

+ Use three different methods for computing
finance charges.

+ Describe penalties and fees imposed by credit
card companies.

« Compare credit card offers.

OUTCOMES

‘ CREDIT COSTS

Although using credit can have benefits, it can also have disadvantages
and costs. Unwise use of credit can lead to overspending. If you do not
make payments on credit accounts on time, your credit rating will suffer.
This may mean that you cannot get credit when you need it in the future.

If you use credit wisely, costs can be kept to a minimum. For example,
credit card companies charge interest on outstanding balances. If you pay
the full amount owed on your credit card each month, you can avoid
paying interest charges. Using this strategy, you can enjoy the benefits
of using credit with little cost. However, you may have to pay a yearly
fee for the privilege of using the card.

Interest and fees you pay are also called finance charges. These charges
have the effect of increasing the cost of items you purchase on the credit
account. There are several different ways of computing interest for credit.
Whatever the method used, you will pay interest if you carry a balance
on the account.

Fixed and Variable Rates

A credit account may have a fixed annual rate of interest. With a fixed rate,
the interest rate is set and does not change each month or year. However,
even with a fixed rate, the credit card company can, with 30 days’ written
notice, raise the fixed rate of interest. You can refuse to accept this new
rate; but if you do, the company will close your account. When an account
is closed, you can pay it off at the old rate, but you can no longer make
charges to the account. The daily interest rate and the corresponding
annual interest rate are shown on the partial credit card statement in
Figure 7-3.1 on page 200.

With a variable rate of interest, the lender or credit card company
can change the rate often. Variable rates tend to rise fast when interest
rates in general go up. However, rates go down very slowly. Credit cards
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FIGURE 7-3.1

Interest rates are shown on this portion of a credit card statement.

Summary of Transactions

Previous Payments and Cash Purchases and Finance New Balance
Balance Credits Advances Adjustments Charges Total
$2,102.42 $2,144.81 $0.00 $1,259.61 $0.00 $1,217.22

Finance Charge Schedule

Corresponding Balance Subject to

Category Periodic Rate Annual Rate Finance Charge
Cash Advances

A. Balance Transfers, Checks 0.043753% Daily 15.97% $0.00

B. ATM, Bank 0.043753% Daily 15.97% $0.00

C. Purchases 0.043753% Daily 15.97% $0.00
Total Minimum Payment Due
Past Due Amount Current Payment Total Minimum Payment Due

$0.00

$15.00 $15.00

with variable interest rates should be used sparingly. You do not want to
get caught with a large balance when interest rates are rising. When the
rates for two cards are the same or close to the same, choose a card with
a fixed rate instead of a card with a variable rate.

Methods of Computing Interest

Three basic methods are used to compute interest on revolving credit
accounts. These methods are the adjusted balance method, the previous
balance method, and the average daily balance method. Most creditors
use one of these methods or a method that is similar. The three methods
can result in different interest charges. For example, suppose an account
has a $500 previous balance. During the month, charges of $30, $50, and
$80 are made. A payment of $100 is made. Using the adjusted balance
method, the interest charged is $8.40. Using the previous balance method,
the interest is $7.50. Using the average daily balance method, the interest
is $8.40. Each of these methods is explained in the following sections.

ADJUSTED BALANCE METHOD

With the adjusted balance method, the balance at the beginning of the
period is added to charges made during the period. The payment received
is subtracted from this amount to find the adjusted balance. The adjusted
balance is multiplied by the interest rate and the time to find the interest
amount. The interest amount is added to the adjusted balance to find

the new balance (amount owed). Figure 7-3.2 on page 207 shows how

to calculate interest using this method.

