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Two Common Types of Credit

Copyright © Texas Education Agency, 2014. All rights reserved. 

3

 Installment credit allows the 

borrower to make monthly 

payments on principal and 

interest.

 Revolving credit, such as a 

credit card, allows the 

consumer to borrow up to a 

set maximum amount.



Installment Credit

 Mortgage loans

 Automobile loans

 Installment loans

Contract may include:

 Total purchase amount

 Required down payment

 Total financed amount

 Finance charges

 Number of payments

 Payment amounts

 Payment schedule
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Common Forms of Installment 

Loans

 Installment sales 

credit

 Installment cash 

credit

A single-payment 

loan
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Revolving Credit

Regular charge 

accounts

Revolving charge 

accounts
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Advantages of Using Credit
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Helps you make 

larger purchases

Eliminates the need 

to carry cash

Helps you establish 

credit history (as 

long as you pay 

your bills on time)



Disadvantages of Using 

Credit
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Credit can be costly

 It can tempt us to 

overspend

 It can do long-term 

financial damage

If you borrow $3,000.00 on a credit card at 21% 

interest and only pay the minimum payment of 2%, 

it will take 30 + years to pay off the balance.



Spending Your Future Income

When you buy things on credit, 

you are obligating your future 

income.

 Items that are investments, 

such as a home, or items that 

are tools to help you earn 

money, such as a car to get to 

work.
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Finance Charges

Total finance charges paid will depend 

upon the amount financed, the annual 

percentage rate and the length of the 

repayment period.
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Annual Percentage Rate 

(APR)

Amount financed Total interest charges are 

proportional to the amount 

financed

Annual percentage rate As the APR rate goes up, the 

total finance charges increase

Length of repayment period The longer the repayment

period, the higher the finance 

charges
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Truth in Lending Law Act

(TILA)

This law protects you against inaccurate and 

unfair credit billing and credit card practices. It 

requires lenders to provide you with loan cost 

information so that you can comparison shop for 

certain types of loans.
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Cash versus Financing
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Cash purchase of car Total Paid

$5,000.00

Interest paid

$0

$5,000.00 financed 36 

months at 9% interest 

36 payments of 

$159.00

$5,724.00 $724.00

$5,000.00 financed 48 

months at 9% interest

48 payments of 

$124.00

$5,973.00 $973.00



Building a Credit History

How many times 
have you 
borrowed money?

Did you pay it back 
on time?

Were your 
payments late?
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When you sign up for and pay 

utilities, you are building your credit 

history.



Credit Scoring and Credit Reports
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Credit bureaus provided credit reports 
to potential lenders and employers. 

 The “Fair Credit Reporting Act” limits 
the sharing of financial information to 
firms that have a legal purpose to 
evaluate this information.

 You may access your credit report 
every 12 months free of charge.



What is in a Credit Report?
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What is in a Credit Report?
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Credit report score

Personal information 

Public record 
information

Collection agency 
account information

Credit account 
information

 Inquires



Tips to Improve Your Credit Score

Pay bills on time

Keep credit cards and other revolving 

credit balances low

Pay off debt rather than moving it around
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Over half of all consumers have a credit score that is 700 or above



What are the Most Important Factors 

Affecting Your Credit Score?
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Factors Affecting Your Credit Score
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Payment History 

Amount Owed 

Length of History 

New Credit 

Types of Credit 



What is Identity Theft?
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Ways to Protect Against Identity 

Theft

 Avoid keeping pin numbers 
or social security numbers in 
your wallet

 Don’t give any information 
over the phone unless you 
initiate the phone call

 Have your mail held while 
on vacation

 Install firewalls and virus 
software on your computer

 Keep a list of credit cards 

 Mail bills at the post office

 Shop online only at secure sites

 Use a locked mailbox
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Questions?
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References and Resources
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Microsoft Clip Art: Used with permission from Microsoft.

Textbook:

Lowe, Ross. Consumer education and economics. 6th ed. Glencoe/McGraw Hill, 2006. Print.

Websites:

Credit Basics
A website with information on saving and investing.
http://moneymattersmakeitcount.com/CREDITDEBT/Pages/CreditBasics.aspx
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References and Resources

Websites:

Mortgage Rates, Home Loans, Refinancing, Credit Cards, CD Rates 
with Personal Finance Advice
Information on all banking services including an interest calculator.
http://bankrate.com/

The Leading Practical Money Skill Site on the Net
Interactive games concerning budgeting, banking, credit and money 
management.
http://www.practicalmoneyskill.com/foreducators/lessonplans/highsc
hool.php

What Is Financial Planning?
Information on the benefits of investing.
http://www.fpanet.org/WhatisFinancialPlanning
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