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Welcome

Welcome to Family Financial Education Foundation. Congratulations! You've made a wise and life-changing decision to get out of debt and take the necessary steps toward a brighter and more stable financial future. We hope you'll feel good knowing that you've joined with thousands of other individuals who are determined to stop their spiraling use of credit cards and ultimately become "debt free." We value you as a client and will assist you in working with your creditors to achieve your goals.

FFEF Mission Statement

The mission of Family Financial Education Foundation (FFEF) is to strengthen and support low to moderate income individuals, families, and communities by providing free customized education, counseling, debt management programs, and other related services.

Our Vision

  The vision of Family Financial Education Foundation is that each of our clients will free himself from the bondage of debt and be able to declare his financial independence. 


 


Chapter 1: What is a Budget, and Why is One Necessary for Financial Success?

Establishing and living by a budget is by far the most important thing you can do in order to live within your means; grow your level of savings for emergencies, education, and recreation; and reduce or eliminate your reliance on credit cards and loans. It's also the most effective way to ensure you have the money on hand to make your monthly payment in accordance with the Family Financial Education Foundation (FFEF) Debt Management Program and to take advantage of the "Roll-Up" process.


It's not just individuals that need to create and follow a budget. Governments, corporations, hospitals, schools, and other organizations must do the same in order to survive and succeed financially. 


Business executives spend hours deciding on the use of capital, while families sometimes spend only minutes on major decisions such as vacations, television sets, or remodeling their homes. The more it costs, the more time should be spent making the best possible decision. It's also important to decide what will happen if you don't make the purchase. Financial mistakes can be as devastating for a family as they are for a business.

Advice is what we ask for when we already know the answer but wish we didn't. —Erica Jong




A Budget is a Plan


In broad terms, a budget refers to a list of all planned expenses and income (revenue). The budget of a federal, state, or local government is a summary of, or plan for, the expected revenues and expenditures of that government. In the United States, the Federal budget is prepared by the Office of Management and Budget, and submitted to Congress for consideration. It's no secret that Congress makes many changes. Nearly all 50 states in the U.S. are required to have balanced budgets. Only the Federal Government is allowed to run deficits. 


A government budget is a legal document that is often passed by legislators and approved by a state's governor or the country's chief executive or president. Typically, only certain types of taxes and revenue may be imposed and collected. For example, property tax may be the basis for local revenues, sales tax the basis for state revenues, and income tax and corporate taxes the source for national revenues. 


The budget of a corporation or other business is compiled each year. A completed budget usually requires a lot of time and effort and can be seen as a financial plan for the new business year. While traditionally the finance department of a company creates the company's budget, computer software enables hundreds or even thousands of people in a company's various departments (sales, marketing, operations, human resources, information technology, etc.) to contribute their expected revenues and expenses to the final budget.


Nearly all large businesses today reforecast their original budgets each quarter (three months) of the year. As the months pass, the actual income achieved and expenses that must be paid can be compared to the budget and forecasts that were made at the beginning of the year. If the actual financial results achieved throughout the year end up being close to the budget, this demonstrates that the company understands its business and has been successful leading it according to plan. On the other hand, if the actual financial performance of the company is in stark contrast to the budget, this sends an 'out-of-control' message to industry analysts and investors, and the share price of the company's stock could lower as a result.



The waste of money cures itself, for soon there is no more to waste. —M.W. Harrison




  What Does Your Budget Say about Your Financial Management Ability?


Just as with a successful company, living within a budget and having money left over each month (positive cash flow) to save for emergencies or major purchases demonstrates that you're in control of your finances. If you come up short each month, with your expenses exceeding your income (negative cash flow), it's a strong signal you need to sharpen your focus on sticking to your budget.


If you're spending less than you earn, you could apply the extra money to one of your debts through the FFEF "roll-up" process or increase your savings or investments. If you're in a negative cash-flow situation, determine how you can cut back on your expenses. If you can't find ways to cut expenses, then evaluate what you currently view as "necessities." Chances are they may actually be luxuries you can live without. 


As new technology for managing money and banking continues to make spending easier, individuals, families, companies, and governments need to adopt more effective budgeting methods, strategies, and tools to balance their outflows to their inflows and avoid deficit (or debt-based) spending.


 


Chapter 2: Establishing a Budget

Do you cringe when you hear the word "budget?" Do you resist the idea of recording expenses and tracking spending? Once you start, you will be surprised to find that it can be quite enjoyable to know exactly where your money is going every month and how much is in the bank. Taking charge of your money will help you take charge of other areas of your life as well. You'll feel more confident. You'll be able to enjoy the time you spend with family and friends. You'll feel like the things you've always wanted to do or have are within reach. 


People who are in control of their finances are people who can account for their money. They plan ahead for needed cash, and they reserve money for foreseen as well as unforeseen circumstances. They organize their finances in much the same way that businesses do their financial planning. Far too many families live paycheck to paycheck without any plan. One of the greatest benefits of a budget is not financial. It is emotional. There is an enormous psychological lift given to those who think through their financial needs and establish a budget to get where they want to go. 


A budget doesn't mean you have to stop doing the things you like to do. It might for a little while, but as you manage your money better, you will find you actually have more money available to do the things you want. Managing money is like managing anything else. There must be accountability, control, and commitment. Money will not manage itself. Once the commitment is made, someone must take the responsibility to get the ball rolling. 


Here are the basics:


	Record everything you spend.



  	Use budget forms (see page 8).



  	Pay your bills all at once or at every pay period.



  	Keep your check register current, and balance your checking 		account monthly.



  	Include something you like to do in your budget as a reward.



  	Don't put off making critical decisions.



  	Involve family members.



  	Check your credit report annually. You can do this for free at 		www.annualcreditreport.com or you may want to contact FFEF 	for a Credit Score Review, which provides a quality report that 		reflects FICO scores and credit information from the three credit-reporting agencies. You will also learn how to improve 	your credit score and how to dispute errors.



  	Ask for help. 


I believe in looking reality straight in the eye and denying it. —Garrison Keillor



  Tracking Your Spending 


Maybe you have tried establishing a budget or spending plan before, and it didn't work. Do you know why? Perhaps you didn't plan enough for certain expenses or perhaps you had unexpected emergencies. Maybe your paycheck was less than you had calculated. Tracking your spending will help you determine where your money is going. It is critical to building a workable budget. Most people get a big surprise when they track what they actually spend each month. For instance, if you buy a $1.50 soft drink in the company cafeteria or vending machine each day, it seems like an insignificant amount and after all, you deserve it. Of course you deserve it, but are soft drinks what you really want to spend $390 a year on? Isn't there something else you would much rather treat yourself to with that money? 


Carry a small notebook with you in which you can write down everything you spend on a daily basis. Trying to remember everything you spend will not give you an accurate record. Too many things will be forgotten. Having a notebook with you will help make sure that every tip you leave or stop you make at the convenience store or vending machine gets recorded. You'll need to add these daily expenses to the major monthly expenses you have like your house payment or rent, groceries, etc. 


In addition to writing down all the little expenditures, keep all of your receipts. Receipts are not only a helpful way to track what you're spending, but they also help you determine where you can reduce what you're spending. At the end of each week, sort the receipts into categories and total each category for a true picture of where most of your money goes. Consider not carrying cash but paying for each expenditure by check. If a merchant doesn't accept checks, maybe you really don't need to make the purchase. 


Some people find it difficult to be completely honest about their spending. It is not uncommon to find one spouse in denial regarding the amount of spending he or she does. Real resolution of your spending or outflow cannot happen unless all household members are willing to take responsibility for what they contribute to household expenses. 

To really see how much difference those insignificant purchases can add up to, put the $1.00 in a piggy bank every time you are tempted to buy a drink. Then use the money at the end of the year toward something you really want or pay off one of your smaller creditor balances. Do this for each insignificant purchase you make, and you'll be surprised how much you will have. 




Using Budget Forms 


Your FFEF counselor can help you create a budget that will prevent you from having financial troubles in the future. There are many excellent budget forms on the market to help you get a grip on your finances. You can find the FFEF Personal Financial Statement and Monthly Budget Form on our web site at ffef.org. Microsoft Office Online has an excellent template for a budgeting form at their http://office.microsoft.com website. There is also a large selection of books at your local library that contains forms and instructions for tracking your spending. You can find forms as simple or as complex as you want. Keeping complete records of all your financial history has many advantages. It will help you not only take care of your needs, but it will also help you obtain the things you want (see Figure 1). 


Using budget forms lets you see the big picture. People are usually surprised at where their money is going once they start keeping records. This section will help you begin to define your budget—your budget will be different than anyone else's. Studies show that writing things down greatly increases your chances of actually doing what you say you will do. 


What is the Difference between Gross Income and Net Income? 


When you are creating a budget for yourself, it is easiest to work with the amount of income you receive monthly because most of your bills will be paid monthly. Two terms are commonly used when discussing income. They are "Gross Income" and "Net Income." Gross Income is the amount of money you are paid before any deductions are taken. It is the amount you actually earn. It will appear on your pay stub labeled as Total Earnings or Gross Income or other similar term. Very few people have their full Gross Income at their disposal. 


Net Income is the amount of pay that remains after all payroll deductions are made. It will appear on your pay stub as Net Pay or Net Income. It is often called Take-Home Pay. The deductions will include not only those you are legally required to pay, but also any deductions you have elected or chosen to pay such as health insurance and a contribution to your 401(k) fund. Common deductions include:

	Federal Income Tax 

  	State Income Tax 


  	Social Security Tax 

  	Medicare Tax 


  	401(k) 

  	Cafeteria Plan


  	Simple IRA Savings 

  	Dental Insurance 


  	Health Insurance 

  	Life Insurance 


  	 Long-term Disability Insurance 

  	Garnishments


It is important to know how much your Net Pay or Net Income is because this is the amount you will use when creating your monthly budget. Locate your most recent pay stub and: 


1. 	Find the Gross Income or Total Earnings.

2. 	Find the Net Pay or Net Income. 



 




Calculate Your Household Monthly Income 


If your paycheck is the same amount every time, it will be easy to determine your Monthly Net Pay. Find the Net Income amount on your pay stub and use it to calculate your Monthly Net Pay. Use the appropriate formula below to determine the amount. Formulas are based on an average of 21.67 working days per month.