PREVIOUS BALANCE METHOD
With the previous balance method, interest is calculated using the
outstanding balance at the end of the previous billing period. Charges
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ADJUSTED BALANCE METHOD

Previous Balance $500.00
Charges $30.00

$50.00

$80.00
Total Charges $160.00
Payment $100.00
Adjusted Balance $560.00
Interest (18% yearly for 1 month) $8.40

[$560 x 18% x 30/360]
New Balance (Amount Owed) $568.40
PREVIOUS BALANCE METHOD
Previous Balance $500.00
Interest (18% yearly for 1 month) $7.50
[$500 x 18% x 30/360]

Charges $30.00

$50.00

$80.00
Total Charges $160.00
Payment $100.00
New Balance (Amount Owed) $567.50

in the current billing period are not included. Interest is calculated by
multiplying the previous balance times the interest rate times the time.
The new balance is the previous balance plus interest plus charges minus

any payments made. See Figure 7-3.3.

AVERAGE DAILY BALANCE METHOD

With the average daily balance method, an adjusted balance is computed
for each day of the month. The adjusted balance is the balance from the
previous day plus charges and minus payments received on that day.

The adjusted balances for all days are added and then divided by the
number of days. This amount is the average daily balance. The amount
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FIGURE 7-3.4
AVERAGE DAILY
BALANCE METHOD
AVERAGE DAILY BALANCE METHOD
Previous Balance $500.00
Daily Balances
Previous Adjusted
Balance Charges Payments  Balance
Day 1 $500.00 $0.00 $0.00 $500.00
Day 2 $500.00 $0.00 $0.00  $500.00
Day 3 $500.00 $0.00 $0.00  $500.00
Day 4 $500.00 $0.00 $0.00 $500.00
Day 5 $500.00 $30.00 $0.00 $530.00
Day 6 $530.00 $0.00 $0.00 $530.00
Day 7 $530.00 $0.00 $0.00 $530.00
Day 8 $530.00 $0.00 $0.00 $530.00
Day 9 $530.00 $0.00 $0.00 $530.00
Day 10 $530.00 $50.00 $0.00 $580.00
Day 11 $580.00 $0.00 $0.00 $580.00
Day 12 $580.00 $0.00 $0.00 $580.00
Day 13 $580.00 $0.00 $0.00  $580.00
Day 14 $580.00 $0.00 $0.00 $580.00
Day 15 $580.00 $80.00 $0.00  $660.00
Day 16 $660.00 $0.00 $0.00 $660.00
Day 17 $660.00 $0.00 $0.00 $660.00
Day 18 $660.00 $0.00 $0.00  $660.00
Day 19 $660.00 $0.00 $100.00 $560.00
Day 20 $560.00 $0.00 $0.00 $560.00
Day 21 $560.00 $0.00 $0.00 $560.00
Day 22 $560.00 $0.00 $0.00 $560.00
Day 23 $560.00 $0.00 $0.00 $560.00
Day 24 $560.00 $0.00 $0.00 $560.00
Day 25 $560.00 $0.00 $0.00  $560.00
Day 26 $560.00 $0.00 $0.00 $560.00
Day 27 $560.00 $0.00 $0.00 $560.00
Day 28 $560.00 $0.00 $0.00 $560.00
Day 29 $560.00 $0.00 $0.00  $560.00
Day 30 $560.00 $0.00 $0.00 $560.00
Average Daily Balance $563.67
Interest (18% yearly for 1 month) $8.46
[$563.67 x 18% x 30/360]
New Balance (Amount Owed) __$568.46
is multiplied by the interest rate and the time to find the interest amount.
The interest is added to the balance on the last day of the billing period
to find the new balance (amount owed). Figure 7-3.4 shows how to
calculate interest using this method.
208 Minimum Payments
] The minimum payment is how much you must pay each month on a
} credit account. If you pay only the minimum, it could take many years
o to pay off a balance. The interest charges could cost you more than the
)

purchase itself.
Minimum payments usually are 3 to 5 percent of the balance owed.
Thus, if you owe $1,000, your monthly payment would be $30 to $50.
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This payment includes both principal and interest.
Higher minimum payments help you pay off debt
sooner. However, higher payments also give you less
flexibility in managing your budget.

The minimum payment can be changed at any
time. The creditor may decide to increase the minimum,
and you will have to pay that amount. This could be
difficult if your budget is already tight.

