
3 Payment Types 

QUESTION 1 

What is a credit card balance? 

A. The amount of interest you must pay the credit card company 

B. The required minimum payment to your credit card company 

C. A way to track your incoming and outgoing purchases 

D. The amount of money you still owe to the credit card company 

QUESTION 2 

If you are planning to carry a large balance on your credit card, which of the following credit 

card features should you look for? 

A. Low APR 

B. Low annual fees 

C. Lots of credit card rewards 

D. A large credit limit 

QUESTION 3 

Which of the following statements comparing debit cards to credit cards is TRUE? 

A. Debit cards allow you to draw funds directly from your checking account. 

B. Debit cards typically offer greater fraud protection than credit cards. 

C. Debit cards never require a signature to finalize a purchase like credit cards. 

D. Debit cards charge higher interest rates on purchases than credit cards. 

QUESTION 4 

Making a minimum payment: 

A. Means you are paying a small portion of your total credit card debt 

B. Is the same thing as making a late credit card payment 

C. Will have a negative effect on your credit score 

D. Will cause your credit card to be cancelled 

QUESTION 5 

Which payment method typically charges the highest interest rates? 

A. Credit cards 

B. Cashier's checks 

C. Pre-paid cards 

D. Payday loans 

Payment Types 



Life is all about options: There are more ways to find information than ever before, different 

places to hear music, and so many things to watch online and off that one person could never 

possibly see them all. There are also a lot of choices for how we pay for things. 

Back in the day, cash was the only way to pay for something, but today we have many different 

choices. The three major ones? Paper, plastic, and electronic. And inside each category, are yet 

other ways to pay. So many options! 

While all of these are great, you can't go wrong with good, old-fashioned cash, which is pretty 

much accepted by every business, friends, and that certain family member who won't let you 

forget the ten bucks you owe him. Then there are checks. This payment type is becoming less 

common, but you may get one from a relative for your birthday and you may need to write one in 

the future to pay rent or to pay a bill. Though not all places accept checks, when you write one, 

you're basically writing a note to say it's okay for the amount of money you wrote down to come 

directly out of your checking account. But be careful. If you write a check but don't have the cash 

in your account to cover it, that's called bouncing a check. It'll cost you bank fees and your 

transaction may not go through. 

The next common type of paper currency is a cashier's check. This is a check that a bank 

guarantees will not bounce. Usually, there is a fee for purchasing a cashier's check, which is 

sometimes required for making larger payments, like for a deposit to rent an apartment. Money 

orders are the last type of paper payment method we're covering. You can buy individual money 

orders at a bank, the post office, and some retail stores. You can also purchase money orders 

online. With a money order, you pay up front and then you can use the money order to pay for 

goods or services. 

While paper and cash are accepted almost everywhere, plastic is a payment option you probably 

see a lot - usually in card form. Debit cards are one example of plastic and work a lot like checks. 

Sometimes they're even called check cards, but you don't actually have to write anything on a 

piece of paper. Since debit cards are directly linked to your account, you have to be careful that 

you don't lose them or have your debit card number or PIN - your personal identification number 

- stolen. If someone gets the debit card information, they can pull money directly out of your 

account. 

Next comes a plastic payment type that is totally separate from the money you have in your 

checking account: credit cards. When you use a credit card, you're asking the credit card 

company to loan you the money to make a purchase. By doing so, you agree to pay that loan 

back, plus interest that accumulates on the debt. Like other payment types, credit cards come in 

many flavors. 

A merchant credit card is a card you sign up for at a store, which sometimes offer discounts 

when you use their card, but never forget that merchant credit cards are just like regular credit 

cards - you're borrowing money to pay for that purchase, and you'll have to pay it back. And 

many times merchant cards will have higher interest rates and therefore can put you into debt 

quicker if you don't pay off the full balance. 



There's also charge cards, which work just like credit cards except the balance must be paid in 

full every month. 

Finally, there's prepaid cards. These allow you to put a specific amount of money onto them. 

Prepaid cards usually have additional fees and charges. 

Still confused about the difference between credit cards and debit cards? Don't worry. More 

details about these common payment types are coming right up. 