If your paycheck varies each time, calculate your Monthly Net Pay as follows. 


1. 	Gather as many of your past pay stubs as you can find (3 months minimum up to 6 months).


2. 	Add the amount of Net Income on each pay stub. 


3. 	Divide the total by the number of pay stubs. This is your average Net Income per paycheck. 


Use this number to determine your Monthly Net Income based on the number of times you are paid each month using one of the previous formulas. In addition to or instead of a paycheck, you may have other sources of income you receive each month. These may include: 


	Child Support 

  	Disability Pay 


  	Pension 

  	Investment Income


  	Social Security 

  	Public Assistance 


  	Unemployment 

  	Bonuses 


  	Rental Income


These all contribute to your Household Monthly Net Income. If you share income with someone such as a spouse, partner, parent, child, etc., this should be included in your Household Monthly Net Income also. Add these together. 


Record your Household Monthly Net Income:___ 



  Understanding Your Monthly Expenses 


To really understand what your total monthly expenses are, you must include four types of expenses: Fixed, Variable, Discretionary, and Periodic. 


Fixed Expenses: These expenses are the same every month. They include things like your rent or house payment or car payment. Examples of Fixed Expenses include: 

	Rent/House Payment 

  	Car Payment 


  	Loan Payment 

  	Child Support 


  	Insurance 

  	 Day Care


  	Alimony


Variable Expenses: These are bills that must be paid every month but the amount due is not always the same. They include things like utilities, groceries, and gas for the car. Examples of Variable Expenses include: 

	Utilities 

  	Telephone 


  	Groceries 

  	Credit Card 


  	Gasoline 



Discretionary Expenses are those expenses that are optional. 

Examples of Discretionary Expenses include:

	Cell Phone 

  	Contributions 


  	Entertainment 

  	Clothing 


  	Hair Care 

  	Dining Out


  	Vacation 

  	Dry Cleaning


  	Gifts for Birthdays, Anniversaries, Holidays


Periodic Expenses: These expenses do not have to be paid every month but only at certain intervals throughout the year. Examples of Periodic Expenses include: 

	Tuition 

  	Income Tax 


  	Property Tax 

  	Auto License and Registration


  	Insurance Premiums



To create an accurate monthly budget, all of these expenses must be accounted for. It may take you several months to get each of these numbers right. As each month goes by, add each expense to your list until you have included everything. It may take a whole year, but the more accurate your records are, the more control you will have over your finances. Eventually you will have a record of every dollar you receive and spend. 


Evaluate Your Budget 


Regular evaluation of your budget will help you determine if it is working. Once you've established what your income and expenses are, you want to get them as close as you can. Most of the time, they won't match exactly because not everything can be predicted exactly. The point of having a budget is that your income and outflow don't differ too much. Review your budget every month. Monitoring what happens each month will put you in a better position to make necessary adjustments to keep your plan on target. Sit down with all the members of your household to evaluate your progress and make any modifications you feel are necessary. Update and revise your plan on a regular basis as your goals are reached and new ones are set. 


The purpose of your plan should be to find the best way to improve your family's finances. Your plan will become more defined the more specific you make your purpose. Once you have control of your current spending, you'll want to turn your budget into a plan for the future. Would you like to spend less on some things? Are you saving as much as you should be? Are you investing enough to reach your retirement goals? Armed with this information, you can realize your short- and long-term financial goals and attain economic prosperity. It is a proven strategy. 

If you think nobody cares if you're alive, try missing a couple of car payments. 

—Earl Wilson




Let's Review


1. What is Everyone Spending? 


Try holding an honesty session in which each member of the household reviews each spending category and declares what he or she has spent. To ensure willingness to cooperate, rules should be established beforehand which state that no judgment must take place and the only comments allowed by any individual are those about his or her own spending. This will go a long way toward helping you determine the true household outflow you have. Record each amount as it is stated on a piece of poster paper so everyone can see the status of the household expenses. Explain that this is a learning exercise and there is to be no punishment or bullying following the session for any honesty declarations made. 


2.  Beginning Your Budget—Your Monthly Income and Expense Statement or Balance Sheet 


The following lists will help you begin calculating your monthly budget. Use them for practice and then enter the final numbers on budget forms you acquire and complete every month. Keep all your forms in some kind of notebook or file folder so your records are at your fingertips anytime you need them, e.g., for income taxes at the end of the year. 


Monthly Outflow 


A. Make a list of this month's fixed monthly expenses and add the 	amounts. 


	Rent/House Payment 

  	Car Payment(s) 


  	Loan Payment(s) 

  	Child Support 

  	Insurance 

  	 Other


  	Alimony



Record your total Fixed Monthly Expenses:___


B. Now make a list of your variable monthly expenses and add the amounts


	Water 

  	Electricity


  	Heat 

  	Telephone 


  	Cell Phone 

  	Groceries 


  	 Credit Card(s) 

  	 Gasoline (Car) 


  	 Contributions 

  	Entertainment 

  	Clothing 

  	Haircuts 


  	Medical/Medications 

  	 Other


  	Day Care 



If possible, record these for the past six months. If not six months, then record as many months as you can. The more months you can find, the more accurate your budget will be. If you haven't kept records, then begin recording these variable expenses now and use the totals after 

  five or six months to determine your monthly Variable Expenses. 


Record the totals.


Month 1__

  Month 2 __

  Month 3 __

  Month 4__

  Month 5 __

  Month 6 __

  Total __


divided by 6 = __


This is your average Monthly Variable Expense




  C. Make a list of your Discretionary Monthly Expenses and add the amounts.


	Cell Phone 

  	 Contributions 


  	Entertainment

  	 Clothing


  	Hair Care 

  	Dining out 


  	Birthday Gifts 

  	Anniversary Gifts


  	Holiday Gifts 

  	Vacation


  	 Dry Cleaning 

  	Other



If possible, record these for the past six months. If you haven't kept records, then begin recording these discretionary expenses now and use the totals after five or six months to determine your monthly Discretionary Expenses. 


Record the totals.


Month 1__

  Month 2 __	

  Month 3 __

  Month 4__

  Month 5 __

  Month 6 __

Total __ 

divided by 6 = __


This is your average Monthly Discretionary Expense

D.	 Now make a list of your periodic expenses. Try to include everything you spend during the year. 


	Tuition 

  	 Insurance 

  	 Income Tax 

  	 Memberships 


  	Car Registration 

  	Other



Annual Total __ 

divided by 12 = __


This is your average Monthly Periodic Expense

E. Now add: 


Monthly Fixed Expenses 		___

  Monthly Variable Expenses 	___

Monthly Discretionary Expenses  ___

Monthly Periodic Expenses  	___


Total Monthly Expenses Monthly Inflow 		__

Subtract your Total Monthly Expenses from the Household Monthly Net Income you calculated earlier.


Household Monthly Net Income	 __

minus	Total Monthly Expenses 	         __


TOTAL		 __

This is your Monthly Income and Expense Statement or Balance Sheet. Do you have money left over, or do you need more income to cover your expenses? 


3. Where to Make Changes 


Why is knowing your income and expenses important? Now that you have determined what you are receiving and what you are spending, you can make adjustments so you can begin paying off debts faster, saving for emergencies, and investing for the future you desire. What are you spending that you can eliminate? Is there a way to increase your income? List below three areas in which you will commit to reducing your monthly outflow. It is usually easier to reduce variable expenses than fixed expenses. 

  1.___

  2.___

  3.___


Now list three ways in which you will commit to planning for the future. These could include things like buying a home, opening an IRA, starting an emergency savings account. They should be things that are important to you and your family. 

  1.___

  2.___

  3.___


How much will you commit to saving or investing each month toward these plans? 

  1.___

  2.___

  3.___

 



Chapter 3: Saving Makes Good Cents

Saving is most easily defined as keeping something valuable now to use in the future. This requires discipline, sacrifice, and planning. 


	Discipline: an individual must control the desire to use the valuable item immediately 


  	Sacrifice: the individual must go without items that could be obtained immediately 


  	Planning: the individual must anticipate and know how to prepare for future events and establish a savings goal 


If you would be wealthy, think of saving as well as getting. —Benjamin Franklin

 

The Reasons We Save 


Everyone can save. Some people have fewer resources than others and may only be able to save small amounts infrequently, but there are ways for everyone to save something. Everyone has a reason to save, but not everyone has the same reason. More universal reasons to save include:


Retirement: Planning for retirement is critical. The future is unpredict-able and illness and disability that sometimes accompany old age can be costly. While the attitude to "live for today" that was advocated in the Sixties and Seventies was appealing, many are finding that it can make life tomorrow very miserable.


Education: Statistics on the cost of education are readily available. Whether you are planning for higher education for yourself or for your children, the ability to get an education without a loan makes the education even more valuable. Enjoy the days after you or your children graduate from college instead of spending the next twenty years paying for an education with money that could have been invested.


Investment: Many an opportunity has been missed by those who used all their resources on a daily basis so that when a good opportunity presented itself, they were unable to take advantage of it. Whether it's property, a business, or some other commodity, having resources to take advantage of a lucrative investment is very rewarding.


Special occasions: From weddings to funerals, the costs of a special occasion are continually increasing. Parents who want to throw a big party for their children's weddings had better start saving now. On the other hand, even the most basic funeral requires a significant financial output. Help ease the loss for your children by having savings in place to cover these expenses. 


Preparation for emergencies: Emergencies can take many forms. They can be as big as injuries that cause a person to be away from work for long periods of time or natural disasters that cause the loss of home or property. They can be as small as a car repair or a leaking faucet.


Feast or famine: The times that things are going well and you are making a good income are the most important times to save. It is easy to convince yourself that you can spend freely when the money is coming in, but no one can predict when that money might fail. Being prepared for the possibility of lean times is important.


Determine the reasons that are important to you. Saving for something you know is important makes learning how to save a little easier.

Christmas is the season when you buy this year's gifts with next year's money. 