Penalties and Fees

If you make a late payment, you will typically be
charged a penalty. A penalty is a fee charged for
violating the credit agreement. A late penalty is
often $35 or more. Late payments can also cause
your interest rate to rise. Many credit agreements
state that if you are late with a payment or miss a
payment, your interest rate will increase.

Many credit card accounts have a set limit to the
amount you can charge at any one time. If you try to
charge more than your limit, the charge may be refused.
In others words, your purchase is not approved at
the time you check out and try to pay using the credit
card. The credit card company may approve the charge = Credit limits on some cards can be high enough to
even though it is over your limit. You will then be make expensive purchases, such as buying a car.
charged an over-the-limit fee. This is another type
of penalty, and it can also cause your interest rate to rise. You may have
to pay the fee every billing period until the outstanding balance falls
below your credit limit.

Some credit card agreements have a termination penalty. This
penalty may apply if you close the account before a stated time, such
as 1 year. Often, the penalty involves raising the interest rate to the
highest rate allowed by law. This rate is often more than 20 percent
per year. The penalty may apply to cards that offer low introductory
rates. It discourages you from closing the account at the end of the
low-rate period.
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4| SPECIAL RATES

Credit card interest rates are expressed as annual percentage rates. By law,
creditors must clearly state the rate of interest on all credit offers. Variable
rates are often tied to the prime rate. Typically, it would be the prime rate
plus some percentage, such as 5 percent.

Low introductory interest rates often last 6 months to a year. These
temporary rates are then replaced with variable or fixed rates. The purpose

of these rates is to get you to switch to a new credit card. Be cautious, 209
however, because the regular rate may be higher than the rate for your I

previous card. Figure 7-3.5 on page 210 shows an example of introductory
rates from a credit card application.

When you get a new credit card, you can transfer the balance of what
you owe on an old card to the new card. Balance transfer rates are some-
times O percent. These low rates are offered to entice you to change cards.
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FIGURE 7-3.5 CREDIT CARD RATES

Details of Rates

7.9% for Gold accounts or 13.99% for Silver accounts
The account you receive is determined based on your creditworthiness.

Annual Percentage Rate
(APR) for Purchases

Introductory Rate 3% Introductory APR for balances through your first 12 statement
closing dates

After that, the standard APR of 7.9% for Gold accounts or 13.99% for
Silver accounts applies. The Introductory APR may end sooner if your

payment is late.

Balance Transfers and
Cash Advance Checks

0% Introductory APR for balance transfers and cash advance checks
through your first 12 statement closing dates

After that, the standard APR of 7.9% for Gold accounts or 13.99% for
Silver accounts applies. The Introductory APR may end sooner if your
payment is late.

However, the rates usually apply to the balance from the old card only and
only for a short period of time.

Sometimes credit card companies provide access checks. These checks
look like regular checks, but they are used to borrow money. When you use
a check to buy goods or to pay off another credit card, you are transferring
the balance to your credit card.

When you have more than one rate being charged, credit card compa-
nies apply your payment to the balance with the lowest rate first. This means
you will pay an overall higher rate than the balance transfer rate.

APPLYING FOR
CREDIT onLine

Today you can find major creditors, even
mortgage lenders, and apply for credit online.
In some cases, you can get a decision on
whether the loan is approved in just a few
minutes.

Online applications will require sensitive
personal data. You will be asked for your
address, Social Security number, income,
and bank account numbers. The creditor
will need to be sure that the person applying
is really you. You may be asked to verify

Chapter 7

data that others would not know, such as
your place of birth. Be careful that you are
using a secure site anytime you give out
this type of information.

When applying online, do not respond to

credit offers sent to you. They may be scams.

Instead, only apply when you initiate the
contact. If you want to apply online, first do
research to be sure the site is the real one for
areputable company. You can also call a rep-

utable lender and ask for its Web site address.
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CHECKING CREDIT

STATEMENTS

When you receive a credit account statement, you should check it carefully.
You want to be sure that the charges, payments, interest, fees, and new
balance are correct. Follow these steps to check a credit statement:

1. Compare the charges listed on the statement with your sales receipts
and records of online or telephone purchases. Make sure the amounts

are the same.

