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Loans & Debt 
 

You will develop a basic understanding of loans and the loan qualification 

process. You will gain awareness of types of debt, investment in one’s education 

and the dangers of defaulting on loans. 
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Good Debt vs. Bad Debt 

Warm-Up Activity 

What is good debt, and what is bad debt? Be sure to explain why. 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  

 Not All Debt Is Bad 

Good debt is the kind we use to buy assets—things like real estate, stocks, and businesses. The 

goal of good debt is to purchase items that we think will go up (appreciate) in value, so we 

increase our wealth over time. Bad debt is loans we use to purchase items that go down 

(depreciate) in value—things like cars. Good or bad, we should treat all debt with a healthy 

respect. Even loans used to purchase good investments can lead to financial problems if we 

don’t have the proper knowledge base. 

GOOD DEBT 

Investment Loans. For investment experts with high-level knowledge and a trusted team of 

advisors, investment loans can help gain leverage to earn higher return on investment.  

Loans for Income-Producing Real Estate. This is considered good debt because when you rent 

the place to tenants to pay down your loan, you may earn income. If you purchased real estate 

in the right area at the right time, the property can increase in value.  

Business Loans. For entrepreneurs looking to expand and grow their businesses, taking on a 

business loan may help.  

Education Loans. Student loans and other investments that finance one’s education can be 

good debt, depending on how well you plan. Since individuals with degrees tend to make more 

over a lifetime (typically around $500,000 more) than those without higher education, this 

investment can be considered a good debt. However, student loans are bad debt if you drop 

out before finishing the degree. Also, if you choose an expensive school to study a profession 

that doesn’t pay well, that debt also can be considered bad. Minimize student loan debt to 
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avoid the stress associated with paying it back. Typically, not interest is accrued and no student 

loan payments are required while the student is in college. 

Home Loans (for a property you live in). This may be considered good or bad debt, depending 

on your investment strategy. Purchasing a home may be a good investment because, in many 

locations, the value can increase over time. In other locations, home prices decline over time, 

and this bad debt causes people financial strain.  

BAD DEBT 

Credit Cards. Essentially, any type of credit card is considered bad debt. Credit cards carry high 

interest rates and finance charges. Retail stores, banks, and other companies offer credit cards 

to consumers. Regardless of who issues a credit card, typically it is considered bad debt. 

However, a credit card can be good debt if you pay the money you borrow back in full each 

month; that helps increase your credit score and you incur no interest charges.   

Personal Loans are cash loans from a bank or company. These types of loans are an unwise 

investment. Like credit cards, they carry high interest rates. While you may believe you need to 

access cash fast, this type of loan is not the best choice.  

Payday Loans are similar to personal loans. However, in most cases you guarantee to pay the 

loan off with your next paycheck. Therefore the amount loaned is usually limited to the amount 

of your paychecks. They also hold high interest rates and allow the lender to deduct the 

amount of the loan from your next paycheck.  

Car Loans. Since a car declines in value and offers no income, car loans are classified as bad 

debt. However, in today’s age you often need a car to earn income; in that case the loan would 

qualify as good debt. To help ensure that your car purchase leans toward the good debt side, 

keep these tips in mind:  

• purchase used cars (new cars lose up to 30% of their value immediately);  

• shop for a good deal; minimize unneeded extras; and  

• shop for the best car loan. 

Lesson Activity: Good Debt or Bad Debt 

The best way to learn the difference between good debt and bad debt is to choose. Complete 

the chart by yourself or with a friend to figure out whether each situation generates good debt 

or bad debt. 
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Shelly wants to go to college but her family has no money for her to use toward expenses. 

She doesn’t make enough money to pay for school and doesn’t qualify for grants. She 

wants to take out a $5,000 loan to pay for school. 

Yes, it’s good debt because ______________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

No, it’s bad debt because ______________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

Daniel wants to buy his girlfriend an engagement ring. There are some rings in his price 

range but he found a really nice one that he can finance and pay only $20 per month. If 

Yes, it’s good debt because ______________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

No, it’s bad debt because ______________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

George is short on cash until payday. His car broke down and will cost $750 to fix. He has 

been saving for about a year and has $1,000 in savings. He wants to use his credit card so 

he does not deplete his savings account. 

Yes, it’s good debt because ______________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

No, it’s bad debt because ______________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

Lesson Questions 

1. Which of the following is most likely to be an example of a “good” debt? 

a. Personal loan 

b. Business loan 

c. Payday loan 

d. Car loan 
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2. Which of the following is most likely to be an example of a “bad” debt? 

a. Investment loan 

b. Payday loan 

c. Educational loan 

d. Home loan 

3. A student loan is: 

a. A good debt. 

b. A bad debt. 

c. Maybe a good debt, maybe a bad debt depending on many factors. 

 

Essential Questions 

What is good debt? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  

What is bad debt? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  

What type of debt is a home loan considered, and why? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  

What type of debt is a credit card considered, and why?  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Costs & Benefits of College 

Warm-Up Activity 

What are your personal goals and motivations for getting a college education? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Let’s consider specifically what moves or motivates you in different areas of your life. The idea 

is to look at whether your sources of motivation and your personal goals actually match up to a 

college experience. 

For instance, is “I like to feel proud of myself” a statement that accurately reflects how you are 

motivated? Do you like to feel proud of yourself? Is a sense of pride something that motivates 

you? More importantly, will you feel a sense of pride if you attend college? Will college be 

something you are motivated to do? Will you be motivated enough? 

Motivators can be intrinsic or extrinsic. 

• INTRINSIC motivators are internal. They are what you receive when you do something 

just for the sheer enjoyment and satisfaction of doing it. 

• EXTRINSIC motivators are external. They are things you will get for doing something – 

for example, rewards like money, prizes, or social approval; or avoidance of punishment 

for not doing it. 

Lesson Activity: Your College Motivators 

Write down what motivates you in each of the three following categories.  

Be as specific as possible. 

Financially _____________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Professionally __________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Personally _____________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

To take this activity a step further, look at your list of motivators and consider how your 

motivators will fit in with college and its potential challenges.  

Will your motivators prove sufficient, given the costs and challenges of college? 

 Yes  No 

Will your motivators fit in with the benefits of college? 

 Yes  No 

Do your motivators align with the benefits of college? 

 Yes  No 

To help yourself develop a better sense of whether you’re really motivated to attend college, 

determine which of your motivators are intrinsic and essential, and which are extrinsic and 

relatively less important. 

Directions: Read through the following examples of motivators. Check the three that you 

believe are your biggest motivators.. 

 I like to feel proud of myself. 

 I like to impress other people. 

 I like doing new and different things. 

 I like it when other people are proud of me and tell me I did a good job. 

 I like to have fun. 

 I like making money. 

 I like to do things that are easy. 

 I like saving time.  

 I like to do things that are difficult. 

 I like to meet other people’s expectations. 
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In the spaces provided below, describe whether you think each of your three motivators 

selected above are intrinsic or extrinsic and why. 

