


THE THREE C’S of CREDIT

CHARACTER: s the borrower responsible and will he repay

the money as agreed?

CAPACITY: Does the borrower have enough income to
comfortably make the payments on the loan
requested?

CoLLATERAL:  Can the borrower guarantee the loan through

items of value that can be used to repay the

debt in case he defaults on the loan?
Credit Clues

CreDIT HisToRY: The consumer’s loan and payment activity over

a period of time.

CREDIT REPORT: A record of a consumer’s personal credit history,
used as an indicator of whether the consumer
will repay borrowed money as agreed. Credit
reports are issued by credit agencies which
collect information on consumers from banks,

stores, and other businesses.
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ACTIVITY 1: Role Play Script

PROFESSOR FINANCE AND FED Boy MEET THE CATASTROPHE CLAN

Characters:

Narrator:

Fran Frank:

Professor:

Mark:

Professor:

Mark:

Professor:

Mark:
Narrator:

Professor:

Professor Finance (aka Phil Payment); Fed Boy (aka Mark Money)

Catastrophe Clan members: Captain Carl Catastrophe; Carrie Credit Catastrophe;
Paul Payday Lender Catastrophe; Barb Bankruptcy Catastrophe

Fran Frank (radio news reporter); Narrator

Scene one takes place in Professor Phil Payment’s university office. The professor and student Mark
Money are listening to a local news broadcast on radio station FEDR.

I'm Fran Frank, with a frank word on today’s news. Here's a breaking story on the cost of credit!
Credit card debt in the U.S. has reached a record high of over $1 trillion, according to the latest figures
from the Federal Reserve Board. The average American family's household debt from credit cards has
risen from $3,000 in 1990 to almost $10,000 currently. Government leaders are working on ways to
discourage this overuse of credit by consumers...

Did you hear that, Mark? U.S. consumers' financial debt is even worse than | suspected. Easy credit
has led to easy spending and going beyond consumers’ means. And | know who is to blame!

Is it that treacherous team of the financial world, the Catastrophe Clan?

You got it, Mark! Headed by the worst financial fiend of all, Captain Catastrophe! The clan is noted for
luring consumers into making bad financial decisions which lead them into drastic debt. They give all
the reputable credit firms a bad rap. It's unfair to all lenders and a disaster to the borrowers!

So is it time for some financial super hero action?

You bet it is! That's the only way to stop the captain and his clan from their evildoing and save

consumers from financial doom.
Then what are we waiting for? To the armored car transport and away!
Scene two takes place outside the clan’s headquarters, a business called “Easy Credit 4 U.”

Let's review the clan's profile before we descend on their den. There are four clan members who are
wanted for questioning: Carrie Credit, who offers credit cards to anyone at low introductory rates and
then arranges for surprise rate increases, extra charges and additional penalties; Paul Payday Lender,
who preys on consumers by offering short-term loans at sky-high interest rates; Barb Bankruptcy, who
gives consumers an easy out if they are overloaded with debt; and Captain Carl, who masterminds
new and dastardly ways to profit from this consumer financial crisis.



Professor:

Narrator:

Carrie:

Carrie:

Carrie:

Carrie:

Paul:

| can't wait to round up these perpetrators! They need to be taught a lesson for extending credit to
consumers through trickery and deceit!

Here's the plan: You pose as yourself, Mark Money, university student, looking for easy credit to pay for
your books and living expenses. They will begin their ploy by offering you instant credit of large
proportions without checking your credit report or requiring a co-signer. Pretend to agree to their
vague terms of repayment, but don't sign anything! Signal me by playing your cell ring-tone tune of
“Money, That's What | Want.” I'll enter as Professor Finance and catch them in their financial evildoing

ways!
Now that's what | call a plan! We'll disrupt their whole credit operation and the resulting publicity will
help inform consumers on how to make better credit decisions. We can turn this credit abuse problem

around yet!

Mark enters “Easy Credit 4 U” and walks up to the “Loan Arranger” counter. Carrie Credit and Paul
Payday Lender are behind the counter, eager to wait on Mark.

Welcome to “Easy Credit 4 U"l! We meet your credit needs no matter what the cost. How can we help you?
Hi, I've never gotten a loan or a credit card before, but I'm hoping you can lend me some cash.
Certainly, sir! A lack of credit history has never stopped us before! How much cash would you like to borrow?

Well, I'm a university student and paying tuition has wiped out all my finances. | need money for books

and living expenses for the school year. And maybe a little extra cash for entertainment on the weekends.

You've come to the right place, sir! At “Easy Credit 4 U", our mission is to increase your cash flow and
decrease your cash problems. How about a credit card with a $10,000 limit? Our introductory interest
rate is only 10% on your balance each month!

| don't think | need a limit that high. And what is the interest percentage rate after your introductory
period is over?