—Author Unknown




How We Save 


When we talk about saving, we generally think of putting money in a savings account to earn interest, but there are several ways to save:


In-kind savings: Rapidly rising prices decrease the value of money that is saved. When inflation is high and prices rise continually, or when people live in an area where access to a bank is difficult, they sometimes save commodities rather than cash. Farmers may save grain. Ranchers may save cattle or sheep, which produce offspring and by-products. Even food storage by an individual or family is a form of in-kind saving as it saves the person or persons from paying higher prices a year in the future. Some people invest in jewelry, artwork, antiques, or coins and save them for several years until their value increases substantially. The value of some of these commodities increases more rapidly than cash in a savings account.  A good deal of personal knowledge or advice from a trusted resource is required to benefit from saving commodities. The disadvantage of saving commodities rather than cash is that some commodities are less quickly converted to cash when an emergency arises.


Cash savings: It is a good idea to keep some cash where it is readily available for unexpected immediate needs. The advantages of cash are that you can carry it with you, and it can be traded for just about anything. Cash at home is easily accessed, but that also means it's easily accessible to other people besides you. If there is a bank conveniently located, it is best to deposit most of your emergency cash there and just keep a small amount at home.


Savings accounts: This is the form that pops into most people's heads when the subject of saving arises. These accounts can take many different forms. In addition to the standard deposit account, IRA, universal life insurance, and CDs (certificates of deposit) are all ways to save. Savings accounts pay a fixed interest rate on a lump sum of money. Generally, the longer you are willing to leave the money in the account, the greater the interest rate you receive.


Cooperative savings groups: When people don't have the resources to save enough to invest significantly, they sometimes form cooperative savings groups. By saving as a group, they can pool their monies and thereby accumulate a larger amount of money more quickly to make an investment. The group shares the risks, and they can rely on each other for help when an emergency arises. Some groups purchase property, some buy commodities, and some purchase a business and share the operating responsibilities. 

Profits from the venture are distributed based on the contribution each member made. When considering a savings group, each member of the group should express their goals and expectations clearly and specifically. "To save for retirement" is not a clearly defined goal. How much and by when should be part of the definition. 


Savings groups are usually more successful when the members of the group already know and trust each other. The more similar group members' interests, goals, backgrounds, and incomes are, the less likely they are to quarrel and the more likely they are to make decisions that benefit everyone. Many cases involve paying money into a cooperative to purchase property, etc. The most successful savings groups have eight to fifteen members. Decide how often the group will meet, how much each member can contribute, what the rules and regulations will be, and who the leaders will be and for how long. A successful savings group generally has the following characteristics: 


		A common bond 


  	Clear objectives 


  	Agreement to follow the established rules 


  	Honesty and the willingness to work hard to achieve the objectives 


  	Participation in regular meetings and decision-making 


  	Necessary leadership or team-member qualities 


  	Accurate records of their activities


  	A Money Market account


  	Investment in stocks, bonds, mutual funds, etc. 



If the people you are considering including in a savings group don't share these qualities, you may want to reconsider your membership. Notice that a large income is not a requirement. When you first begin your group, keep it simple. If you are successful, and bigger goals are established, be sure to get good advice from an accountant or financial advisor so you can make the most of your investment. 

The safe way to double your money is to fold it over once and put it in your pocket. 

—Frank Hubbard




Start Saving Today 


Recognize now the long-term importance of establishing consistent savings habits. The habit is firmly established when money is regularly deposited into a place that is paying interest to you. Here are a few simple tips to get your savings plan off the ground:


1. Commit to learning how to manage your money better. There's no doubt that personal money management has become complicated and a far cry from the simple bookkeeping of years ago. Consider taking a course in personal finance at your local community college or continuing education program. Talk to your FFEF debt management counselor and ask for suggestions on how to better understand the best way to handle your money.


2. Slow down your spending. It's hard to decline an invitation to lunch with your coworkers from the office, but if you bring your lunch to the office then you won't feel obligated to go. You don't have to turn down every luncheon invitation, but declining every other one will start to make a little dent in the amount of money you're putting out every month. Watch for little ways that you can curb the amount you spend. Remember, if you save $7.00 per working day by not going out to lunch, over a year you would save $1,820.


3. Look for ways to enjoy your free time that don't cost money. There are some great ones. Activities like taking your family to the park, attending school plays and concerts, or taking a bike ride around your neighborhood are all enjoyable and economical. Many other activities can be found in your local newspaper or visitors' bureau. Watch for listings on your state's website of coming events that don't require you to spend money. If you don't have Internet access at home, visit your local library. Most libraries now make the Internet available to the public.


4. Put money in savings at the beginning of the month or the day you receive your paycheck, instead of waiting until the end of the pay period when you have found reasons for spending everything and have nothing left. Many employers offer automatic payroll deductions and will electronically transfer funds to your savings account on a consistent basis. Always pay yourself first and place the funds in a savings account that will build and give you peace of mind. Another option is to have your bank transfer a portion of your funds from your checking account into your savings account on a monthly basis.


5. Establish a fixed amount that you will commit to saving each month regardless of other needs and wants and regardless of the sacrifices that must be made. To begin with, this amount may be as small as $10 or $20. You will soon discover that the feeling of accomplishment you have from saving money will encourage you to increase the amount you save. A good rule of thumb is to save at least 10% of what you make. Start small and work your way up to an amount you feel comfortable with. The Armchair Millionaire (www.armchairmillionare.com) suggests the following ways to help you save:


6. Save automatically. The easiest way to save automatically is to set up an automatic investment plan with your broker or mutual fund company—or wherever you decide to save and invest your money. This will enable a set amount of money to be automatically withdrawn from your checking account each month and automatically placed into the investment of your choice. This service is nearly always free. The best thing about it is that it's painless—the money is gone before you know it, so you never really miss it.


7. Save enough. To make a real difference in your long-term financial health, you need to sock away a substantial part of your income—at least 10% of your take-home pay. If you absolutely can't do 10% right now, start at 3% or 5%, but commit to increasing it as soon as you can. If you think this is impossible, just think back to a time (it probably wasn't too long ago) when you earned less than now. You still found a way to make ends meet, didn't you?


8. Do the math. Little will do more to motivate you than knowing how much your "pay yourself first" money can grow over time. Let's assume that you bring home $3500 a month and that you decide to save 10%, or $350 a month, over the next 20 years. Assuming an annual growth rate of 9%—historically, an extremely realistic number—your $84,000 total investment would grow to over $235,000 in 20 years.


9. START NOW. Without a doubt, saving that first month's amount can be difficult. But starting is the only hard part—once you get started, it's all downhill from there. You'll not only get used to saving money, you may even forget that it's happening.

The future, according to some scientists, will be exactly like the past, only far more expensive. 

—John Sladek

A bank is a place that will lend you money if you can prove that you don't need it. 

—Bob Hope




Is Borrowing Easier? 


When you are faced with an emergency, it may seem easier to borrow the money to take care of the problem rather than having to save the money for yourself. Borrowing doesn't require an immediate sacrifice, and you can get the money right away and then pay it back later after the emergency is taken care of. But is it really easier?


Borrowing is expensive. Not only do you have to pay back the money you borrow, you have to pay the interest charged for borrowing it.


Borrowing is risky. It may seem easy the first time you borrow for an emergency. But when the next problem comes along, it may not be so easy to borrow to cover it, especially if you are still paying off the first loan. A few unexpected emergencies can put you in a dangerous financial situation. Talk to your FFEF debt management counselor about ways to reduce your current expenditures so you can begin to put a little away to cover the unexpected. Emergencies happen to all us.


Borrowing can be depressing. Banks don't want to lend money to someone they are not sure will be able to repay the loan. Just because you need the money doesn't mean you will be able to get a loan. If you have saved the money, you will be spared the poor self-image that can result from having a loan application rejected.


Borrowing causes stress. If you are able to obtain a loan, then you are faced with finding the extra income every month to make the loan payments. If you didn't have enough to save the money in the first place, how will you have enough to pay the loan? If you are unable to make the payments on time, you run the risk of having your credit standing lowered. 

People are living longer than ever before, a phenomenon undoubtedly made necessary by the 

  30-year mortgage. —Doug Larson

 


Chapter 4: Retirement: Are You an Ant or a Grasshopper?

It was wintertime, the ants' store of grain had got wet and they were laying it out to dry. A hungry grasshopper asked them to give it something to eat. "Why did you not store food in the summer like us?" the ants asked. "I hadn't time," it replied. "I was too busy making sweet music." The ants laughed at the grasshopper. "Very well," they said. "Since you piped in the summer, now dance in the winter."	   —Aesop's Fables 


This all-too-familiar tale from childhood can ring unpleasantly in our ears if we start to feel like the grasshopper rather than the ant. In his 2003 paper for the University of Chicago entitled, "Grasshoppers, Ants and Pre-Retirement Wealth: A Test of Permanent Income Consumers," Erik Hurst states that his research showed "the population is comprised of two types: 'economic ants' who follow some sort of optimizing consumption rule and 'economic grasshoppers' who do not plan for predictable future periods of low income. While most of the population is comprised of these economic ants, the remaining 20% of the population who follow myopic consumption rules cannot be ignored. For example, it is these households who would have the largest consumption response to a temporary tax cut or who would suffer the greatest welfare loss from the elimination of the social security system." 


Every time an unexpected expense arises, do you ask yourself why you haven't been saving to prepare for it? Boyce Watkins, a professor of finance in the Whitman School of Management, suggests people are broke for the same reason they are overweight or out of shape. "We don't make the choice to have the discipline. Most spendaholics are people who spend beyond the point of satiation, just like overeaters. You can design a budget to give you some elbow room so you have the money to do the things you want—but you have to set a limit, and you have to set it in advance." 


If you find yourself repeatedly without money when emergencies arise, perhaps it is time to take a good look at your financial habits. Erik Hurst found that "households who enter retirement with lower than 'normal' wealth do so because they had consistently followed near-sighted consumption rules during their working years." In other words, they always had poor saving habits and spent all their income rather than saving any. Contrary to what the grasshopper might believe, Hurst found "...these households had similar opportunities to save" as the households that entered retirement with sufficient savings. If you need to change your saving habits, the time to start is now. 

 Those that understand interest collect it. Those that don't, are doomed to pay it.




A Retirement Formula That's Worth Thinking About 


In most circumstances, the older you get, the more you are able to save. By following the steps listed below, you can become a millionaire. The following example reflects investing in mutual funds that earn an annual average return of 8%. 