2. Verify that payments you have made are shown on the statement.

3. Verify that credits (such as for returned items) are shown on the statement.

4. Take note of any fees or penalties you have been charged. Determine
whether the creditor is allowed to charge these fees according to the

credit agreement.

5. Verify that the interest amount and the new balance (amount owed)

are correct.

If you find what you think are errors on the statement, contact the company
using the method given in the credit agreement. You will typically be
required to make the complaint in writing. A form may be provided on the
back of the statement to use in filing complaints. You will learn more about
consumer rights regarding credit and credit disputes in Chapter 9.

Creditors (lenders) are in business to make
a profit. They provide a valuable service to
consumers by allowing them to charge
purchases and pay for them later. They
are entitled to good-faith use of credit and
payment for its use.

Using a credit card that does not belong
to you to charge purchases is both unethical
and illegal. This crime is called credit card
fraud. Credit card fraud costs businesses a
great deal of money. This results in higher
charges for all consumers.

You can help prevent credit card fraud by
closely guarding your cards and card num-
bers. Some precautions you can take follow:

+ Sign your cards in ink as soon as you
receive them.

« Be sure your card is returned to you by
the salesperson after each purchase.

Carry only one or two credit cards at
a time. This gives you fewer cards to
report if the cards are lost or stolen.

Record the telephone numbers for
reporting lost or stolen cards, and report
lost or stolen cards right away.

When you keep cards at home, store
them in a safe place that will not be
quickly located by a burglar.

Guard your purse or wallet when away
from home.

Do not lend your cards to anyone. If you
want to help someone buy an item,
make the purchase yourself.

When you need to throw away a card,
cut it into several pieces.

Tear credit card receipts into small
pieces before throwing them away.
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1-3 Activity 1 Can You Recall?

Answer these questions to help you recall what you have read.
If you cannot answer a question, read the related section again.

1.
2.

List some costs associated with using credit.

Explain the difference between accounts that have fixed interest
rates and those that have variable interest rates.

Describe how finance charges (interest) may be computed on credit
cards using three common methods.

. What does the minimum payment amount on a credit card
statement indicate?

Describe fees and penalties charged by credit card companies.

Why do credit card companies offer low introductory annual rates
for purchases and account balance transfers?

What items should you verify when you receive a credit card
statement?

1-3 Activity I Credit Card (Offers

interneT \\v\.thomsonedu.com/school/pfl

Credit card offers can vary considerably. Some credit cards have
annual fees; others do not. Some have variable interest rates;

ot
of

hers have fixed rates. Some have high minimum payments
5 percent or more. Others have low minimum payments of

1 percent or less. Most credit card accounts charge you for
balance transfers (to pay off other accounts). Some provide
access checks with which you can easily borrow cash. Some
offer rewards programs with points or other bonuses for

m

oney you spend.
Shopping for a credit card involves decisions similar to those

involved in making purchases. You should follow the same steps
as in a buying plan. First, think about why you want or need a

cr

edit card. Next, consider how you will use it. Set criteria that

you want the credit card agreement to meet. Then, do compari-
son shopping to find the card that most closely matches the

cr

Ch

iteria you have set.
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. Pretend that you are ready to apply for a credit card. You will use
the card to make shopping more convenient. You plan to pay the
entire balance each billing period to avoid paying interest charges.

. You have thought about the criteria for the card you want. The card
should have:

o Alow annual fee ($50 or less) or no annual fee

o Areasonable annual interest rate

o Alow introductory annual interest rate

o A rewards program that interests you

. Access the Internet. Search the Web using terms such as low
credit rates, credit card offer, or credit card application.

. Visit several sites that provide information about credit card offers.
Read the information about fees and interest rates. Find a card that
meets the criteria listed in step 2.

. Record the name of the card, the annual fee, the introductory
annual interest rate, and the regular annual interest rate. Describe
the rewards program the card offers. Explain why you selected this
card over other cards you considered.
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Does the world of business interest you? Would you enjoy creating plans
and managing people, projects, and resources? Do you want to own your
own business someday? If the answer is yes, a career in business, manage-
ment, and administration might be right for you. This career area includes
a wide variety of jobs. Workers in human resources, sales, marketing,
accounting, customer support, and business communications are all part
of this career area. These workers, along with managers of many types
and support personnel, are all needed to make businesses run smoothly.

