
THEME

Spending and
Credit Are 
Serious Business
Introduction

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 stressful, especially if 
you find something you really want, 
but you don’t have enough money 
to pay for it. 
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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 be 
paying interest 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 Fitness for Life. 
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LESSON 12
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 increase the demand for certain goods and services by
changing 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-looking models on a billboard are wearing designer
jeans, consumers may believe buying 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 $17 

for a new music CD, or it could be hundreds of dollars
for clothes, sporting goods, a computer, or stereo 

equipment. There’s nothing wrong with spending 
money; in fact, consumer spending generates positive

effects 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—

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.

Warm-Up

BUY NOW!
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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

T H E M E  4  –  S P E N D I N G  A N D  U S I N G  C R E D I T

$60.00
($50 + $10 Interest)

$50.00

Annual Percentage Rate (APR) – The interest rate for one year.

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

Finance charge – The amount of interest you must pay for the credit you use.

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

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

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

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

Interest – The price of using credit.

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

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

Inflation – A general increase in prices.

FITNESS VOCABULARY
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In this lesson you’ll learn about advantages and disadvantages of using credit 
and about how to read a credit card statement. Knowing about credit and making
good decisions about how to use it will help you control your finances now and 
in the future.
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Every Choice Involves an Opportunity Cost

If you see a terrific looking sweater on sale for $50, 

you might use your credit card to buy it right now. 

But next month, when the bill for $50 comes in the mail, 

you’ll have to give up something else 

you could buy for $50 in order to pay your debt. 

The thing you give up is your opportunity cost.

L E S S O N  1 2

MUSCLE
DEVELOPERS

Learn these ideas, practice
them, and develop your 
financial fitness muscles.

✔ Most credit is issued by banks or other financial institutions. 

✔ Credit allows you to postpone paying for a product while you use and enjoy it

right now.

✔ When you use credit, you have to repay the amount you owe, plus interest, at a

later date.

✔ The opportunity cost of using credit lies in the future. When you pay back your

credit debt, you will have to give up something else you could have bought with

that money.

✔ Knowing all the details of a credit agreement will help you use credit wisely.

✔ Credit is offered at different rates and with different “other” charges. It pays to

shop around for the best terms that you can get.



Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education

T H E M E  4  –  S P E N D I N G  A N D  U S I N G  C R E D I T

If you know the answers to these questions, 
you are developing some financial muscle.

1 What are some of the advantages of using credit? (Using 
credit is safer than using cash. Because your signature is on
the credit card, no one but you can use it. If your credit card is lost or stolen, you
are not responsible for unauthorized purchases beyond the first $50. You are not
responsible even for the first $50 if the card is used after you report the loss.)

2 What are some disadvantages of using credit? (The biggest problem with using
credit is using it too much. If you charge more than you can reasonably repay,
you’re headed for trouble.)

3 What is the interest rate on a typical credit card? (Rates vary greatly. Some intro-
ductory rates are as low as two or three percent, but don’t be fooled. Those rates
can jump to 15 percent or even 22 percent when the introductory period expires.)

4 What’s so important about the grace period? (The grace period tells you how
many “free” days you have before the credit card company starts charging interest.
Charges you pay before the grace period ends (the payment due date) are interest
free. Some credit cards have no grace period. That means the bank charges 
interest from the day you make a purchase.)

5 How can you find out which bank has the lowest rate? (Just as you shop around
for the best deal on a new bike, you should shop around for credit. Check the
Internet and the business pages of your local newspaper, or call the toll-free 
number of banks that issue credit cards.)

6 How old does a person have to

be to get a credit card? (To have
your own credit card, you have
to be 18, but if an adult agrees to
co-sign for you, you can get one
when you’re younger.)

Showing Your Strength
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So Many Credit Card Offers:
What’s the Difference?
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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? ________________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________

Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education

Credit Card A Credit Card B

Annual fee

Interest rate (APR)

Grace period

Minimum payment

Late fee

Other fees

E X E R C I S E

12.1
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Read the four stories below and analyze each person’s spending decision
regarding the stereo sale advertised above. 

E X E R C I S E

12.2 Cash or Credit?
You Be The Judge
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A Elizabeth wants to buy a new stereo, but she just started her baby-sitting job
and she hasn’t earned any money yet. She figures once she starts earning
income 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 about
three percent.

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

1 Assuming the price of the stereo increases at the rate of inflation, how
much will the stereo cost a year from now? 
(HINT: $1000 � .03 + $1000) __________________________________________

SALE!
Super Stereo System

Regularly $1000Now 
20% off!
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2 How much will Elizabeth put into her account in the year?

_______________________________________________________________________

3 Will Elizabeth be able to buy the stereo?

_______________________________________________________________________

4 Will Elizabeth have any money left over?

_______________________________________________________________________

B David would like to buy a stereo and save 20 percent during a sale. He uses his
credit card to pay for it. David is counting on getting a lot of graduation money
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 $900! 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. When he spotted a sale, he wanted to take advantage of the
$200 savings and buy a stereo 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.  

Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education
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E X E R C I S E

12.2
CO N T I N U E D

2 Add all the numbers in Column C to find out how much Ryan ended up

spending when he bought the stereo.

_______________________________________________________________________

A B C D E F G

Amount Annual New
Owed $90 paid New Interest Monthly Amount

No. of (Col. G on each Balance @ 18% Interest Owed
Months line before) month (B – C) (D x .18) (E � 12) (D + F)

Month 1 $800.00 90.00 710.00 127.80 10.65 720.65

Month 2 720.65

Month 3

Month 4

Month 5

Month 6

Month 7

Month 8

Month 9

Month 10

Month 11

Month 12

Month 13

Month 14

Ryan’s Credit Card 
Summary
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D Caitlin really wants a new stereo too, and the 20% off sale is very tempting, so she
decides to use her credit card and buy the stereo 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: Most credit card companies require a minimum monthly payment of at least
$10 or 1/50 of the unpaid balance, whichever is higher. So, if you owe $1,000, your
minimum payment is 1/50 of $1,000 or $20; if you owe $100, your minimum payment
is $10 because 1/50 of $100 is only $2.) 

