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THEME

5

Spending and Credit

What’s more fun than shopping?  

Homework? Babysitting? Cleaning your room? Probably not.

But trying on the latest fashions, checking out a terrific new video game, tasting a
delicious ice cream flavor at the mall: now those are fun things to do. In fact, the
whole experience of shopping has nearly replaced baseball as the national pastime.

Shopping for a bargain presents exciting challenges. You begin by checking out
commercials and advertisements to compare different brands. Then you probably
go from store to store to find just what you want at the best price. But even though
shopping is fun, it can also be frustrating, especially if you find something you really
want, but you don’t have enough money to pay for it. 

What can you do if you’re short of cash? You might be able to use credit to buy the
item now, but you’ll have to pay for it eventually - and you’ll probably be paying in-
terest too. 

Yes, shopping can be a pleasant Sunday afternoon adventure or a disastrous assault
on your finances. It’s up to you. By being a wise and sensible shopper - one who
looks for the best quality and price, and who pays bills on time - you’ll have the
foundation for sensible money management and a good credit record. Good credit
combined with rational spending habits can set you on the road to your financial
well-being.

Introduction



$60.00

$70.00
($60 + $10 Interest)
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LESSON

15

Cash or Credit?

A typical Sunday edition of the Chicago Tribune weighs nearly five pounds. Half of
the paper contains news, features, and editorials; the other half—about 2 1/2
pounds—is advertising. 

Advertising is an important component of a market economy. It attempts to in-
crease the demand for certain goods and services by shaping people’s tastes and
preferences. For example, an ad that shows a famous athlete drinking a new brand
of sports drink might encourage more people to buy the product. When great-look-
ing models on a billboard are wearing designer jeans, consumers may believe buy-
ing that brand of jeans will make them just as attractive as the models.

Of course, when people respond to advertising, they may end up spending money.
It might be a small amount, like $10 to download an album, or it could be hundreds
of dollars for clothes, sporting goods, a computer, or an mp3 player. There’s noth-
ing wrong with spending money; in fact, consumer spending generates positive ef-
fects in the economy, including more jobs and income for workers and more taxes
to support public projects.

But sometimes spending can get out of hand.  Sometimes people spend more
money than they actually have. One way they do this is by using credit.  Credit,
when handled wisely, allows a person to buy a product now, use and enjoy it, and
pay for it later—often with interest. If there were no credit, most people would have
difficulty saving enough to buy a house or a new car, and many students would not
be able to go to college.

Just like other decisions, however, the decision to use credit involves an opportunity
cost. And with credit, the opportunity cost lies in the future. When you buy that
birthday present for your mom on credit, she can enjoy it right away, but you’ll have
to pay for it eventually. And when you do, you’ll have to give up spending that
money for something else you might want in order to make the payment.

Buy Now, Pay Later — With Interest 

Introduction
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Vocabulary

Annual fee: The yearly charge for having a credit card.

Annual Percentage Rate (APR): The total cost of credit for one year, expressed
as a percentage.  The APR includes interest and other fees associated with the
loan.

Credit limit: The maximum amount of credit extended to you by a bank or
credit card issuer.

Finance charge: The total dollar amount you must pay for the credit you use.
These charges may include interest and other fees such as a loan application
fee.

Grace period: A period of time during which you are not charged interest on
new purchases (if you have no outstanding balance).

Inflation: A general increase in prices.

Interest: The price of using credit.

Interest rate: The price of using credit expressed as a percentage of the amount
owed.

Late fee: A penalty, in addition to interest, that is charged if payment is 
received after the due date.

Minimum payment: The lowest amount you must pay toward your credit 
balance each month.

Opportunity cost: The next-best alternative that is given up when a choice is
made.
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EXERCISE

15.1

So Many Credit Card Offers: What’s the
Difference?

NAME: _________________________________________      CLASS PERIOD: ____________

With your partner, examine two credit card applications. Then complete the
chart below and answer the questions that follow.