MOTIVATOR #1 _________________________________________________________________ 

______________________________________________________________________________ 

Is this motivator  Intrinsic  or  Extrinsic 

Why? _________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

MOTIVATOR #2 _________________________________________________________________ 

______________________________________________________________________________ 

Is this motivator  Intrinsic  or  Extrinsic 

Why? _________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

MOTIVATOR #3 _________________________________________________________________ 

______________________________________________________________________________ 

Is this motivator  Intrinsic  or  Extrinsic 

Why? _________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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As a prospective college student, you have a lot to consider. Finances – the costs of college in 

particular – play a big part in the college planning process. 

We want you to understand the costs and benefits of higher education and apply them to your 

own situation, to help you create your own personal, sensible financial plan for college. 

Lesson Activity: Cost Benefit Analysis 

The first step is to consider the benefits and costs of college according to your own personal 

situation. One goal of this step is to help you recognize that college is about more than money. 

The different types of benefits and costs are categorized as follows: 

• Personal 

• Financial 

• Professional 

• Emotional 

• Social 

Concentrating first on benefits, write out at least five benefits (aim for five minimum) that fit 

into each of the following areas of your life. 

How might college PAY OFF for you in terms of your: 

PERSONAL LIFE (BENEFIT) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 
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FINANCIAL LIFE (BENEFIT) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

PROFESSIONAL LIFE (BENEFIT) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 
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EMOTIONAL LIFE (BENEFIT) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

SOCIAL LIFE (BENEFIT) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 
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Now that you’ve considered the potential benefits of college, let’s consider the costs (or 

drawbacks of college. 

How might college COST you in your… 

PERSONAL LIFE (COST) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

FINANCIAL LIFE (COST) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 
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PROFESSIONAL LIFE (COST) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

EMOTIONAL LIFE (COST) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 
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SOCIAL LIFE (COST) 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

_____________________________________________________________________________________ 

Lesson Questions 

1. Motivators that originate internally and provide results that may not be tangible: 

a. Intrinsic motivators  

b. Behavioral motivators 

c. Extrinsic motivators 

d. Intangible motivators 

2. What is not a category that is included in your cost benefit analysis for attending 

college? 

a. Social  

b. Public 

c. Professional 

d. Emotional 
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Essential Questions 

What are your most important motivators to attend college or not? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

How can I make the best decisions for my educational future? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Quantifying Your College Decision 

Warm-Up Activity 

How many years of higher education do you believe are required for your desired occupation?   

_________________________ 

Is a college education a requirement of your desired occupation?   Yes  No 

Lesson Activity: College Options 

Based on the research you did, how many years of higher education (education after high 

school) will you need?  ___________________________________________________________ 

Is college a good option for you?   Yes  No 

Does the business or job that you desire require a college education?   Yes  No 

What other options may fit your situation best? _______________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

Now that you know the education requirements for your chosen career, research your college 

options.  
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Finding which college best suits you is a difficult choice in life. Take time to browse a few 

possibilities to begin looking at all the financial aspects. In order to really look at the financial 

differences, you will research five different types of colleges. 

1. State college in your home state: 

Name of school __________________________________________________________  

Tuition per year $ ________________________________________________________  

2. State college in another state: 

Name of school __________________________________________________________  

Tuition per year $ ________________________________________________________  

3. Private college: 

Name of school __________________________________________________________  

Tuition per year $ ________________________________________________________  

4. Community college: 

Name of school __________________________________________________________  

Tuition per year $ ________________________________________________________  

5. Technical college: 

Name of school __________________________________________________________  

Tuition per year $ ________________________________________________________  

 

In addition to choosing the college that best fits you, one of the most difficult things about 

college can be figuring how you will fund it. There are lots of options out there for you! 

Take a minute to brainstorm some things you will need to consider when planning to finance 

your college education. __________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Lesson Activity: Developing a Checklist of College Expenses 

Another extremely important part of reckoning the costs of college is calculating your college 

expenses.  

• Visit your top three college websites and try to locate information regarding their 

college cost estimates. 

• Most colleges provide students with some sort of annual cost of attendance (COA) 

estimate. 

According to your own estimates, what do you think your college expenses will be? What types 

of expenses do you need to include? 

Research the likely costs of the following expenses: 

Tuition ______________________________ Books  ___________________________ 

On Campus Cost of Living _______________ Room and Board ___________________ 

Travel_______________________________ Off Campus Cost of Living ____________ 

Rent ________________________________ Food ____________________________ 

Stationery ___________________________ Cell phone ________________________ 

Computer access ______________________ Entertainment _____________________ 

Based on your cost research above, write out a comprehensive list of your expected expenses. 

Try to think about every substantial cost or even small expense you are likely to encounter. 

Creating an Excel sheet at home will help you track your expenses as they grow or as you 

consider new items you had not thought of initially. 

Using the grid provided on the next page, write a checklist of your anticipated expenses. 
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ITEM EXPENSE 
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Now think about an emergency back-up plan. What will you do in case of an emergency? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

How much do you need to lay aside for emergencies? __________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Try to research and answer these questions to fit your own situation. Look into emergency 

financial options available to you as a student. 

Most institutions offer some kind of financial safety net for emergencies.  

Research and make note of the options offered by your chosen schools. 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 
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Lesson Activity: Running the Numbers 

Now, by estimating, we are going to calculate the amount you will take out in student loans in 

order to receive the higher education you desire.  

Pick three of the schools you researched above, and fill out the information below. 

 

SCHOOL #1 

• How much will your total tuition be:   $ +____________ 

• Will you be eligible for the National Pell Grant?  Yes  No 

Go to http://studentaid.ed.gov/types/grants-scholarships/pell.  

This website will also help you assess your expected aid.  

Feel free to play around and see what you are eligible for.  $ -____________ 

• Will you be eligible for any additional scholarships or 

grants  

that you have found  Yes  No 

If so, calculate the amount you believe you will receive:  $ - ____________ 

Be sure to estimate conservatively. It is better to estimate and 

receive more than your estimation than the other way around. 

• Will you be working?   Yes  No 

If so, what will your estimated take-home pay be per-month?  $ +/-___________ 

If not, you will need to add in monthly living expenses as part of your 

student loans. 

• Go to the college’s Financial Aid website. They will often provide 

“expected living costs” or use your estimate from the previous 

activity.   $ + ____________ 

 Total Needed in Student Loans: $    ____________ 

Notes: 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________  
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SCHOOL #2 

• How much will your total tuition be:   $ +____________ 

• Will you be eligible for the National Pell Grant?  Yes  No 

Go to http://studentaid.ed.gov/types/grants-scholarships/pell.  

This website will also help you assess your expected aid.  

Feel free to play around and see what you are eligible for.  $ -____________ 

• Will you be eligible for any additional scholarships or 

grants  

that you have found  Yes  No 

If so, calculate the amount you believe you will receive:  $ - ____________ 

Be sure to estimate conservatively. It is better to estimate and 

receive more than your estimation than the other way around. 

• Will you be working?   Yes  No 

If so, what will your estimated take-home pay be per-month?  $ +/-___________ 

If not, you will need to add in monthly living expenses as part of your 

student loans. 