1
Look at the chart for Caitlin’s Credit Record 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 stereo:

______________________________________________________________

▲ How much will Caitlin spend for the $800 stereo? 

(Total of Column C):

______________________________________________________________

▲ How much interest will Caitlin pay (Column F) on her purchase?:

______________________________________________________________

Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education
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Caitlin’s Credit Card 
Summary

A B C D E F G

Amount Min. paymt Balance Annual New
Owed $10 or 1/50 of B after min. Interest Monthly Amount

No. of (Col. G on (whichever is paid @ 18% Interest Owed
Months line before) is higher) (B – C) (D x .18) (E � 12) (D + F)

Month 1 $800.00 16.00 784.00 141.12 11.76 795.76

Month 2 795.76 15.92 779.84 140.37 11.70 791.54

Month 3 791.54 15.83 775.71 139.63 11.64 787.35

Month 4 787.35 15.75 771.60 138.89 11.57 783.17

Month 5 783.17 15.66 767.51 138.15 11.51 779.02

Month 6 779.02 15.58 763.44 137.42 11.45 774.89

Month 7 774.89 15.50 759.40 136.69 11.39 770.79

Month 8 770.79 15.42 755.37 135.97 11.33 766.70

Month 9 766.70 15.33 751.37 135.25 11.27 762.64

Month 10 762.64 15.25 747.39 134.53 11.21 758.60

Month 11 758.60 15.17 743.43 133.82 11.15 754.58

Month 12 754.58 15.09 739.48 133.11 11.09 750.58

Month 13 750.58 15.01 735.57 132.40 11.03 746.60

Month 14 746.60 14.93 731.67 131.70 10.98 742.64

Month 15 742.64 14.85 727.79 131.00 10.92 738.71

Month 16 738.71 14.77 723.93 130.31 10.86 734.79

Month 17 734.79 14.70 720.10 129.62 10.80 730.90

Month 18 730.90 14.62 716.28 128.93 10.74 727.02

Month 19 727.02 14.54 712.48 128.25 10.69 723.17

Month 20 723.17 14.46 708.71 127.57 10.63 719.34

Month 21 719.34 14.39 704.95 126.89 10.57 715.52

Month 22 715.52 14.31 701.21 126.22 10.52 711.73

E X E R C I S E

12.2
CO N T I N U E D
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A B C D E F G

Amount Min. paymt Balance Annual New
Owed $10 or 1/50 of B after min. Interest Monthly Amount

No. of (Col. G on (whichever is paid @ 18% Interest Owed
Months line before) is higher) (B – C) (D x .18) (E � 12) (D + F)

Month 163 148.49 10.00 138.49 24.93 2.08 140.56

Month 164 140.56 10.00 130.56 23.50 1.96 132.52

Month 165 132.52 10.00 122.52 22.05 1.84 124.36

Month 166 124.36 10.00 114.36 20.58 1.72 116.08

Month 167 116.08 10.00 106.08 19.09 1.59 107.67

Month 168 107.67 10.00 97.67 17.58 1.46 99.13

Month 169 99.13 10.00 89.13 16.04 1.34 90.47

Month 170 90.47 10.00 80.47 14.48 1.21 81.68

Month 171 81.68 10.00 71.68 12.90 1.08 72.75

Month 172 72.75 10.00 62.75 11.30 0.94 63.69

Month 173 63.69 10.00 53.69 9.66 0.81 54.50

Month 174 54.50 10.00 44.50 8.01 0.67 45.16

Month 175 45.16 10.00 35.16 6.33 0.53 35.69

Month 176 35.69 10.00 25.69 4.62 0.39 26.08

Month 177 26.08 10.00 16.08 2.89 0.24 16.32

Month 178 16.32 10.00 6.32 1.14 0.09 6.41

Month 179 6.41 6.41 0.00 0.00 0.00 0.00

TOTALS 2034.04 1234.04

Total
payments!

Total
interest
paid!
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E X E R C I S E

12.3 Understanding a 
Credit Card Statement

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 . . . . . . . . . 1/15/01

New balance. . . . . . . . . . . . .
 . . . . $387.49

Payment due date . . . . . . . . . . . . 2
/10/01

MINIMUM PAYMENT DUE . . . . . . $13.00

ACCOUNT ACTIVITY
Previous balance . . . . . . . . . . . . . $345.55Payments . . . . . . . . . . . . . . . . . . $200.00Other credits . . . . . . . . . . . . . . . . . . $0.00Purchases . . . . . . . . . . . . . . . . . . . $207.64Cash advances. . . . . . . . . . . . . . . . . $0.00Late fees. . . . . . . . . . . . . . . . . . . . . $29.00FINANCE CHARGE . . . . . . . . . . . . . $5.30New balance. . . . . . . . . . . . . . . . . $387.49

TRANSACTIONS

TRANSACTION REFERENCE
DATE DESCRIPTION NUMBER AMOUNT

12/20/00 Super Mart Grocers 3434BR56IA787N28 $20.75

12/27/00 Zott’s Gas and Go 1212SH566ER89YL7 12.00

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

01/10/01 Mark Auto Service 5757WI78728RT999Z 150.00

You may avoid finance charges by paying the new balance in full by 2/10/01
Explanation of Fees: $29.00 — Late fee

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
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Refer to the credit card statement in this exercise to answer these questions.

1 By what date must the minimum payment on this bill be paid?

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
s/he is handling credit wisely? Explain your answer.



Rubric for
Evaluating Panel
Discussion
Prepare a panel discussion on credit which covers the
topics listed in the table. Your presentation will be 
evaluated according to the criteria, using the point
scale.

ASSESSMENT

12.1
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Topics to be covered Discussed thoroughly Briefly discussed with Not
in Panel Discussion and accurately some inaccuracies discussed

2 points 1 point 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



Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education

L E S S O N  1 3

MUSCLE
DEVELOPERS

Learn these ideas, practice
them, and develop your 
financial fitness muscles.

✔ Good credit habits begin early. Repaying loans and returning borrowed items in good condition

establish lifelong patterns of responsibility.