If you were to choose one of these credit cards, which one would it be?

___________________________________________________________________________

What are the benefits of the card you chose?

___________________________________________________________________________

___________________________________________________________________________

What are some of the costs of the card you chose?

___________________________________________________________________________

___________________________________________________________________________

Credit Card A Credit Card B

Annual fee

Interest rate (APR)

Grace period

Minimum payment

Late fee

Other fees
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Read the four stories below and analyze each person’s spending decision re-
garding the laptop sale advertised above. 

A. Elizabeth wants to buy a new laptop computer, but she just started her baby-sit-
ting job and she hasn’t earned any money yet. She figures once she starts earning in-
come she can save $90 a month in a savings account that earns three percent interest
annually. Elizabeth learned about inflation in school. Inflation is a general increase in
prices. She learned that the annual inflation rate is currently about three percent.

She decides to save her money and buy the laptop next year when she can afford to
pay cash for it. 

1. Assuming the price of the laptop computer increases at the rate of inflation, how
much will the laptop computer cost a year from now? 

(HINT:  $1,000 x .03 + $1,000)  ____________________________________________

2. How much will Elizabeth put into her account in the year?

___________________________________________________________________________

3. Will Elizabeth be able to buy the laptop computer?

___________________________________________________________________________

4. Will Elizabeth have any money left over?

___________________________________________________________________________

NAME: _________________________________________      CLASS PERIOD: ____________

Cash or Credit? You Be the Judge

EXERCISE

15.2

SALE! 
Laptop Computer

Regularly $1,000

Now
20% off

THEME 5 |  LLesson 15:  Cash or Credit?
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B.  David would like to buy a laptop computer and save 20 percent during the sale.
He uses his credit card to pay for it. David is counting on getting a lot of money in
graduation presents from his parents’ business associates. David knows that his
credit card company offers a 28-day grace period, so if he pays off the whole
amount, he won’t owe any interest.

Sure enough, after his big party, David counts up the checks and he has $1,000!
When he gets his credit card bill at the end of the month, he is able to pay the 
balance of $800 in full.  

1. How long will it take for David to pay off the $800? 

___________________________________________________________________________

2. How much interest will he have to pay?

___________________________________________________________________________

C.  Ryan has a credit card that charges interest at an APR of 18 percent. When he
spotted a sale, he wanted to take advantage of the $200 savings and buy a laptop
computer at the sale price. Ryan plans to save $90 a month from his job as an office
assistant in his dad’s insurance business. He plans to pay the credit card company
$90 every month until his bill is paid.  

1.  Use the chart on the next page to figure out how long it will take him to pay off
his credit card debt; the first month is done for you.  (HINT:  Monthly interest rate is
.18/12=.015.)

___________________________________________________________________________

EXERCISE

15.2
THEME 5 |  LLesson 15:  Cash or Credit?
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NAME: _________________________________________      CLASS PERIOD: ____________

Ryan’s Credit Card Summary

EXERCISE

15.2

A B C D E F

No. of
Months

Amount
Owed

$90 paid
each month

Monthly 
Interest Paid
(B x .015) 

Principal
Paid (C-D) 

New Balance

Month 1 $800.00 $90.00 $12.00 $78.00 $722.00

Month 2 $722.00 $90.00 $10.83 $79.17 $642.83

Month 3

Month 4

Month 5

Month 6

Month 7

Month 8

Month 9

Month 10

2. Add all the numbers in Columns C and D to find out how much Ryan ended up
spending when he bought the laptop computer.

___________________________________________________________________________

THEME 5 |  LLesson 15:  Cash or Credit?
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D. Caitlin really wants a new laptop computer, too, and the 20% off sale is very
tempting, so she decides to use her credit card and buy the laptop computer now
for $800.

Caitlin works once in a while for her neighbor—cleaning, baby-sitting, or mowing
the lawn—but she doesn’t really earn a regular income. She probably won’t be able
to save much money, so she plans to pay only the minimum required every month
on her credit card bill.