1. 	Invest $50 a month for the first 4 years ($1.67 per day). 

  2. 	Invest $250 a month for the next 5 years ($8 per day). 

  3. 	Invest $500 a month for the next 15 years ($17 per day). 

  4. 	Invest $1,000 a month for the next 13 years ($34 per day). 


The result? If you don't withdraw any of the funds for the full 37 years, you'll have $1,000,000 for retirement. Better start today! 


President Roosevelt signed the Social Security Act on August 14, 1935. Since then, more than 420 million people have been provided with a Social Security Number and a sense of security for retirement. 


It is never too early to take a close look at what your financial status will be when you retire. Although the Social Security program has been very successful, things have changed somewhat over the past 70 years. People today live longer, they retire earlier, living expenses are higher, and guaranteed income from pensions and government programs is diminishing. In 1940, for example, the average man could expect to live to age 61. Today the average male lifespan is 74. A woman, in 1940, could expect to live to 66. Today she will probably live to 80. Baby boomers are now beginning to retire, and there are 78 million of them. For each person retiring, the number of people paying into Social Security will drop from 3.3 per person to 2.1 per person by 2031. The other number dropping significantly is the amount the average American is saving every year. An individual who would have saved 10.8% of his or her income 20 years ago, would now save just above 1%. 


But there is good news. With so much attention focused on the question of how much Social Security money will be available over the next few decades, changes are being made to saving incentives to encourage people to increase the amount they save annually. Automatic enrollment with yearly increases in contributions for 401(k) plans, Simple IRAs, or other investment vehicles, increased deposit limits for retirement plans such as IRAs, and tax incentives for long-term savings are being put in place to take some of the weight off Social Security. 


Even more important than these incentives, Americans are starting to see the big picture and are taking greater personal responsibility for their financial security during retirement. Recent surveys indicate that more than 77% of people believe Social Security will provide only 50% or less of what they will need once they retire. The Federal Government thinks this is a pretty accurate belief. The younger the people surveyed, the less they believed Social Security would provide. Those in the 18 to 35 age bracket believe Social Security will provide less than 25% of their retirement income. 


That means you must find a way to make up the difference between what Social Security will provide and what you will need to maintain a satisfactory lifestyle. 

Every day I get up and look through the Forbes list of the richest people in America. If I'm not there, I go to work. —Robert Orben




How Can You Prepare for Retirement? 


When thinking about retirement, money is the biggest concern most people have. While the idea of spending your day the way you choose and doing some of those things you've always wished you had time for is something to look forward to, how to pay for them can be a big concern. Retirement can sneak up on you so the sooner you start to plan for it, the more you will be able to enjoy it. Along with accepting the need to supplement your Social Security benefits, you must also make plans for how that supplement will be met. 


With so many options to consider, understanding how to make a plan you can feel good about can be overwhelming. Consulting a trusted financial advisor can be a good way to help you decide what options will be best for you. Your FFEF counselor can help steer you in the right direction. 


Have a Goal 


Like anything else in life, it's pretty hard to know when you've arrived if you don't know where you're going. 

The first step in a successful plan for retirement is determining how much you want to save. The following may help you get started: 


Describe the lifestyle you hope to have in retirement: 


Where would I like to live?___

  What vehicle will I drive? ___

  I've always wanted to visit: ___

  I'd like to help my grandchildren by: ___

  I want to donate to: ___

  I want to___

  I want to___

  I want to___


Based on that lifestyle, develop a monthly budget for expenses. A good place to start is a list of your current monthly expenses (see page 40 for help with this). Include additional things like health insurance, long-term care, and prescriptions. Medicare won't cover all your health expenses so consider supplemental health insurance coverage. 


Consider ways to make up extra income you might need. That might include:


	Increasing the amount you are saving every month.



  	Delaying your retirement date and work longer to help you 		accumulate more savings and to reduce the length of time your 	savings will need to cover.



  	Working part-time after you retire to reduce the amount of savings you need to withdraw every month.



  	Reconsidering the lifestyle you want and see where you can 			reduce expenses.




When I was young I thought that money was the most important thing in life; now that I am old I know that it is. —Oscar Wilde



Something to Think About 


When you're just about ready to retire is not the best time to be thinking about your financial plans. The chart shows how a savings of $100 a month can grow over different time periods. You can see that the sooner you begin, the greater the benefit. The numbers on the left show interest rates you might be able to earn on your savings and the numbers across the top show the number of years you leave the money in savings (see table below).






  Where Should You Put Your Money? 


Once you've decided how much you need to save, determine how many years you have to make your money work for you before you retire. There are many ways to invest your money. Some of them are listed here. Talk to your financial advisor to learn about other options and which ones will work best for you. 


Don't put all your eggs in one basket. If you invest in more than one option, you can reduce the risk of losing money. If one of your investments decreases in value, an increase in value of another investment can help offset the loss. 


The 401(k): The 401(k) is one of the easiest ways to save for retirement. It is a long-term savings plan instituted by an employer in which a deposit is deducted automatically from your paycheck and invested by a plan manager. It is important that you educate yourself on the investment options your 401(k) offers you and take an active part in watching how the value of the investments changes. Either your employer or your plan manager will make information available to you about how to control your investment and the funds available for you to invest in. 


Two very good things about a 401(k) are: 


1. Employers often contribute matching funds to your 401(k), e.g., if you deposit 1% of your salary, your employer deposits a matching amount of money up to a defined maximum. This could double your savings because you are receiving a 100% return on your contribution without factoring in interest.


2. Federal (and sometimes state) taxes on the money you deposit are deferred until you draw the money out (typically at retirement) so less is taken out of your paycheck for taxes. 


Defined Benefit Plans: A defined benefit plan is a pension plan that is managed by your employer. It guarantees you a specific amount of money when you retire, which is usually paid in monthly checks for as long as you live. These plans are protected by the federal government, which ensures that you will receive the benefits even if your employer goes out of business. Some employers are beginning to change defined benefit plans to cash balance plans. For information, visit www.dol.gov.


Defined contribution plans 403(b): 


Tax-Deferred Annuities: This plan works like a 401(k) but participation is limited to nonprofit organizations such as schools, hospitals, and churches. 


Keogh Plans: These plans are designed for self-employed workers and their employees. There is an annual limit to contributions and also to the total amount of contribution. 


Traditional IRA (Individual Retirement Account): Created in 1974 to encourage people to save for retirement, this plan allows anyone, regardless of amount of income, to contribute up to specific annual limits as per the table below. You may be able to deduct the amount of money you deposit from your adjusted gross income when preparing your Income Tax up to an annual limit based on your salary. Your contributions are tax deferrable when deposited but will be subject to tax when you withdraw them. If you withdraw the funds before you are 59-years old, a penalty will be charged unless the funds are to be used for education expenses or towards the purchase of your first home. 

People 50-years and older are allowed to make catch-up contributions, that is, additional deposits over and above the annual maximum contribution. Withdrawals must begin by the time you turn 70-years old.

[image: current and future IRA contributions]


*You must be projected to reach age 50 or older by 12/31 of the tax year to which the contribution relates.


**Annual contribution will be indexed for inflation in $500 increments thereafter.


Keep in mind that the tax rules change all the time so have your financial advisor help you stay current on IRA standards. Visit your local credit union or bank for information on the amount of contribution you are eligible to make. 


Roth IRA: Established in 1997, this plan can be started anytime during any year you earn taxable income. Money can be deposited up to certain annual limits and is not tax deferrable. The earnings, however, are tax free and you pay no taxes on withdrawals provided the withdrawals take place five years or more after the Roth IRA is established and after you turn 59. 


The Roth IRA also differs from a Traditional IRA in that you are allowed to continue contributing after age 70 and there are no pre-death minimum withdrawals. If you contribute to a Traditional IRA and a Roth IRA, there are limits to how much you can contribute to each. Check with your financial advisor for information. 


SIMPLE IRA: Savings Match Plan for Employees is an IRA plan for employees of small companies with 100 or fewer employees who earn at least $5,000 per year. You may contribute up to certain annual limits and your employer will make matching contributions to certain levels much like a 401(k). People 50 and older may also make catch-up contributions to these plans. The tax benefits are much the same as a Traditional IRA. 


Annuities: This account is a contract you make with an insurance company. Your contribution can be in one lump sum or in a series of payments. The contract guarantees that payments will be made to you for life or over a specific time period depending on the type of annuity you hold. Annuity returns can be fixed, variable, or equity indexed. Talk with a financial advisor to see if an annuity is suitable for you. 


My, How Your Money Grows 


The following shows how your money can grow at just 4% interest in an IRA account. You can see the value of beginning early, but anytime is better than never starting at all. The following is based on a $3,000 per year contribution beginning at the age of 25. 


The total investment over a 40-year period is $120,000 but because of the compounding of interest, you make over $170,100. The result is more than double your initial investment.

IRA growth over time:

Age	    25-	Return	$3,000

Age 35	- Return	$36,100 

Age 45	- Return $90,000 

Age 55	- Return $170,350 

Age 65 -	Return $290,100


Keep Your House in Order 


Once you've started on the road to a financially healthy retirement, make sure you stay on track. Like most things, your finances can get a little dusty if they're not shaken out regularly. Review them on an annual basis so you can make adjustments where necessary to ensure you reach your goals.


	Interest rates change all the time, so don't assume the rates you have currently are the best ones available. Visit www.bankrate.com to compare.



  	Check on your 401(k) investments and make sure the allocation 		you've made is giving you the best return on your investment. 



  	 See if you can make any additional contributions to your IRA and take full advantage 

    of the pre-tax savings.



A basic estate plan includes a will, an assignment of power of attorney, medical power of attorney, and a trust. If you don't have a will, make sure you get one. You can visit www.nolo.com for basic legal help. If you own a home or a business, you may want to hire a lawyer to handle the paperwork. It will cost $500 to $1000 to do this, but the money that will be saved for your estate will be worth it. 


Let's Review


How Much Monthly Income Will I Need at Retirement? 