✔ A favorable credit history includes keeping a job and home address for more than a few months,

paying bills promptly, and handling debt sensibly.

✔ Establishing a good credit history at an early age increases the likelihood of obtaining a loan 

when a person gets older.

✔ Having a savings or checking account and other assets indicates financial responsibility and 

makes acquiring credit easier.

✔ When a person applies for a loan, she or he must usually present collateral, property, or some

other security to guarantee that the loan will be repaid.
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LESSON 13
Establishing Credit

Remember the fable of the boy who cried wolf? The shepherd boy made up so
many stories about seeing a wolf in the pasture that when he actually did see
one, no one in the village believed him or answered his cries for help. If he had
been honest and trustworthy in the beginning, his story would have been
accepted when he was in real trouble.

This fable also says something about what is needed in order to establish a good
credit history. People who borrow money and don’t return it, or who are consis-
tently late in making payments on loans, will have a bad credit record. They will
not be trusted because of their past history and will have trouble getting loans or
credit cards in the future. More important, being turned down for credit can have
unfortunate consequences: no college financial aid perhaps, or no new car, no
house, furniture, or even a stereo or computer.

This lesson will help you understand the importance of establishing a good credit
history. By being a responsible borrower in small things, you can develop good habits
that lead to a favorable credit record. Then, when you are older, you will avoid
problems when applying for a loan for big-ticket items, such as a car or a house.

Warm-Up
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If you know the answers to these questions, 
you are developing some financial muscle.

1 What kinds of risks are involved in the use of credit? (The lender’s risk is that 
the borrower might not repay. The borrower’s risk is not being able to make the
payments, thus ruining his or her credit rating.)

2 Why do some people have to pay much more interest on their loans than other
people? (People with a poor credit rating usually must pay higher interest rates
than people with good credit ratings. This is because there is a higher risk that a
person with a poor credit rating will not pay the loan back. Whenever there is
greater risk of default, a lender will charge a higher interest rate.)

3 How can a person improve a poor credit record? (A credit record is a continuous
report of a person’s credit history. Ongoing and responsible payment of debt will
have a positive impact on a person’s credit record.)

4 What are some things that can be used as collateral? (Valuable possessions such
as property, automobiles, and financial assets can be used to guarantee repayment;
however, these items are appraised at their current market value, not their original
purchase price.)

5 What happens if a person fails to repay a loan that is backed by collateral?
(The item, e.g. a house or car, can be repossessed. That means that the lender seizes
the property and sells it to
help pay the loan.
Whatever balance
remains on the contract
after the sale of the item
is still owed by the bor-
rower. For example: A
borrower defaults on a car
loan while still owing
$5,000. The lender repos-
sesses the car and sells it,
but only gets $3,000 at a
used car auction. The bor-
rower still owes $2,000 to
the lender.)

T H E M E  4  –  S P E N D I N G  A N D  U S I N G  C R E D I T

Showing Your Strength

FITNESS VOCABULARY
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Credit rating – An evaluation of a borrower’s ability 
to repay a loan, based on character, capacity, and
collateral.
Character – A borrower’s responsible handling of past
debt as well as stability in a job and residence.
Capacity – A borrower’s ability to repay based on
income and current debt.
Capital – A borrower’s financial assets and net
worth.
Collateral – Property or other valuables used
as security to guarantee the repayment of a
loan. The lender can claim collateral if the
borrower fails to repay.
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Loan Application, Part A

Loan amount requested: $8000 Length of loan: 4 years

Monthly payment: $194.00 Reason for loan: Buy a new car 

Personal Information:

(A) Applicant’s name: James Paul Anderson Date of birth: 9-2-72

(S) Spouse’s name: Judith Rice Anderson Date of birth: 9-29-73

Marital status (please mark one):

� single ✓� married � widowed � divorced

Address: 704 Houser Street  Social security #: (A) 002-92-8976

City: Leslietown (S) 202-35-7653

State: VA Zip:  24523

Phone:  (703) 927-0909

Dependents: Relationship: Age:

Sean Stuart Anderson son 6 mos.

Education (record only your highest level of education attained):

(A) High school diploma (S) High school diploma

Employment (list only the current jobs held by you or your spouse):

(A): Construction laborer  (S): Housewife

Building Contractors, Inc.

Household gross annual employment income: $27,500

Approximate net annual employment income: $22,000

Other income: none

Housing information:

Do you: � own ✓� rent � live with others?

Monthly mortgage or rent expense: $550

From Personal Finance Economics, 6–8: Money in the Middle
©National Council on Economic Education, New York, NY

E X E R C I S E

13.1A Completed Loan Application 
and Credit Report – Applicant 1
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Loan Application, Part B

Current Loans Outstanding (List the lender, loan type, balance owed, monthly payment,

and remaining period of loan):

1) Seventh Bank Personal loan $1,960 $187 11 mos.

2) You Buy It Now TV/furniture $3,000 $113 32 mos.

Credit cards (List the name of the lender, type of card, current balance outstanding, typical

monthly payment):

1) Seventh Bank VIDA Card $2,500 $45

References (You must list in the designated order:your current employer, previous employer,

and nearest relative not living with you):

1) Samantha Sternwell Building Contractors, Inc (703) 927-7623

2) Jason Briddet Skyscrapers, Incorporated (703) 937-8354

3) Martha S. Anderson Leslietown, VA (703) 927-0098

Purpose of loan: We would like to buy a new car. Our current car

 is not reliable and needs repair. We would like to borrow

$8,000 for four years and think we could afford the monthly

 payment of $194.

Credit Report

James P. and Judith Anderson

FINANCIAL INFORMATION ITEM BALANCE/VALUE
Checking accounts(s): Seventh Bank $3,000
Savings accounts(s): Seventh Bank $2,000
Investments: none
Real estate: none

REFERENCE INFORMATION
Landlord: Always pay rent on time. Excellent ten-

ant. Good neighbor to others in building.

Seventh Bank: New customer but timely with payments.
They took out a personal loan last month,
have had their credit card for six
months, and have been paying the minimum
on their balance each month.