QUESTION 1 

Which of the following payment types require you to pay upfront? 

A. Money orders & credit cards 

B. Money orders & pre-paid cards 

C. Merchant cards & credit cards 

D. Merchant cards & pre-paid cards 

Credit vs. Debit 

Whether you're in the checkout line or shopping online, you've probably been asked the question: 

"How would you like to pay for that?" Depending on whether you choose debit or credit, you 

could end up paying more money than you think. To explore some of the differences between 

debit and credit cards, click on each of the five topics. 

Repayment 

With credit, you're billed monthly for your outstanding debt, which is called your credit card 

balance. When you use a debit card to make a purchase, there is nothing to repay since the 

money is immediately withdrawn from your checking account. 

Interest 

Each billing cycle, any outstanding balance on a credit card accumulates interest that must be 

paid in addition to the original debt. Debit cards, however, charge no interest, since you're not 

borrowing money. 

Credit History 

If you use your credit card responsibly, it can help you build or improve your credit history. But 

be careful... irresponsible usage can damage your credit score. Your everyday debit card 

transactions don't affect your credit history since you're not borrowing any money, but if you 

misuse your card long enough you could potentially damage your credit rating. 

Fraud 

Credit cards may offer you extra protection against unverified charges or fraud, compared to a 

typical debit card. 

Budgeting 

Your credit limit allows you to purchase expensive items that you might not be able to afford - 



and that makes it easy to get into debt. Buying what you don't have money for can become a 

dangerous financial habit! With a debit card, you're far less likely to overspend since the amount 

you can spend is equal to the amount in your checking account - just don't overdraw your 

account! 

Summary 

Sometimes when you use a card at a store, the cashier asks if you want to use that card as "debit 

or credit?" Using your debit card as a credit card does not mean you're borrowing money - it 

simply means that you can sign for your purchase rather than entering your PIN number to 

complete the transaction. 

QUESTION 2 

Which of the following statements are TRUE about credit cards? I. When you use a credit card, 

the money comes directly out of your account. II. Credit cards typically offer more fraud 

protection than debit cards. III. Transactions made with a credit card can impact your credit 

score. 

A. Statement I 

B. Statement II 

C. Statements II & III 

D. Statements I, II & III 

Payment Types Practice 

Now that you know about the differences between payment types, see if you can choose the 

option that will cost you the least amount of money in each situation. Decide which payment 

option is the best choice for each purchase by clicking the correct answer. 

Question 1: What payment method will cost you less when buying take out food? 

A. Credit Card 

B. Debit Card 

C. Prepaid Card 

 

Question 2: What payment method offers you the most protection when you're on vacation? 

A. Credit Card 

B. Debit Card 

C. Prepaid Card 

 

Question 3: Which payment method will help you stick to a budget when shopping for new 

clothes? 

A. Credit Card 

B. Debit Card 

C. Prepaid Card 

Other Payment Types 



So far, we've gone over paper and plastic payment types. While both of these may meet your 

everyday needs, another type - electronic payments - are used to pay for goods and services both 

online and in person.If you have a checking account, it probably comes with online access, 

which lets you take advantage of digital payment options like online transfers and direct debit 

and deposit. 

Online transfers make it easy to transfer funds from one account to another or from one person to 

another through your bank's web site or a mobile app if your bank offers one. Direct debit and 

direct deposit, also known as ACH or Automatic Clearing House transfers, allows you to have 

money come into or out of your account either one time or automatically. With direct debit, you 

can have money withdrawn from your account to pay for things like bills. On the other hand, 

direct deposit allows you to have the money from your paycheck automatically deposited into 

your account, which takes away the hassle of depositing or cashing your check. 

You can also make payments with your mobile phone. Usually these online accounts are 

connected to your checking account and credit cards. 

Last are two other payment types you should be aware of: cash advances and payday loans. Cash 

advances are loans from your credit card. Usually, these have no grace period, which you'll learn 

more about later, and your credit card will charge a higher interest rate than you normally pay. 

