Teaching Notes

So You Want to Buy a Pony? A Case for Financial Literacy

By 

Michelle Aguilar-Wells

Learning Objectives:

1. To understand the need for personal budgeting

2. To understand the impact of consumer spending on financial health

3. To begin to understand how credit works and affects personal financial health

4. To understand how to prepare for major expenditures within budgetary constraints and make wise decisions

Audience: Suitable for high school, college students, and anyone who does not understand the basics of credit management or personal budgeting. 

Keywords: financial literacy, credit management, consumer purchasing, personal budgeting
Implementation: The case can be completed in a few hours or a few weeks depending on the level and depth the facilitator wishes to take it.  It was designed to carry over at least two class sessions. Part 1 is designed as a warm up, takes some internet research, and should not take long to complete.  Part 2 is involved and is where the majority of the work happens.  Small group discussions are helpful in addressing the key questions in the case as the students address each issue. Students will need to access the suggested websites or similar sites to move beyond a cursory look at the subject. They can work individually through homework assignments or in small groups in class to explore the issues.  Some assumptions will have to be made. Faculty can organize the inquiry sections as they prefer and print the Matrixes located at the end of the teaching notes to help their students work through the exercises. 
This exercise is designed to, at the very least, get students thinking about financial literacy and what that means. If the exercises are followed students will know how to plan for financial stability and get help developing their own financial health.  Part 3 is the culminating exercise in the case and is meant to use criteria from the case, the work and research from part 1 and 2 to help students think critically and analytically about credit management and their own finances.  

Discussion Questions: Part 1
1. Discuss how families can separate need and wise purchasing from desire and impulse spending.  If this family were able to save some money on their purchase, in what other ways could those savings (money) be used? Is it their goal to purchase the most expensive vehicle possible or is it about tradeoffs?  
2. List the factors that Nancy and Jeff need to consider when buying a new Pony?  Explain the rational for each answer. (instructor notes: use Decision Making Matrix A and B to help students work through this)
3. Discuss the possible consequences of obtaining credit and buying a car without having a plan? (many people walk into a dealership or used car lot and leave with a car as their first experience)
Discussion Questions and Exercises: Part 2
1. Given the cost analysis from Part 1, what vehicles should they buy and why?  Review the following websites for help in deciding.

a. How do you buy a car? What should be factored in? Carbon footprint, cost of maintenance, down payment needed, new or used, insurance costs, gas mileage, maintenance, primary use?

i. http://auto.howstuffworks.com/buying-selling/car-buying.htm (How Stuff Works, How to Buy a Car by Alison Klein)

ii. http://auto.howstuffworks.com/buying-selling/car-buying3.htm (How Stuff Works, How to Buy a Car (Part 2) by Alison Klein)
iii. http://www.edmunds.com/?mktcat=edmunds&kw=edmunds.com&mktid=ga242119 (Edmunds.com, Find Your Next Car)
2. Interest rates are a large part of the real price of a car. Have students complete The Interest Rate Matrix C to get a better picture of the impact in interest rates.

3. Assume Jeff and Nancy buy a vehicle for $19,900.00 with no down payment.  The loan is for five years (60 months) at 7.9% APR.  Using a loan calculator figure out how much their monthly payment would be.  Then figure out what it would be if they put $3,500.00 down and how much they would save in interest payments.  Should they put a down payment on it?  If so how much? Many dealers offer $1,000 or more cash at time of purchase.  Should they take the cash or put it into the down payment? Which would be better?

i. http://www.wisegeek.com/what-is-an-apr.htm (What is an APR?)

b. What is so important about the interest rate percentage?

c. What is amortization and why is it important to you?  How do you figure the interest?  What is the difference between making a minimum payment and increasing a payment?  How much do you spend on interest over the course of a loan?

i. http://www.webmath.com/amort.html (Amortization Schedule for a Loan)
ii. http://www.bankrate.com/calculators/mortgages/loan-calculator.aspx (Loan Calculator and Amortization)
d. Why are cars easier to buy than other consumer goods?  What are collateral loans?

i. http://www.worldwideloans.com/collateralized_loans.htm (Collateral, Collateral loan, and Collateralized loans, What You Really Need to Know, by Diversified Funding, International)
4. Using the websites below or similar websites and your own knowledge, what is     

      the maximum car payment that you think Jeff and Nancy can afford?  

