
Financial Literacy 2 

Understanding Financial  

Products and Choices  



 

By the end of this session, you will be able to: 

 

♦ Describe various financial institutions. 

 

♦ Identify and select financial products. 

 

♦ Identify alternative financial institutions. 

 

♦ Calculate compound interest in various applications. 

 

♦ Avoid financial traps and recognize predatory practices. 

 

Agenda 



Financial providers, products 

and their use 

• One of the fist steps in making the most of our 

financial resources is not only to save, but to 

have those savings generate income for us. 

There are a lot of products available to 

consumers, along with different financial 

providers, that can help us. There are also some 

choices available that may not be beneficial for 

us. This chapter will help us to better understand 

and use our available choices and how to avoid 

financial traps. 

 



Banks 

• A bank is an organization; typically a corporation, 

chartered by a state or the federal government that 

offers financial products like savings and checking 

accounts, pays interest, makes loans, and invests in 

securities. Banks generate income trough a variety of 

sources; charges for services such as cashier’s or 

traveler’s checks, fees to customers such as account 

fees, interest paid to the bank through business or 

mortgage loans and other investments. Banks are 

insured by the Federal Deposit Insurance Corporation 

(FDIC) to prevent individual savers from losing their 

money should a bank fail. Depositors are insured for up 

to $250,000. 

 



Internet Banks 

• There are financial institutions that are 

web based and provide a variety of bank 

products, such as mortgages, savings and 

checking accounts, credit cards and 

investments. In most cases, these 

institutions are regulated as traditional 

banks and carry the same guarantees 

under FDIC protection for deposit account 

holders.  

 



Credit Union 

• A credit union is a not-for-profit organization that operates 

much like a bank. Credit unions offer personal loans and other 

financial products; in the majority of cases credit unions can 

also write mortgage loans. Typically, credit unions are able to 

offer better loan terms to members because they are exempt 

from federal and state taxes. Credit Union eligibility is most 

often determined by one’s employment sector or trade, and 

sometimes by one’s place of residency. The National Credit 

Union Administration is the primary regulator of federally 

chartered credit unions. The NCUA operates the National 

Credit Union Share Insurance Fund which offers share 

protection up to $250,000 per account.  

 



Community Banks 

• (Thrifts or Savings and Loans) 
• Community banks are best defined as independent 

locally owned and operated banks that are not part of a 

multi-bank holding company. These banks offer the 

same services and products as larger banks but on a 

smaller scale. The focus of most community banks tends 

to be localized to their immediate community. For 

example, a community bank may only serve a particular 

county or a small region within the state. Community 

banks are regulated in the same manner as large 

commercial banks and deposits are insured by the FDIC.  

 



Alternative Financial Providers 

• These businesses offer check cashing, 

personal loans and other services often at 

very high costs to the consumer. Because 

these locales are private enterprises, they 

are not part of the greater financial world. 

In addition, while high cost services are 

available through these businesses, they 

do not offer any savings or interest 

generating products.  

 



Bank Products – A Brief 

Overview 

• Financial products can generally be 

divided into two categories: deposit and 

credit products. Let’s look at some of the 

characteristics of these products. 

 



Savings Account 

• A deposit account that earns interest but 

cannot be withdrawn by check. Savings 

accounts are insured under FDIC. 



Checking Account 

• An account that allows consumers to write 

checks drawn on deposits. There are 

interest-bearing checking accounts, 

sometimes called Negotiable Orders of 

Withdrawal Accounts (NOW accounts) 

Interest rates for NOW accounts depend on 

the amount of the initial deposit and most 

charge fees if account balances fall below a 

set amount. These accounts are protected 

under FDIC. 

 



Certificate of Deposit 

• (CD) 

• A finance product that pays a higher 

interest yield than savings accounts that 

requires consumers to commit their 

deposits for a specified period of time, 

typically from six months to five years. 

CDs usually carry penalties for early 

withdrawals. Certificates of Deposit are 

insured by the FDIC. 

 



Money Market Account 

• A savings account that pays a varying rate 

of interest, typically higher than a standard 

savings account. These account can be 

drawn by check, with certain limitations on 

the number of checks written per month 

and usually require minimum balances to 

be maintained. These accounts are 

insured under FDIC. 

 



Credit Cards 

• Credit cards are a finance instrument that 

allows a consumer to pay for products or 

services with funds that are guaranteed by a 

financial institution. In the most simple of 

terms, a credit card is nothing more than a 

loan that affords a consumer a certain 

amount of buying power. A credit card can be 

either secured (usually through a cash 

deposit) or unsecured (largely based on 

credit score).  

 



Line of Credit 

• The maximum amount that a financial 

institution will make available to an 

individual or business. Major factors for 

this type of arrangement are credit 

worthiness and income level. A line credit 

allows for a portion of the total available 

amount to be used as needed and paid 

back over time.  

 



Installment loans 

• A loan that has a specific number of equal 

payments. An example of this type of loan 

is a car loan.  

 



Mortgage 

• Specifically, a lien placed on property used 

to secure a loan. A consumer that 

assumes a mortgage commits to pay a 

certain amount of payments, over a set 

period of time and the house itself serves 

as the collateral that secures this 

transaction. 

