
LESSON DESCRIPTION 
AND BACKGROUND

Most students are aware of the variety of pay-
ment options available to consumers. Cash,
checks, debit cards, and credit cards are often
used by their parents; however, the students
probably do not understand the implications of
each. This lesson examines the advantages and
disadvantages of various payment methods and
focuses especially on using credit. The students
are challenged to calculate the cost of credit,
compare credit card agreements, and analyze
case studies to determine whether credit is being
used wisely.

Lesson 15 is correlated with national standards
for mathematics and economics, and with per-
sonal finance guidelines, as shown in Tables 1-3
in the introductory section of this publication.

ECONOMIC AND PERSONAL FINANCE
CONCEPTS 

• Annual fee

•  APR

• Credit limit

• Finance charge

• Grace period

• Inflation 

• Interest

• Interest rate

• Late fee

• Minimum payment

• Opportunity cost

 OBJECTIVES

At the end of this lesson, the student will be able to:

• Differentiate between forms of cash payment
and credit. 

• Compare the advantages and disadvantages
of using credit. 

• Explain how interest is calculated. 

• Analyze the opportunity cost of using credit
and various forms of cash payments. 

• Evaluate the costs and benefits of various
credit card agreements. 

TIME REQUIRED  

Two or three 45-minute class periods 

MATERIALS

• A transparency of Visual 15.1, 15.2, and 15.3

•  A copy for each student of Introduction to
Theme 5 and Introduction and Vocabulary
sections of Lesson 15 from the Student 
Workbook 

• A copy for each student of Exercise 15.1,
15.2, and 15.3 from the Student Workbook 

• A copy for each student of Lesson 15 
Assessment from the Student Workbook 

• Credit card application forms—one for each
student. Collect these ahead of time, or have
students bring in those their parents receive.

•  A calculator for each student

ADDITIONAL RESOURCES

To download visuals, find related lessons, 
correlations to state standards, interactives, 
and more, visit http://fffl.councilforeconed.org/
6-8/lesson15.

PROCEDURE

1. Distribute a copy of Introduction to Theme
5 and Introduction and Vocabulary sections of
Lesson 15 in the Student Workbook to each
student.  Have the students read the handouts
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and introduce the lesson by asking the students
to name some different ways people can pay for
goods and services. Guide their responses to
make sure that credit is one of them. (Possible
responses should include cash, check, debit
card, gift certificate, credit card.) Display 
Visual 15.1 and write their suggestions in the
left-hand column.

2. Ask the students to suggest advantages 
and disadvantages of each payment method.
Write their ideas on Visual 15.1. (Suggested
answers are in the table below.) 

3. Explain that cash, checks, and debit cards are
forms of “money.” They can be used as a
medium of exchange (a means of payment) in
most transactions. 

4. Explain that “credit” is not money, but is ac-
tually a loan. When a person uses a credit card,
his or her signature on the credit receipt verifies
an agreement to pay back the money at a later
date, with “interest” if the loan is not paid by a
certain time.

5. Display Visual 15.2 and Visual 15.3. 
Discuss the processes, making sure the students
understand that a “check” is drawn on an 
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Payment Options Advantages Disadvantages

Currency 
(Paper Money)

Fast, no paperwork, acceptable in
most situations

Can be stolen or lost; consumer
might not have enough. Cannot 
be used for telephone or Internet
purchases. Should not be used in
paying bills by mail.

Coins Fast, no paperwork, acceptable in
most situations

Heavy, can be stolen or lost, only
useful for small purchases. Cannot
be used for telephone or Internet
purchases. Should not be used in
paying bills by mail.

Gift Certificate Just like currency Only good at a specific store; user
may need identification. May have
expiration date.

Debit Card Safe, confidential, user not respon-
sible for all purchases made on
stolen card, no need to carry cash.

Must record each purchase
amount; limited by amount in
checking account. Need to remem-
ber PIN. May not be acceptable
everywhere.

Credit Card Safe, user not responsible for all
purchases made on stolen card. Can
be used for telephone and Internet
purchases. Can be used in paying
bills by mail.

User must pay interest for late
payments; user may incur fees if
balance not paid by due date. May
not be accepted everywhere.

Smart Card Can be used as credit or debit
card. Same as debit card and credit
card. May also be used as identifi-
cation. Better security. Can store
cash, too.

If used as debit card - same. If
used as credit card - same.

Answers to Visual 15.1



existing account; credit is an I.O.U.—a loan—
that must be repaid, sometimes with interest.

6. Review the concept of “opportunity cost”,
the next-best alternative given up when a
choice is made. Ask what Chad’s opportunity
cost was when he spent $50 at the music shop
and paid with a check. (He gave up the oppor-
tunity to earn interest on the $50 or to buy
something else with the $50—whichever
would have been his next choice.)