a. Develop a household budget to determine the amount.  Use a payroll deduction calculator to determine the take home pay. 

i. http://www.bankrate.com/finance/money-guides/free-household-budgeting-worksheet.aspx (Free Household Budgeting worksheet)
ii. http://www.ourfamilyplace.com/budget1.html (Free household budgeting worksheet)

iii. http://www.jeanchatzky.com/topics/budgeting/a-budget-breakdown/ (Budgeting Breakdown, by Jean Chatzky)

iv. www.rayfowler.org/2009/02/18/budget-calculator/ (Budget Calculator)
v. http://www.bankrate.com/calculators/tax-planning/payroll-tax-deductions-calculator.aspx (Payroll Deductions Calculator)

vi. http://www.moneychimp.com/features/tax_brackets.htm (Tax Rate Calculator)

b. Why is having a household budget important?? 

c. Why are Jeff’s grades important?

i. http://www.carinsurancerates.com/news/148-good-grades-lower-car-insurance-rates.html (Good Grades, Car Insurance Rates)
ii. http://www.autos.com/auto-insurance/how-good-grades-affect-student-car-insurance-rates (How Good Grades Affect Car Insurance Rates)
d. Figure Jeff’s and Nancy’s debt to income ratio.  Why is this important? How will it impact their ability to buy a car? What is the maximum car payment that you think Jeff and Nancy can afford?  Did it change from the first estimate?

i. http://www.ehow.com/how_7226_calculate-debt-income.html (How to Calculate Debt to Income ratio)

ii. http://credit.about.com/od/reducingdebt/ss/dtiratio.htm (How to Calculate Debt to Income, by LaToya Irby)

5. After studying how credit scores are determined by reviewing the following or similar websites, what range do you think Jeff’s and Nancy’s credit score would fall?

i. CBS news story on understanding your credit score http://www.cbsnews.com/stories/2003/04/29/earlyshow/contributors/raymartin/main551521.shtml?tag=mncol;lst;3 (Understanding Your Credit Score, by Tatiana Morales, CBS News)
ii. What is a credit score and how does it impact loans and credit availability? http://www.bankrate.com/finance/credit-cards/what-is-a-credit-score.aspx (What is a Credit Score? by Leslie McFadden)

iii. How to Understand your Credit Score or Read your Credit Report  http://www.ehow.com/how_2059093_credit-score-read-credit-report.html 
iv. Credit Ratings: Understanding FICO Scores http://www.bestcredit.com/credit-repair/improve-credit-scores.html (Credit Ratings: Understanding FICO scores, by Dana Neal)

v. http://homebuying.about.com/cs/yourcreditrating/a/credit_score.htm (How Your Credit Score is Calculated, by Janet Wickell) 
b. How does a credit score affect the ability to purchase a car or obtain other credit?

c. How does the credit score affect the interest amount?

d. Do you think Jeff and Nancy can get credit to buy a car?  Why or why not?

6. After reviewing the following websites and questions, do you think there are steps that Nancy and Jeff can take to improve their financial health?

a. What is the cost of credit cards?  Why have credit cards?  How do you manage them and what can you do if you get overwhelmed?  

i. http://www.suite101.com/content/developing-personal-debt-management-plans-a212958 (Developing Personal Debt Management Plans, by Katrina Dayrit)
ii. http://www.debtfirms.com/money-management.html (Personal Money Management for Debt Relief)

iii. http://homebuying.about.com/cs/yourcreditrating/a/improve_score.htm (How to Improve Your Credit Scores)
b. What is a secured credit card?

i. http://www.bankrate.com/finance/credit-cards/10-questions-before-getting-a-secured-credit-card-1.aspx  (10 Questions Before Getting A Secured Credit Card)

c. What do you do if you don’t have credit?  

i. http://financialplan.about.com/od/creditdebtmanagement/a/nocredit.htm  (How to Establish Credit, by Jeremy Vohwinkle)
7. HUD funded housing authorities do not report payment history to the credit bureaus.  What are the pros and cons of that?  How might that affect Jeff and Nancy’s credit score?  What might they do about that?