You Buy It Now: Recently opened their account. Timely
payments so far.
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Loan Application, Part A

Loan amount requested: $32,000  Length of loan: 5 years

Monthly payment: $649.00 Reason for loan: Buy a sporty new car 

Personal information:

(A) Applicant’s name: Joey Deligh Date of birth: 1-5-70

(S) Spouse’s name: Date of birth:

Marital status (please mark one):

✓� single � married � widowed � divorced

Address: 9191 Edgemare Drive Social Security #: (A) 778-90-6732

City: Leslietown (S)

State: VA Zip:  24523

Phone:  (703) 927-1112

Dependents: Relationship: Age:

none

Education (record only your highest level of education attained):

(A) Bachelor of Science in Marketing (S) 

University of Leslietown

Employment (list only the current jobs held by you or your spouse):

(A): Advertising Executive  (S):

Billboards Galore

Household gross annual employment income: $38,000

Approximate net annual employment income: $30,000

Other income: $2,000

You Sell It — We’ll Advertise It  

(personal business)

Housing information:

Do you: ✓� own � rent � live with others?

Monthly mortgage or rent expense: $982

E X E R C I S E

13.1B Completed Loan Application 
and Credit Report – Applicant 2

L E S S O N  1 3
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Loan Application, Part B
Current loans outstanding (List the lender, loan type, balance owed, monthly payment,

and remaining period of loan):

1) Sixth Bank Personal business $9,000 $207 57 mos.
2) Sixth Bank Auto $240 $246 1 mos.
3) Wildcat Lenders Education $19,500 $348 67 mos.

Credit cards (List the name of the lender, type of card, current balance outstanding, typical

monthly payment):

1) Sixth Bank VIDA Card $8,500 $125
2) Sixth Bank Charge-It-Master $5,000 $ 75

References (You must list in the designated order: your current employer, previous employ-

er, and nearest relative not living with you):

1) Hayward Stephens Billboard Galore (803) 937-9998
2) no previous employer
3) Ronald Deligh Winston, CA (909) 843-1121

Purpose of loan: I would like to buy a new car. I am about to pay
 off my current car and don’t want it anymore. If I borrow 
$32,000 for five years, my payment would be $649.00 per month

 and I could get a Corvette.

Credit Report

Joey Deligh

FINANCIAL INFORMATION ITEM BALANCE/VALUE
Checking accounts(s): Sixth Bank $ 500
Savings accounts(s): Sixth Bank $1,000
Investments: IMF Mutual Funds $5,000
Real estate: 9191 Edgemare Drive $10,000*

*value of home less than what is owed
on its mortgage.

REFERENCE INFORMATION
Mortgage holder: Frequently late making payments. Currently,

behind one monthly mortgage payment.

Sixth Bank: Has two outstanding loans and two credit
cards with our bank number. Has been late
with payments in the past. Currently, up to
date with both loan payments. However, cred-
it cards are at their maximum credit limit
and has been paying the minimum 
payment on balance owed.

Wildcat Lenders: Always pays on time.

Ronald Deligh 
(father): Is willing to cosign on a loan.
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Loan Application, Part A

Loan amount requested: $10,000 Length of loan: 7 years

Monthly payment: $174.00 Reason for loan: Buy a boat

Personal information:
(A) Applicant’s name: Claudette Ransdia Date of birth: 12-08-53

(S) Spouse’s name: Landon H. Ransdia Date of birth: 8-01-54 

Marital status (please mark one):

� single ✓� married � widowed � divorced

Address: 5608 Uptown Street  Social security #: (A) 209-96-1746

City: Leslietown (S) 207-33-7330

State: VA Zip:  24533

Phone:  (703) 937-1990

Dependents: Relationship: Age:
S. Olivia Ransdia daughter 16

John S. Ransdia son 13

Erin E. Ransdia daughter 12

Education (record only your highest level of education attained):

(A) Juris Doctor (S) Master of Arts in Education

James Madison University University of Wyoming

Employment (list only the current jobs held by you or your spouse):

(A): Attorney (S): Teacher
Jones, Barnett, & Cline Leslie County Middle School
Attorneys at Law

Household gross annual employment income: $103,000

Approximate net annual employment income: $ 83,000

Other Income: $ 2,000

Housing Information:

Do you: ✓� own � rent � live with others?

Monthly mortgage or rent expense: $1,250

E X E R C I S E

13.1C Completed Loan Application 
and Credit Report – Applicant 3

L E S S O N  1 3
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Loan Application, Part B
Current loans outstanding (List the lender, loan type, balance owed, monthly payment,

and remaining period of loan):

1) Leslietown Bank Auto $4,300 $145 33 mos.
2) Leslietown Bank Auto $8,000 $247 38 mos.
3) Leslietown Bank College $21,000 $293 93 mos.
4) Leslietown Bank Motor Home $26,000 $587 57 mos.

Credit cards (List the name of the lender, type of card, current balance outstanding, typical

monthly payment):

1) Leslietown Bank VIDA Card $ 250 in full
2) Leslietown Bank Charge-It-Master $ 750 in full
3) AmeriPlan Bank Explorers $6,750 $1,000

References (You must list in the designated order: your current employer, previous employ-

er, and nearest relative not living with you):

1) (A) Reginald Jones Jones, Barnett, & Cline (703) 599-4325
Attorneys at Law

(S) Janis Franken Leslie County Schools (703) 927-4443
2) (A) John Becker McKenzie, Breakman and (703) 929-2929

Becker, Inc.
(S) No previous employer

3) Mia Ransdia Band, KY (502) 224-2224

Purpose of loan: We would like to buy a boat. We vacation every
 summer at the lake and the kids like to water ski. We would
 like to borrow $10,000 for seven years and think we could
afford the monthly payment of $174.

Credit report
Landon H. and Claudette Ransdia

FINANCIAL INFORMATION ITEM BALANCE/VALUE
Checking accounts(s): Leslietown Bank $2,500
Savings accounts(s): Leslietown Bank $1,000

AmeriPlan Bank $4,000
Investments: AmeriPlan Fund $22,000

Digitec Corp. Stock $16,000
Real estate: 5608 Uptown Street $67,000*

*value of home more than what is owed
on its mortgage.

