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TEACHER INTRODUCTION:

It is necessary that students understand the reasons why banks are important to the U.S. economy.
Teachers should relate that a bank is a business that sells financial services, such as car and home
loans, checking and savings accounts, and credit card services. Banks act as go-betweens for the
people who save and the people who want to borrow. The savers deposit money, which is then lent

out to the borrowers. The interest borrowers pay on loans keeps the banks in business.

'The Federal Reserve System is the Central Bank for our nation. It is composed of twelve
regional Federal Reserve Banks and twenty-four Federal Reserve Bank branches. Its three main
functions are establishing and implementing monetary policy (which is the rate at which the
money supply expands in our country); regulating and supervising banks (so they operate safely
and are financially sound); and operating a payments system (so that banks have the right amount
of cash on hand and have their checks and electronic payments processed.) The Federal Reserve
Bank is also the bank for the U.S. Government.

~ . . . . . .
CONCEPTS: savings, interest, deposits, borrower, loans, income,
assets, reserves, Federal Reserve Bank

National Economic Content Standards—Content Standard 10, 20
Kansas Economic Standards—Content Standard 4A

Missouri Economic Standards—Content Standard 4

Missouri Personal Finance Standards—Benchmark 3, 5

Nebraska Economic Standards—Content Standard 8.3

Oklahoma Financial Literacy Standards—Gr. 7-12

Colorado Economic Standards—Content Standard 2.3

New Mexico Economic Standard—Content Standard 4
Wyoming Economic Standards—Content Standard 3

@ [ .ESSON DESCRIPTION:

Students become depositors or borrowers in a banking simulation to learn how banks handle
deposits, loans, and hold reserves. Students will be introduced to the Federal Reserve Bank as the
Central Bank, and learn the three main functions of the Bank.
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fsis) OBIECTIVES:

Students will be able to:
1. Describe how banks use deposit dollars.

2. Explain how banks give out loans and what information is reviewed before loans are

approved.
3. Define reserves and explain why bank reserves are necessary.

4. Explain the role of the Federal Reserve Bank and identify the three main functions
of the Bank.

@ @ 60 minutes

20 letter-sized envelopes

Activity 1, 15 copies, cut apart

Activity 2, cut apart

Activity 3, cut apart

Activity 4, copies for each student

Visual 1, one transparency and copies for each student
Visual 2, one transparency

Visual 3, one transparency

Overhead projector pen

Cash box or container for deposit/loan dollars

@ PREPARATION:

Produce and cut 15 copies of Activity 1

2. Produce and cut Activity 2

3. Produce and cut Activity 3

4. Number 10 envelopes from 1-10 for deposit dollars. Place the following amounts of deposit
dollars inside each:

#1- $100; #2- $140; #3- $220; #4- $350; #5- $180; #6- $250; #7- $300; #8- $280;
#9- 320; #10- $200
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Place Activity 2 deposit role play cards in numbered envelopes, matching the role
play card number with the envelope number.

Number 10 envelopes from 1-10 for loan request cards. Place Activity 3 loan
request cards in numbered envelopes, matching the request card number with the
envelope number.

@ PROCEDURE:

Introduce the topic of banks by asking students to name banks where they or their parents
have accounts. (Answers may vary.) Ask students what the purpose of a bank is. (Banks
provide financial services such as loans, checking and savings accounts, certificates of deposit,

and credit card services to individuals, businesses and government.)

Discuss the following questions:

a.  Why do people put their money in banks? (7o keep it safe; to save it so it’s not spent; to
earn interest; so they can write checks and use their debit cards.)

b. What is interest? (Interest is money paid regularly and at a set rate, for the use of
borrowed money.)

c. What is saving? (Saving is not spending and keeping money for future use.)

d. How do banks make money? (Customers deposit money in banks. Banks lend out money
to borrowers in loans. The borrowers pay interest on their loans at a higher rate than the
interest that banks pay depositors for saving. ‘The difference between these rates is the
bank’s profit, or income after costs.)