(NOTE: The minimum payment in this example is calculated as 2.5 percent of the
balance, or $10, whichever is higher.  Also note that, because of rounding, calcula-
tions may vary from those found on a computer spreadsheet.)

1. Look at the chart for Caitlin’s Credit Card Summary for the first 22 months and
the last 17 months of her payments. The chart shows what happens when Caitlin
makes only the minimum payment. Then answer the following questions.

•  How many years will it take to pay for the laptop computer?

________________________________________________________________________

•  How much will Caitlin spend for the $800 laptop computer? (Total of Column C)

________________________________________________________________________

•  How much interest will Caitlin pay (Column D) on her purchase?

________________________________________________________________________

EXERCISE

15.2
THEME 5 |  LLesson 15:  Cash or Credit?
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A B C D E F

No. of
Months

Amount
Owed

Minimum
Payment
(.025 x B)

Monthly Interest
Paid (B x .015)

Principal
Paid (C - D)

New Balance

Month 1 $800.00 $20.00 $12.00 $8.00 $792.00

Month 2 $792.00 $19.80 $11.88 $7.92 $784.08

Month 3 $784.08 $19.60 $11.76 $7.84 $776.24

Month 4 $776.24 $19.41 $11.64 $7.76 $768.48

Month 5 $768.48 $19.21 $11.53 $7.68 $760.79

Month 6 $760.79 $19.02 $11.41 $7.61 $753.18

Month 7 $753.18 $18.83 $11.30 $7.53 $745.65

Month 8 $745.65 $18.64 $11.18 $7.46 $738.20

Month 9 $738.20 $18.45 $11.07 $7.38 $730.81

Month 10 $730.81 $18.27 $10.96 $7.31 $723.51

Month 11 $723.51 $18.09 $10.85 $7.24 $716.27

Month 12 $716.27 $17.91 $10.74 $7.16 $709.11

Month 13 $709.11 $17.73 $10.64 $7.09 $702.02

Month 14 $702.02 $17.55 $10.53 $7.02 $695.00

Month 15 $695.00 $17.37 $10.42 $6.95 $688.05

Month 16 $688.05 $17.20 $10.32 $6.88 $681.17

Month 17 $681.17 $17.03 $10.22 $6.81 $674.35

Month 18 $674.35 $16.86 $10.12 $6.74 $667.61

Month 19 $667.61 $16.69 $10.02 $6.67 $660.93

Month 20 $660.93 $16.52 $9.91 $6.61 $654.33

Month 21 $654.33 $16.36 $9.81 $6.54 $647.78

Month 22 $647.78 $16.19 $9.72 $6.48 $641.30

Caitlin’s Credit Card Summary

EXERCISE

15.2
THEME 5 |  LLesson 15:  Cash or Credit?
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EXERCISE

15.2

A B C D E F

No. of
Months

Amount
Owed

Minimum
Payment
(.025 x B)

Monthly Interest
Paid (B x .015)

Principal
Paid (C - D)

New Balance

Month 115 $145.29 $10.00 $2.18 $7.82 $137.47

Month 116 $137.47 $10.00 $2.06 $7.94 $129.53

Month 117 $129.53 $10.00 $1.94 $8.06 $121.47

Month 118 $121.47 $10.00 $1.82 $8.18 $113.47

Month 119 $113.47 $10.00 $1.70 $8.30 $104.99

Month 120 $104.99 $10.00 $1.57 $8.43 $96.57

Month 121 $96.57 $10.00 $1.45 $8.55 $88.02

Month 122 $88.02 $10.00 $1.32 $8.68 $79.34

Month 123 $79.34 $10.00 $1.19 $8.81 $70.53

Month 124 $70.53 $10.00 $1.06 $8.94 $61.59

Month 125 $61.59 $10.00 $0.92 $9.08 $52.51

Month 126 $52.51 $10.00 $0.79 $9.21 $43.30

Month 127 $43.30 $10.00 $0.65 $9.35 $33.95

Month 128 $33.95 $10.00 $0.51 $9.49 $24.46

Month 129 $24.46 $10.00 $0.37 $9.63 $14.82

Month 130 $14.82 $10.00 $0.22 $9.78 $5.05

Month 131 $5.05 $5.12 $0.07 $5.05 $0.00

$1,615.49 $815.49

TOTALS Total
Payments

Total Interest
Paid!