Jobs in business, management, and administration are found in govern-
ment and in private companies. This job area also includes entrepreneurs.
Many small business owners create plans, promote and sell products, hire
employees, and handle the daily management of their companies. The need
for jobs in this area is expected to grow. The outlook varies by job.

Skills Needed

Some of the skills and traits needed for a career in business, management,
and administration include the following:

© Knowledge of business operations o Computer skills
© Management skills © Problem-solving skills
© Communications and math skills © Leadership skills

Job Titles

Many jobs are available in business, management, and administration.
Some job titles for this career area include the following:

© Accountant © General manager O Receptionist
© Benefits manager © HR assistant o Salesperson
© Financial analyst O Real estate agent o Trainer

Explore a Job

1. Choose a job in business, management, and administration to explore.
2. Access the Occupational Outlook Handbook online. A link to the site
is provided on the Web site for this textbook.
3. Search for more information to answer these questions:
© What is the nature of the work this job involves?
© What is the job outlook for this job?
© What training or qualifications are needed for this job?
0 What are the median annual earnings for this job?
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REVIEW

Summary

0 Following a buying plan can help you make better buying choices. It
helps you identify your wants and needs and the items or services that
can fill those wants and needs.

© Impulse buying brings little or no satisfaction and often results in
buyer’s remorse.

© Buying criteria are features that you want in products or services you
have decided to buy.

0 Gathering information is the second step of a buying plan; it begins
with comparison shopping.

© Making a purchase involves careful checking and asking questions,
keeping receipts, and knowing about warranties and return policies.

© Evaluating a purchase will help you make better choices in the future.

0 Credit is the ability to borrow money with the agreement to pay it
back later. The repayment usually includes interest.

© The purpose of credit is to allow buyers to purchase items at the
present time and pay for them in the future. Use of credit allows
consumers to buy products that they otherwise could not purchase.

© In most cases, the borrower must fill out a credit application to be
approved by the lender.

0 Bank credit cards are a type of revolving credit. The account holder
can make charges up to a set credit limit and make periodic payments.

0 Store accounts can be revolving credit accounts, or they can be install-
ment plans. With installment credit, an amount is set for the purchase.
Payments are made and the balance is paid off in a set period of time.

© Charge cards are a type of credit, but the balance is paid in full each
month.

© Using credit has many advantages, such as convenience and increased
spending power. Credit receipts and statements provide good records
of purchases made.

© Property that can be used as security for a loan is called collateral.

0 Interest and fees you pay for the use of credit are called finance
charges.

0 A fixed rate of interest does not go up and down frequently, but it can
change with proper notice to customers.

© A variable rate of interest goes up and down at the discretion of the
creditor.

© Three basic methods are used to compute interest on revolving credit
accounts. These methods are the adjusted balance method, the previ-
ous balance method, and the average daily balance method.

© Borrowers are charged penalties and fees for violating any term of the
credit agreement, such as for making a late payment or spending over |
the credit limit. Q

0 When you receive a credit account statement, you should check to be
sure that the charges, payments, interest, fees, and new balance are
correct.
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Key Terms

adjusted balance impulse buying rebate
method installment credit revolving

average daily line of credit credit
balance method over-the-limit service credit

collateral fee spending

credit penalty limit

criteria previous balance store accounts

fixed rate method variable rate
ACTIVITY 1

Review Key Terms

Use the key terms from Chapter 7 to complete the following sentences:

1. Afeecalleda(n) — s assessed to customers who go
over their credit limit.

2. Credit offers through individual stores, companies, or other merchants
are called .

3. s the practice of buying first and thinking about it
later.

4. With a method of computing finance charges called the
| charges and payments are applied first, and then
interest is calculated.