Begin banking simulation by assigning ten students as bank depositors. Give

each depositor a numbered envelope prepared with a deposit role play card and deposit dollars
inside. Assign a student as bank teller to take deposits and another student to record
amounts. Give Visual 1 overhead transparency to the recorder for recording each deposit.
Give each student a hand-out of Visual 1 for recording deposits also.

Tell depositors to count the money in their envelopes and record their own

amounts before depositing. They will be depositing all of their money into the bank in the
order of their deposit number. Ask students to read their deposit role play card so they know
their assigned name and situation.

Ask bank teller to come to the front of the room and sit at a table or the teacher’s
desk to take deposits. Ask the recorder to sit by the overhead projector to record deposits
as they are taken in.
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6. Welcome students to “Kids National Bank” on opening day. Ask student
depositors to come up to deposit area, one at a time, according to their deposit number. Each
student should read their depositor role play card for the class, then deposit money with
the teller, who will count it out loud to verify the amount. The recorder will write the
deposit number and total deposit on the Visual 1 overhead. All students should record this
information on their Visual 1 hand-outs. Continue this procedure until all ten students have
deposited their money. Ask recorder and students to add deposits together to get a total.

7. Discuss the following:

a.  What is the total amount of all deposits? (§2,340)

b. Why is it important for the bank to keep an accurate record of each deposit?
(So the depositors know the exact amount of money in their accounts, and so the bank
knows how much money they can loan to customers. Accurate records will also make
depositors more confident in their bank.)

c. In today’s banks, how are depositor records actually kept? (They are kept in a
computer system, or electronically. )

d. In areal bank, what would depositors receive to prove they have made a
deposit and the amount of their overall balance? (Bank receipts are given for
each deposit, often showing the balance of the account; a bank statement is
sent monthly or quarterly, and/or an electronic statement of the balance is

available on-line.)

8. Discuss reasons why people might borrow money from the bank. (Answers will
vary. Examples include buying a car, house, or computer; college tuition; vacation money;

bill payment.)

9. Tell students that bankers look for certain information before approving a loan,
including the borrower’s current bank account balances, assets (items that you own that have
monetary value, or are worth money), income (money earned by use of resources), and any
other loans they may owe on. Ask students why it would be important to know this
information before proceeding with the loan. (Answers will vary; so bankers are fairly certain
that the loan will be paid back.)

10. Continue the banking simulation by assigning ten students as borrowers. Give each borrower
a numbered envelope prepared with a loan request card inside. Assign a student as loan officer
to give out loan dollars and another student as recorder to record loan amounts. Use the same
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overhead transparency of Visual 1 for the recorder to write down each loan and ask students to
use their copy for recording loans also.

11. Ask borrowers to read over their loan request cards so they know their name and
loan situation.

12. Ask the loan officer to come to the front of the room and sit at a table or teacher’s
desk to hand out loans. Ask borrowers to come up to the loan area, one at a time, according
to their loan number. Each borrower should read their loan request card for the class.
'The class should vote to approve or deny each loan, based on the borrower’s savings, assets,
income, and the amount of the loan. The recorder will keep track of the loan number and
total dollars of each approved loan on the Visual 1 overhead. All students should record this
information on their Visual 1 hand-outs. The loans that are denied by the class should be
listed by number with the word “denied” in the amount column. The loan officer will then
pay each approved borrower the amount of their loan from the deposit dollars, counting out
the money and placing it in the envelope. Continue this procedure until all students have

shared loan request cards and have been approved or denied.

13. Ask students to add all approved loans together for a total. Ask the recorder for the total of
all approved loans ( Answer will vary, depending on which loans were
approved by students.) Ask students to subtract the total loan amount from the total
deposit amount. Ask how many deposit dollars were left over after all the loans were made.
(Answers will vary, depending on which loans were approved by students.)