REFERENCE INFORMATION
Mortgage Holder: Always pay mortgage on time. We have been

doing business with this couple for 20 years.

Leslietown Bank: Currently, we have four loans and two credit
cards with the applicants. Have never been
late with a payment in 20 years. Credit cards
are always paid off in full each month.

AmeriPlan Bank: Credit card balance fluctuates between $8,000
and $0 each year with the spring. Highest
balances in late summer and the lowest in
early spring.
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Loan Application, Part A

Loan amount requested: $10,000  Length of loan: 5 years

Monthly payment: $203.00 Reason for loan: Purchase a motor home

Personal Information:

(A) Applicant’s name: Mr. Rhett Willis Date of birth: 11-14-55

(S) Spouse’s name: Date of birth:

Marital Status (please mark one):

� single � married � widowed ✓� divorced

Address: 14 Town Street Social Security #: (A) 402-48-3278

City: Leslietown (S)

State: VA Zip:  40533

Phone:  (883) 927-3345

Dependents: Relationship: Age:

Mary Jo Willis daughter* 11

Melanie Willis daughter* 9

*Mr. Willis’s daughters live with their mother who receives

$450 in child support each month from their dad.

Education (record only your highest level of education attained):

(A) Associate’s Degree (S)

Leslietown Community College

Employment (list only the current jobs held by you or your spouse):

(A): General Electrician  (S):

Self-employed

Household gross annual employment income: $35,000

Approximate net annual employment income: $30,000

Other income: $ 50

Housing Information:

Do you: ✓� own � rent � live with others?

Monthly mortgage or rent expense: $750

E X E R C I S E

13.1D Completed Loan Application 
and Credit Report – Applicant 4

L E S S O N  1 3
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Loan Application, Part B
Current loans outstanding (List the lender, loan type, balance owed, monthly payment,

and remaining period of loan):

1) Leslietown Bank Auto $9,000 $250 60 mos.

Credit cards (List the name of the lender, type of card, current balance outstanding, typical

monthly payment):

1) Bank of America VIDA Card $2,000 $75

Credit Report

Mr. Rhett Willis

FINANCIAL INFORMATION ITEM BALANCE/VALUE
Checking accounts(s): Sixth Bank $1,250

Sixth Bank $2,900
Savings accounts(s): Sixth Bank $ 500
Investments: none
Real estate: none

REFERENCE INFORMATION

Landlord: Mr. Willis has been a tenant for four
years. He always pays his rent although
he has been late a couple times in the
last six months.

Second/Sixth Bank: Long-standing customer. Always pays his
automobile loan on time. Credit cards
have outstanding balances but has made
payments on them in a timely fashion.

First/Seventh Bank: Always pays auto loan on a timely basis.

Clarence Mims: Mr. Willis was a faithful and dedicated
employee for 15 years before he resigned
six months ago to start his own business.
He buys equipment and supplies from us
and always pays on time.

Thomas Willis 
(father): Cannot cosign on a loan. He is elderly

and has a limited, fixed income.

Purpose of loan: I would like to buy a used motorhome which is

 priced at $10,000. I think I can pay $203.00 over 5 years

 for the vehicle.
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LOAN APPLICANT __________________________________________________________________________

Tell what the applicant’s credit application and credit report suggest about
the following:

A. Character_________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

B. Capacity__________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

C. Collateral _________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

Would you lend money to this applicant?

❏ YES ❏ NO

Explain why or why not.

________________________________________________________________

________________________________________________________________

________________________________________________________________

________________________________________________________________

E X E R C I S E

13.1E Applicant Summary Sheet
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CHARACTER. You may be a fine,

upstanding citizen, but if you want to

borrow money, you are going to have to

prove it to lenders. When you are being

evaluated for a loan, the lender will

review your credit history as shown on

your credit report. Your credit report is a

detailing of the kinds of credit you are

currently being granted, the kinds of

credit you have been granted in the

past, and how well you maintained that

credit. The lender will review your credit

report, watching for the following:

▲ your record of paying your credit debts on time, 
▲ your history of managing other finances, such as a checking

account, 
▲ your employment stability, and
▲ your residential stability.  

Young people seeking to borrow money often will discover one little problem
with demonstrating their character. They can’t get credit without a credit history,
and they can’t get a credit history without someone offering them credit. Okay,
it’s actually a big problem. However, there are ways to solve it. A person can
begin to build a credit history in the following ways:

▲ Open a checking or savings account. Maintaining a checking
or savings account in a responsible manner indicates stability
and good money-management habits. Don’t bounce a check! 

▲ Establish a department store account or layaway plan.
Department stores may allow you to open an account with a
low credit limit. If not, they may have a plan that allows
monthly payments toward the purchase of an item.

Character Counts (So Do
Capacity and Collateral)

R E A D I N G

13.1
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▲ Obtain a small starter loan or credit card. Consider using a sav-
ings account as collateral for a small loan at a bank. Or ask your
bank officer for a “starter” credit card, which has a low credit
limit or can be secured by the cash in a savings account.
Borrow only what you can comfortably repay. If you obtain a
credit card, pay the entire balance on time, each month!

▲ Get a co-signer for a loan. Ask a friend or family member to co-
sign a loan for you. Be sure to pay the loan off as agreed. If you
don’t pay, your co-signer will have to.

CAPACITY. The lender will want to know if the borrower can afford to

repay the loan. To make this determination, the lender will review the

following:

▲ income from all sources,

▲ current debts, and

▲ net worth (the difference between everything you own and
everything you owe).

COLLATERAL. Perhaps you’ve heard the complaint that banks only

give loans to people who don’t need them. In other words, some loan

applicants are told they can’t get a loan because they have no assets

(things of value). Their response? “If I had assets, I wouldn’t need a

loan!” This, actually, is an exaggeration. Lenders want to be sure the

borrower has something of value that could be sold to repay the loan,

just in case the borrower defaults (doesn’t repay). The lender will review

the following:

▲ The fair market value of the collateral (a car, a house, savings).

