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Activity 4: Credit Cards Debt Case Study
Case 1

Katie has a credit card and uses it for large purchases. She makes sure to visit her bank’s local
branch every month before her credit card bill is due to pay her balance. Katie knows the
dangers of credit card debt - she’s never missed a payment.

Here’s her credit card statement from April 2019.

Statement period: Mar 22", 2019 - Apr 22", 2019

Payment due date May 12t", 2019
Minimum payment $10.00
Previous balance (Feb 21 - March 21%) $1,204.93
Interest + $0.00
Payments (credits) - $1,204.93
Purchases (charges / debits) + $440.54

New balance $440.54

Actual Interest Rates

Purchases 19.99%
Cash Advances 22.99%
Ref # Transaction Date Post Date Description Amount
1 Mar 28 Mar 29 NETFLIX.COM ON $13.99
2 Mar 30 Apr 01 TELUS MOBILE BARRIE ON $39.99
3 Apr 07 Apr 08 YORK BOOKSTORE TORONTO ON | $362.57
4 Apr 12 Apr 13 KOREAN GRILL TORONTO ON 23.99

Q1. What was Katie’s largest credit transaction?

Q2a. What was her balance in the April statement? Show your calculation.

Q2b. What about the previous month?

Q3. What additional steps could Katie take to protect herself from credit card debt?
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Case 2

Johnny has a credit card and uses it for everything. He thinks it goes through the machine
faster than his debit card. Johnny already set-up automatic payments from his chequing
account - only because he’s lazy and it seemed like less effort in the long run. He spends a lot
and often leaves his chequing account drained.

Here’s Johnny’s credit card statement from January 2019.

Statement period: December 12, 2018 - January 12", 2019

Payment due date January 24", 2019
Minimum payment $12.00

Previous balance (Nov 11" - Dec 11t") $502.33

Interest +$20.35

Payments (credits) - $522.68
Purchases (charges / debits) + $299.94

New balance $299.94

Actual Interest Rates

Purchases 19.10%

Cash Advances 21.20%

Ref # | Transaction Date | Post Date Description Amount
1 Dec 22 Dec 24 SOBEYS 922 ON $36.80
2 Dec 26 Dec 27 KOODO MOBILE BARRIE ON $45.99
3 Jan 6 Jan 07 WAL-MART #3332 TORONTO ON $161.27
4 Jan 6 Jan 07 TONY’S SUSHI MISSISSAUGA ON 33.99
5 Jan 9 Jan 10 SOBEYS 922 ON $7.90
6 Jan 10 Jan 11 PIZZA PIZZA 432 TORONTO ON $13.99

Q1a. How much interest did Johnny owe in his December statement?

Q1b. How much of it did he pay?

Q2a. On January 24", Johnny’s automatic payment from his chequing account to his credit
card company bounced. Accordingly, his credit card company charged him interest. How
much interest would he owe on his first transaction?

Q2b. What about his last?

Q2c. Calculate his total interest for all 6 transactions.

Q3. What could Johnny have done to prevent his payment from bouncing?
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Activity Answer Key

Case 1 (Katie)

A1. YORK BOOKSTORE TORONTO ON. $362.57.
A2a. $440.54

A2b. $1,204.93

A3. She should set up automatic payments from her chequing account to ensure she never
misses a monthly credit card payment.

When you go over your monthly credit card limit your bank will charge you an over-limit fee.
She should also check with her bank to see if they offer an ‘over-limit pad’. This will block
any purchase she makes that takes her over her credit card limit - avoiding the fee (and
applicable interest).

Case 2 (Johnny)
A1ta. $20.35
A1b. All of it.

Banks calculate compound interest using this formula:

_ T N\t
A=P1+ 365) , Where...

A is the amount we’re calculating

P is our principal - it’s the initial amount owed before any interest is added (the transaction’s
value)

r is our interest rate. We assume there are 365 days in any given year (use the yearly interest
rate)

t is the amount of time elapsed (measured in days)

A2a.
19.1%.,,
A =368(1+—=—)
A2b.
19.1%
— 14
A, =13.99(1 + 365 )

...continued on next page
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A2c.

P, = $36.80
19.1%
365

19.1%
365

19.1%
365

19.1%
365

19.1%
365
19.1%
365

P, =P,(1+ )* + 45.99

P, =P,(1+

)* + 45.99

Py =P,(1+ Y1 4 161.27

P, = Py(1+

)3 +7.9

P, =P,(1+ ) +13.99

A3=P5(1+

)13

A3. Johnny should monitor his chequing account and credit card regularly, know when his

monthly credit card payment is due, and make sure he has enough funds in his chequing
account to cover it.

He should also consider overdraft protection for his chequing account. If he doesn’t have
enough money in his account to cover a payment, overdraft protection will avoid bounced
payment fees. Always choose the pay-as-you go option instead of the monthly fee.
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