14. Explain to students that the amount of money not loaned out by the bank is
called reserves. Tell them banks must hold reserves so they have money on hand
to pay out to customers who want to withdraw some or all of their deposits. Banks also hold
reserves to cover checks and electronic transfers of money, which take place between banks.
U.S. banks are required to hold a certain percentage of their deposits (currently 10%)
in the form of reserves.

15. Introduce the Federal Reserve Bank as the nation’s Central Bank. Explain that the Federal
Reserve Bank, or “the Fed”, provides important services for banks, government, and our
economy. Show Visual 2 and discuss the 12 Fed District locations and their related branches.

The many locations of the Fed help it meet the needs of citizens throughout the country. The
Fed is also the bank for the U.S. Government.
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16. Show Visual 3 and explain the three main functions of the Fed:

*  Discuss the monetary policy function as the Fed’s ability to control the money supply,
increasing the number of dollars when more money is needed by the public for spending,
and decreasing the number of dollars when the money is not needed.

*  Discuss the supervision/regulation function as the Fed’s ability to supervise how banks
do business properly, lend reserves to banks when they are low on funds, and take in
reserves from banks when the funds are not needed.

*  Discuss the payments system function as the Fed’s ability to distribute currency and coin

to banks, and to process checks, credit, and electronic payments throughout the country.

17. Teacher Note: Use this step only if your class is taking an actual field trip to the Kansas City
FRB. Ifyou are not participating in a field trip, continue with the “Closure” discussion below.
Tell the students that they will be taking a field trip to the Kansas City Fed’s Money Museum
to see the “Trust and Confidence” exhibit. They will be learning more about what the Kansas
City Fed does through collecting facts on the exhibit displays as “Fed Detectives”.

8 CILOSURE: Discuss the following questions as review:
1.

How does the bank use deposit money? (Banks give out deposit money in loans to customers,

after keeping a percentage as reserves.)

2. What information does a bank need before a loan is approved? (4 bank needs to know the
income, savings, and assets of the customer, as well as any other loans the customer has taken

out at other institutions)

3. What are bank reserves? (Bank reserves are the deposits that the bank doesn’t

lend to customers.)

4. Why are reserves necessary at banks? (Reserves are necessary so that the bank doesn’t run out

of money for its customers’ withdrawals.)

5. What is the role of the Federal Reserve Bank? (7he Fed is the Central Bank for the nation. It
is the bank for all other banks and for the government.)

6. Name the three functions of the Federal Reserve Bank. (7he three functions include
implementing monetary policy, supervising and regulating banks, and operating the nation’s

payments system.)
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@ ASSESSMENT:

Hand out copies of Activity 4- “Approve or Deny?” as the assessment. Ask students to read the

loan scenarios and follow the directions, writing two questions for each loan customer and a
paragraph about their decision to approve or deny each loan. Students should use the information
on assets, savings and income to think of possible questions and come to a decision on approving
or denying each loan.

(Credit: Portions of this lesson are adapted from “Money in Motion” Exhibit, Pre-Visit Gr. 6-8 lesson,
“What is the Federal Reserve?” by Andrew T. Hill, Federal Reserve Bank of Philadelphia)
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THE FEDERAL RESERVE SYSTEM HAS
THREE MAIN FUNCTIONS:

* Establish and implement monetary policy
* Regulate and supervise banks

* Operate the nation’s payments system

FEDERAL RESERVE BANK of Kansas CiTyY
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APPROVE OR DENY

READ THE FOLLOWING LOAN SCENARIOS AND USE THE INFORMATION YOU HAVE LEARNED TO
WRITE LOAN QUESTIONS AND DECIDE WHETHER YOU WOULD APPROVE OR DENY EACH LOAN.

CUSTOMER I:
You are a loan officer at ABC Bank. Customer 1 has a loan request for $20,000 to buy a new car.
Her assets include a savings account balance of $300 and a 10-year-old Ford Escort. She works
as an assistant manager at McDonalds, with an income of $500 a week. Write two questions you
would ask Customer 1 before deciding to approve or deny her loan.