Payday loans are meant to get you by until your next payday. But you can't just pay these back as 

you would a credit card loan: payday loans come with extremely high fees, and lenders can 

charge more than one hundred percent interest - even as high as nine hundred percent to borrow 

from them. Often, these are the most expensive sources of money. 

As you've seen, there are pros and cons to every payment choice, so when making a purchase 

take a moment to decide which one works best for you. This decision is especially important if 

you're thinking about using a credit card, which will have a variety of terms and conditions that 

you need to know about before you use one. 

Credit Card Terms 

Credit card offers can be found all over the place: in the mail, at the airport, and even online. 

There isn't just one type of credit card out there, either. In fact, it may even seem like there's a 

never-ending variety of offers to choose from. However different they may be, all credit card 

offers have one thing in common: a whole bunch of terms to figure out. To help you translate a 

typical credit card offer, click on each term to see what it means in plain, old English. 

APR Interest on a credit card is also known as the Annual Percentage Rate - or APR for short. If 

you charge something to your credit card and don't pay off the full balance before the next billing 

cycle, you'll be charged interest. 

FEES 

Some credit cards charge you additional fees. For example, some cards charge an annual fee. 

This is like a membership fee that you pay once a year for as long as you have the card. 



REWARDS 

Credit cards that offer rewards give you cash or points for purchases you make. These rewards 

can be used for things like airline miles or discounts at participating business, and are offered as 

a way to get people to sign up for and use a credit card frequently. 

FINANCE CHARGES + LATE FEES 

If you're late in making your monthly payment, you may be charged a late fee. Finance charges 

can happen when you transfer your balance to a different credit card. 

CREDIT LIMIT 

A credit limit is the amount of money that you can charge to a credit card. If you exceed this 

limit, your purchase may not go through and you could be penalized. 

BALANCE TRANSFER 

A balance transfer is when you move an existing balance to another credit card or account. Some 

people do this to save money by moving their debt to a card that has a lower interest rate. 

However, it pays to read the fine print as there may be a fee to make a balance transfer. 

QUESTION 3 

All of the following are fees typically charged by credit card companies EXCEPT: 

A. Late payment fee 

B. Balance transfer fee 

C. Annual membership fee 

D. Reload fee 

Credit Card Offer Comparison 

Now that you know about typical credit card terms, take a look at these two credit card offers 

and compare the terms to decide which one is the better deal. Compare these credit card offers by 

clicking on the card that best answers the question 

Offer One:  

The Passport Credit Card 

13% APR 

Low annual fee* 

Airline rewards program - earn miles for every dollar you spend! 

Balance transfer fee: 3% of amount transferred 

*Annual fee of $25. Other finance charges still apply. 

 

Offer Two:  

The Victory Card 

0% APR on purchases* and balance transfers** 

No annual fee*** 

Earn 5% cash back on rotating categories including restaurants, travel, gas, etc. 

*APR changes to 19% after 12 months. 



**Balance transfer fee increases to 5% of amount transferred after 6 months. 

***Annual fee waived the first year. $99 every year thereafter. Other finance charges still apply. 

Question 1: Which option has the lowest annual fee one year from now? Offer 1 – 13% 

Question 2: Which offer is the better option if you plan to carry a balance on your card one year 

from now? If you plan to carry a balance on your credit card after one year, which offer is the 

best choice? Here's a hint: Check out the APR. Offer 1 – 13% 

Question 3: Which offer has the best rewards program?  

In general, always make sure a rewards program is right for your needs, and be careful about 

opening up cards or making unnecessary purchases just to rack up rewards points and airline 

miles. It Depends 

Question 4: Which card is the better option if you plan to carry a balance during the first year? 

Offer 2 0% 

Question 5: Which card has the better balance transfer option? It Depends 

Paying More Than the Minimum 

Credit cards are a convenient... and tempting... way to pay for small things like a t-shirt or a 

music download, and for big-ticket items like a tablet computer or that new video game system 

you have your eye on. Because they're so convenient, it's easy to "buy now and pay later" even if 

you can't really afford it. 

But whether you're buying a bunch of small items, or one big item, it's important to always pay 

your credit card bill on time. In fact, even though your credit card company allows you to pay the 

minimum payment to avoid late fees, you should pay each credit card bill in full if you can. 