1. Determine what you will need for the retirement lifestyle you hope to have by breaking down the monthly expenses such a lifestyle will require. Use the list below as a place to start. For each of the items list what you pay currently AND what you expect to pay at retirement. Add to it any additional expenses you can think of. Include things like long-term care insurance and supplemental health insurance. Remember that you may spend less than you currently do on some expenses at retirement such as groceries and special occasions. 

Total Expected Monthly Expenses

	Rent/House Payment/Taxes


  	Utilities/Water/Electricity


  	Groceries


  	Gasoline/Transportation


  	Cable/Satellite


  	Telephone


  	Cell Phone


  	Internet


  	Home/Renter's Insurance


  	Car Insurance


  	Car Payment


  	Medical/Medicines


  	Credit Card


  	Loans 


  	Vacation


  	Gifts


  	Entertainment


Total current monthly expenses: ____

Total expected retirement expenses/month:____


2. Now figure how much you currently have for monthly retirement income using Social Security and any other income you will be eligible for. You should be receiving an annual statement from the Social Security Administration showing your current benefits status. Add these together to get the total.


  Social Security 401(k) 		___

  Pension 				___

  IRA  				___

  Income Allocated from Savings	___


  Total Monthly Retirement Income 	___


3. Subtract your monthly expenses from your monthly income: 


Monthly Income 	 ___


Minus Monthly Expenses 		       	___

= TOTAL: ___

If the total is positive, you're lucky. Your income will cover expenses. If it is in the negative, you will need to plan some extra savings. 

 


Chapter 5:  There's More to an Education than Good Grades

Retirement planning and education are taxpayers' two most important financial planning concerns. The convenience of automatic deductions and tax-deferred deductions encourage us to fund our retirement plans while education accounts for our children are often forgotten until it's almost time for them to register for college. The growing concern for many parents is whether or not they will be financially capable of sending their children to college. College tuition can range anywhere from $5,000 to $30,000+ per year, and the average bachelor's degree requires at least four years to complete. Add the cost of room and board, textbooks, and activities, and you can be looking at as much as $50,000 per year. Pretty scary. 


With the cost of living continually increasing, you will want to be sure that at least a portion of your children's education costs will be covered. You will be happy to know that there are several ways to do that. 


Over the last few years, the Federal Government has created some ways to help make saving for an education a little easier. In addition to more standard methods of saving, there are three plans that are geared specifically to financing an education. 


1. Coverdell Education Savings Account (formerly known as Education IRA): A Coverdell ESA is an education fund that is a great way for parents, grandparents, and others to help meet the rising costs of a student's education. You can set up an ESA for a designated individual (beneficiary) who must be younger than 18 years old when the account is opened. There are exceptions to this for individuals with special needs. You will have control over the account only until the beneficiary reaches his or her 18th birthday.


The maximum annual amount you can deposit in the account is $2,000. A nice feature of this account is that funds can be used to pay qualified expenses not only for college and university, but also for elementary and secondary school. Qualified expenses include activity fees, textbooks, supplies, equipment, and some boarding fees. A drawback is that if the beneficiary must apply for additional financial aid to pay for college, the funds must be declared as an asset. 


While there is no tax deduction for amounts contributed to an ESA, the earnings are tax free and no taxes are due upon withdrawal if the guidelines are met. The funds must be withdrawn by 30 days following the beneficiary's 30th birthday or the fund can be designated to a different beneficiary within the same family. 


Benefits:


	Qualifies as a tax shelter for parents for capital gains.



  	Up to $2,000 per child per year can be deposited, depending on your income.



  	Withdrawals are penalty free if they are for qualified education 		expenses.



  	Withdrawals are taxed at the beneficiary's tax rate rather than at 	the parents' rate.



  	There are flexible investment choices.



  	Funds can be used for elementary, secondary, and higher education qualified expenses.



  	Anyone who meets the income requirements can contribute to 		the account, including aunts, uncles, grandparents, friends, and 	even the beneficiary.



  		If the designated beneficiary doesn't use all the funds, the 		remaining funds can be changed to any other family member 		younger than 30 years old. Qualifying family members include:Son/daughter, stepson/stepdaughter, brother/sister, stepbrother/stepsister, father/mother, stepfather/stepmother Niece/nephew, any in-law, spouse of any of the above, and first cousins



Drawbacks:


	Contributions cannot be made after the beneficiary turns 18.



  	If the beneficiary applies for financial aid, the account funds are 	considered an asset for the beneficiary.



  	Funds must be withdrawn before 30 days after the beneficiary's 	30th birthday or be switched to another beneficiary.



  	 If the funds are not used for education expenses, the earnings 		are treated as ordinary income and may also be subject to a 10% 	penalty.



  	You will have control over the account only until the beneficiary 	reaches his or her 18th birthday.



  	The beneficiary is then free to use the funds as he or she sees fit.


2. 529 Savings Plan: This is a plan that is provided by all 50 of the United States. It is intended to allow you to prepay or to contribute to an account established for the beneficiary's expenses at a pre-established higher education institution. You should check with your bank or with the school itself to see what expenses qualify for payment from a 529 Savings Plan. 


The nice thing about this plan is that there are no age or income restrictions, and although the plans are offered by individual states, there is no residency restriction, which means that if you live in one state, you are allowed to participate in a plan offered by another state. 


Benefits:


	A 529 Savings Plan can create a tax shelter for the beneficiary.



  	Interest and qualifying withdrawals are tax exempt.



  	Anyone can open an account, contribute, and be listed as the 		beneficiary.



  	The owner of the account (the donor) is always in control of the 	money.



  	Beneficiaries can be changed easily and as often as once a year.



  	The funds are not considered to belong to the beneficiary so 		they do not affect applications for college financial aid. 



  	 Some employers now partner with these programs so contributions can be deducted automatically from your paycheck. Check with your employer.



  	Contribution limits are high, as much as $300,000.



Drawbacks:

	Investment choices are quite limited. The choice is generally 		between mutual funds or annuities.


  	In some cases, the choices are based on the age of the beneficiary.


  	The name of the plan refers to a tax loophole in the IRS code's section 529 



3. UTMA Custodial Account: This plan allows an adult to open an account using the beneficiary's Social Security Number in the beneficiary's behalf. The adult acts as custodian of the account. This is a more flexible account as the funds are not required to be used exclusively for education-related expenses. Contributions can be made up to $11,000 per year. The first $750 is not taxed. If the beneficiary is under 14, the next $750 is taxed at the child's rate, but any contributions over $1500 are taxed at the parent's tax rate. If the beneficiary is over 14, any contributions beyond the first $750 are taxed at the child's rate, which can be considerably less than the parent's rate. 


Benefits:


	Account does not have to be opened by a relative.



  	Funds are directed to a predetermined institution so savings 		amount needed can be better assessed.



  	Funds are flexible and can be used for expenses in addition to education-related needs.



  	A portion of annual contributions is not taxed.



  	There is no contribution limit.



Drawbacks

	 The beneficiary takes control of the account at age 18.



  	The account must remain in the original beneficiary's name.



  	The funds are considered assets of the beneficiary so they affect 	applications for college financial aid. 



Be sure to compare the plans carefully with the help of your financial advisor so you can decide which features and benefits are best suited to the educational goals you have. 




  Let's Review


Saving for an Education versus Financial Aid 


Although current interest rates on financial aid for financing an education are low by past standards, the cost to finance an education is still high. Let's compare what you would actually lose by using financial aid to pay for an education rather than saving the money. Assume you begin saving for your child's education when your child is three years old and your child begins college at 18 years old. 


1. Determine the cost for four years in college. 


Here is an example.


On the blank line on the right, put the amount for the college you would choose. Most colleges and universities have estimates on their websites for cost of books, room and board, and fees.


Tuition $5000/yr x 4 years = $20,000		____

Textbooks $450/yr x 4 years = $1,800		____

Room and Board $3000/yr x 4 years = $12,000	____

School Fees $250/yr x 4 years = $1,000		____


Total Cost = $34,800		Your Cost =	____

2. Calculate what you would have to save per month between three years of age and 18 years of age to have enough to pay for your child's education. 


18 years – 3 years 			= 15 years

  15 years x 12 months			= 180 months

  Total cost $34,800 ÷ 180 months 	= $193.33 per month 

  Your Total Cost ÷ 180 months	= ____


3. Now assume you borrow the amount needed for your child's education and repay it over 15 years. Loan calculators are available at www.bankrate.com. Enter the total amount you have determined for a loan of 15 years to see how much would have to be paid each month. Example: A $34,800 loan at 8% interest for 15 years = $332.57 per month. The total repayment amount: $59,862.60. So you will pay over $25,062 in interest.


  Your actual cost 	= ____

4. Now determine how much you would save if you deposited the $193.33 per month to save for college for 15 years, using the Simple Savings Calculator at www.bankrate.com.	Example: $193.33 deposited

  per month for 15 years at 4% interest = $47,928.59. 


  Your actual savings 	= ___

5. What is the real cost of using Financial Aid to pay for an education?


Using the example above, by saving the $193.33 per month for 15 years, you would pay for college and still have $13,128.59 in the bank. More than enough for a great graduation gift!


If you chose the loan instead, you would pay back the $34,800 PLUS $25,062.60 that could have been yours. Something to think about.





Chapter 6: Creating Savings through Insurance

Now that you've learned a little more about the importance of building your savings, planning for retirement, and saving for your children's education, it's important to note that insurance policies—at least certain types of policies—can assist you in your quest to create savings, live comfortably in your later years, and help to provide educational opportunities for your children. 


It's no secret that the working world has changed. For many of us, company pension plans are a rarity, and Social Security will simply not be enough to cover all of the expenses of retirement. An important aspect of planning for your retirement includes protecting your loved ones in the event of your death. Consider your kids' college education for example. The cost of college tuition continues to rise rapidly. Life insurance coverage helps ensure tuition expenses can be met in the untimely death of a parent or key wage earner. Certain types of life insurance policies, such as universal life and whole life, can accumulate cash value, which can then be accessed through loans to meet unexpected education expenses.


As explained by Genworth Financial (www.genworth.com), the following brief descriptions of the various types of life insurance policies may be helpful as you consider insurance as a vehicle to help build savings while providing for your family's needs.