 



Try it 

 

 

 

• Which financial institutions meet your needs 

right now? 



Try it 

 

 

 

• What are the products or services that will 

help you achieve your financial goals? 



Compound Interest 

• Financial Marvel 

• Throughout this workbook you will find the 

phrase “letting your money work for you”-- 

compound interest is how this can happen. 

Money deposited into an interest-bearing 

product produces money for you. The total 

value of the account grows depending on 

the deposits made into and the interest 

yield paid to the account.  

 



Compound Interest 

• We also need to understand how 

compound interest is calculated on 

consumer loans and lines of credit. 

Understanding how compound interest is 

calculated will help us to better select a 

loan product.  

• First, let’s begin with some definitions: 

 

 



Definitions 

• APY - Annual Percentage Yield. This is 

the total amount paid back to a consumer 

who has invested money. When choosing 

an investment or bank product, knowing 

the APY will help determine the best 

available option.  

 



Definitions 

• APR – Annual Percentage Rate. The total 

cost consumers must pay back for a loan 

or line of credit. The APR includes the 

interest rate plus other costs such as 

origination fees, points and other fees. It is 

very important to understand the APR of a 

loan product to make an informed decision 

when choosing a loan. 

 



Definitions 

• Compound interest - Compound interest is 

a method of calculating the yield earned 

on a principal amount by adding the 

earned interest into the principal amount at 

specific time intervals.  

 



Definitions 

• Simple interest - Simple interest is 

calculated by adding the interest earned to 

the principal amount only once within a 

specified period of time.  

 



 

 

 

• How does this all work? 



Examples 

• In the following example we will calculate the 

simple interest on a savings deposit of $1000 at 

5% interest over 3 years. 

 

•  $1000 at 5% in 3 years: 

• 1000 x .05 x 3 = 150 

 

• So, at the end of the 3 years, your savings 

account would total $1150. 

 



Example 

• Compound interest with the same terms 

 

• CI = P( 1 + i )n 

• or  

• CI = 1000 x (1 + .05)3  

• In other words 

• 1157.62 = 1000 x (1.05 x 1.05 x 1.05) 

 

• = $157.62 

 



Comparison 

• Because compound interest calculation 

includes the interest of the preceding year 

into the principal, it yields a higher amount 

than simple interest. Another factor to 

consider is the frequency of the 

compounding period. For example, is the 

yield different if the interest is 

compounded quarterly or daily? Let’s take 

a look.  

•   

 



Try it 

 

 

• Calculate the APY with the following 

information. 

• 3% interest, $1000 initial deposit, 

compounded yearly, for 5 years. 



Try it 

 

 

• Calculate the APY with the following 

information. 

• 3% interest, $1000 initial deposit, 

compounded quarterly, for 5 years. 

 



Try it 

• APR 

• Let’s look at two situations to help us 

understand the importance of APR when 

choosing a financial product. 
 

 

 

 

 

 

• Refer to examples on Excel worksheet. Blank space is to be utilized for notes and 

calculations by the participant. 

 



Try it 

• Mortgage #1 

•  Advertised interest rate:  6% 

• Principal    $100,000 

• APR    6.75% 

• Term    30 yrs. 

• Mortgage #2 

• Advertised interest rate:  6% 

• Principal    $100,000 

• APR    6.50% 

• Term    30 yrs. 

 



Predatory Practices 

 

 

 

• The low-down on the low down. 



Check-cashing shops 

• Check-cashing shops provide a useful 

service to consumers, but as we plan for 

our future we must consider the long term 

effect of using these services on our 

budgets and financial plans. 

 



Example 

• Paycheck deposited into bank account 

•   

• Amount of check  $400.00 

• Bank fees   $1.00 / mo. 

• Total cost for year  $12.00 

• (Based on 26 pay checks) 

 

• Paycheck cashed at a check-cashing place 

•   

• Amount of check  $400.00 

• Cashing Fees   @ 5% 

• Total cost for year  $520.00 

• (Based on 26 pay checks) 

 



Rent-to-own 

• Let’s compare the cost of a typical rent-to-

own contract along with a financing 

agreement and cash sale. 

 



Example 

• TV/DVD Combo 

• Cash Purchase $650.00  

• Total Cost  $650.00 

 

• TV/DVD Combo   

• Financed  $650.00 

• @ 8.5% APR  $701.82 

• Fees   $15 

• Total Cost  $716.83 

• Based on 21 monthly payments 

• of $33.42 

 

 

 

 

 

 

 

 

• TV/DVD Combo 

• Financed (RTO) $650.00 

• @ 29.5% APR  $1633.45 

• Fees   $0 

• Total Cost  $1633.45 

• Based on 91 weekly payments 

• of $17.95 

 

 

 



Summary 

• Our intent in this chapter was to explore our 

options through a variety of financial 

institutions; begin or strengthen our 

understanding of different financial products 

and transactions; and become aware of 

predatory practices and financial traps.  

• Our hope is that you have gained some new 

skills to help you become an informed and 

prepared consumer. 

 



 

 

 

Questions? 



 

 

 

Thank you for being here. 