Making only the minimum payment means you'll still owe the credit card company money, so 

you'll end up paying interest on the remaining balance. If you're not careful, this can result in 

long-term debt payments. Because credit cards generally charge high interest rates, any balance 

left on your bill each month will quickly accrue interest over time. 

Let's take a look at three different ways this can play out in real life. Remember that video game 

system you've been eyeing? Well, it was too much for you to resist. You decided to go ahead and 

charge $450 dollars on your credit card. Depending on how you pay your bill each month your 

new game system could end up costing you a lot more than you originally thought. 

Let's say you have an APR of 15% with a monthly minimum payment of 15 bucks. There's a 

$30-dollar late fee charge, and any missed payments raise your APR to 25%. 

If you paid your bill in full when it came, then the total cost of your $450-dollar system would 

be... $450 dollars. 



If you only pay the minimum, it would take about 38 months to pay off the gaming system - 

that's over three years! By then, a whole new system would probably be on the market. Even 

more tragic than thatâ€¦ you'd wind up paying approximately $120 in interest, which means your 

$450-dollar system will end up costing you almost $570. 

Now what if you missed two payments and then paid the minimum each month? This is not a 

good situation to put yourself in! Missing payments can actually increase your APR. 

So what's the math here? The two late fees will cost you $60 dollars, and it's now going to take 

you 48 months - that's four years - to pay off the charge, which will amount to about $260 in 

interest for a staggering total bill of $770! 

As you can see, making only the minimum payments on a credit card bill each month can keep 

you in debt for a long time. That's because the average minimum payment only equals 2 to 4 

percent of your total debt. And the longer you take to pay it off, the more the interest 

accumulates, keeping that balance high. 

This is why it's so important to pay your balance in full. If you're not convinced yet, maybe the 

next activity will change your mind. 

It Costs What?! 

Check out this apartment and see how paying the minimum payment for items bought on credit 

can end up costing a whole lot more than if you paid in cash. 

Laptop 

You didn't notice on your agreement that your APR increased at the end of this month. Now you 

have to pay a higher interest rate than you expected. 

Sofa 

When you only pay the minimum amount required each month, you are not paying off your full 

credit card balance. This means the credit card company can charge you interest on your debt! 

And credit card interest rates - the APR - are typically much higher than other loans. In fact, the 

average APR is around fourteen percent - some can be much higher. 

Shoes 

When you miss a payment you can get charged a late fee. In some cases, it may also cause your 

APR to go up, which means you'll pay even more interest on this purchase and every other 

purchase from then on. 

Summary 

There is a way to avoid paying too much, but it can be tricky so you need to be careful. Most 

credit cards offer a grace period of about a month. This is the amount of time you have to pay 

back a balance before it starts accumulating interest. But as always, the best plan is to pay your 

balance in full every month to avoid paying interest on your purchases. 



QUESTION 4 

Which of the following statements about minimum payments is INCORRECT? 

A. Minimum payments are typically only 2-4% of your total debt 

B. If you send in the minimum payment, you will be charged a late fee. 

C. You will still pay interest on your balance if you submit the minimum payment. 

D. Paying the minimum means you are only paying off a portion of your total debt. 

Understanding Your Credit Card Bill 

Now that you know all the basics of credit cards, take a look at your statement and answer the 

questions by clicking the right part of the bill. Answer the following questions by clicking on the 

correct part of the credit card bill. 

 

Question 1: What is your credit limit? 

Question 2: How much of your credit is still available for use? 

Question 3: What date are these charges from? 

Question 4: What do you owe the credit card company this month?  

Question 5: What did you owe the credit card company last month?  

Question 6: When is your payment due? 

Question 7: What is your minimum payment this month? 

Question 8: If you miss a payment, how much will you be charged in late fees? 

Question 9: If you miss a payment, what will your new interest rate (APR) be? 

Question 10: If you pay only the minimum payment, how long will it take you to pay off your 

current balance?  