• Go to the college’s Financial Aid website. They will often provide 

“expected living costs” or use your estimate from the previous 

activity.   $ + ____________ 

 Total Needed in Student Loans: $    ____________ 

Notes: 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________  
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SCHOOL #3 

• How much will your total tuition be:   $ +____________ 

• Will you be eligible for the National Pell Grant?  Yes  No 

Go to http://studentaid.ed.gov/types/grants-scholarships/pell.  

This website will also help you assess your expected aid.  

Feel free to play around and see what you are eligible for.  $ -____________ 

• Will you be eligible for any additional scholarships or 

grants  

that you have found  Yes  No 

If so, calculate the amount you believe you will receive:  $ - ____________ 

Be sure to estimate conservatively. It is better to estimate and 

receive more than your estimation than the other way around. 

• Will you be working?   Yes  No 

If so, what will your estimated take-home pay be per-month?  $ +/-___________ 

If not, you will need to add in monthly living expenses as part of your 

student loans. 

• Go to the college’s Financial Aid website. They will often provide 

“expected living costs” or use your estimate from the previous 

activity.   $ + ____________ 

 Total Needed in Student Loans: $    ____________ 

Notes: 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________  
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Lesson Questions 

1. If you decide to attend college rather than receive a trade certificate, what is one way to 

reduce the total cost of your degree? 

a. Go to a university out of state. 

b. Negotiate better tuition expenses with your financial aid officer. 

c. Attend a community college to gain transferable credits then transfer to a 
university. 

d. Max out student loans. They will remain in deferment as long as you are in 
college. 

2. All high-paying, satisfying careers require a college education. 

a. True 

b. False 
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Essential Question 

What is the best college option for your chosen career? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Invest in Your Future 

Warm-Up Activity 

Write down your thoughts about the following quote: 

“If you must work for money, find a way to work and be happy. That is financial 

intelligence.” 

Robert Kiyosaki 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  

 Getting More Education 

Everyone knows that a college degree will help you command a higher salary, gain necessary 

skills, and give you more career options. A degree will help you start a business, get a better 

job, increase your knowledge, and give you a sense of accomplishment. All those things are 

important; but what is the real reason you’re going to college?  

Most people get a college education so they can live a certain type of lifestyle. “Lifestyle” 

includes your day-to-day life, your career, the people you want to help, and the things you want 

to have. A college degree will help you attain a level of financial freedom that will let you live 

life on your own terms. Lifestyle is the endgame; it's what motivates us to spend those long 

hours in the classroom, studying and doing homework. 

Close your eyes for a moment. Picture how you will look as you’re walking down the aisle to 

receive your diploma. What are you feeling – an overwhelming sense of freedom, 

accomplishment, confidence? 

On average, people who graduate from college earn more than those who do not. A college 

degree can make you hundreds of thousands of dollars more over your lifetime. 

A college degree increases your knowledge, and you can’t put a price tag on knowledge. 

Continue to learn and grow throughout your lifetime. In our age, things are changing faster 

than ever before in history. You must continue gaining the skills you need to achieve your 

dreams. 
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Statistics show that you can earn $1 million more by getting a Master’s degree as compared to 

a undergraduate degree. Let’s say it will cost you $70,000 to get your Master’s degree and 

you can complete it in two years. You would give up a total of $208,900 if you attain your 

Master’s instead of working for those two years: 

Two years of work at $46,300    =      $   92,600 

Cost of graduate program   +  70,000  

Total cost                $162,600 

While the total cost for your masters would be $162,600, your return on the investment would be 

$1 million resulting in an $837,400 net benefit.  

Many companies help their employees pay for higher education. If you want to pursue your 

Master’s or Ph.D., working for a company that helps offset the costs may benefit you. Explore 

all financial aid options before you make your decision; a lot of aid and scholarships are 

available to people who understand the system. 

Before you decide to work toward a higher degree, take into account the time and cost to pay 

off the extended education. Then go out and get the necessary education to excel at the career 

of your choice. 

Lesson Activity: Which Would You Choose? 

Read each of the following scenarios and answer the questions. 

1. You are a teller at your local bank. Your boss suggests that if you attend a banking 

seminar and complete the coursework you will receive a raise of $250 more per month. 

The seminar costs $500 that you must pay out-of-pocket.  

• What is the ROI after the first year?  ______________________________________   

• Is the ROI positive?   ___________________________________________________  

• When do you break even?  ______________________________________________   

• Will this seminar benefit you in the future?  ________________________________  

• Will you make more money over time?  ___________________________________  
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2. You have a desire to become an accountant. The degree will cost you $35,000 at your 

local university and you will graduate in 4 years. You will pay for all of this with student 

loans. The average accountant in your area makes $50,000 per year. Or you can choose 

to go to work right away and earn $35,000 per year; however, you will be unlikely to 

receive any major raises. 

• What is the ROI on this degree?  _________________________________________  

How beneficial will attaining the degree be?  _______________________________  

• Without considering student loan interest, when will you break even on this 

decision?  ___________________________________________________________  

• Considering the ROI shown in this example, what choice would you make? _______  

____________________________________________________________________  

____________________________________________________________________  

____________________________________________________________________  

 Your ROI 

Some additional resources to help you forecast your ROI: 

• Go online and review http://www.payscale.com/college-roi. 

• Research the estimated ROI for your chosen colleges, for your chosen professional 

field or category, and for your chosen major. 

You will need an idea of how much aid you are going to receive and how much you are will have 

to borrow to fund your education. 

As a research project, go online and find out via the U.S. Department of Education website (or a 

similar credible source) what grants you are most likely to qualify for and how much those 

grants are likely to be. 

• Go to http://studentaid.ed.gov/types/grants-scholarships/pell to learn whether you 

are eligible for the Pell Grant. 

• Go to https://fafsa.ed.gov/FAFSA/app/f4cForm?execution=e2s1. This website will 

also allow you to assess your expected aid. Feel free to play around and see what 

your aid might look like. This website will also allow you to assess your expected aid. 

Feel free to play around and see what you are eligible for. 

• Take a piece of paper and write down all the aid for which you are eligible according 

to the FAFSA4caster (https://fafsa.ed.gov/FAFSA/app/f4cForm?execution=e2s1). 
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Lesson Questions  

1. What is typically a person’s first large investment? 

a. An automobile. 

b. A house. 

c. A college or trade school education. 

d. A high school education. 

2. What does ROI stand for? 

a. Refund of Interest. 

b. Refund of Investment. 

c. Return on Investment. 

d. Return of Interest. 

Essential Questions 

How is college an investment?  ____________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is ROI?  ___________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is one way to see an ROI from attending college?  _________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  



 

 

Loans & Debt 

 

 

L5 

Funding College 

Warm-Up Activity 

What are funding sources for college? Be as specific as you can. 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Money for College 

Envision your life a few years after you graduate. Where do you picture yourself? Do you want 

to travel the world with your friends, help out people you love, have a new wardrobe or a new 

car, work at your dream job, have a family, donate time to your favorite non-profit 

organization? Do you have a certain mental picture of how you’ll spend your day-to-day life? 

What would your life would be like if everything you imagined came true? Most people agree 

that being able to afford their dream life is an incredible feeling. If you could afford your dream 

life, you’d have plenty of free time to live life on your own terms….helping out the people who 

are important to you. Wouldn’t you like to “do what you want, when you want”? 