5. An interest rate that changes at the discretion of the creditor is called

a(n)

6. Property that can be used as security for a loan is called

7. Money borrowed now with the agreement to pay it back later is
called

8. A partial refund of the purchase price of an item is
a(n)
9. An interest rate on credit that remains the same each month is called
a(n)
10. The use of electricity, water, and other utilities that you will pay for
later is called

11. A method of computing finance charges in which interest is calculated
using the average daily balance for all the days of the billing cycle is
called the

12. A type of credit in which you repay a fixed balance with periodic
payments is called

13. With the type of creditcalled —_ | you make payments
and continue charging to the account.
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14.

15.

16.

17.

18.

The maximum amount you are willing to spend for an item is called
your

Standards or features used to judge an item you want to purchase are
called

A fee charged for violating a credit agreement is called

a(n)

A method of computing finance charges in which interest is calculated
using the final balance from the previous period is called the

A preapproved amount that can be borrowed is a(n)

ACTIVITY 2
Math Minute

Use spreadsheet software, if available, to complete these problems, or do
them manually. Round to the nearest cent.

1. The following table shows the activity on your credit card for the past
month. What is the new balance using the adjusted balance method
of computing interest?
2. Using the same information, what is the new balance using the
previous balance method for computing interest?
3. Using the same information, what is the new balance using the
average daily balance method for computing interest?
Credit Card Activity
Previous Balance $800.00
Charges September 5 $35.78
September 18 $124.87
September 21 $528.00
Payments September 22  $750.00
Annual Interest Rate 14%
ACTIVITY 3
Comparison Shopping
INTERNET
\l_ﬂ_!_f?___ www.thomsonedu.com/school/pfl
Comparison shopping leads to better buying decisions. You can make a
better choice when you know all of the options available. Work with two 217
classmates to complete this activity. _
1. As a group, identify a product you would like to buy that you think o ‘
costs between $100 and $500. Ask your teacher to approve your choice. ,
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2. Make a list of criteria that the product should have.

3. Each team member should search the Internet, catalogs, sales
brochures, or other sources. Find the following information about the
product from at least two stores or Web sites:

Product name or brand

Product make or model number

Criteria on your list that this product meets

Price of the product

Other costs that will apply, such as taxes or shipping charges
Product rebates or other special offers

Product warranty

Store return policy

O 00000 O0O0

4. As a group, compare the information from all the sources. Consider
product prices and other charges. Remember that the lowest price is
not always the best price. Discuss whether each product meets the
criteria you listed. Compare the warranties and return policies from
the various sellers.

5. As a group, decide from which source you would buy the product.
Give reasons why you selected this source.

ACTIVITY 4
Evaluate Credit Terms

% 1. Credit card companies offer different rates, fees, penalties,
and other terms. Study the two examples of credit card terms
that follow.

2. Evaluate these two credit card offers. Which one would you choose?
Why?

Credit Card A

Credit Card A has a fixed annual interest rate of 8.9 percent. It also has
an over-the-limit fee of $50. If you are late for even one payment, the
interest rate rises to 19.99 percent. If you have two or more offenses
(such as an over-the-limit fee and a late payment), the interest rate rises
to 29.99 percent.

Credit Card B

Credit Card B has a variable annual interest rate of 4.9 percent for 1 year.
After that, the rate is based on the prime rate plus 6 percentage points.
This card has an over-the-limit fee of $35. If you are late making a payment,
the interest rate will rise to 9.9 percent plus the prime rate.
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ACTIVITY 5
Reconcile Credit Records

o0 You should check credit statements carefully when you receive
: them. You want to reconcile (make sure there is agreement
between) your credit receipts and records and the information
shown on the credit statement.

1. Open and print the PDF file CHO7 Statement from the data files. This
file contains a credit card statement and charge and payment records
for 1 month.

2. Compare the charges listed on the statement with the list of receipts.
Which, if any, amounts are different?

3. Are any payments that were made shown on the statement?
4. Are any credits (such as for returned items) shown on the statement?

5. Are any fees or penalties shown on the statement? If so, what is the
reason for them?

6. Are the interest amount and the new balance (amount owed) correct?

7. What should you do if you find what you think is a mistake on a
credit account statement?
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