Assignment:
Key Functions or Advantages of a Credit Card
1. Building Credit History:
· Function: Using a credit card responsibly helps build your credit history.
· Advantage: A good credit history can improve your credit score, making it easier to get loans or mortgages with favorable terms.
2. Rewards and Cashback:
· Function: Many credit cards offer rewards programs, including points, miles, or cashback on purchases.
· Advantage: These rewards can be redeemed for travel, merchandise, or statement credits, providing additional value for your spending.
3. Purchase Protection:
· Function: Credit cards often come with purchase protection and extended warranties.
· Advantage: This can cover damage or theft of new purchases and extend the manufacturer’s warranty, offering peace of mind.
Key Functions or Advantages of a Debit Card
1. Direct Access to Funds:
· Function: Debit cards are linked directly to your checking account.
· Advantage: This allows you to spend only what you have, helping to avoid debt and interest charges.
2. No Interest Charges:
· Function: Since debit card transactions use your own money, there are no interest charges.
· Advantage: This can save you money compared to carrying a balance on a credit card.
3. Ease of Use and Acceptance:
· Function: Debit cards are widely accepted and can be used for everyday transactions.

· Advantage: They offer the convenience of cashless transactions without the need to carry cash.
Key Differences Between a Credit Card and a Debit Card
1. Source of Funds:
· Credit Card: Uses borrowed money from the credit card issuer.
· Debit Card: Uses your own money from your checking account.
2. Interest and Fees:
· Credit Card: May incur interest charges if the balance is not paid in full each month.
· Debit Card: No interest charges, but overdraft fees may apply if you spend more than your account balance.
3. Impact on Credit Score:
· Credit Card: Affects your credit score based on usage and payment history.
· Debit Card: Does not directly affect your credit score.
Using a Debit Card as a Credit Card
When you use a debit card as a credit card, you select “credit” at the point of sale. This means the transaction is processed through the credit card network (e.g., Visa or MasterCard) rather than the debit network. The funds still come directly from your checking account, but the transaction may take a day or two to post.
When to Use a Credit Card Instead of a Debit Card
1. Building Credit: Use a credit card to build or improve your credit score.
2. Large Purchases: For purchase protection and extended warranties.
3. Rewards: To earn rewards or cashback on your spending.
When to Use a Debit Card Instead of a Credit Card
1. Budgeting: To avoid overspending and stay within your budget.
2. Avoiding Debt: To prevent accumulating credit card debt and interest charges.
3. Everyday Transactions: For small, routine purchases where you prefer to use your own funds.
Merchant Impact and Fees
Merchants are affected by your choice of “Debit vs Credit” due to the different fees associated with each type of transaction:
· Credit Card Fees: Typically higher, including interchange fees and processing fees. These fees can range from 1.5% to 3.5% of the transaction amount.
· Debit Card Fees: Generally lower, especially for PIN-based transactions. Fees can range from 0.5% to 1% of the transaction amount.
Merchants may prefer debit card transactions to reduce their processing costs, but they also value the higher average transaction amounts often associated with credit card use.
I hope this helps clarify the differences and advantages of credit and debit cards! If you have any more questions, feel free to ask.