Now, here’s the great part. By keeping your debt low, you’re actually getting a head start on 

your dreams. If you feel you cannot afford college, or you’re already in school and seeing the 

debt starting to pile up – following the tips in this section can help you out. You will leave 

school in a better financial position, with a degree, and you will have the world at your 

fingertips. You’ll have everything you need to live the life you pictured.  

You must not only look at how to fund your college education, but also how to fund it using the 

greatest possible amount of money sources that you don’t have to pay back.  Avoid loans – 

especially high-interest loans – as much as possible. 
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 Scholarships, Grants, and Loans 

SCHOLARSHIPS are available for almost anyone seeking money for college. Whether you have 

good grades or bad, whether you’re an athlete or bookworm, president of the debate club or 

social wallflower, it makes no difference: there are scholarships available for you. It doesn’t 

matter where you are in life, either – whether you are just getting ready to graduate from high 

school, in college now, or an adult considering going back to school, there is scholarship money 

to fit your situation.  

• By just doing a quick online search, you can find scholarships for people who are left-

handed, for people with the last name “Ellis,” and a $6,000 scholarship for a couple who 

wears outfits made with duct tape to the prom. There are scholarships available for a lot 

of different reasons and attributes.  

• Let’s take a quick look at your scholarship potential by examining different types of 

students. Of course, if your resume includes serving in student government, being 

captain of the basketball team, getting a 4.0 GPA, and founding a charity, there will be a 

lot of scholarships available for you.  

• But if you’re a student who scored OK on testing, has a 3.0-ish GPA, participate in an 

extra-curricular activity, or have a hobby, there are going to be a lot of scholarships for 

you as well. This class will guide you to take small steps toward big scholarship money. 

• On the other hand, if you’re rolling through school with a 2.3 GPA and play video games 

all day, scholarships will be harder to find – but they’re out there. You can repair a lot of 

scholarship “holes” with a little effort before it comes time to apply. With a good plan to 

strengthen those areas, you will find there’s a lot of scholarship money available.  

GRANTS are another way to get college money that you don’t have to pay back. Scholarships 

are similar to grants in the sense that both award you money for school. The difference 

between scholarships and grants is that most scholarship money is merit-based – that is, 

scholarships are awarded based on your personal accomplishments or background – while 

grants are mostly need-based, that is, awarded based on personal need.  

• The federal government is the largest source of money for college, and they offer 

several grants based on need only, including Pell Grants, Supplemental Educational 

Opportunity Grants (SEOG), SMART Grants, Leveraging Educational Assistance 

Partnership (LEAP) and Academic Competitiveness Grants, all based on need and 

academic performance. There are state grants available as well, so check your Financial 

Aid Office to learn what’s available in your state. 

• If you meet certain financial requirements, you may qualify for money for school from 

government programs. It’s important to remember that if you are still living with your 

parents or they claim you as a dependent on their tax returns, the government will be 
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looking at your parents’ information to determine your need as well. This does not apply 

to students over the age of 26 or students earning their graduate or professional 

degrees. These students are automatically considered “independent” regardless of their 

living situation. 

• The applications review your financial history. But in today’s world, sometimes the past 

doesn’t reflect your current financial situation. If there was a new event that adversely 

affected your finances – divorce, unemployment, or major medical issues, just to name 

a few – be sure to note that information in your application. 

In addition to receiving money for college that you don’t have to pay back (scholarships and 

grants), there are a number of student loan options available. 

LOANS that are subsidized provide money to students based on need. Subsidized loans give you 

a break on the interest rate and payment terms. For example, the interest may not start to 

accrue until after you graduate. If you’re going to get a loan for school, a subsidized loan is your 

best bet. Federal Perkins Loans and Federal Stafford Loans are two of the subsidized loans that 

may be good choices to help you finance your college education. However, the subsidized 

Federal Stafford Loan is not offered for graduate or professional students. 

• If you have no luck qualifying for subsidized loans or you don’t get enough money to 

cover your financial need, check into unsubsidized loans. With unsubsidized loans your 

interest begins to accrue as soon as you take out the loan for the quarter or semester. 

• Student federal loan programs often are made available through private lenders. Talk to 

the bank or financial institution with which you do business and find out if that 

organization can be your lender. If you run your student loan through your own bank, 

you may receive additional long-term benefits and/or preferred banking status. 

However, be cautious. High interest rates or variable interest rates can quickly place you 

in a poor financial situations two to four years later, when you have graduated. 

OTHER PROGRAMS can help you pay for school.  

• One of the largest is the Reserve Officer Training Corps (ROTC) program, which lets you 

go to school now with the promise of serving in the military later.  

• AmeriCorps and the Peace Corps have similar programs available to college students.  

• In addition, your school may offer a variety of work-study programs that will help you 

get the money you need. 

There are a few more ways you can receive financial benefit for attending school. The 

government has a HOPE scholarship tax credit that allows you to pay a reduced amount of 

taxes. Also, people who owe taxes may take advantage of the Lifetime Learning tax credit.  
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This is a tax credit meaning you must have taxable income for the year to claim against for 

these options to apply to you. If you don’t work during the year, then you can’t claim the tax 

credit.  

Be sure to check with your chosen college for additional ways they may offer to help pay for 

your education.  

 Tips for Reducing Total Financial Need 

You can minimize your funding needs by reducing expenses 

• Graduate on Time.  

An extra year in college can easily cost in excess of $50,000. You should meet with your 

Academic Advisor to set up a graduation plan. During the meeting, ask your Academic 

Advisor to help you identify any prerequisite courses you will need, to avoid unpleasant 

scheduling situations and encountering any financial surprises during your course of 

study. 

• Reduce Living Expenses. 

You can reduce living expenses by cutting meal costs, living with roommates, and using 

public transportation. 

• Get a Job or Secure a Paid Internship. 

Ideally you should secure employment in a field related to your major. Working while 

you are in college gives you opportunities to earn money, build work experience, 

establish a network of professional references, and expand your professional and 

personal interests. It’s important to cast a wide net when seeking employment; consider 

opportunities to work and (perhaps) study in emerging international markets. 

• Apply for Scholarships. 

Research consistently indicates that millions of dollars set aside for scholarships go 

unclaimed each year. A scholarship literally is free money. Any scholarships you apply 

toward college expenses can significantly reduce the amount of money you need to 

borrow. 

• Build and Maintain a Good Credit Rating. 

The higher your credit rating the easier it will be to qualify for loans that offer the best 

terms. 

• Research Student Loan Forgiveness Programs. 

Organizations such as the Peace Corps and Teach for America offer “loan forgiveness” 

benefits. To learn more about these programs, visit the following website: 

http://www.finaid.org/loans/forgiveness.phtml 
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Lesson Activity: Do You Have to Pay it Back? 

Categorize each of the funding sources listed below according to whether they represent 

money you have to pay back (Loan) or money that you don’t have to repay (GRANT). 

FUNDING SOURCE HAVE TO REPAY? 