As you can see, there's a lot of information on your credit card statement each month, but now 

you have the tools to understand what everything means so you can avoid fees and extra charges. 



How to Manage Existing Debt 

By now, you've learned the ropes. You're a master at understanding credit card offers and 

avoiding debt. We know you're going to manage your debt wisely - or avoid it altogether. But 

what do you do if you do find yourself in debt? You can't go back in time to avoid spending that 

money to begin with. 

You don't want to ask for a loan to pay it off, since you'll just be going into more debt. And 

you're not going to assume a new identity and sneak across the border to some exotic country... 

at least we hope not. Since none of these options will help, you'll have to come up with some 

practical ways to pay off your debt. 

Luckily, there are several things you can do. 

First, stop increasing your debt - that means putting away the credit card and trying to pay for 

things with cash or debit instead. 

Second, pay at least the minimum each month and make your payments on time to avoid late 

fees. Better yet, pay more than the minimum, even if it's just a little more, to get out of debt 

faster. But if you are already making on-time payments and still need help, consider asking your 

credit card company to lower your interest rate. Even a small reduction in your interest rate can 

save you a lot of money. 

Finally, some nonprofit organizations offer debt counseling and debt consolidation services. 

They may be able to help you reduce your interest rate, negotiate your loan terms and create a 

plan to get out of debt. However, before you sign on the dotted line, make sure it's a nonprofit 

and organization that you trust - some may charge high fees and cause you to go deeper into 

debt. However, a genuine debt counseling or consolidation service may be able to save you a lot 

of money over time. 

Of course, the best thing you can do is to use your credit cards responsibly and avoid credit card 

debt in the first place. And if you understand the terms of your card by reading the fine print, you 

should be good to go! But whatever you do, don't spend more than you can affordâ€¦ as tempting 

as that maximum on your card may seem! 

So good luck...and be careful out there.  

 

Congratulations, you've completed this module. Now it's time to take your end of module quiz. 

You can take some time to review your notes if you would like. Good luck! 

QUESTION 1 

Which of the following statements comparing debit cards to credit cards is TRUE? 

A. Debit cards allow you to draw funds directly from your checking account. 

B. Debit cards typically offer greater fraud protection than credit cards. 

C. Debit cards never require a signature to finalize a purchase like credit cards. 



D. Debit cards charge higher interest rates on purchases than credit cards. 

QUESTION 2 

Which of the following payment types require you to pay upfront? 

A. Money order 

B. Cashier's check 

C. Pre-paid card 

D. All of the above 

QUESTION 3 

Which of the following is NOT a common credit card fee? 

A. Late fee 

B. Annual membership fee 

C. Balance transfer fee 

D. Minimum payment fee 

QUESTION 4 

Which payment method typically charges the highest interest rates? 

A. Credit cards 

B. Cashier's checks 

C. Pre-paid cards 

D. Payday loans 

QUESTION 5 

The annual percentage rate on a credit card determines _______. 

A. the amount of interest you are charged on credit card purchases 

B. the amount your credit limit can go up within a year 

C. how many credit cards you can own 

D. None of the above 

QUESTION 6 

Which payment type can help you stick to a budget? 

A. Credit cards 

B. Debit cards 

C. Payday loans 

D. Cash advances 

QUESTION 7 

Which of the following can increase your credit card’s APR? 



A. Paying the minimum 

B. Missing a credit card payment 

C. Paying off the full balance 

D. Cashing in on rewards points 

QUESTION 8 

Making a credit card minimum payment: 

A. Means you are paying a small portion of your total credit card debt 

B. Is the same thing as making a late credit card payment 

C. Will have a negative effect on your credit score 

D. Will cause your credit card to be cancelled 

QUESTION 9 

If you are planning to carry a large balance on your credit card, which of the following credit 

card features should you look for? 

A. Low APR 

B. Low balance transfer fee 

C. Lots of credit card rewards 

D. A large credit limit 

QUESTION 10 

What is a credit card balance? 

A. The amount of interest you must pay the credit card company 

B. The required minimum payment to your credit card company 

C. A way to track your incoming and outgoing purchases 

D. The amount of money you still owe to the credit card company 