7. Ask what Chad’s opportunity cost was when
he bought the video games and used his credit
card. (His opportunity cost lies in the future.
He will have to give up the opportunity to
buy something else with the $50 he must
pay back when the credit card bill comes
due.) 

8. Introduce an important personal finance 
decision: Choosing a credit card.

a. Display a number of credit card applications
that you have clearly marked “VOID” and
from which you have deleted personal infor-
mation—or have students go to
www.bankrate.com to get examples of differ-
ent credit card offers. Review the relevant
vocabulary (annual fee, annual percentage
rate, grace period, interest rate, mini-
mum payment, etc.) 

b. Distribute one application to each student,
along with a copy of Exercise 15.1 from the
Student Workbook. Have the students work in
pairs, using their two applications to complete
Exercise 15.1. (Answers will vary. The stu-
dents should note that they need to analyze
all aspects of an offer—interest rate, grace
period, minimum payment, etc.—before de-
ciding which offer is best.) 

c. Explain that choosing a credit card should be
like choosing any other good or service. Peo-
ple should shop around and compare differ-
ent credit cards before making a decision. 

d. Explain that credit offers consumers the op-
portunity to enjoy a product in the present
and pay for it later. This can be especially ad-

vantageous when a consumer buys some-
thing at a sale price—one that will be raised
to a higher price later.  

e. The downside? For some cardholders, there
is no downside. They watch their spending
and pay their credit card bills on time, avoid-
ing interest charges. For others, however, ac-
cess to credit can lead to impulse buying and
to buyers’ remorse when the bill at the end of
the month is too steep to be paid. 

9. Explain that many factors come into play for
consumers as they make their choices about
paying in cash or buying on credit. The four
cases described in Exercise 15.2 from the Stu-
dent Workbook illustrate many of these factors.
Distribute a copy of the exercise to each stu-
dent.  Also distribute calculators and review the
math processes required to calculate interest.
Then have the students work in pairs to com-
plete the exercise. (If your students are profi-
cient with spreadsheets, you may wish to have
them construct a spreadsheet to complete this
activity.) Answers follow.

Answers to Exercise 15.2:

A. Elizabeth: Because of inflation, the 
computer will cost $1,030 a year later.
Elizabeth will save $1,080; she will be
able to buy the computer and will have
$50 (plus interest) left over. 

B. David: Will pay back the $800 in one
month; he will pay no interest. 

C. Ryan: It will take Ryan 10 months to pay
off his credit card debt; he will have
spent $865.18 on the laptop, including
interest. The calculations are shown on
the following page. 

D. Caitlin: Paying only the minimum monthly
payment, it will take Caitlin almost 11
years (131÷12) to pay her credit card
debt, and she will have paid $1,615.49 for
the laptop, which includes interest of
$815.49. 
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10. Ask the students to compare the choices
made by the four consumers and decide who
made the best decision. (David’s choice ap-
pears to be best. David got the enjoyment
of his computer right away; and because he
paid his credit card balance in full, he paid no
interest. Elizabeth had to wait a year to
begin enjoying her computer; and her cost
was $1,030. Ryan got to enjoy his new com-
puter while he made his monthly payments,
but his total cost was $865.18. Caitlin got to
enjoy her new computer right away; but it
took her about 11 years to pay for it, and

the total cost was more than $1,600. The
students may comment that Caitlin will un-
doubtedly want a newer and better com-
puter before she finishes paying for the one
she just bought.) 
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A B C D E F

No. of
Months

Amount
Owed

$90 paid
each month

Monthly In-
terest 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 $642.83 $90.00 $9.64 $80.36 $562.47

Month 4 $562.47 $90.00 $8.44 $81.56 $480.91

Month 5 $480.91 $90.00 $7.21 $82.79 $398.12

Month 6 $398.12 $90.00 $5.97 $84.03 $314.09

Month 7 $314.09 $90.00 $4.71 $85.29 $228.80

Month 8 $228.80 $90.00 $3.43 $86.57 $142.23

Month 9 $142.23 $90.00 $2.13 $87.87 $54.36

Month 10 $54.36 $55.18 $0.82 $54.36 $0.00

Answers to Exercise 15.2, Ryan’s Credit Card Summary

Total Paid: $865.18 Interest Paid: $65.18



11. Explain that when people make credit card
purchases, they receive a monthly credit card
statement that contains information about their
purchases, payments, and fees. 

12. To show an example of a credit card state-
ment, distribute copies of Exercise 15.3 from
the Student Workbook. Discuss the various
components, making sure the students under-
stand the following: 

• Total credit line: The maximum amount that a
cardholder can charge. 

• Total available credit: Total credit line minus
the new balance. 

• Cash limit: Maximum amount that can be
used for a cash advance. 

• Cash available: Cash limit minus new balance. 

• Amount past due:  Any amount that was not
paid on time. 

• Statement closing date:  The date when the
credit card company calculates each period’s
new charges and computes new amounts that
must be paid.

• New balance:  The total amount of credit in
use. 