Pell Grants (if you meet certain requirements for need)  Yes  No 

State Grants (if you meet certain requirements for residency, etc.)  Yes  No 

Subsidized Student Loans  Yes  No 

Unsubsidized Student Loans  Yes  No 

Work/Study Grants and Benefits  Yes  No 

Working (Personal Income)  Yes  No 

Parents/Family  Yes  No 

Private Loans (from Banks, for example)  Yes  No 

Scholarships (from colleges or private donors)  Yes  No 

Subject-Specific Grants or Scholarships  Yes  No 

 The Application Process 

Now it is time to research the process for applying for aid. Go online and look into the process 

for applying for Federal Student Aid at https://fafsa.ed.gov/ . 

Generally speaking, you will need information from your previous year’s tax returns. It’s quite 

easy to become familiar with how the system works. Give yourself a few minutes to familiarize 

yourself. 

The best way is to go to the government’s student aid website. In fact, you should have this 

page bookmarked, get familiar with it, and revisit it from time to time. Be sure to keep up-to-

date with any changes to the instructions and stay on top of the eligibility requirements.  

The basic information you must know will include: 

• First, your eligibility to borrow from the government as a student depends on your 

categorization as dependent or independent. 

• A dependent student is someone who can be claimed by another individual as a 

dependent on the other individual’s taxes. If another individual is responsible for more 

than 50% of your lifestyle expenses, then you are considered a dependent. Those that 

claim you (the dependent) can obtain what’s known as a PLUS Loan. PLUS loans are very 

similar to Stafford unsubsidized loans, except they carry a higher interest rate and the 

primary individual on the loan account is not you, but rather the individual that claims 

you as a dependent. 
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• An independent student (and also in this category are dependent undergraduate 

students whose parents cannot obtain PLUS loans) is one who basically takes care of 

him or herself financially, no longer lives at home, and is financially independent from 

parents or guardians OR is age 26 or older. 

 

Based on this breakdown, you have amounts you can borrow based on where you are in school. 

 

 Financial Aid Eligibility (including Special Categories) 

Year Dependent Students  
(except students whose parents are 

unable to obtain PLUS Loans) 

ANNUAL LOAN LIMIIT 

Independent Students  
(and dependent undergraduates whose 

parents are unable to obtain PLUS Loans) 

ANNUAL LOAN LIMIIT 

1st-Year 

Undergraduate 

$5,500—No more than $3,500 of 

this amount may be in subsidized 

loans. 

$9,500—No more than $3,500 of this 

amount may be in subsidized loans. 

2nd-Year 

Undergraduate 

$6,500—No more than $4,500 of 

this amount may be in subsidized 

loans. 

$10,500—No more than $4,500 of this 

amount may be in subsidized loans. 

3rd-Year and 

Beyond 

Undergraduate 

$7,500—No more than $5,500 of 

this amount may be in subsidized 

loans. 

$12,500—No more than $5,500 of this 

amount may be in subsidized loans. 

Graduate or 

Professional 

Students  

Not Applicable (all graduate and 

professional students are 

considered independent) 

$20,500 (unsubsidized only) 

 Subsidized and Unsubsidized AGGREGATE LOAN LIMIT 

 $31,000—No more than $23,000 of 

this amount may be in subsidized 

loans over the course of one’s entire 

education 

$57,500 for undergraduates—No more 

than $23,000 of this amount may be in 

subsidized loans over the course of one’s 

entire education. 

$138,500 for graduate or professional 

students—No more than $65,500 of this 

amount may be in subsidized loans. The 

graduate aggregate limit includes all 

federal loans received for undergraduate 

study. 
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There are, of course, eligibility requirements for loans and other government aid. These are the 

basics. You must … 

• Demonstrate financial need. 

• Be a U.S. citizen or an eligible noncitizen. 

• Have a valid Social Security number. 

• Be registered with Selective Service, if you are male. 

(You must register between the ages of 18 and 25.) 

• Be enrolled or accepted for enrollment as a regular student in an eligible degree or 

certificate program. 

• Be enrolled at least half-time to be eligible for Direct Loan Program funds. 

• Maintain satisfactory academic progress in college or career school; 

• Sign statements on the Free Application for Federal Student Aid (FAFSA®) stating that 

o you are not in default on a federal student loan and do not owe money on a federal 

student grant and 

o you will use federal student aid only for educational purposes; and 

• Show that you’re qualified to obtain a college or career school education by having a 

high school diploma or a recognized equivalent such as a General Educational 

Development (GED) certificate or completing a high school education in a homeschool 

setting approved under state law. 

The full list of requirements at https://studentaid.ed.gov/eligibility/basic-criteria  

When you visit the website, be sure to check for any recent updates on loans and eligibility 

criteria. 

You should also look at the basics for the Free Application for Federal Student Aid and also 

research student aid eligibility for special categories – such as eligible noncitizens and veterans. 

Those eligible for financial aid under Violence Against Women Act (VAWA) should consult the 

following page of the Department of Education’s website 

(http://ifap.ed.gov/dpcletters/GEN1007.html). 

If you are a veteran, be sure you go to the United States Department of Veteran Affairs 

(USDVA) website to review the details of the GI Bill. http://www.benefits.va.gov/gibill/. 
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Lesson Activity: Aid Eligibility 

 

FUNDING SOURCE 

ELIGIBLE 

YES NO 
NOT 
SURE 

Pell Grants (certain requirements for need)    

State Grants (certain requirements for residency, etc.)    

Subsidized Student Loans    

Unsubsidized Student Loans    

Work/Study Grants and Benefits    

Working (Personal Income)    

Parents/Family    

Private Loans (from Banks, for example)    

Scholarships (from colleges or private donors)    

Subject-Specific Grants or Scholarships    

 

Additional Research:  ____________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Lesson Questions 

1. What is the maximum amount an individual can receive in Federal loans for his or her 

undergraduate education? 

a. $5,500 

b. $23,000 

c. $31,000 

d. There is no limit as long as the student is going to school at least part-time. 

2. Anyone still living with their parents is considered a dependent in regards to their 
Federal Student Aid application 

a. True 

b. False 

3. When a loan is subsidized it means: 

a.  All the interest must be paid as it is accrued 

b. No interest is added to the loan balance while the student is in school 

c. The loan balance will be forgiven if the student graduates with good academic 
standing 

d. The loan can be paid back over a longer period of time after graduation. 

Essential Questions 

What is the difference between a grant and a loan? ____________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 
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How is a scholarship different from a grant? __________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

What are the special categories for federal aid eligibility? _______________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

What are the criteria FAFSA uses to define a veteran? __________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 
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How to Pay Off Debt 

Warm-Up Activity 

How does reducing or eliminating debt help you achieve your dreams?   

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 

Lesson Activity: Risks and Rewards 

List (at least) five risks you believe are associated with carrying a debt load. _________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 

How can you reduce, manage, or eliminate the risks you listed in the previous question? 

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 
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 Who’s in Charge of What? 

You need to know all your student loan information inside and out. 

You need to understand when you need to contact someone – either your loan servicer or your 

school – to get information or to update your personal data or status. 

Contact your Financial Aid Office for information about: 

• loan status, 

• loan cancellation within 120 days of disbursement, and 

• loan disbursement amounts and timing. 