Sir, you never know what circumstances you'll find yourself in, so a higher limit might come in handy!
And don't you worry about the interest rate—we're very competitive with other credit institutions and

we'll give you the best rate available...

Do you have any information on your credit card fees and penalties? Just in case | have a bad month

financially and I'm not able to make a payment.

Sorry to interrupt, but that's when | might be of service! | can give you a short-term cash loan to get you

over your financial bump, and you can pay me back later. We aim to please!



Paul:

Narrator:

Paul:

Paul:

Professor:

Paul:

Professor:

Narrator:

Barb:

Professor:

Barb:

But then wouldn't | owe interest on the credit card plus more interest to you? And how much is YOUR
interest rate?

Oh, it varies from month to month. But it's worth a little extra interest to have cash when you really
need it, don't you think?

Mark has decided he's heard enough and pulls out his cell phone to signal Professor Finance. The tune
“Money, That's What | Want” begins to play loudly as the professor enters.

Now that's MY kind of music! Hey, who are you? Do you need a quick loan?

Professor, it's obvious that this clan is ignoring the rules of the new Credit CARD Act. With this new
law, lenders must let consumers know ahead of time what their interest rates will be. No rate increase
can take place until the credit account has been open a year. Fees for missed payments can't be
increased. And, most importantly in this case, no credit card can be issued to a person under 21

without a co-signer or proven financial independence of the cardholder!
Gosh, | thought you were at least 21 and a half...

Mark has enough incriminating evidence to send you both away for a long time. You make your profit
by taking advantage of consumers who need money and credit. Evildoers like you are the reason

people are in debt up to their earlobes today!

You got it all wrong, pal! We're trying to make life EASIER for consumers by giving them access to all
the cash and credit they need.

But at what overall cost? When interest rates go up and consumers can't make their payments, they
become buried in debt. Then their credit history goes down the tube, along with their credit report

and credit rating. Some consumers can never recover!
Barb Bankruptcy hears the discussion and joins the conversation.

That's where | come in to set them free! Consumers can just declare bankruptcy, and all that debt will

go away..they can start with a clean slate in 10 years.

You make it sound so easy. You've forgotten about the long-term effects on consumers who have
declared bankruptcy. If they don't change their ways, in future years they may be denied credit
altogether. If they are granted credit, they may have an extremely high interest rate on purchases.
They could possibly be denied employment because of a poor credit history. They may have difficulty
renting an apartment. And they will likely pay higher insurance premiums.

Details, details, details...



Aren't you up-to-date on bankruptcy legislation? It's harder to pass income standards in order to
declare bankruptcy now. And once a consumer files for bankruptcy, his debt may not be completely
wiped out. He may have a repayment plan to follow in order to get things cleared up. But the good

news is, credit counseling is REQUIRED before the bankruptcy will go through. Consumers may learn

their lesson...
Barb: Whatever!
Narrator: An angry Captain Carl suddenly enters the room.

Captain Carl: All this commotion is disturbing my thinking process! What's going on in here, clan?

Barb: These dudes are trying to wreck our business with their new rules and legislation. They think they
know all about credit!

Captain Carl: And who are “these dudes™?

Professor: I'm Professor Finance and this is Fed Boy. We're here to take down “Easy Credit 4 U" for unethical
business practices!

Captain Carl: Say what?

You're busted, Captain! Your clan has taken advantage of consumers one too many times. Your
deceptive methods of charging sky-high fees and ever-increasing interest rates are coming to an end.

And ignorance of the new credit and bankruptcy laws is no excuse!
Captain Carl: Sometimes ignorance is a good thing...

Professor: Not this time, buddy! Consumers deserve to have access to credit without worrying about hidden
traps and tricks in their credit card agreements. Say goodbye to “Easy Credit 4 U” and hello to hard
times to come!

Narrator: Scene three takes place back at the university office, as the Professor and Mark listen to the latest
news on station FEDR.

Fran: I'm Fran Frank, with a frank word on today’s news. Here's breaking news from the courthouse: the
recently rounded-up Catastrophe Clan pleaded guilty to the charge of giving misleading information
on credit and loan interest rates to take advantage of their customers. The judge has sentenced the
clan to do 100 hours of public service announcements about the new CARD Act to inform consumers
of their rights to credit. They have also been fined $10,000 for the excessive profit they gained through
their deceptive practices. And “Easy Credit 4 U”, the clan’s business, has been permanently shut down
by regulators.



Mark: All right! When those public service announcements go nationwide, consumers will better understand
the CARD Act and lenders’ responsibilities to the public. They'll realize that the clan was the “bad
apple” in a group of trustworthy credit and financial firms.

Professor: ~ And we may start to see that overall consumer debt is decreasing due to better financial decision-
making by an informed public. We've accomplished our goal, Mark! Now let's hope that consumers can
accomplish theirs!

“Professor Finance and Fed Boy Meet the Catastrophe Clan” script written by Michele T. Wulff
for the Federal Reserve Bank of Kansas City




