
11-1 Understanding Credit 
Chapter 11 – Credit and Debit 

What You’ll Learn 

 Define the main types of credit 

 Explain what is secured transaction is 

 Describe how a security interest is created 

 Identify the main types of collateral 
 
You need to know what your legal obligations are when you borrow money or obtain credit 
 
Key Terms 

 Credit creditor 

 Debtor 

 Interest 

 Secured loan 

 Collateral 

 Security interest 

 Default 
Academic Vocabulary 

 Assets 

 Acquired 

 Effective 
 
Understanding Credit 

Imagine a friend would like to borrow money from you.  What questions might you ask before 
you agree to loan the money?   
 

Credit is an arrangement in which you                  cash, goods, or services now and             
for it later. 
  
The person who                         money or provides credit is the creditor. 
The person who                         money or receives credit is the debtor.  
 
  
Creditors charge a                 , called interest, for                    money or using credit. 
The interest charged                        on the amount                  , the length of 
time it takes to                       it back, and the interest rate. 
  
There are                        main types of credit: 

 Open-end credit 

 Closed-end credit 

                       credit is a line of credit that can be used                and                
again up to a certain                     . 
Examples: 

 Credit cards such as Visa and MasterCard 

                         credit is credit given for a                        amount of money 
or purchase. 

 Home 

 Car 

 Student loans 

To                     they get their money back, many creditors require that a loan be                
. 



A secured loan is a loan backed up by                           . 
  
Collateral is something of                            , such as the property purchased, that the 
creditor can             if the loan is not                     . 
Examples of collateral include a car, a                           , furniture, and equipment. 
  
A creditor’s                        to take collateral if a loan is not                       is 
called a security interest. 
  
A creditor can take collateral if a debtor                            on a loan. 
Default is                      to make loan payments on time or live up to the                      
of a credit agreement. 

 The debtor owns the collateral 

 The secured party transfers something of value, such as money or goods, to the debtor 

 The secured party either take possession of the collateral or signs a security agreement. 
 
A loan can also be                         up by two types of parties:  

 Guarantors 

 Sureties 

 A guarantor                        to pay off a debt only if a debtor                            
.  
A                        agrees to pay off a debt                        , in place of the 
debtor. 
 

11.1 Wrap Up 

1. The amount of interest charged on a loan depends on: 

a. the amount owed 

b. the length of time it takes to pay it back 

c. the interest rate 

d. all of the above 

2. A secured loan is a loan backed up by a promise to pay it back. 

True or False 

3. Something of value a creditor can take if a debtor defaults on a loan is called: 

a. interest 

b. collateral 

c. a guarantee 

d. a surety 

4. Give some examples of open-end credit and closed-end credit. 

5. What are the main types of collateral? 

6. What are future advances of credit? 

7. How is a credit card different from a debit card? 



11-2 Credit and You 
Chapter 11 – Credit and Debt 

What You’ll Learn 

 Define finance charge and annual percentage rate 

 Describe the advantages of using a credit card 

 Determine how to obtain student loans 

 Recognize the warning signs of debt problems 
 
There are things you need to know if you want to finance a car, get a credit card, or take out a student loan. 
 
Key Terms 

 Finance charge 

 Annual Percentage Rate (APR) 
Academic Vocabulary 

 Involved 

 Unauthorized 

 Subsidized 
 
Credit and You 
You may use                     not only for short-term goals, such as                   a 
computer, but also for                  -term goals, such as paying for a car, house, or college tuition. 

What are the advantages of using a credit card has over paying cash if there is later a dispute over the item 

purchased?   

In order to                           money in the future for a large purchase, such as a house, you 
need to establish a good                     rating. 
  
To                      a good credit rating you need to: 

 Start with                        purchases and build up 

 Pay your bills                    time 

                             accumulating debt 

If you use credit to                             a car, federal law requires the creditor to tell you 
the finance                     and the annual                      rate for the car loan. 

Before you sign any documents, you should know the following information: 

• The exact price you are paying for the vehicle 

• The amount you are financing 

• The finance charge 

• The APR 

• The number and amount of payments 

• The total sale price (the sum of monthly payments plus the down payment) 

 
The finance charge is the                     cost of the loan in dollars and cents, including             
.  
 
The annual percentage rate (         ) is the interest rate of the loan, such as 6% interest per              

 
Laws of Ownership 



The                             that applies to the purchase of a vehicle comes from                    

sources: 

 The Uniform Commercial Code (UCC) 

 Consumer protection laws 

 Laws regulating credit 

Because the sale of cars falls under the                        , cars are covered by warranties. If 
you buy a car that turns out to be                    , you can have it replaced,                 , 
or get your money back. 
  
If you want to go to college but cannot afford to pay for it, you can obtain a                           
loan from the                             government through the Direct Student Loan program. 

 Subsidized is the loans were the government will pay the interest will you are going to school. 

 Unsubsidized is where the student will pay the interest while going to school or it will accrue on the loan and 

becomes part of your debt.   

 Private student loans – are done through banks and usually have a higher interest rate 

 Student loan repayment – usually start 6 mths after stop attending school, cannot be discharged by 

bankruptcy, and can be discharged through participation in programs like Peace Corps and AmeriCorp.  

Usually work in the health, education, or public safety field in underdeveloped community for a period of time. 

To                   for a government student loan, you have to fill out a                      , 
or Free Application for Federal Student Aid. 

Federal FAFSA deadline of 2016-2017 school 
year is Thursday, June 30, 2017 
Each school may have its own deadline, look 
at school websites 

  
You can get a FAFSA form from your  
high                     , the college you 
apply to, or on the                     . 

Make sure if you apply on-line you are using the 

government website 

11.2 Wrap Up:  

1. Because the sale of cars falls under the UCC, cars 

are covered by warranties. 

True or False 

2. The application for student loans from the 

federal government is called: 

a. ASCAP 

b. NAFTA 

c. FAFSA 

d. NASA 

3. On what grounds can a seller be labile for selling a defective vehicle? 

4. What can you do if you have a dispute involving a purchase on a credit card? 



5. What is the difference between a subsidized and unsubsidized student loan? 