Term Life Insurance 


In a nutshell, term life insurance is generally considered the simplest and least expensive form of life insurance coverage. It provides death benefit coverage at a guaranteed, consistent premium for a specific period of time—typically five to thirty years depending upon which term life product you choose. Since premiums for term life policies are low as compared to other types of life insurance, term life insurance is ideal for new families seeking affordable protection. While term life insurance doesn't include the ability to accumulate cash value, it can help maintain your family's lifestyle, cover college tuition and pay off a mortgage in the event of your death.


How term life insurance differs from other life insurance policies:


	Provides protection only during the term of the policy, then the 	coverage ends.



  	Offers a death benefit only; does not allow for cash value
    accumulation.



  	 Has a low premium that is guaranteed for a selected period. 		At the end of the stated guaranteed period, premiums generally 	increase significantly to keep the policy in effect. 



Whole Life Insurance


Like term life insurance, whole life insurance pays a fixed death benefit for a fixed premium amount. 

Generally, if the premium is paid on time, the policy will remain in force. But, unlike term life insurance which terminates at the end of the specific period, whole life insurance continues to cover the insured throughout his or her life. In addition, whole life insurance has a cash value feature that is guaranteed. You can access these cash values through policy loans for emergencies or other financial needs. Some whole life insurance policies may generate cash values greater than the guaranteed amount, depending on interest rates and how the market performs.


How Whole Life differs from other life insurance policies:


	Whole Life allows for cash value growth on a guaranteed 	basis. 



  	You may elect to discontinue coverage and surrender the 	policy for the cash value, if any, or use existing cash value to 	purchase a policy with a lower death benefit amount that 	requires no additional premium payments.



  	The policy may mature for its cash value at a specific time 	(e.g., age 95). Often the cash values are guaranteed to equal 	the policy death benefit at maturity. 



 Fixed Universal Life Insurance


If you're looking for a way to combine life insurance death benefit protection and cash value accumulation with flexible terms under one policy, you may want to consider a fixed universal life insurance policy. Within certain limits, fixed universal life insurance lets you adjust when and how much you pay in premiums. You also can adjust the amount of your insurance coverage in later years, although increases in coverage may require additional evaluation of your health and other factors at that time. You affect the accumulation of cash values through the amount and timing of your premium payments.


  Some of the key benefits of this insurance option include the flexibility to let you reduce or skip payments (within certain constraints) when times are tight, and pay additional premiums to increase the tax-deferred cash values when your budget allows. Also, the more premium you pay, the greater the potential cash value. However, if insufficient premiums are paid, the policy may have little or no cash value and may lapse.


How Fixed Universal Life differs from other life insurance policies:


	Flexibility—you can adjust premium payments as desired.



  	After a certain time period and within certain stated 			requirements, you can adjust the death benefit amount.



  	You have the ability to make additional premium payments 		to enhance cash value. 



  	Where cash value amounts are sufficient, you may elect to 		withdraw money from the cash value or borrow from it. 		Distributions and policy loans reduce the death benefit. 



Variable Universal Life Insurance


Variable universal life insurance policies typically provide the flexibility of universal life insurance with the ability to invest in the stock market through associated portfolios. As your family's financial situation changes over time, you may want to consider a variable universal life insurance policy if you want death benefit protection with the option to invest the policy's cash value. Such a policy allows growth potential through use of underlying portfolios. It also offers flexibility to adjust premiums and amount of coverage, depending on your financial situation and needs. 


How it differs from other life insurance policies:


	Provides flexibility and the opportunity to build cash value 



  	Allows policyholder to choose from a variety of underlying portfolios



Remember, the "Savings" Element is the Cash Value 


To quickly summarize, term life insurance helps provide a foundation of financial security upon which to build your financial plan. By contrast, whole and universal life insurance policies allow you to build cash value to help meet unexpected future financial needs. 


It's important to understand that the "savings" element of whole life and universal life insurance policies is the "cash value"—or the amount of money accruing within the policy. 


	The cash value of whole life may be pre-determined and fixed 		when the policy is issued or, in some policies, may depend on 		the interest rates the company credits.



  	The cash value of a fixed universal life policy depends on the 		amount and timing of premium payments, the expense and 		risk charges the insurance company charges for providing benefits, and the interest rate the company credits.



  	The cash value of a variable life or variable universal life 		policy will vary depending upon the performance of the investment accounts you select. Increases in cash values are not taxable until withdrawn. Some policies may allow you to 		borrow against the cash value or use them to pay future premiums. Amounts borrowed may become taxable if a policy 	with an outstanding loan is surrendered. 



What about Annuities?


As defined by the American Institute of Certified Public Accountants, an annuity is a contract between you (the purchaser or owner) and an insurance company. In its simplest form, you pay money to an annuity issuer, and the issuer then pays the principal and earnings back to you or to a named beneficiary. Annuities are generally used to provide income in retirement. 


The biggest advantage of an annuity is that your money grows tax deferred until you withdraw it. The tradeoff is that if you take your money out before age 59½, you'll usually have to pay a 10 percent early withdrawal penalty to the IRS. 


Most life insurance companies sell annuities. You pay the insurance company a sum of money, either all at once or incrementally. The type of annuity you own determines whether your money earns a fixed amount or an amount that depends on the stocks, mutual funds, or other equities in which the annuity is invested. 

At a designated time chosen by you, known as the maturity date, the insurance company generally begins to send you regular distributions from the annuity's account. Or, you may be able to withdraw the money over time or in one lump sum. 


There are many different kinds of annuities. Four of the most common are the following: 


Single premium immediate annuity: You pay the insurance company a lump sum now and begin to receive withdrawal distributions in approximately one month and for a period of time you specify. The amount you receive will vary according to the length of time the payments are to last and whether anyone will receive the remaining balance at your death. Your money grows at a fixed interest rate set each year by the insurance company. 


Single premium deferred annuity: You pay the insurance company a lump sum now and defer receiving withdrawals until later. The amount of those distributions will depend on the value of your account at the time your payments begin, the length of time the payments are to last, and whether anyone will receive the remaining balance at your death. Your money grows at a fixed interest rate set each year by the insurance company. 


Annual premium deferred annuity: You send money to the insurance company usually monthly, quarterly, or annually. Your money earns a fixed interest rate set each year by the insurance company, and you defer your withdrawals to a later date. 


Variable annuity: This type of contract is a vehicle for stock, mutual funds, and other equity investments. You can do a one-time deposit or contribute throughout the life of the contract. You have choices as to how your money is invested in an offering of mutual funds, and you may invest conservatively or aggressively. 

The growth of your account value will vary, depending on your choice of investments. 





Chapter 7: Saving for Major Purchases and Emergencies

Major Purchases


Let's face it. Some purchases are worth waiting and saving for, especially as you are trying to get out of debt. While it's human nature to want more of the nice things right now vs. down the road, your discipline in sticking to a budget and learning to put money away in savings for emergencies and future major purchases will enable to you realize those objectives in due time. If an individual or family can't afford to save in order to pay cash for an item, they certainly can't afford to buy on credit.


Do you want to save for a down payment on a home? Will you need a more reliable automobile in a year or two? Then now is the time to budget a certain amount of money each month and set it aside in savings until the day comes that you have the money for the goals you've established.


Periodic Payments


Unlike a monthly mortgage payment or car payment, some of our financial obligations aren't due each month, rather, they come due periodically. Examples could be a car insurance payment due three or four times a year, college tuition, dental or medical bills, income tax, birthday gifts and wedding gifts, dry cleaning, etc. The point is, while periodic expenses may not occur every month, they need to be budgeted and saved for. Determine what those periodic expenses are and reserve the payment in your savings account. Then when the expense comes due, you have savings allocated to cover the periodic expense instead of needing to rely on credit cards.


Establishing and using a budget is the best tool for planning for and meeting periodic expenses. Consider a budget a roadmap or strategy plan that gives you a heads up on anticipating these future expenses. Plus, using a budget and the discipline of putting money away each month to cover those expenses boosts your self-confidence and sense of control over your finances. 


One of the smartest and most effective ways to have money on hand for periodic expenses is to get in the habit of "paying yourself first"—or putting some money in savings as soon as you receive your paycheck. In general, save 10% of your income, and then never touch it. It's difficult to save if paying all of your other expenses comes first. Pay yourself (into a savings account) first and then pay your other bills. Saving may never be easy but it can become a habit. Surprisingly enough, you can become wealthier in the process. 

Some time ago a very wise man counseled each of his grandchildren to save $10,000 and told them that once they were able to save this amount, they would have a successful future with few financial problems. 

One of his grandchildren later said that after he had saved $10,000, he could not bring himself to spend it, but instead saved another $10,000 and then another. By the time he was in his mid-twenties he had $30,000 for a down payment on a house; and he then started saving all over again. What could possibly be better than learning how to be financially disciplined! 


Emergencies


It's an old but true saying: "Always expect the unexpected." Different from periodic expenses that can and should be anticipated and planned for, accidents, illness, the furnace or air conditioner going out, car or appliance repairs, or loss of employment are unexpected occurrences in life that hit us hard from time to time. That's why it's so important to save for emergencies. 


According to America Saves, a nationwide coalition of nonprofit, corporate, and government agencies that helps individuals and families save and build wealth, building an emergency savings fund may spell the difference between those who manage to stay afloat and those who are struggling financially. That's because maintaining emergency savings of $500 to $1,000 at a minimum allows you to meet unexpected financial needs more easily. Examples include:


	repairing the brakes on your car



  	buying your child a new pair of needed shoes



  	 replacing a broken window in your house



  	paying for a visit to the doctor when your child has the flu



  	covering the dental expense of filling a painful cavity



  	paying for a parking ticket; or



  	 flying to visit a sick parent



An emergency fund not only enables you to cover these expenses more easily, it also gives you the confidence and peace of mind that you can cope with these types of financial emergencies. Not having an emergency savings fund is an important reason that many individuals borrow too much money at high interest rates. For example, with emergency savings, Americans probably would not have to take out $2 billion a year in payday loans at interest rates that average 300% to 500%.


As reported by the Consumer Federation of America in a news release dated April 27, 2005, the results of a nationwide survey indicated that a lack of personal savings to cover periodic emergency expenditures was a principal cause of financial worry among women, especially younger women. This has resulted in sleep and job productivity loss as well as deteriorating health. The survey found that 42% of all women surveyed said they had emergency savings of less than $500. What's more, 55% of women between the ages of 25 and 34 said they did not maintain an emergency savings account of at least $500. 