Contact your Loan Servicer when you: 

• change your name, address, or phone number; 

• graduate; 

• drop below half-time enrollment; 

• stop going to school; or 

• transfer to another school. 

• need help making your loan payment; 

• have a question about your bill; or 

• have other questions about your student loan. 

Lesson Activity: Student Loan Questions 

Review your notes or look online to answer the following questions. 

Whom should you contact for information about your loan status or loan cancellation within 

120 days of disbursement, or for information about disbursement amounts and timing 

information? 

 Your loan servicer 

 The financial aid office at your school 

Whom should you contact when you change your name?  

 Your loan servicer 

 The financial aid office at your school 

Whom do you contact when you graduate?  

 Your loan servicer 

 The financial aid office at your school 
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Depending on where you go to school, determine who is likely to be your financial aid officer 

and your loan servicer. 

Go online and find the contact information for both your financial aid office and loan servicer. 

Write down the contact information for reference here.  

Financial Aid Officer _____________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Loan Servicer ___________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Lesson Activity: Drowning in Debt 

After watching the video, use the information below to help Sara make the proper decision 

about handling her credit card debt. 

Sara has three credit cards.  

• She owes $8,000 on a credit card with a 27% rate. 

• She owes $5,000 on a credit card with a 22% rate.   

• She owes $6,000 on a credit card with a 14% rate.   

• She owes $0 on a new credit card and can transfer up to $10,000 from her other 

credit cards. She would receive 0% interest for 6 months; after that the interest 

rate becomes 18%.  

What should Sara do?  _____________________________________________________  

________________________________________________________________________  

________________________________________________________________________ 

________________________________________________________________________

________________________________________________________________________  

________________________________________________________________________ 

________________________________________________________________________

________________________________________________________________________  

________________________________________________________________________ 

________________________________________________________________________ 
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Help Rob make the proper decision about handling her credit card debt. 

Rob has three credit cards.  

• He owes $20,000 on a Perkins loan with a 5% interest rate. 

• He owes $10,000 on a Stafford loan at 7% interest.   

• He can qualify for a student loan consolidation that would consolidate the debt 

into a single payment. The new loan would be for $30,000 with an interest rate 

of 8%. 

Should Rob consolidate his loans?  ____________________________________________  

________________________________________________________________________  

________________________________________________________________________

________________________________________________________________________  

________________________________________________________________________

________________________________________________________________________

________________________________________________________________________  

________________________________________________________________________

________________________________________________________________________ 

 

 

  

CALL TO ACTION 

 Accurately calculate your current loan balance(s). 

 Contact your loan companies. Keep an organized account of the 
balance, terms, interest rates, payments, and any other relevant 
details. 

 Create a rough plan for reducing your loan debt. 

 Create a rough plan for paying your loans. 
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Lesson Activity: Create Your Loan Payoff Plan 

Follow your instructor’s directions, answer the questions about your Loan Payoff Plan to 

complete this activity. 

1. I seek [have] a job that pays $___________ take-home pay per month. 

2. I keep my monthly expenses at or below $______________ 

3. This plan allows me to allocate $__________ per month toward paying off debt. 

4. At this rate I will be debt-free in ____________ years.  

 

Creditor Name Type of 
Loan 

Amount 
Owed 

Interest 
Rate 

Min 
Paymt 

Avail  
Bal 

Important 
Terms 

Subsidized Loan 1 Student $12,860 6% $108 $0 15 year payoff 

Stafford (unsub) Student $20,009 6.8% $177 $0 15 year payoff 

Perkins Loan Student $15,020 5% $159 $0 10 year payoff 

Grad Plus Student $5,000 7.90% $47 $0 15 year payoff 

Visa #1 Credit card $567 27%% $20 $433  

MasterCard Credit card $2,245 24% $32 $255  

Discover Credit card $8,967 22% $149 $33  

Visa #2 Credit card $6,200 0% $62 $5,800 1 year at 0%, 

then 9.9% 

5. Using the example above, toward which debt should the maximum payment be 

applied? ____________ 

6. Using the example above, what debt should the minimum payments be applied toward? 

a. Perkins Loan 

b. Visa #2 

c. Subsidized Loan 1 

d. All besides the one with the highest interest rate 

7. Using the example above, which balances should be transferred to Visa #2? 

a. Visa 

b. Stafford, Unsubsidized 

c. MasterCard 

d. Discover 

e. Visa, MasterCard and as much of the Discover balance that will fit. 
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Lesson Questions 

1. If you are unable to pay off the entire balance you owe in credit card debt, the best way 

to pay off the balance is to _____. 

a. Make minimum monthly payments. 

b. Pay off the card with the lowest interest rate first. 

c. Pay the maximum your budget allows on the card with the highest interest rate. 

d. Pay the maximum payment on the card with the highest balance. 

2.  Which of the following is an example of minimizing college debt? 

a. Graduating on time. 

b. Living alone in an apartment. 

c. Owning a car while on campus. 

d. Limiting employment prospects to your major area of study. 

Essential Questions 

Why is it important to minimize stress before making financial decisions? 

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________

______________________________________________________________________________  

How can you minimize risks and maximize rewards of a higher education? 

______________________________________________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________  

______________________________________________________________________________ 

What steps can you take to establish a payoff plan for future debt? 

______________________________________________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________  

______________________________________________________________________________ 
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Car Loans 

Warm-Up Activity 

What is a car loan?  ______________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

Why is it a good or bad idea to get a car loan? ________________________________________ 

______________________________________________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________  

______________________________________________________________________________ 

 How to Get a Car Loan 

Choosing the right car loan can save you thousands of dollars. Be sure to learn all the ins and 

outs of entering into a car loan agreement, so you can evaluate your choices intelligently. 

Car loans are available under different terms, ranging from one year to seven years in length. 

The longer the loan, the lower the payments. But long-term car loans have some possible 

negative consequences. 

When you’re just starting out managing your finances and learning to handle money, we 

suggest that you don’t enter into a car loan with a term any longer than three years. Although a 

longer term will reduce your payments, sticking to three years means you’ll own your car free 

and clear after three years instead of turning your first car into a never-ending purchase. 
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 Upside Down and Out 

The worst type of car loan is an upside-down loan. What does that mean? Upside-down is when 

the amount you owe on the loan is greater than the value of the car. For example, let’s say you 

purchase a new car for $20,000 on a seven-year loan. After paying on the car for three years, 

you still owe $12,687. But what if, after three years, the car is only worth $9,000? You would 

owe $3,687 more than the car is worth! That’s an example of an upside-down loan. 

In this situation, if you want to buy another new car, you’ll have to pay not only the $3,687 that 

you’re short, but also come up with a down payment for the new car! 

On the other hand, if you had taken out just a three-year loan, in three years you would own 

the car completely. Then you’d have the $9,000 value of your car available in trade to use as a 

down payment on another vehicle. 

Many people fall into the trap of buying cars they can’t really afford on long-term loans. Avoid 

that trap by sticking with car loans with three-year or shorter terms.  