Would you approve or deny the loan? Write a paragraph explaining your reasoning. Remember
to consider her savings, assets and income in making your decision.

CUSTOMER 2:
Customer 2 has a loan request for $25,000 to pay for college tuition. His assets include a savings
account balance of $100 and a bike. He works part time as a computer technician, with an income
of $300 a week. Write two questions you would ask Customer 2 before deciding to approve or
deny his loan.

Would you approve or deny the loan? Write a paragraph explaining your reasoning. Remember to
consider his savings, assets and income in making your decision.
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DEerosiT DoLLARS ROLE PrAy CARD
Name:
Situation: You are depositing $100
in birthday money.

e,

Ima Saver

N

DEerosiT DoLLARS ROLE Pray CARD
Name: Carl Cash
Situation: You are depositing $140
that you earned from mowing lawns

DreposiT Dor1.ArRs RoLE Pray CARD

Name:
Situation: You are depositing $220
that you earned from babysitting

g

Mona Money

DEerosiT DoLLARS ROLE Pray CARD
Name:  Don Dollars
Situation: You are depositing $350
that you won in an essay contest.

R

N

DEerosiT DoL1LARS ROLE PrAY CARD
Betsy Bucks

Situation: You are depositing $180
that you earned by tutoring students.

e —,
T o S #5

Name:

N

DEerosiT DoLLARS ROLE Pray CARD
Name:  Conner Coins
Situation: You are depositing $250

that your grandparents gave you.

e,
T o N #6

N e

DeprosiT DoLLARS ROLE PrLAY CARD
Name:  Connie Currency
Situation: You are depositing $300

that you won with an art award.

e,
v T N\ #7

N e

DEerosiT DoLLARS ROLE Pray CARD
Name:
Situation: You are depositing $280
from your allowance piggybank.

e,

Ivan Investor

N

DEeposiT DoLLARS ROLE Pray CARD
Polly Payroll

Situation: You are depositing $320
from your dog walking business.

— R

Name:

N

DerosiT DoLLARS ROLE Pray CARD
Name: Iggy Income
Situation: You are depositing $200

for your perfect report card.

: W_'w—‘wﬁlo
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LLoAN REQUEST

Bill Borrower

Situation: You want to buy a new X Box
System for $350. You have an allowance of
$10 a week and have $100 in savings.

Name:

i SN

LLoAN REQUEST
Name:  Linda Loans
Situation: You want to borrow $200 for
school clothes. You make $15 a week
babysitting and have a bike worth $150.

LLoAN REQUEST

Cal Costly

Situation: You want to borrow $175 for new
baseball equipment. You have no job or al-
lowance, but have $50 saved.

Name:

S,

LLoAN REQUEST
Name:  Paula Payment
Situation: You want to buy a laptop computer
for $800. You have an allwance of $5 a week,
no savings and a broken computer.

S
= e NS 4

N
LLoAN REQUEST

Dan Debt

Situation: You want to borrow $300 to buy a

new bike for your paper route. You earn $40

weekly and have saved $80.
> o S %45

Name:

N

LLoAN REQUEST
Name:  Frank Finance
Situation: You want to buy materials for your
new invention costing $85. You have saved
$20 and get $8 a week in allowance.

LoAN REQUEST

Betty Budget

Situation: You want to borrow $200 to spend
on your Disney World vacation. You have no
job, allowance or savings.

R

Name:

LoaN REQUEST

Sam Spender

Situation: You want to borrow $150 to buy
holiday gifts for your family. You have a job
doing yard work for $12 a week.

R —__

Name:

N

LLoAN REQUEST

Phyllis Funds

Situation: You want $300 for a cell phone
and monthly payments. Your allowance is
$7 weekly and you have $25 saved.

R,

Name:

SN

LLoAN REQUEST
Name:  Ben Bankroll
Situation: You want to buy tickets to a rock
concert for $90. You have football equip-
ment worth $100, no job & no savings.

e
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