Topic C08: Consumer Credit                                         Student Worksheet p.2

BAFS Compulsory Part - Basics of Personal Financial Management
Topic C08: Personal Financial Management - Consumer Credit 
  Activity 1: Case Study
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Read the case carefully and answer the questions. 
	Angela’s Study Loan
Your cousin Angela is fond of cooking, especially Japanese cuisine. She has decided to take a Japanese cuisine certificate programme at a local institution. The total tuition fee of the programme is $30,000. She does not have any savings and wants to borrow a loan from her bank. The bank offers her three personal loans: 

Loan A: a revolving loan with a credit limit $30,000

Loan B: a 6-month instalment loan with a loan amount $30,000

Loan C: a personal overdraft with a credit limit $20,000. Annual fee of 1% on overdraft limit granted.
    Angela is currently working as a commission based saleswoman with a very low basic salary. As her monthly income is not stable, she wants to have flexibility in repaying her loan. Also, she will receive $10,000 bonus 1 month later. Which type of loan best suits her need? Please give your reasons.      
    The revolving loan is the best for Angela: 
· First, she can draw funds up to the credit limit and pays interest only on the amount of loan drawn.

· Second, the repayment is flexible that she can pay minimum monthly repayment in case her monthly salary is very low in some months
· Third, when Angela receives her bonus a month later, she can repay the loan to reduce the overall interest 
· In this case, no annual fee will be charged for the credit limit granted 
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Activity 2:
To Lend or Not to Lend?
Given the following five scenarios, are you willing to lend money to them? And why?
	    Scenario A:                                      
    You and your classmate Carmen are window shopping in Mongkok and find that her favorite video game has been launched. Carmen wants to buy the game but does not have enough money right now. She wants to borrow $200 from you. You have lent her money before and she always paid you back quickly.
    Your Decision: 

( Yes, reason(s): Yes, Carmen has a good history of paying back.

    □ No, reason(s) : __________________________________
 


	Scenario B:

    Your younger sister wants to buy a comic book when visiting a book shop with you. She has spent all her pocket money and wants to borrow money from you. You know that she has saved up the red packets she received during the Chinese New Year and can pay you back. 
    Your decision: 

( Yes, reason(s): younger sister has the money to pay back
    □ No, reason(s) : __________________________________




	    Scenario C:

    You and a new friend are going out for a movie at the weekend. He asked you to pay for his ticket first and he would pay you back when receiving the wage of his part-time job the next week. 

    Your decision: 

( Yes, reason(s): the new friend will have the money (income from his part time job) to pay back. OR
    ( No, reason(s) : one cannot trust the new friend yet.



	    Scenario D:

    Your uncle asked you to buy a bottle of red wine for him and said he would pay you back later. You remind him that he still owes you $250 for the magazine you bought for him, $200 for two film tickets, and $100 for lunch, which he promised to pay back weeks ago. 

    Your decision: 

□ Yes, reason(s): __________________________________

    ( No, reason(s) : No, uncle has a bad history of not paying back.
                                                


	    Scenario E:

    Your basketball teammate wants to borrow $1000 from you to buy a pair of new basketball shoes. You know that he owes other teammates for some time and has not paid back as promised. He offers to let you keep his Nintendo NS RingFit Adventure until he pays you back.    

    Your decision: 

( Yes, reason(s): if the teammate does not pay back, you can take the Nintendo NS RingFit Adventure to offset the debt. 

    □ No, reason(s) : __________________________________
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Activity 3:
Payment Flows of a Credit Card Transaction

Rank the sequence of payment flows in a credit card transaction. 
	Step
	Description

	1
	A. Brian uses credit card to purchase his $3,000 mobile phone in MP Shop.

	5
	B. CCA forwards the charge to the credit card issuing bank, Biz Bank.

	8
	C. Biz Bank bills Brian for the $3,000 purchase.

	3
	D. MP Shop’s bank reimburses MP Shop $2,940 ($3,000 less a charge of $60, 2% of purchase amount). 

	9
	E. Brian pays $3,000 or at least the minimum payment to Biz Bank.   

	6
	F. Biz Bank pays CCA $2,970 ($3,000 less an interchange fee of $30, 1% of the purchase amount).

	2
	G. MP Shop submits credit card charge to its bank.

	7
	H. CCA forwards payment of $2,970 to MP Shop’s bank.

	4
	I. MP Shop’s bank submits the charge to Credit Card Association (CCA).
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Extended Learning
Activity 4: Matching Game
Match the key terms of credit card with their corresponding descriptions.

	Annual fee
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˙
	
	˙
	The amount of interest charged on unsettled credit card balance for the billing period.

	
	
	
	
	

	Cash advance
	˙
	
	˙
	The period of time allowed for credit card holders to settle the account without being charged a finance charge.

	
	
	
	
	

	Credit limit
	˙
	
	˙
	A fee charged by card issuers for the use of credit card.

	
	
	
	
	

	Finance charge
	˙
	
	˙
	The minimum amount of the balance a credit card holder is required to pay for the billing period in order to maintain the account in good standing.

	
	
	
	
	

	Grace period
	˙
	
	˙
	The maximum amount of purchase and/or cash advance a credit card holder may use on the credit card.

	
	
	
	
	

	Minimum payment
	˙
	
	˙
	Getting cash from the credit card instead of using it for purchase.
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After working as a yoga teacher for years, Candy will open her own yoga studio 2 months later. Now she needs to buy equipment and renovate the studio with an estimated total cost of $100,000. She is considering using her credit card or applying for an instalment loan to settle the payments.    

1. What are the pros and cons of using credit card over instalment loan? 
Pros/Benefits:

· Convenience, easy to get and easy to use;
· Buy now pay later, free credit for a period of time, no interest is charged if the balances are repaid in full before the payment due date; and
· Other benefits such as discounts, mileage and bonus points. 
Cons/Costs:

· Very high finance cost, interest for outstanding balance is commonly charged over 20% p.a.; 
· Easy to overspend causing excessive and/or unnecessary consumption; and
· High level of theft and fraud 

2. Which type of loan would you suggest Candy to take for the estimated expenses?  
Candy’s studio will open in 2 months, so she may not be able to repay the expenses after the free credit period if she uses credit card for payment. She should choose to apply for instalment loan to avoid being charged the very high interest on the outstanding balance. 
If she applies for instalment loan, she can repay the loans by instalments with less pressure when she has started operating her studio for some time. 
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  Activity 6: 
Importance of Maintaining a Good Credit Record 
Ben is a graduate from university. He often used credit cards for online shopping over the past few years and mainly settled his outstanding balances by his part time job as a swimming coach. As the salary was not stable, he could only settle the minimum payments most of the time. 

1. Explain how Ben’s personal credit record would be affected as he often fails to settle the outstanding balances in full.   

His credit rating would be low, hence, 
· this will lower his chance of getting new loans

· he would receive unfavorable terms of credit when applying for new loans, e.g. higher interest rate, lower credit limit

2. What should Ben do to improve his credit record? 
· establish a healthy credit history; 

· settle bills in full and on time every month;

· avoid excessive credit applications to maintain a good credit record; and

· check credit report regularly and amend any questionable data in a timely manner
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