
Debit Cards vs.  
Credit Cards
This topic clarifies the differences between debit cards and credit cards. This information is 
important to organizing your personal finances because there are benefits and drawbacks to 
using each type of card. Knowing the difference can help you decide how to use them to your 
advantage.
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Debit Cards vs. Credit Cards 
What’s the difference between a debit card and a credit card? Which one offers you more 
protection? How can each type of card benefit you, and what are the drawbacks associated with 
their use? We will answer those questions and more as we walk you through the different types 
of payment options.  
A debit card works like a check. Just like when you write a check, each time you use your debit 
card money is deducted from your checking account. The money is automatically withdrawn at 
the time of the transaction – unlike a credit card, where the charge is placed on a bill that you’re 
asked to pay later.

Using a credit card is basically the same as a loan. The credit card company charges you fees 
(called interest) when you borrow money by using the card. Your credit card lender will continue 
to charge you interest each month until the entire bill is paid off. But if you pay your credit card 
bills in full every month, you can avoid paying any interest charges.
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When you make a purchase with a debit card, many stores allow you to receive cash back. You 
also can use a debit card to withdraw money from an Automated Teller Machine (ATM). The 
amount of cash you withdraw is immediately deducted from your banking account. With debit 
cards, you typically cannot make a purchase or withdraw money for more than the balance in 
your bank account. In such a case, the transaction will be “declined.” If your account does let 
you purchase or withdraw more than you have in the account, you may incur an overdraft fee – 
depending on your agreement with your financial institution.

With credit cards, you typically cannot receive cash when you make a purchase, but many do 
offer you the ability to get cash if you pay additional fees; these transactions are known as “cash 
advances.” Credit card cash advances come with extremely high interest rates. Bottom line: credit 
cards should not be used to withdraw cash. You should use credit cards solely for transactions 
with merchants, like buying groceries or paying utilities. Always remember that you will have to 
pay back any purchases you make plus interest charges, unless you pay back the money you used 
before the billing cycle ends. However, credit cards do have some benefits over debit cards. Many 
credit cards offer bonuses like gifts, airline miles, or discounts with each purchase. And if you pay 
your bills on time, a credit card can help you build your credit rating. 
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Credit cards also offer greater protection if your credit card is stolen. Under the Fair Credit 
Reporting Act, the maximum liability you would pay for unauthorized use of your credit card is 
$50. With a debit card, if you report the card lost or stolen more than two business days after you 
learn about the loss, but less than 60 calendar days after your statement becomes available, you 
can be responsible for up to $500. 

If you’re just starting out or have credit problems, a secured card can offer you the convenience 
of a credit card while you work on building a credit history. So how do secured cards work? You 
secure the card by depositing cash in the credit card company’s account. You cannot touch this 
deposited balance unless you choose to close your credit card. Your cash deposit serves much 
like collateral for a loan. For example, you deposit $300 with the credit card company and you’ll 
be approved for a $300 limit on the credit card. If you decide to close the card, you will need 
to pay any balance you owe on the card and then you will receive your initial $300 back. If you 
choose not to pay the balance back, they will deduct what you owe from your deposit. And after 
you have established a proven track record of managing the card, you can apply for an unsecured 
card (one that does not require a cash deposit as collateral).

Understanding the benefits of your credit and debit card will help you plan purchases and 
choose the payment method that aligns best with your personal financial goals. 
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Debit Card Advantages
Don’t incur debt: You won’t incur debt with a debit card; you can only spend what you have in 
your checking account. You can sign up for overdraft protection which draws on savings if you 
overdraw your checking account and costs a fee. Debit cards don’t charge interest. 

Inexpensive for you: Debit cards have no annual fees. There may be maintenance fees on your 
checking account, but free checking is available at some institutions. Most financial institutions 
don’t charge anything if you withdraw cash from their ATMs with a debit card, whereas credit 
card cash advances generally cost high fees. 

Inexpensive for retailers: Retailers are charged fees for processing payments, and usually prefer 
when you use a debit card because it costs them less than credit card processing fees. In fact, 
some merchants will only let you use a credit card for purchases of a specified amount (e.g. $10 
minimum).  

Uncomplicated: Your debit card is attached to your checking account, while credit cards add an 
element of complexity to your finances – you have to remember another username and PIN, for 
example. Debit cards work in almost every situation where you can use a credit card.

Easy to obtain: Even people with poor credit can usually get a debit card. If you’re eligible for 
a checking account, the debit card comes with it. Debit cards can help you avoid credit card 
problems.
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Credit Card Advantages 
Increased protection: Debit card use draws money out of your checking account immediately. 
When you use a credit card, you essentially take out a loan for the purchase amount with a grace 
period to pay. You have more time to catch errors. Credit cards are also better protected against 
fraud than debit cards ($50 credit card liability limit; unlimited liability on debit cards).

Other benefits: Some debit cards with zero liability policies are available. However, credit cards 
make it easier to dispute charges, and some provide extended warranties on products you buy. 
Others offer roadside assistance or travel insurance.

Credit history: Having a credit card and maintaining it in good standing helps you build a strong 
credit record. If you pay your balance in full every month, you never pay interest. Debit cards 
don’t affect your credit history. Your credit score is important, because everyone is likely to need 
to take out a loan at some life stage. 

Perks: Credit cards typically have better options for reward programs such as cash back on 
purchases, discounts, or travel miles. 

Available credit: When you get a credit card, you’re assigned an available credit limit up to 
which you can spend, which may be larger than your checking account balance. Having a lot 
of available credit can help you avoid worries when you’re traveling or waiting for deposit 
authorization. 
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The mechanics of payment options such as debit and credit are 
important concepts to grasp when you are putting together your 

personal finance plan. Understanding the difference between 
debit cards and credit cards, and how each can be used to your 
benefit, can help you manage your money more prudently. You 

may become better equipped to make decisions about how to pay 
for purchases in a way that aligns with your goals.

Conclusion
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This activity presents a series of statements and asks you to fill in the appropriate card type 
– debit or credit – that matches each statement. The purpose of the activity is to reinforce 

your knowledge of the differences between debit and credit cards.

Activity: 
Identifying Card Mechanics
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Activity: Identifying Card Mechanics

Fill in the blanks with the appropriate card type that matches the statement.

When you use a __________card, the amount of the purchase is automatically deducted from your 
checking account.

 Debit 

 Credit 

When you use a __________ card, you cannot make a purchase for more than the balance in your 
account (e.g. if you have $400 in your account and want to make a $500 purchase, you will be 
unable to do so.)

 Debit 

 Credit 

With a __________ card, the lender pays for the purchase at the point of sale and you must pay the 
lender back later.

 Debit 

 Credit 

A __________ card is linked to a checking account.

 Debit 

 Credit 

When you use a ___________ card, if you do not pay off the card in full each month, you end 
up paying more than the amount for which you purchased the item due to interest and fees 
incurred.

 Debit 

 Credit 

Many __________ cards offer bonuses like gifts and airline miles with each purchase. Educated 
users who pay their bills in full each month can reduce the cost of other purchases.

 Debit 

 Credit 
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Activity: Identifying Card Mechanics

A __________ card is an alternative to carrying cash.

 Debit 

 Credit 

A __________ card is a loan from a financial institution, store, or company.

 Debit 

 Credit 

The lender who issues your __________ card charges you interest each month until the bill is paid 
in full.

 Debit 

 Credit 

In most cases, _________ cards offer greater protection in case of theft.

 Debit 

 Credit 

When you use a __________card at some stores, you can ask for cash back with your purchase. The 
amount of the cash would also be deducted from your account.

 Debit 

 Credit 
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