▲ The amount of the down payment (the amount the borrower
pays up front). For instance, when you buy a car or house, you
are often required to make a down payment. You put up some 
of the money and borrow the rest. When the borrower makes 
a sizeable down payment, he or she is less likely to walk away
from the purchase.

▲ Insurance on collateral, to repair or replace the collateral if 
it is damaged.
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Often times the collateral for a loan is the item for which the borrower took out 
the loan. For instance, if you borrow to purchase a car, the lender will use the car
as collateral. If you don’t make your payments, the lender will take possession of
the car. You must carry insurance on the car in case it is damaged. That way, if 
the car is damaged, your insurance will pay for the repair, and the value of the col-
lateral (the repaired car) is maintained. Even if the car is damaged beyond repair,
the insurance company will pay the value of the car, and the lender will not lose
his or her loan money.

Lenders request information regarding the three “Cs,”—character, capacity, and
collateral—to determine the level of risk they will be assuming by lending money
to the applicant. Risk is uncertainty of repayment. The higher the risk, the higher
the interest rate. Keep in mind, that if the borrower fails to repay the loan, the
lender’s profits will be reduced. A person with a very poor credit rating may only
be able to get credit from a “loan shark”—a word used to describe a business that
charges an outrageous interest rate, often as much as 700–800 percent. 
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Using Your
Evaluation Skills
You are the loan officer for Sixth Bank in Leslietown and
have a completed loan application from one of your cus-
tomers. Evaluate the loan application for Rhett Willis
found in Exercise 13.1D. Then complete the following:

ASSESSMENT

13.1

L E S S O N  1 3

Describe the information the application and credit
report of Rhett Willis gives you about the following:

A Character

B Capacity

C Collateral

Would you lend money to this individual? � Yes � No

Explain why or why not.

Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education
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LESSON 14
Comparison Shopping

In May 2000, the Big Game Lottery paid out more than $300 million to two
winners. After taxes, each received about $55 million. Chances are that with
that much money, the winners won’t be clipping store coupons or checking
newspaper advertisements for the best deal on a tube of toothpaste. But
even with all that money, the winners might still shop around for a good
price on a sports car, a designer wardrobe, or a piece of property on the
French Riviera.

The truth is, no matter how rich or poor people are, they still need to compare
prices. And for average people—those who have tight budgets and count their
pennies—comparison shopping is an essential skill that can pay off in big savings
and more choices. Just think about it.

Let’s say there are two hot dog stands
near your school, Jo’s and Sam’s. The hot
dogs and other items at both stands are
of equal quality. Jo charges $2.25 for a
hot dog; Sam charges $2.75. It’s only 50
cents difference; no big deal, right?
WRONG. If you have a hot dog for lunch
every day for the three years you’re in
middle school, you’ll save $270 by buy-
ing your lunch at Jo’s instead of Sam’s.
Simply by being a wise shopper, you’ll
have extra money to buy a few music
CDs, a pair of athletic shoes and some
new jeans, or maybe a couple of video
games.

This lesson will demonstrate that wise
consumers compare prices before they buy. It will

show how to shop for the best deal and how to calculate whether the 14-ounce or
22-ounce box of Frosty Fire Hydrant Cereal is the best bargain. By being a careful
shopper, one who evaluates prices and products, you can improve your chances
of buying quality goods and services at prices that you can afford.

Cost/benefit analysis – A way of examining the advantages
and disadvantages of economic decisions.

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

Deceptive practices – What a business person may do to
fool a customer in order to sell the customer a good or ser-
vice. Misleading prices, bait and switch, and false advertis-
ing are examples of deceptive practices. These practices
are not legal.

Decision-making grid – a way of helping you to
compare items so you can make a wise con-
sumer decision.

FITNESS VOCABULARY

Warm-Up
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If you know the answers to these questions, 
you are developing some financial muscle.

1 Why should consumers compare prices before buying goods and

services? (Comparison shopping enables shoppers to buy goods at lower prices; with
the money they save, consumers are able to purchase more goods and services.
Therefore, a wise shopper has more choices than a careless one.)

2 What factors should a consumer consider when shopping comparatively? (Price is
probably the first consideration when a person comparison shops. The consumer
should also examine and compare the quality of the goods and services they plan to
buy. Other factors to consider include the cost of gas if you have to drive farther to buy
something at a cheaper price; the cost of shipping if a less expensive item must be
mailed to you; and the time and energy you spend shopping from store to store.)

3 How do government regulations protect consumers? (Laws exist that regulate the pro-
duction of goods, and many products must be approved for safety. They must meet
standards of durability and quality, and the manufacturer must honor all warranties.
Government also provides help for the consumer who is a victim of fraudulent busi-
ness practices.)

4 What are the consumer’s responsibilities when purchasing goods and services?

(Consumers should read labels carefully, follow instructions, and use products in a
responsible way.)

137

MUSCLE
DEVELOPERS
✔ A responsible consumer compares prices and quality before making spending decisions.

✔ Labeling and other consumer information provide facts shoppers need in order to make

responsible spending decisions.

✔ Comparison shopping enables you to get more value for your money.

✔ The opportunity cost of comparison shopping is time and income. These costs may be more

than what you save by comparison shopping.

✔ An informed consumer is the best protection against fraud and deceit. An informed consumer

knows his or her rights and responsibilities and uses them in the market.

✔ Consumer protection agencies provide information to and protection of the consumer.

Learn these ideas, practice
them, and develop your
financial fitness muscles.

Showing Your Strength
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Write your impression of the meaning of the two adages given below.

Do the two statements agree with each other, or are they contradictory?
Explain.

E X E R C I S E

14.1 A Wise Person 
Once Said.. .

138

“Penny wise, 
pound foolish.”“A penny saved, 

is a penny earned.”
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E X E R C I S E

14.2 Major Steps 
in a Purchase Decision

7Make your choice.

Definitely want:

Optional:

1 Identify what you want.
(Our team’s product
assignment is . . .)

2 Determine how much you

can spend. (Our budget

for this item is . . .)

3 Find out what products or

services are available in

your price range. (Use store 

ads or visits, visit web sites. List

these below and along the top of

your grid.)