	Your emergency fund should contain three months' worth of living expenses. The amount does not have to equal three 		months' worth of your salary, but only what you need to pay the rent or mortgage, repay debt, buy food, and make the car 		payment.



  	Set up a basic record-keeping system using a personal finance 		program such as Microsoft Money, Quicken, or other similar 		programs. You will find a sample budget form on page 9. 



  	Place your emergency money in a "highly liquid" or easily accessible account, such as a savings account at a bank or credit 	union. These types of accounts offer easier access to your money 	than certificates of deposit, U.S. Savings Bonds, or mutual 	funds. Keeping your money in a savings account makes it less likely that you will use these savings to pay for everyday, 		non-emergency expenses. That's why it is usually a mistake to 		keep your emergency fund in a checking account. If money is 		available, you will spend it, generally not on emergencies.



  	You may need at least $100 to open the savings account and 		a $200 minimum balance to avoid monthly fees. In most areas, 	however, there are several financial institutions with lower minimums. Also, banks and credit unions may waive the minimums if you have other accounts at that institution. 		Wherever you open an emergency fund, persuade your banker to eliminate any account fees. 


How to Find Money to Save


Building up your emergency savings is most easily achieved through small, simple, and steady steps. Here are some tips for saving that will help you build up and maintain an emergency fund:


	Begin with a small, regular amount that you know you can commit to and do it as planned.



  	Save parts of extra funds such as income tax refunds and surprise rebates. If you receive a tax refund or Earned Income Tax Credit, use a portion of this money to begin or increase savings. Since the Tax Credits average nearly $2,000, you may 		be able to open a savings account and still have plenty of money 	to pay off debts or cover other expenses.



  	Put your loose change in a container on a chest or dresser and deposit those funds in your savings account on a regular basis. Americans typically save more than $100 in loose change each year. Use this change to open and grow a savings account. 



  	If you are making payments on an automobile, complete the payments and then begin paying the same amount each month to your savings account.



  	When you get a raise at your employment, save a portion of the 	new increase.



  	Save all or part of special gifts such as birthdays or holiday cash gifts.



  	Sell items that no longer have any use or value. Place the proceeds in savings.



  	Save "extra" income such as overtime or work bonuses.



  	Adopt a daily amount as the amount you will save each day, 		such as "a dollar a day."



  	Each month eliminate one non-essential item and save the money normally spent. 



Building an emergency fund may be easier if you involve your whole family in meeting this challenge. After you've explained the importance of emergency savings to your spouse or children, they may even help build the account. And, they will be more likely to understand why it's more important for you to increase these savings than to pay for expensive gifts at birthdays or special holidays.


Another way to accumulate the $500 to $1,000 of emergency savings is to ask your bank or credit union to automatically transfer funds from checking to savings monthly. In addition, your employer may have a plan to electronically deposit money into your savings. Automatic savings is the easiest savings. What you don't ever see, you may never miss.

Let's Review


Distinguishing between Wants and Needs


Take a minute and mark which of these items is a want or a need. The results will be different for everyone. 

One of the greatest challenges to living within a budget is learning to distinguish between wants, wishes or desires, and genuine needs. Doing so successfully gives your Debt Management Plan that much greater chance of success. Given your current financial situation and goals from becoming debt-free, determine what you consider to be true necessities (needs) vs. "nice to haves" (wants). Use an "N" to indicate a need and a "W" for a want. Once you've filled in all the blanks, go back through and total the number of "N's" and the number of "W's". If you have a lot more "N's" than "W's", you should seriously think about the things you can really live without in order to reach a debt-free lifestyle sooner rather than later.

___ Addition to House/Repairs

  ___	Arts and Crafts

  ___	Bicycle/Motorcycle

  ___	Beauty Salon/Spa

  ___	Books/Magazines

  ___	Car Insurance

  ___	Cell Phone

  ___	Charitable Contributions

  ___	Children's Allowances

  ___	China and Crystal

  ___	Christmas Decorations

  ___	Contact Lenses

  ___	Dining Out

  ___	Education Fund

  ___	Entertaining Friends

  ___	Eye Glasses

  ___	Food Storage

  ___	Flat Panel Computer Monitor

___	Freezer/Frozen Foods

___	Furniture

  ___	Garbage Disposal

  ___	Guns

  ___	Health Insurance (medical and dental)

  ___	Health Club or Spa

  ___	Internet

  ___	Investments

  ___	Life Insurance

  ___	New Carpets

  ___	Plasma Television

  ___	Prescription Medicines

  ___	Recreation

  ___	Retirement Savings Account 		(401K)

  ___	Second Car

  ___	Telephone

___	Vacation

Total N = ____  / Total W = ____


 


Chapter 8: Teaching Children about Money and Budgeting

As parents, we typically resent the notion of someone else telling us how to raise our kids. But when it comes to teaching our kids how to manage money wisely, most of us need all the help we can get. 


The fact is, many adults and teens don't understand the most basic concepts about money. On the other hand, young people typically turn to their parents first for financial education and guidance. To help children learn money management skills, parents should first assess their own grasp of personal finance and gain the confidence to talk to their children about money matters. 


Children need access to money


According to the Indiana Department of Financial Institutions, children and teenagers have more money to spend than previous generations and develop spending patterns at a younger age. Children's attitudes about money are most influenced by their parents, the media, their peers, and their own successes and failures in spending money. Their money management skills will develop from the ideas, attitudes, and spending habits they learn at home, school, and in the marketplace. Those who learn good money management skills are more likely to become adults who can make sound financial decisions, avoid excessive debt, and manage income and expenses to reach their financial goals.


Whether or not you pay your children an allowance, all kids need experience with money at a young age. 

Many parents feel an allowance represents a great opportunity for kids to learn about managing money through hands-on experience. An allowance is real money that kids can handle and manage now. 


Giving children an allowance should begin when they can identify coins and cash, know how to count, and have spending opportunities. This often occurs around age five or six. If you decide to give your kids an allowance, remember it's important to pay it at regular intervals and to provide some general guidelines on how to spend and save it. Give them enough freedom to make their own decisions and mistakes.


Also, to help your children start learning how to save money, give them their allowance in denominations that make it easy to do so. For example, if the amount of the allowance is $5, give them five one-dollar bills and encourage that at least one dollar be set aside in savings. Saving $5 a week at 6% interest compounded quarterly will total about $266 after a year, $1,503 after five years, and $3,527 after ten years. Give them the freedom to spend their money


If your kids receive an allowance or earn money through chores, a paper route, or helping with odd jobs around the house or yard, encourage them to bring some of their own money with them when you go grocery shopping. Then they can decide if they want that soda, Popsicle, bubble gum, or candy bar enough to spend their money on it. If your children don't have a source of income, allow them to manage money by letting them pay the grocer or the parking attendant. 


Teach responsibility through activities


The following tips and activities provide useful insight for parents as they work to raise children who practice sound money management: 


1. Take your child to the store. Let your child actually see a toy he or she saw advertised. Together, examine the toy and decide if it can really live up to the promises made in the advertisement. Children at this age are quite aware of television commercials and often sing the jingles they hear. Begin talking with them about the financial realities of the family and how choices are made.


2. Money jars. Help children divide their allowance or earnings into four jars—charity (10%), quick cash (30%), medium-term goals (30%), and long-term goals (30%). 


3. Opportunities for extra chores. Give your children the chance to earn extra cash by doing jobs beyond their expected chores. Award jobs to the lowest bidder as part of a "Saturday Job Auction."


4. Paying bills. Have your high-school age children pay the family bills for one month (with the parents' money, of course). Use play money to recreate bill paying for younger kids. Help them see what you have, what you need to pay, and what will be left over for your discretionary spending. 


5. Budgets and spending plans. Help teenagers who are earning money create and follow a budget. This is especially important before they leave for college, where they will have significant financialresponsibility. Emphasize the freedom that comes when they plan their spending and saving. 


6. Teach them to be charitable. Help your children experience the good feelings of sharing their income with others. Encourage your children to regularly contribute a portion of their income to a charity or help them buy treats for the family. "Adopt" a family through your church, synagogue, or community during the holidays or give your children the responsibility of buying or making birthday gifts for friends. Also, teach your kids to contribute in ways other than giving money by giving time, energy, and skills to help someone else. 


7. Planning for vacations. Help children plan a family vacation. Involve them in the decision-making process for all aspects of the trip, such as food, travel, hotel, souvenirs, activities, etc. 


8. Understanding compound interest. Teach your children the benefits and penalties of compounding interest. Teach them they can earn interest by matching their savings 25 cents on the dollar or help them open a savings account or mutual fund. Teach them the drawbacks of paying interest when they borrow or purchase on credit. 


9. Savings and checking accounts and credit cards. When your kids are mature enough, help them open a checking and savings account and teach them how to balance a checkbook. If your teenager is financially mature enough to apply for a credit card, find one that allows you to set the spending limit and receive a monthly statement of your child's purchases. Review the monthly statements with your child and teach the importance of paying the balance each month. 


10. Investments. Help children learn about the ups and downs of the stock market early in life. Then they will most likely be more comfortable with investing when they are adults. Give gifts of stock in companies your children are familiar with to encourage them to follow the stock market. 

11. Tax returns. Taxes are a significant expense that few children consider. Have your child sign his or her tax return. If your child is employed, look at his or her pay-stub together and discuss how taxes work and why they are necessary. 


12. Allow children to fail. Whether your children make wise or poor spending choices, they will learn from them. Encourage them to think through their spending options and use common sense when purchasing something. This encompasses doing some research beforehand, being patient for the right time to buy, and using what's known as the "spending-by-choice" technique. Help them determine at least three other things the money could be spent on by setting the money aside for one of those items, and then making a choice of which item to purchase. 


13. Keep talking to children about family finances. Consider talking to your children about money when they reach age three. Use a piggy bank to teach them how to identify and count coins and cash. Between ages four and five, explain the importance of good savings habits. Help them understand that saving for a specific item and then buying it gives great satisfaction. As your children grow, keep communicating with them about your values concerning money—how to save it, how to make it grow, and most importantly, how to spend it wisely. Help them come to understand the differences between needs, wants, and wishes. This will prepare them for making good spending decisions in the future. 