8. Repeat: What are the possible consequences of obtaining credit and buying a car without having a plan? (many people walk into a dealership or used car lot and leave with a car as their first experience)

Discussion Questions and Exercises: Part 3
1. Write individually or discuss in small groups the rest of the story.  Given the financial facts of the case, the exercises that you completed, and the information gained from your research, answer the following questions as completely as possible and make assumptions when needed.

a. If you were them, what pony would you have purchased and why? Explain the rationales in depth.

b. What were the financial details, interest rate, term of loan, payment, down payment, etc? 

c. How did this decision impact their family budget?  What it easily absorbed or did major spending patterns have to change?

d. What affect, if any, do you think their credit history played in their decision and why?

e. What steps do you think they should take to secure their future financial health?

Decision Making: Matrix A

Fill in the blanks regarding the type of driving and transportation purposes that Nancy and Jeff need.  

Then rank them as to frequency or importance.  Determine who needs the additional vehicle and what kind of vehicle they might need in general to meet family need.  

	Nancy’s vehicle needs
	Transport 2 children
	Transport kids and family members to games


	
	
	
	

	Jeff’s vehicle needs
	Get to work over snowy conditions


	hunting
	
	
	
	


Decision Making: Matrix B

Have students research the costs associated with each type of the following vehicles by brand: van, full size pickup, smaller pickup, and all-wheel drive small suv with good interior space.  When looking at used cars make sure that they compare costs of vehicles with 75,000 miles or less.  They can choose to compare two brands in each category.  Good sources of information include www.edmunds.com  and Kelly Blue Book www.kbb.com.  Students might also want to look at the National Traffic Safety Administration website.  By typing in “cost of automobile insurance by type” students can research the cost of insurance for the cars they are looking at. 

	Vehicle 
	Vehicle cost new  & cost 5 years old
	Gas mileage rate
	Cost of gas for average monthly use 
	Average yearly Cost of insurance
	Average yearly Maintenance cost 
	Reliability rating
	Safety rating

	VAN:

Toyota Sienna or?


	
	
	
	
	
	
	
	

	VAN:

Dodge Caravan or?


	
	
	
	
	
	
	
	

	Full Pick UP:


	
	
	
	
	
	
	
	

	Full Pick UP:


	
	
	
	
	
	
	
	

	Sm. Pick UP:


	
	
	
	
	
	
	
	

	Sm. Pick UP:


	
	
	
	
	
	
	
	

	SUV:


	
	
	
	
	
	
	
	

	SUV:


	
	
	
	
	
	
	
	


Interest Rate: Matrix C

Interest rates are a large part of the real price of a car.   When buying a car your interest rate factors depend on where you get financing (bank, credit union, or dealership), whether it is a new or used car, the mileage on the car, the amount of your down payment and what your credit score is.  Someone with excellent credit, buying a new vehicle might be eligible for 0% down and an incredibly low interest rate such as 1.99% for 48 months.  To get a better understanding of these impacts, complete the following matrix using an amortization schedule calculator. 

In order to complete the matrix, choose 3 vehicles from Matrix B and fill in the blanks.  What are the best deals?  How does the length of the loan affect the interest and the payments?  How important is getting the best interest rates and what does it affect? What is the final cost of the vehicle?
	Vehicle 
	Cost
	Dealer

offer

 12.5%
	Length of Loan

48 months = monthly payment
	Interest paid over the length of the loan
	Total cost of vehicle
	Length of Loan 60 months = monthly payment
	Interest paid over the length of the loan
	Total cost of vehicle
	Credit Union Offer

8.9%
	Length of Loan

48 months = monthly payment
	Interest paid over the length of the loan
	Total cost of vehicle
	Length of Loan 60 months = monthly payment
	Interest paid over the length of the loan
	Total cost of vehicle

	Toyota Sienna 

New
	24,560
	
	652.00
	6,774.00
	31,334.
	552.00
	8,593.00
	33,151.
	
	610.00
	4,720.00
	29,280.
	508.00
	5,958.00
	30,518.

	Toyota Sienna 5 yrs. old, under 75K
	18,995
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Dealer Offer

9.9%
	
	
	
	
	
	
	Credit Union Offer

7.9%
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Dealer Offer

5.9%
	
	
	
	
	
	
	Credit Union Offer

4.9%
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