4 Choose the features you

would most like to have.

(List the features you 

definitely want, those that are

optional, and those you definitely

do not want in the spaces to the

right. List the features that you

definitely want and those that are

optional on the top row of the grid

on the following page.)

5 Use the decision-making

grid on the next page to

analyze the alternatives.

6 Watch for hidden costs.

(List any costs for necessary

accessories; list any sales 

taxes or charges.)

Do not want:
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Decision-Making Grid
E X E R C I S E

14.2
CO N T I N U E D

XFeatures� Total

�Alternatives Points
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Poor Mrs. Amos

Narrator: Mrs. Amos is a widow. She lives on a fixed retirement income. The 
salesman works on commission, meaning he gets a percentage of each sale he
makes. The salesman is using a sales technique often reported by consumers,
particularly older people. In this technique, the salesman applies pressure and
tries to make the consumer feel foolish if he or she doesn’t make the purchase.  

Telephone rings.

Salesman: Good afternoon, Mrs. Amos. How are you this afternoon?

Mrs. Amos: I’m fine.

Salesman: That’s great news, Mrs. Amos. I hope you’re staying out of the heat.

Mrs. Amos: Oh, I’m trying.

Salesman: Well, Mrs. Amos. I’m with Lovely Lawns. We’ve been in your 
neighborhood lately working on many of your neighbors’ lawns. We’ve 

noticed that your lawn has large, brown patches, which could indicate pest
infestation or fungus. If you don’t address this problem soon, you will 

probably lose your entire lawn. 

Mrs. Amos: What should I do?

Salesman: Well, Mrs. Amos, that’s the good news. 
We can take care of that for you. Our technician will 

come by your home and spray our patented pesticide 
and fungicide. Your lawn will be full and green again 

in no time.

Mrs. Amos: How much will it cost?

Salesman: Well, that’s the best news 
yet.One application costs $48, but 

we will do four applications through
out the summer for only $150. That’s a 

saving to you, Mrs. Amos, of $42.

Mrs. Amos: I suppose I could have one treatment.

E X E R C I S E

14.3

Financial Fitness for Life: Shaping Up Your Financial Future 

Student Workouts, ©National Council on Economic Education
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Salesman: I wouldn’t recommend that, Mrs. Amos. We do our best to get your
problem cleared up, but the treatment is only effective when it is applied
four times.

Mrs. Amos: I’m afraid I can’t afford more treatments than one.

Salesman: Oh, Mrs. Amos. You can’t afford not to take care of this problem.
After all, you don’t want to be known on your block as the house with the
sloppy yard.

Mrs. Amos: Well, I certainly don’t want that. But I don’t know how I’ll be able to
afford $150. 

Salesman: Mrs. Amos. I completely understand. That’s why we will offer you the
opportunity to make installment payments for just a small fee.

Mrs. Amos: How much would the payments be?

Salesman: Well, for you, Mrs. Amos, we’ll simply divide your cost into five easy
payments.

Mrs. Amos: Well, I don’t know. This seems like a large expense. I’m on a fixed
income.

Salesman: We have many retirees as customers, Mrs. Amos. You, as well as
they, can’t be expected to do this kind of work yourself.

Mrs. Amos: I still don’t know if I should do this.

Salesman: Mrs. Amos, if you don’t mind my saying, I don’t know how you can
pass this up. What will your neighbors think of you if your yard becomes
even worse? It’s already looking pretty bad.

Mrs. Amos: Well, I guess I’ll do it then.

Salesman: Mrs. Amos, you’ve made the right decision. We’ll be out tomorrow to
begin the treatments. Please hold the line so that we may make a tape-
recorded verification of your purchase.

Narrator: Mrs. Amos verified the sale and began the treatment. She later began
receiving her installment invoices charging one-fifth of the fee plus a 20 per-
cent interest rate.

THE END 
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After reading or listening to this situation, answer the following questions.

1 What tactics did the salesman use to convince Mrs. Amos to sign up for the service?

2 If Mrs. Amos was uncomfortable with the salesman’s tactics, what should she have done?

3 Why did Mrs. Amos stay on the phone and ultimately buy the service?

L E S S O N  1 4
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Salesman: Hi, I’m Steve Swank. What can I do for you?

Tina Allen: I’m interested in the 1992 XYZ on your lot. What can you tell me 
about it?

Salesman: Oh, that’s a nice one. I guess you just recently got your 
driver’s license. Am I right? 

Mr. Allen: Yes, Tina just got her license. She’ll need a car to get back and forth
to school. We simply have too many people and not enough cars. 

Salesman: Boy, I know how that goes. I have three teenagers myself. Is this your
first driver?

Mr. Allen: Yeah, Tina’s our first.

Salesman: Well your little girl really knows her cars, doesn’t she?  She’s picked
the peach of the lot. 

Tina Allen: (slightly exasperated) Could you tell us a little about the car?

Salesman: Certainly. I see in the file that it has 160,000 miles on it. Those were
all highway miles, Tina. May I call you Tina? (He doesn’t wait for an answer,
but continues his sales pitch.) The previous owner never had a bit of trouble
with it. It is loaded with options, too. You can see the great shape it’s in.

Tina Allen: Could you tell me your asking price?

Salesman: Well, Tina, we’ve listed it for $5,000, but it’s been on our lot for over a
week now, and we like to turn our inventory over much more frequently than
that. We have very strict standards for the used cars we will place on our lot,
so they usually go very fast. As a matter of fact, I had a customer who was
very interested in this car in here just yesterday. He said he would be stop-
ping back later today.

Tina Allen: $5,000 is a little out of my price range. Could you do anything for us?

Salesman: Gee, I don’t know, Tina. With that customer coming back in this after-
noon, and all, I might be doing myself damage by coming down on the price.
But, I like you. And, I have teenagers myself. I know how important it is to be
seen in a hot car, am I right? (The salesman winks at Mr. Allen.) I’ll tell you
what. I’ll come down to $4,800.

E X E R C I S E
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Tina Allen: That’s still a little high. Could you bring the price down to $4,200? 

Salesman: Wow, that would certainly put us at a loss. I can’t see any way for us to
come down that low for this fine car.