14. Avoiding trends and brand-name labels. When children enter adolescence, they are concerned about what their friends are doing and buying. Consequently, they tend to adopt the spending patterns of their peers, which often means becoming caught up in trends and brand-name labels. This is a good time to demonstrate the importance of comparison shopping when you buy goods and services. 


During this time, many teens find jobs such as baby-sitting, lawn mowing, or snow shoveling. They can save the money they earn or spend it for extras such as clothing, accessories, and CDs. It is important that they have control of their money because their financial successes and failures will become valuable learning experiences. 


If you establish what you as parents are responsible to pay for and what children will pay for, arguments and stress over brand name or higher priced items could be reduced. Let's say a child wants a pair of $80 shoes and you can afford $40. You could put your $40 toward the purchase, and they could come up with the rest. Another option that would discourage expensive purchases would be to set a limit on what you are willing to pay; say $20 towards a pair of shoes for example. The child would then need to make a responsible decision regarding how much he can put towards the purchase. Once "who pays what" is defined, be consistent. It's amazing how quickly a "must-have" item diminishes in importance when kids know it's their money they have to spend.


So what do you do if you don't like the way your teenager manages money? According to the University of New Hampshire Cooperative Extension, impressions about money are formed at an early age, so if you are concerned about your teenager's money management habits, you need to consider that child's history with money matters for clues. Money often plays a pivotal role in one's self-concept, self-esteem, and sense of intelligence. Consider what emotions might be motivating your child's money management decisions.

  Learning to Say "No"


Parents can help children become good money managers and responsible consumers by teaching them money management skills from an early age. Financial education should be based on the needs, interests, and abilities of each child. 


Children develop their financial attitudes and behaviors by what they see their parents do and not by what they're told. Actively encourage good values. Teach your children responsibility and the value of work. Teach them to save towards a goal of a new bike or video game; let them know that even you have things you want and cannot have. 


Even parents who are able to buy their children everything need to be careful of overindulgence. By fulfilling every whim, you may deny your child of several things: appreciating things that cannot be bought; being motivated to work hard; persevering through obstacles and frustration; setting long-term strategies for savings, and achieving a hard-won goal. 


Let's Review


1. If You Fail to Plan, You Plan to Fail


According to the Indiana Department of Financial Institutions, researchers who track spending patterns report that children and teenagers spend about $200 billion dollars a year and influence another $250 billion dollars of household purchases. Children can develop positive attitudes about money by learning how to plan their spending to meet needs and financial goals. If a parent is too quick to rescue a child from financial trouble, the child doesn't learn the consequences of overspending. Young people who have money management skills are more likely to be able to handle adult financial decisions such as purchasing insurance, using credit wisely, paying taxes, investing, and saving for retirement plans.


Consider sitting down with your children and creating a simple spending plan using the following as a suggested example. Help your kids grasp the importance of planning for purchases and catching the vision of smart money management. Concerning the "Rules" section of the plan outlined on the next page, you may consider setting ground rules about setting aside a certain amount in savings before the purchase can be made. Or, you may want to establish in advance what amount of the total purchase (if it's a large item) you as the parent would contribute to the purchase. (See the form on the next page).


2. Envelopes Can Help Keep Kids from Pushing the Spending 		    Envelope


The first step in establishing a workable monthly budget is to determine where all the money is going by tracking every purchase, even for the small things like a soda or a bag of chips from the vending machine. If you carefully track your spending for three months, you'll have a clearer picture of your spending in order to establish realistic amounts for each budget category. You'll also be able to see where you need to cut back to ensure you have the money to cover all your necessities. 


Keeping good records of money saved, invested, or spent is likewise an important skill that young people must learn in order to be responsible money managers as adults. To help your children learn how to track their spending, consider creating the following system for each of your kids. And remember to involve them in the process. Make it fun!


Use 12 envelopes, one for each month, with a larger envelope to hold all the envelopes for the year. When your kids make purchases, encourage them to store all receipts in the envelopes and keep notes on what they do with their money. Every three months or so, review the contents of envelopes and the notes to learn more about your children's spending patterns. Over the course of a year you'll be able to recognize spending habits and pitfalls, as well as smart purchase decisions that will help set a pattern for future years. 

SPENDING PLAN FOR (NAME) ___


GOALS—What would I really like to buy with my own money?


Short Term (a toy, CD, DVD, bike, computer games, MP3 player, etc.) ___


  Long Term (college fund, car, car insurance, etc.) ___


RULES—(savings amounts; contributions from parents)___


ALLOWANCE $ ___DATE __





Glossary

Annuity: contract with an insurance company in which you contribute a lump sum or a series of payments, and the contract guarantees payments will be made to you for life or over a specific time.


Budget: a spending plan used to allocate resources; a plan for the coordination of monthly income and expenses; the amount of money that is assigned to a particular purpose.


Commodity: an economic good; something useful or valued, e.g., corn, paper, gasoline, precious gems.


Compound Interest: interest computed on the sum of an original principal and accrued interest.


Deduction: an act of taking away; something that is or may be subtracted from taxable income, e.g., federal income tax.


Deficit: an excess of spending over income; in personal and business operations, creating a loss.


Defined Benefit Plan: managed by your employer, a Defined Benefit Plan guarantees you a specific amount when you retire which is usually paid in monthly checks for as long as you live.


Discretionary Expenses: expenses which are optional such as gifts, vacations, or entertainment.


Expenditures: the act or process of spending; income should exceed spending.


Financial Aid: money awarded in the form of loans or grants for the purpose of covering the cost of higher education; usually awarded based on financial status and need.


Fiscal Year: an accounting period of 12 months; in business this is not necessarily the calendar year but may run, for example, from September 1 to August 31. 


Fixed Expenses: not subject to change or fluctuation; recurring on the same date from month to month or year to year.


Fixed Universal Life Insurance: a way to combine life insurance death benefit protection and cash value accumulation with flexible terms under one policy; may be able to adjust insurance premiums and amount of insurance coverage.


Forecast: to calculate or predict some future event or condition, usually as a result of study and analysis of available data; to predict on the basis of correlated observations; to indicate as likely to occur. 


401(k): a long-term savings plan instituted by an employer in which a deposit is deducted automatically from your paycheck and invested by a plan manager.


Gross Income: amount of money an employee is paid before any deductions are taken; the amount actually earned.


Inflow: a flowing in; the income that comes into a household or business.


In-kind: payment or donation consisting of something other than money, such as goods or commodities.


Legislator: one that makes laws especially for a political unit; a member of a legislative body.


Net Income: the amount of pay that remains after all payroll deductions are made; often called take-home pay.


Negative Cash Flow: spending more money than you are receiving each month.


Outflow: spending; expenses; the money that goes out of a business or household for whatever reason.


Periodic Expenses: expenses that are paid only at certain intervals throughout the year and not on a monthly basis such as property tax or automobile registration.


Positive Cash Flow: having more monthly income than is being spent.


Prime Interest Rate: the interest rate charged by banks to their most creditworthy customers (usually the most prominent and stable business customers); this rate is almost always the same among major banks; adjustments to the prime rate are made by banks at the same time although the prime rate does not adjust on any regular basis. 


Reforecast: to revise predicted budgets every three months of a fiscal year as actual income received and expenses paid are compared to the budgets and forecasts made at the beginning of that year.


Resource: a source of supply or support; a natural source of wealth or revenue; a source of information or expertise; something to which one has recourse in difficulty.


Revenue: the total income produced by a given source; income returned by an investment; the yield of any source of income.


Roll-up: as balances are paid in full, the payment rolls up to the creditor with the next smallest balance; accelerates payments, shortens the time of debt, and reduces the amount of money paid before debt is eliminated.


Roth IRA: may be started any year you earn taxable income; money can be deposited up to certain annual limits and is not tax deferrable; earnings are tax free.


Saving: keeping something valuable now to use in the future.


Share Price: the value of the share at a given moment determined by the balance between demand and supply on stock markets; amount per share that an option buyer pays to the seller—the share buy price is usually lower, and is the price at which someone is willing to buy your share; the sell price is the price at which the share can be purchased. 


SIMPLE IRA: an IRA plan for employees of small companies. Employees may contribute up to certain annual limits, and employers will make matching contributions up to certain limits.


Social Security: the principle or practice or program of public provision for the economic security and social welfare of an individual and his or her family; the United States government program established in 1935 to include old-age assistance. 


Term Life Insurance: considered the simplest and least expensive form of life insurance coverage, it provides death benefit coverage at a guaranteed low premium for the term of the policy and then the coverage ends. Premiums generally increase significantly to keep the policy in force.


Traditional IRA: retirement plan that allows anyone regardless of amount of income to contribute up to specific annual limits.


Variable Expenses: bills that must be paid every month but the amounts due are not always the same. 


Variable Universal Life Insurance: provides the flexibility of Universal Life Insurance with the ability to invest in the stock market through associated portfolios.


Whole Life Insurance: remains in effect through the insured's life as long as the fixed premiums are paid on time; pays a fixed death benefit. Also has a cash value feature that is guaranteed. 

 

Closing Statement

ACCESS Education Systems was developed as a tool to train and educate individuals and families concerning important money management skills. With Bankruptcy Reform, a message was sent from our regulators to all Americans regarding the importance of putting our financial houses in order. ACCESS Education Systems provides individualized education to help  families achieve their dreams of financial independence. The principles in this Family Financial Training Course contain many of the initial steps to achieving long-term financial prosperity. It is a part of the ACCESS Education Systems Series providing new and effective means by which millions of the nation's families can learn the skills of personal financial management and establish a happier and successful future.


In addition to ACCESS Education Systems albums, ACCESS Educational Systems has an interactive website containing hundreds of articles and resources including newsletters, bulletins, and online courses to resolve any financial issue facing you today. ACCESS Education Systems offers renewed hope to those struggling with debt and financial pressures and provides sensitive, personal assistance, and assurance to all families. ACCESS Education Systems leads the way with empowering, financial information that will enable you and your family to have fun while developing the skills and knowledge that will allow you to achieve an improved standard of living today and have a brighter financial future.
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