THEME 5 |  LLesson 15:  Cash or Credit?
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If you have any questions about your account, call 24 hours a day: (800) 987-6543

Mail your payment in the enclosed envelope to:

Credit Card Services

3333 Fortress Lane

Box 1110

Anywhere, U.S.A. 00001-1110

Or pay online at: www.CCSPayMyPretendBill.com

NAME: _________________________________________      CLASS PERIOD: ____________

Understanding a Credit Card Statement

EXERCISE

15.3

ACCOUNT SUMMARY

Account number 1234-5678-9876

Total credit line $3,000.00

Total available credit $2,612.00

Cash limit $1,000.00

Cash available $612.00

Amount past due/over limit $0.00

Statement closing date 1/15/10

New balance $387.49

Payment due date 2/10/10

MINIMUM PAYMENT DUE $13.00

ACCOUNT ACTIVITY

Previous balance $345.55

Payments $200.00

Other credits $0.00

Purchases $207.64

Cash advances $0.00

Late fees $29.00

FINANCE CHARGE $5.30

New balance $387.49

TRANSACTIONS

Transaction Date Description Reference Number Amount

12/20/09 Super Mart Grocers 3434BR56IA787N28 $20.75

12/27/09 Zott’s Gas and Go 1212SH566ER89YL7 $12.00

01/04/10 Jeff’s Hardware 7070MU4747SI2433EL $24.89

01/10/10 Mark Auto Service 5757WI78728RT999Z $150.00

You may avoid finance charges by paying the new balance in full by 2/10/10

Explanation of Fees: $29.00 — Late fee

THEME 5 |  LLesson 15:  Cash or Credit?
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Refer to the credit card statement on the previous page to answer these 
questions.

1. By what date must payment on this bill be received?__________________________

2. On what date was a grocery purchase made? ________________________________

3. What is the $29 fee listed under Account Activity?

___________________________________________________________________________

4. Why can’t a $3,500 vacation be charged to this account? 

___________________________________________________________________________

5. What is the total amount of purchases made this month on this card?

___________________________________________________________________________

6. How much of the previous balance was paid off last month?

___________________________________________________________________________

7. What is the total credit line on this credit card?

___________________________________________________________________________

8. How much credit was available at the time of this statement?

___________________________________________________________________________

9. How much is the card holder’s finance charge this month?

___________________________________________________________________________

10. Why does the card holder owe a finance charge?

___________________________________________________________________________

11. Based upon this person’s credit limit, purchases, payments, and fees, do you
think he or she is handling credit wisely? Explain your answer.

___________________________________________________________________________

EXERCISE

15.3
THEME 5 |  LLesson 15:  Cash or Credit?
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Prepare a panel discussion on credit which covers the topics listed in the table. Your
presentation will be evaluated according to the criteria in the table below, using the
point scale.

NAME: _________________________________________      CLASS PERIOD: ____________

Rubric for Evaluating Panel Discussion

Topics to be covered
in panel discussion

Discussed thoroughly
and accurately 
2 points

Briefly discussed with
some inaccuracies 
1 point

Not discussed 

0 points

Advantages of using
credit

Disadvantages of using
credit

APR

Grace period

Annual fees

Transaction fees (late
fees)

Minimum payment and
total cost

Interesting statistcs
about credit

Recommendations for
wise credit use

How inflation may 
affect decisions about
use of credit

The opportunity cost 
of credit

Totals

Grand Total of Three
Columns
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