
FINANCIAL LITERACY 20- Name __________ Date ______________

Payday Loan, Bankruptcy...What Should I Do?
Meet Lily. Lily is 25 years old. She graduated college with an Associate’s degree in General Business and works full-time as
an office assistant. Lily really enjoys the company she works for, so she took a lower-paying position in the hopes of
getting promoted in the near future.
She makes a monthly net income of $2,805.92. Lily lives in a small, one-bedroom apartment approximately 20 minutes
from her work. Lily overused credit cards while she was attending college and has the following debts:

Debt Current Balance Credit Limit Interest Rate Minimum Monthly
Payment

Credit Card #1 $6,000.00 $6,000.00 18.9% $180.00

Credit Card #2 $3,855.66 $4,000.00 23.1% $115.00

Credit Card #3 $8,168.40 $8,000.00 18.9% $245.00

Auto Loan $15,000.00 n/a 2.9% $285.00

Student Loan $11,647.90 n/a 3.76% $150.00

Exhibit 1

Answer This:

1.  What is the total amount of Lily’s debt payments each month (assuming she is only making minimum
payments)?

2.  What percentage of Lily’s net income is she spending on debt repayment? A good debt amount is less
than 20% of net income.

3. How do you think Lily’s current debts impact her credit score?  Explain.

Lily’s savings habits are far from perfect.  She does not pay herself first and very rarely puts money into her savings
account. Currently, she has $79.54 in her account. She lives paycheck to paycheck. Because her salary is lower than she
expected, she tries to manage her money each month by keeping a budget.
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Here is a snapshot of Lily’s monthly budget:
Exhibit 2

Answer This:
4.  In what areas of Lily’s budget do you think she is overspending?  Explain.

5.  Is there any category that is left out of Lily’s budget that should be included?
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Lily is wondering about how to pay off her debt and has heard of the debt snowball method but wasn’t sure she could
do it.

Answer This:
6. If she were to choose this method, which debts would she tackle first?

7. What would be your advice to her to pay down debt using this method?
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Lily’s car has recently broken down and needs a repair. The cost to fix the car totals $500.00. Lily does not have the
money available in her savings account and, since her budget is so tight each month, does not know where she can get
the funds for this repair. Her credit cards are already maxed out, she does not have enough money in savings, and her
only other option would be to not pay her rent that month, but she is already one month behind.

Lily must get her car fixed in order to get to work each day.

Lily decides to visit a local Payday Lender, and they were happy to give her a two-week loan. The Payday Lender is
requesting the following information from Lily:  a paycheck stub, her next paycheck date, and a current bank statement.
She was told that the total fee to borrow the $500.00 would only be $75.00, so she would owe $575.00 on her next
payday (this lender charges $15.00 for every $100.00 borrowed). All she would have to do is sign some paperwork and
bring a post-dated check for her paycheck date to cover the cost of the loan and fee.

Answer This:
8.  What would be the financial impact of Lily taking out this Payday Loan?  How do borrowers get trapped in an
inescapable cycle of borrowing money (every month) when using this type of loan?

Lily is desperate, trapped, and broke. She ended up taking the Payday Loan, and as expected, has renewed the
loan five times because, with all of her other monthly bills, does not have the money available to pay it off. She
still owes the full amount of her Payday Loan, and her credit card, student loan, and rent are due. She does not
have enough money to make ends meet and pay all of these bills.

She is now considering filing for bankruptcy. She feels this is the only way to get out of this cycle of endless,
unmanageable debt.
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9.  What are the key differences between bankruptcy and consumer proposal?

10.  How will filing bankruptcy or a consumer proposal impact Lily’s ability to use and obtain credit in the future?

11.  Lily is unsure what to do. In the space below, draft an email to Lily about the consequences of filing for bankruptcy
and your financial advice. Although she is overwhelmed with debt, she must understand the long-term consequences
of filing for bankruptcy and the importance of paying off her Payday Loan. In your email, include:

● Your financial advice to Lily.
○ Are there changes she could make to her lifestyle or budget?
○ Is bankruptcy the best decision?
○ How else can she pay off the Payday Loan and other debts?
○ Could she use a debt strategy such as the Debt Snowball or High Rate?
○ What long-term consequences should she consider before making a decision?
○ What advice would you give her?  What should she do?

To:  Lily

Subject:
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