	PERSONAL FINANCE
LOAN DEFAULT: WHAT HAPPENS WHEN YOU CAN'T PAY
 ANSWER KEY   GUIDED NOTES - TEACHER KEY



LEARNING TARGETS
1. Define delinquency, default, collections, and wage garnishment
2. Trace the default timeline from a missed payment through charge-off, collections, and wage garnishment
3. Read a line chart that tracks how a credit score drops across the missed-payment milestones
4. Identify the options a borrower has BEFORE default and explain how each one helps

SECTION 1
When You Can't Pay: It Starts a Clock
Life Happens to Everyone
A job loss, a medical bill, or a cut in hours can make a loan payment impossible.
Devon borrowed $9,000 for a car at $300 a month and paid on time at first, then a job loss made the payment impossible.
One Missed Payment Starts a Clock
The day after a payment is due and unpaid, you are LATE, also called delinquent.
The lender starts counting the days past due: 30, 60, 90, 120+ days.
The good news: most steps can still be stopped if you act early.
SECTION 2
Delinquency vs Default: Two Different Words
Two Words You Must Not Confuse
Delinquency means you missed a payment and are late (reported as 30, 60, 90, or 120+ days late).
Default means you have fallen so far behind (usually 90-120+ days) that the lender treats the loan as broken.
Delinquency Comes First
You are delinquent for a while BEFORE you default; delinquency is the warning stage.
Once a loan is in default, the lender can charge it off, send it to collections, repossess the car, and sue.
SECTION 3
The Timeline of Missed Payments
The Early Steps: 30 to 90 Days
After about 30 days unpaid, the lender reports you as 30 days delinquent - the first and biggest single hit to your credit score.
At 60 and then 90 days delinquent the score keeps dropping; near 90-120 days the loan moves toward default.
The Late Steps: Charge-Off, Collections, Court
Around 120-180 days unpaid, the lender CHARGES OFF the debt, but you STILL owe the money.
The debt goes to collections, and the creditor can sue; if it wins a judgment, it can garnish your wages.
SECTION 4
Collections and Credit Damage
The Debt Goes to Collections
After charge-off, the debt is handed or sold to a collections agency whose job is to recover it.
A collections account is a serious negative mark on your credit report and can stay for up to 7 years.
You Still Owe - and Damaged Credit Costs You
A charge-off and collections do NOT erase the debt; you still owe the money.
Your CREDIT score is a number that shows how reliably you repay debt; missing payments and collections drop it sharply.
A low score (Devon's fell to 505) means future loans are harder to get and cost MORE.
SECTION 5
Wage Garnishment: Taken From Your Paycheck
How It Happens
The creditor SUES Devon and wins a court judgment - an order saying Devon legally owes the money.
With a judgment, the creditor can order WAGE garnishment, taking money straight from Devon's paycheck.
How Much They Can Take
Federal law caps it: the LESSER of 25% of disposable pay, or pay above 30 x the minimum wage.
Devon's 25% of $600/week = $150/week, which is about $649.50 per month - more than twice the $300 payment.
SECTION 6
Options BEFORE Default: How to Stop the Slide
Reach Out Early
The instant you know you will miss a payment, call the lender - they would rather work out a plan than charge off a loan.
A deferment pauses or lowers payments for a set time and keeps you OUT of default.
A hardship plan reworks the payment schedule for a hardship like a job loss, keeping the loan out of default.
Act While You Are Only Delinquent
You can refinance into a lower payment or longer term to make the loan affordable again.
Every option is easier in the delinquency stage than after default; once a loan is charged off, your choices shrink fast.
SECTION 7
Scenario: Facing Default
Devon's Situation
Devon had a $9,000 car loan at $300/month and started at a 720 credit score.
At 30 days late the score dropped from 720 to 640; then 60, 90, and 120+ days delinquent followed.
What You'll Do in the Activity
Charge-off (530) -> collections (505) is a 215-point credit drop.
You will advise Devon on the best options BEFORE default to stop the slide.
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