 Car Loan Lenders 

When you apply for a car loan, lenders want to be sure you can repay the loan. Lenders look at 

several key areas to decide whether you qualify: 

• Credit report. The better your credit score, the lower your interest rate—which 

translates into lower payments. 

• Income. Lenders evaluate your income compared to the debts you owe (this 

relationship is called your debt-to-income ratio).Your ideal situation will be a consistent 

employment history with little debt. 

• Equity. The more cash you can put down up front, the less you’ll need to borrow. A 

large down payment makes loan qualification easier. 

Before you head off to the car dealership, go to your bank, credit union, or an independent car 

lender to pre-qualify for a loan. If you already have financing, you’ll get a better deal. Shop 

around for the best auto loan just like you shop around for the best car price. 

Budget Before Buying. Before getting any loan, plug it into 

your budget and make sure it fits. Never enter into any loan 

agreement that you can’t truly afford. 
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 Beware the Repo! 

What happens if I can’t keep up with my car payments? 

If you miss several months of car payments, the lender will contract with a repossession 

(“repo”) company. “Repo” companies send people to take the car back, typically on the back of 

a tow truck. You lose the car, all the money you’ve paid monthly, and your down payment too. 

On top of that, your credit history will be seriously damaged. You’ll have major difficulty 

qualifying for another car loan. 

Don’t be that pathetic person who calls the police to report a car stolen only to find out the 

lender took it back due to lack of payment. 

 Maintain Insurance 

Every car owner must insure the vehicle. When your car is paid for, you can insure your car at 

the minimum level required by state law. But when you have a car loan, the lender will require 

that you carry full coverage. That’s because lenders have to protect themselves from incurring a 

loss if the car is damaged. If you don’t have insurance or if you miss insurance payments, the 

lender will start to charge you extra for loan insurance that they provide— and it’s expensive. 

Shop around for an insurance company at the same time as you shop for your auto loan and 

car. Good, clean driving records help you get the best insurance rates.  
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Lesson Questions 

1. Why is a car loan considered a “bad” debt? 

a. It takes a long time to pay off. 

b. The bank must charge a high interest rate. 

c. The car may decline in value before the debt is paid. 

d. The car will appreciate in value at the time the loan is made. 

2. Why do people with good credit pay less for most things? 

a. They are better negotiators than people with bad credit. 

b. They are more conservative purchasers than people with bad credit. 

c. They only pay cash. 

d. They are less of a credit risk. 

Essential Questions 

How can your credit score affect the car loan for which you qualify? 

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

How does a car loan affect your credit score over time? 

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

  _____________________________________________________________________________ 
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Loan Manager 

Warm-Up Activity 

Pretend you want to apply for a loan.  

What are some things that you think a loan manager would review to decide whether to 

approve your loan?  _____________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

Lesson Activity: The Loan Manager 

Read the following scenarios and be prepared to answer the questions about each. 

You received a thousand dollar check and … 

Your friend Tom had his car break down and he needs to buy a car quickly to get to 

work. He needs to borrow $900 for the full down payment. Do you lend it to him? 

Collateral Minimal. Tom only has $200 for a down payment. 

Credit Tom has no credit history. 

Income Tom is making $1,000 per month. 

Debt Tom’s total debt is $1,400 on credit cards. 

His total monthly payments — including debts, rent, and insurance —  

come to $800 per month. 

Assets Tom has $200 in a savings account. 

Overall Tom has a spotty job history and he has jumped fields several times – 

cashier, salesperson, stylist, and pet groomer. 

Would you let Tom borrow money?  __________________________________________ 

Why or why not? __________________________________________________________  

________________________________________________________________________  

________________________________________________________________________  

________________________________________________________________________ 
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Samantha is trying to move to college but her student loan has been delayed. She needs 

$900 to help meet expenses. 

Collateral  No collateral 

Credit Good but short history. She has opened a few credit cards over the last 

year and has always paid them back in full and on time. 

Income Samantha makes $1,200 a month. 

Debt Zero now but she is requesting a $5,000 loan for her first year in college. 

Her other expenses — rent, insurance, and cell phone —  

total $450 per month. 

Assets She has saved $2,000 from holiday and birthday money and deposited it 

in a CD rather than savings to earn higher interest. The only problem is 

that account restrictions do not allow her to remove the money for 

another 6 months. 

Overall She has been working for a marketing company for the last 2 years and is 

studying event promotion in college. 

Would you let Samantha borrow money?  ______________________________________  

Why or why not?  _________________________________________________________  

________________________________________________________________________  

________________________________________________________________________

________________________________________________________________________  

________________________________________________________________________

________________________________________________________________________  

________________________________________________________________________ 
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Lesson Questions 

1. Which of the following statements is NOT true? 

a. A loan is a sum of money that you borrow. 

b. A loan must be repaid. 

c. A lender is an organization that lends money. 

d. Collateral is anything you own. 

2. If you purchase a vehicle and obtain a loan to pay for the vehicle, what is the collateral? 

a. Your word that you will pay for the vehicle. 

b. The vehicle. 

c. The loan. 

d. The person lending the money. 
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Essential Questions 

What is collateral?  ______________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

What is a lender?  _______________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

What do I need to bring with me when I submit a loan application to a lender? 

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________  
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Loan Qualifications 

Warm-Up Activity 

What are three things you know about qualifying for a loan?  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

How to Qualify for a Loan 

The key to qualifying for any type of loan is preparation.  

• For every major purchase, start with a sensible budget plan to avoid getting into bad 

debt situations.  

• Figure out how much you can afford for a payment by plugging figures into your 

personal budget to see how much you can handle.  

• Carefully consider your comfort level with the payments prior to making any purchase 

or investment decision. 

Lenders look at five areas to determine whether you’re eligible to qualify for a loan: 

1. Credit. The first thing most lenders look at to qualify you for a loan is your credit report. 

Although you may qualify for some loans with poor credit, you’ll end up paying a much 

higher interest rate—which means higher payments. 

2. Debt-to-income Ratio. Lenders look at how much money you make compared to the 

bills you have. They want to make sure you make enough money to make all your 

monthly payments and still have money left over. Let’s say you make $4,000 per month 

and your loan payment is $3,800. That doesn’t look good for you. The lender will be 

thinking, “How can this person afford to pay me?” Having a low debt- to-income ratio 

lessens your personal risk when making a purchase. 

3. Liquid Assets. Liquid assets are defined as money you have readily available, like money 

in your savings or checking account. Many lenders want to make sure you have enough 

liquid assets available to cover payments for a few months. Lenders want to see on 

average at least three months of loan payments in an account. To be safe, we suggest 

you have at least six months of payments set aside, in addition to the down payment, 

before you enter into a loan agreement. 
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4. Equity. Equity equals the value of the purchase minus any outstanding debts against it. 

During the loan qualification process, equity can be loosely defined as how much of your 

own money you put in. For example, the more money you give as a down payment, the 

easier it will be to qualify for a loan. 

5. Collateral. Collateral is the asset you pledge in order to receive the loan. Usually the 

purchase item itself serves as collateral for a loan. That means that the lender really 

owns the item (i.e., the car or property) until the loan is paid off. If you default on the 

loan, the lender will take back the item. 