Tina Allen: Well, $4,200 is all I have budgeted for a car. I can’t go any higher.

Salesman: I see your dilemma. And, I like you two. Let me go ask my manager. But,
I’ve got to warn you. He’s going to think I’m nuts for even suggesting this price.

The salesman meets with the manager in the corner of the room. The two act as
though they are arguing over the price. The salesman comes back to the desk.

Salesman: Mr. Allen, Tina, I tried. He would only come down to $4,500. That’s his
final offer. Even at that price, we’re losing money on this car. He thinks I’m
crazy. I had to pull in some favors for this one. But, as I told him, you’re nice
people who need a car, and that’s why we’re in business. We figure you’ll tell
your friends that you got a good deal here.

Tina Allen: That’s still above my budget.

Salesman: Tina, we can certainly work out a payment plan to fit your budget. Don’t
think of it as $4,500. Think of it as only $125 a month. You can certainly afford
that, can’t you Tina?

Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education
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Tina Allen: For how many months?

Salesman: Only 60. 

Tina Allen: That’s a long time. The car might not even last that long.

Salesman: I don’t see why not. It’s been very well maintained. You know, my
son’s friend drives one of these, and he has 250,000 miles on it. It runs like a
top. He’s never had a day of trouble.

Mr. Allen: Well, I don’t know. 

Salesman: Mr. Allen, Tina, I can’t tell you which way you should go on this. All I
can say is that this is one nice vehicle, and I have a customer ready to buy it
this afternoon.

Tina Allen: Well, I guess we’ll have to leave it for your other customer. Thanks
for your time. Good-bye.

After reading or watching this exercise, answer the following questions.
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1 In what ways did the salesman try to get Tina and Mr. Allen to see him as a friend?

2 In what ways did the salesman try to push Tina and her dad to buy the car?

3 Did you think Tina was going to buy the car?

4 Do you think Tina did the right thing?
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About Comparison Shopping
Comparison shopping is the process of considering prices and features of similar prod-

ucts before making a purchase decision. The more expensive or complex an item, the

more a smart shopper will want to compare a variety of options before choosing one.

Comparison shopping must take into account a variety of factors such as differences

in features, sizes, product quality and performance, price, and service agreements.

Advantages of Comparison Shopping

▲ You can save money, since prices for the same or similar products
may vary dramatically from place to place.

▲ You may be able to get more features or value for the same amount
of money.

▲ You can buy a better quality product that will last longer or per-
form better.

▲ You can learn about options and products you weren’t aware of
before.

▲ You will feel more secure that your money was spent wisely.

Disadvantages of Comparison Shopping

▲ Comparison shopping takes time, which could be used to earn
money, do ‘fun things,’ or take care of family responsibilities.

▲ Comparison shopping may cost money, for instance, for telephone
calls or gas to visit different stores.

▲ The savings from comparative shopping, especially for lower
priced items, may be less than the cost of your time, gas, or other
expenses.

Comparison Shopping
R E A D I N G

14.1

147



Financial Fitness for Life: Shaping Up Your Financial Future Student Workouts, ©National Council on Economic Education

T H E M E  4  –  S P E N D I N G  A N D  U S I N G  C R E D I T

Requirements for Comparison 

Shopping

▲ Access to reliable information.

▲ Time to check with a variety of vendors, and to wait for sales, 
special selling seasons, or inventory closeouts.

▲ The money to purchase an item quickly if a tremendous opportunity
arises.
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Deceptive advertising. Producers always want to present their products
in the best light. Some advertisements may contain out-and-out falsehoods, while
others simply may not present the whole story. The best advice is, if it seems too
good to be true, it probably is! Toothpaste advertisements may promise whiter
teeth in 30 days. How, exactly, is that comparison made? How often must you use
the toothpaste in order to achieve the promised results? Won’t most toothpastes
whiten teeth? When the packaging shows a statement that “9 out of 10 dentists 
recommend this Brand X,” does it mean they actually recommended Brand X or
does it mean they recommended the ingredients in Brand X (which are the exact
same ingredients in a dozen other brands)?

Bait and switch. While seeking information by reading through store ads,
you will often come across some mighty good bargains, usually presented on the
front page. Most often these are perfectly legitimate sales designed to bring your
attention to the store. However, some companies may engage in an illegal practice
called “bait and switch,” when the quantities of the sale item are low or maybe not
available at the store at all. The salesperson will apologize for the unavailability of
the sale item but direct the consumer’s attention to a much nicer, more expensive,
item offered at a similar discount. The seller is “baiting” the consumer by offering
the terrific sale item and then “switching” the consumer’s attention to another,
more expensive, product. The consumer, already at the store and ready to make a
purchase, will often buy the alternative item. He or she may later discover that the
item purchased was available at a lower price elsewhere.

Pricing. Although a store cannot claim that the price of a product has been
reduced if it hasn’t been, it can use other terminology that deceives the consumer
into thinking that the item is being offered at a lower price. For instance, some
stores may cover the original shelf tag with a brightly colored tag stating “Special
Value” or “In-store Special.” The store isn’t saying that this price is lower than the
retail price, but the implication to the consumer is that the price for the good has
been reduced. Here’s a tip:  pull the colorful tag aside and observe the regular
price of the good. You might find that the prices are identical.

Liar, Liar, Pants on Fire
R E A D I N G
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Major Steps in a
Purchase Decision
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ASSESSMENT
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7Make your choice.

Definitely want:

1
2 Determine how much you

can spend. 

3 Find out what products or

services are available in

your price range. (Use 

store ads or visits, visit web sites.

List these along the left side of

your grid.)

4 Choose the features you

would most like to have.

(List the features you 

definitely want, those that are

optional, and those you definitely

do not want in the spaces to the

right. List those that you definitely

want and those that are optional

along the top of your grid.)

5 Use the decision-making

process.

6 Watch for hidden costs.

(List any costs for necessary

accessories; list any sales 

tax variance.)
Identify what you want. 

Optional:

Do not want:
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Decision-Making
Grid

ASSESSMENT
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�Alternatives Points