• Payment due date:  Date by which the 
minimum payment must be made. 

• Minimum payment:  The least amount that
must be paid to avoid a penalty. 

• Previous balance:  Last period’s ending balance.

• Payments:  How much was paid in the last
billing period. 

• Other credits:  Any refunds posted to the ac-
count in the last billing period. 

• Purchases:  Total amount spent on new 
transactions in the billing cycle; the amount is
itemized in another part of the statement. 

• Cash advances:  Amount charged to this ac-
count for cash received. 

• Other fees:  Late fees or other service charges. 

• Finance charge:  Interest incurred on previous
balance. 

• Grace period:  Time when no interest is
charged on new purchases if the new balance
is paid in full by the payment due date. 

13. Demonstrate how the new balance was
computed. 

14. Have the students complete Exercise 15.3,
working independently.

Answers to Exercise 15.3

1. February 10, 2010. 

2. December 20, 2009. 

3. Fee for late payment. 

4. The total available credit is $2,612. 

5. $207.64 

6. $200.00 

7. $3,000.00 

8. $2,612.00 

9. $5.30 

10. Because he or she did not pay the bal-
ance in full last month. 

11. Answers will vary. The consumer is
paying off a major portion of his or her
credit card debt, but has had difficulty in
making the monthly payments on time
($29 late fee). 

Previous balance $345.55
-    200.00

145.55

Plus Purchases 207.64
Plus late fee 29.00
Plus finance charge       5.30
New Balance $387.49
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CLOSURE

Tell the students that the Credit CARD Act,
which signed into law in 2009, has changed
many of the features that have traditionally 
pertained to credit cards.  For example, a 
credit card can no longer be issued to someone
under the age of 21, unless they have an adult
co-signer or can provide evidence of a means 
to repay credit.  There are also new restrictions
related to explanations of minimum payments,
limits on fees, etc.  However, make sure stu-
dents understand that, even though it may be
several years until they begin to use a credit
card, it is very important for them to begin to
use wise credit practicies. 

ASSESSMENT 

Distribute a copy of Lesson 15 Assessment
from the Student Workbook to each student.
Ask the students, working in groups of three or
four, to prepare a panel discussion on credit that
covers the topics found in this assessment.
When the groups are ready to present their
work, use the rubric from Visual 15.4 to evalu-
ate the groups’ panel discussions.

EXTENSION

Students can learn the tools to maintaining
good credit by solving the mystery presented at
the Bad Credit Hotel. htttp://www.controlyour-
credit.gov/ (Guide students to use the “hints” in
the upper right corner.)
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Advantages and Disadvantages
of Various Methods of Payment

Payment Options Advantages Disadvantages
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How a Check Works

1. Chad writes a $50 check to pay for music CDs.

2. The shop owner sends Chad’s check to her bank (A).

3. Bank A processes Chad’s check and sends it to Chad’s bank (B).

4. Bank B deducts $50 from Chad’s checking account, and
electronically notifies Bank A of the transaction.

5. Bank A electronically adds $50 to the shop owner’s account.

6. Bank B sends Chad his cancelled check (or copy) for this record.

$ Bank A

Music Shop’s Bank
Adds $50 to Music
Shop Account

Chad

Writes a check 
for $50 to the
Music Shop

Bank B

Chad’s Bank
Deducts $50 from
Chad’s Account

Music Shop

$5
0 
ch
ec
k

$50 check

$5
0 
ch
ec
k

Bank B notifies 

Chad in monthly 

statement that the 

check has cleared
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• Chad uses a credit card issued by ABC Credit Card Company to
purchase video games.

• The store owner swipes Chad’s credit card past a scanner.
• ABC Credit Card Company is quickly notified that Chad has re-
quested $50 worth of credit , and if ABC Credit Card Company
approves the charge, a credit sale occurs. The credit card com-
pany would add the amount of the item purchased to the store’s
bank account less a processing fee. The processing fee would go
to the account of the store’s merchant processor.

• ABC Credit Card Company sends Chad a statement that includes
a record of his $50 purchase at the video store.

• If Chad has no balance on his credit card from the previous
month, and pays the $50 before the due date, he usually won’t
have to pay any interest.

• If Chad chooses to pay only part of the $50, he will be charged
interest on the remaining balance.

How a Credit Card Works

Chad
Start
Here

Video Game Store

ABC Credit Card Company
adds money to the video
store’s account and to the 

merchant processor’s account if
the charge is approved.

ABC Credit Card Company
sends Chad a bill for $50

If Chad pays the 
$50 (and doesn’t 
charge anything else),
he pays no interest.
If Chad chooses to pay
only part of the $50, he
will be charged interest
on the unpaid balance.
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Rubric for Evaluating Panel Discussions

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 statistics
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

VISUAL

15.4
THEME 5 |  Lesson 15: Cash or Credit?

Lesson 15 Assessment:
Answer Key