The better you are prepared in these five areas, the lower your payments may be. Be prepared 

for your first loan and save a lot of money!  
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Lesson Questions 

1. Which of the following is a good way to obtain the best possible loan? 

a. Be flexible. 

b. Define your goals for the purchase. 

c. Accept what is offered. 

d. Be inflexible about the interest rate. 

2. Which of the following is NOT an area at which lenders look when determining whether 

you are eligible for a loan? 

a. Debt-to-income ratio 

b. Credit 

c. Education 

d. Assets 

3. What are four items lenders look for when qualifying an applicant? 

a. Credit, cash, education, income. 

b. Credit, equity, assets, debt-to-income ratio 

c. Equity, cash, credit score, debt. 

d. None of the above. 
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Essential Questions 

What is a fixed-rate loan? _________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

 

What is an adjustable-rate loan? ___________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

 

What is a debt-to-income ratio?  ___________________________________________________ 

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  
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Consequences of Default 
on Student Loans 

Warm-Up Activity 

What is a loan default? ___________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Student Loan Repayment 

You should always be aware of the status of your student loan. Here are some important things 

you need to know about student loan repayment: 

• Understand the terms of your loan 

• Understand the repayment process (how and when) 

• Manage your borrowing (i.e. don’t borrow more than you need) 

• Keep track of your loans online 

• Maintain your records 

• Stay in touch with your loan service 

Follow these steps and you should be well on your way to avoiding default outright. 

1. Keep track of all the types of loans you have. Make sure to review the details of your 

loans carefully before you sign.  

2. Manage your borrowing by creating a budget (use a college expenses checklist to guide 

your budget). Contact your school’s financial aid office to keep track of smaller loan 

amounts.  

3. You probably will have to get some form of financial awareness counseling before you 

actually receive payout on your loan. You should pay close attention to this financial 

counseling. Listen and take notes. 

4. Make sure to keep track of your loans online via the Department of Education website, 

https://studentaid.ed.gov/log-in  
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5. Keeping good records means filing important loan documents, including your financial 

aid award letters, your loan counseling materials (those should include entrance and 

exist counseling materials), promissory notes, tracking how much you borrow and from 

whom, information on payment schedules, loan disclosures, records for monthly 

payments, and any other paperwork documenting deferment and forbearance.  

6. You should also keep records – contact information – for your loan services and the 

financial aid department for your school. 

Contact your loan service provider when: 

• You are struggling with monthly payments 

• You graduate 

• You withdraw from school 

• You drop to less than half-time enrollment 

• You change your name, address, phone number, or social security number 

• You transfer to another school 

• You experience a life change that could affect your loan payments 

If you are unable to make a scheduled payment, first try to work around the problem. Then 

consider the following options: 

• Change your payment due date. 

• Switch to a different repayment plan.  

• Organize a deferment or a forbearance. 

• Try to consolidate your loans. 

 Deferment and Forbearance 

DEFERMENT basically is an approved delay to your repayment schedule. Usually it is only a one-

time agreement but if you are facing hardship — for instance short-term unemployment — you 

may be able to extend the deferment. 

• Usually, you request a deferment or forbearance through your Financial Aid Office.  

• For Direct Loans and FFEL programs, you should contact your loan servicer.  

• For Perkins Loans, you must contact the school you were attending when you received 

the loan. 

FORBEARANCE is similar to deferment. Typically forbearance either cuts your monthly loan 

repayments or stops your loan repayment requirement for up to 12 months. There are two 

types of forbearance:  

• Discretionary forbearance is something you can usually get for either financial hardship 

or illness.  
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• Mandatory forbearance comes about if you meet certain eligibility criteria pertinent to 

your funding source. 

 

Situations When You May Apply for Deferment 

Is Deferment Available?  

(If yes, for how long?) 

Direct 

Loans 

FFEL 

loans 

Perkins  

Loans 

During a period of at least half-time enrollment 

in college or career school 

Yes Yes Yes 

During a period of study in an approved graduate 

fellowship program or in an approved 

rehabilitation training program for the disabled 

Yes Yes Yes 

During a period of \unemployment or inability to 

find full-time employment 

Yes 

(up to  

3 years) 

Yes 

(up to  

3 years) 

Yes 

(up to  

3 years) 

During a period of economic hardship (includes 

Peace Corps service) 

Yes 
(up to  

3 years) 

Yes 
(up to  

3 years) 

Yes 
(up to  

3 years) 

During a period of service qualifying for Perkins 

Loan discharge/cancellation 

No No Yes 

During a period of active duty military service 

during a war, military operation, or national 

emergency 

Yes Yes Yes 

During the 13 months following the conclusion 

of qualifying active duty military service, or until 

you return to enrollment on at least a half-time 

basis, whichever is earlier, if 

• you are a member of the National Guard 
or other reserve component of the U.S. 
armed forces and 

• you were called or ordered to active 
duty while enrolled at least half-time at 
an eligible school or within six months of 
having been enrolled at least half-time 

 

 

 

Yes 

 

 

Yes 

 

 

 

Yes 

 

 

Yes 

 

 

 

Yes 

 

 

Yes 
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 Recovering from Default 

If you fall into default, you need to get yourself back on track. There are three strategies to help 

you accomplish that 

1. Loan repayment 

2. Loan rehabilitation 

3. Loan consolidation 

Once someone has followed through with one of these steps, generally speaking they probably 

will be back on track to organize financial aid again if they are eligible.” 

Lesson Activity: Avoiding Default 

What are the strategies for avoiding default on a student loan? 

1. ____________________________________________________________________  

2. ____________________________________________________________________  

3. ____________________________________________________________________  

4. ____________________________________________________________________  

5. ____________________________________________________________________  

6. ____________________________________________________________________  

What are the consequences of defaulting on a student loan? Write a short paragraph about 

your understanding of the consequences. ____________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Whom should you contact if you are struggling to make a student loan payment? 

Under what circumstances should you contact that person? _____________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What are some things you can do to avoid defaulting on your student loan? 

1. ____________________________________________________________________   

2. ____________________________________________________________________  

3. ____________________________________________________________________  

4. ____________________________________________________________________  

What is loan deferment?  _________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

What is loan forbearance? ________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

When might you be eligible for deferment? __________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 
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When might you be eligible for forbearance? _________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

What are the steps involved in determining your eligibility for either deferment or forbearance? 

1. ____________________________________________________________________   

2. ____________________________________________________________________  

3. ____________________________________________________________________  

4. ____________________________________________________________________  

 

What can you do to recover from a default? __________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 
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Write a short paragraph summarizing what you can do to recover from default. _____________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Lesson Questions 

1. What actions can an individual take when their loan is already in default? 

a. Switch to a different payment plan 

b. Request a deferment or forbearance 

c. Attempt to consolidate the loans in default 

d. All of the above. 

 

2. Who should you contact if you are having trouble making your loan payments 

a. The US Department of Education 

b. Your loan servicer 

c. Your college Financial Aid Office 

d. None of the Above 
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Essential Questions 

What is loan default? ____________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

How can loan default be avoided? __________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What does it mean when you consolidate your loans? __________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 


