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Financial Literacy: Borrowing and Saving Basics (Slide 1)
Minimize your cost when borrowing and maximize your earnings when saving

Objectives (Slide 2)
Using or practicing behaviors associated with knowledge of terms and concepts
is needed to improve financial stability and build wealth
Define borrowing and saving terms and concepts
Identify the difference between interest rates and annual percentage rates
|dentify key borrowing ratios
Identify best practices related to borrowing and saving that can impact financial
stability and wealth

Money (Slide 3)

Some of today’s topics may be new

Discipline is key to building financial security and wealth

Exercise 1: Your First Borrowing Experience

Most of us may have made at least one borrowing decision without completely
understanding the terms and conditions related to an agreement

After this class, you will have enough basic information and resources to help
you enter a loan agreement with confidence in your decisions

Lending Money Is a Business (Slide 4)

Lending money is a business, and the purpose of any business is to make
money
Whenever you borrow money, you need to do the following:
Review your credit history weeks in advance
Obtain a recent credit score from one of the major credit reporting
agencies
Know how much you need to borrow
Compare lenders’ interest rates before deciding where to apply

Principal (Slide 5)
Principal is the base amount of money you borrow from a lender
Handout 1: Amortization Schedule

Interest (Slide 6)

Interest is a fee you pay a lender to borrow money, or it could be a fee you are
paid when you put money in a savings account at a bank
The interest rate depends on:
One’s creditworthiness — if you have misused credit in recent years, it will
cost you more to borrow money
How much it may cost lenders if they need to borrow money from a larger
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bank — if interest rates are high, it is more difficult to get a loan

Credit Utilization (Slide 7)

Credit utilization is specific to credit cards
It is a ratio of your total credit card limit and the amount of credit that is
actually used
Ideally, you want to keep your credit utilization to 30% or less of your
credit card limit in order to not lower your score
Exercise 2: Calculating Credit Utilization
Handout 2: Practice Problems for Credit Utilization and Debt-to-Income Ratio
credit utilization problems

Ways to Improve Credit Utilization (Slide 8)

In order to improve your credit utilization rate:
Pay off credit card balances on existing cards monthly
Put a balance alert on your card
Increase the credit card limit, but still maintain a 30% or less utilization
rate

What Determines Your Credit Score? (Slide 9)

A credit score is a number calculated form the data on a credit report
Helps lenders to determine your credit worthiness
Checking your credit report is important for guarding against fraud
While you are training or deployed, you can place Active Duty alerts on your
credit reports

Annual Percentage Rate (APR) (Slide 10)

The APR is the annual charge borrowers pay to lenders for loans
It is the advertised interest rate plus any fees lenders require borrowers to
pay when taking a loan

The APR should be the focus of borrowers instead of the interest rate
When you include fees required, the APR is usually more than the
advertised interest rate

Handout 3: Annual Percentage Rate lllustration

The longer the repayment period, the more you will pay in interest for a loan

Finance Charge (Slide 11)

The finance charge is the sum of all the fees you pay when borrowing money
Handout 4: Car and Home Mortgage Loan Examples

Debt-to-Income Ratio (Slide 12)
The debt-to-income ratio compares your monthly debt payments to your monthly

v.FY21 Financial Literacy: Borrowing and Saving Basics Core Material Checklist



YELLOW
RIBBON
REINTEGRATION
PROGRAM

®
For Those Who Serve and Those Who Support*”

gross pay
A ratio of 36% or lower is considered ideal
Take a minute to calculate the ratio of the provided example
Follow steps 1 through 3
The lower your debt-to-income ratio the more likely you are to get the loan you
need with favorable conditions
Exercise 3: Calculating Debt-to-Income Ratio
Handout 2: Practice Problems for Credit Utilization and Debt-to-Income Ratio
debt-to-income ratio problem steps 1 through 3

Borrowing Basics Recap (Slide 13)

What are some ideas to keep in mind when borrowing money from a lender?
What are some practices you use can use to improve your chances of paying a
low interest rate when you borrow money?

What borrowing concepts do you recall and can explain?

Saving Money (Slide 14)

Consider savings as short-term actions or behaviors that lead to long-term
benefits
Saving is a precursor to investing

Cash Equivalents (Slide 15)

Accounts used for savings include savings accounts, certificates of deposits, and
money market deposit accounts
Such accounts - known as cash equivalents - are easily converted to cash
without losing value

Savings/Share Account (Slide 16)

Savings accounts are deposit accounts that earn interest and have a low
minimum balance to open or maintain
The importance of ensuring that you are banking with an FDIC or NCUA

Certificate of Deposit (CD) (Slide 17)

A certificate of deposit or CD is a deposit of money that you agree to leave in the
bank or credit union for a predetermined amount of time at a certain interest rate

Money Market Deposit Account (Slide 18)

A money market deposit account operates like a checking account with some
restrictions
They have a minimum deposit that can vary by institution and have a limit
on the number of checks that can be written on the account each month
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Compound Interest (Slide 19)

Compounding interest refers to you earning interest on the principal and interest
amount each compounding period

Compounded Interest Examples (Slide 20)

If the interest rates are the same for local and online banks but the compounding
periods are different, choose the account that has the most frequent
compounding period

Annual Percentage Yield (APY) (Slide 21)

APY is the percentage that is based on the total interest you would receive for
365 days given an institution’s annual simple interest and compounding
frequency

Rule of 72 (Slide 22)

The Rule of 72: if you divide the number 72 by the annual interest rate you
expect to earn on an account, you will have an idea of the length of time it takes
that deposit to double

Saving Basics Recap (Slide 23)
What saving terms/concepts do you recall and can explain?

Financial Planning (Slide 24)

Exercise 4: Financial Goal Setting Exercise
What are some financial goals you have?

Review of Objectives (Slide 25)

What is the difference between APY and APR?

What is the difference between interest rates and the APR?

What are two key ratios related to borrowing money and what formula or
information is needed to calculate each ratio?

What is the ideal credit utilization ratio?

What is the ideal debt-to-income ratio?

What are some best practices related to borrowing and saving that impact
financial stability and wealth?
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