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INTRODUCTION 
Personal finance is the management of monetary resources on the personal 
(individual or family) level. It is how you use your money and other resources to 
achieve the goals you want for your life. Many of the principles used to run the 
finances of large corporations are also applicable on the individual level. For example, 
there are budgets, there is credit for borrowing money, there is insurance to protect 
against risk, and there are investments that are used to grow one’s wealth. 
 
To use personal finance to get what you need in life, it is important to first know 
what you need, then craft a plan to make it happen. In this guide we will look at  
some of the key areas you should know about.  
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LIFESTYLE PLANNING 
Personal finance isn't just about stocks and bonds and charts and graphs. It's 
ultimately about how you use financial principles to make your life better—otherwise, 
it's just a bunch of useless data. Lifestyle financial planning integrates psychological 
ideas into your financial situation, helping you craft a financial life that meets needs 
beyond mere dollar amounts. Ultimately, it's your money, and you want it to go 
where it does you the most good. 
 
While money cannot buy happiness, budgeting to achieve your life's goals goes a long 
way toward achieving happiness. At some point, you must address the question 
"What really makes me happy?" 
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LIFESTYLE PLANNING 
As society becomes more aware of each individual's special needs, techniques used in sociology and psychology are 
being applied to personal finance as well. Lifestyle financial planning considers a person's desires, dreams, strengths, 
needs, and goals and fashions them into the overall financial equation in order to bring those goals into reality. 
 
LIFESTYLE PLANNING IS ABOUT MORE THAN JUST MONEY 
Heretofore, planning has focused on maximizing the accumulation of wealth. Lifestyle financial planning, however, 
focuses on maximizing the individual's happiness. It de-emphasizes greed and embraces frugality. It also helps individuals 
focus on realistic goals based on their desires, dreams, strengths, and needs. 
 
Many colleges, universities, and professional schools are implementing lifestyle planning counseling programs to help 
their students focus on what is important in both their personal lives and careers. Lifestyle planning counselors help 
students make an inventory of those things in life that are important to them, such as where they want to live, the types 
of cars they want to drive, and the income they think they will need to support their lifestyles. 
 
The types of things people typically save money for haven't changed, but the way they look at them has. For example, 
people still need to save for the down payment on a house, but perhaps a smaller house. Buying a car? Consider a 
previously owned luxury car or a lower-quality, brand-new one. Or, when planning for college, it may make sense to  
go to community college for two years and then finish the degree program in a more prestigious school—it will cost  
a lot less. 
 
OTHER THINGS TO THINK ABOUT 
Very often life throws us curves. How many people do you know who wish they were in a different occupation or 
profession? What if your personal relationship doesn't work out? How will a breakup, separation, or divorce affect your 
lifestyle? Can you be financially prepared for it? You should be. Lifestyle planning can help you reevaluate your personal 
choices and make decisions that will help you be happier and more productive. What about retirement? When planning 
for retirement, you need to consider what you really want to do. This will determine how much you need to save and 
how frugal you will need to be in order to plan for your retirement. 
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WHERE TO START  
YOUR LIFESTYLE PLAN 
WHERE TO START 
The first step in lifestyle financial planning is to make a list of your desires, dreams, strengths, needs, and goals. Then 
identify the financial goals associated with them. It might be helpful to use a written questionnaire to organize your 
thoughts. Questions such as "Where would I like to live?" "What kind of car would I like to drive?" "What kind of clothes 
do I like to wear?" "Where would I like to work?" and "What do I like to do for entertainment and recreation?" can all be 
helpful in pinpointing the lifestyle for which you need to plan. The answers to questions like these will help you define 
and set reasonable financial goals. 
 
WHERE MONEY COMES IN 
The lifestyle financial plan is how you will acquire the money necessary for each of your goals. Money can come from 
earned income from work, or earnings on your investments. As in all financial planning, you must guard against inflation, 
taxes, and risk of loss of income due to death, disability, or legal action. You must also consider how to invest savings to 
help maximize growth while minimizing risk of investment loss over the investment time horizon to your goal. 
 
You can begin to implement your plan when you start to earn money and save for your goals. Your goals can be short-
term, intermediate-term, or long-term. You should select investments according to the risk and return you need in 
order to achieve your goals. Generally, short-term goals require the safest investments while long-term goals can be 
invested more aggressively. 
 
MEASURE YOUR PROGRESS AS YOU GO ALONG 
But you're not done yet. You should have mileposts along the way to see how well you are progressing. When you 
made your plan, you decided how much money you would need at a specific point in time in order to achieve your 
financial goal. A milepost measures how far along the route you are to achieving your financial goals. In some instances, 
you will be ahead of schedule while in others you may be behind schedule. Or your goals may change. Be prepared to 
stop and reevaluate your plans and change direction if necessary. It's your life, so live it the way that best meets your 
desires, dreams, strengths, needs, and goals. 
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SETTING UP HOUSE 
The financial future of most people is dictated by the way they start out as independent adults. If you are going to set 
up house on your own or with a partner (or know someone who is), then you may find some good advice here. 
 
GET IN FINANCIAL SHAPE EARLY ON 
Establish good financial habits early. They can save you lots of grief and money down the road. More couples break up 
over financial issues than for any other reason. Good financial habits will go a long way toward providing peace and 
harmony in your home. The key to developing good financial habits is a sound lifestyle financial plan that will help you 
achieve your lifestyle goals. Over time, your goals will change—that's okay. A good financial plan will allow you to 
change your goals as you go along. But remember, they're your goals. Many persons become discontented because they 
try to achieve someone else's goals. You've heard the expression "keeping up with the Joneses." This refers to trying to 
achieve someone else's goals. Even if you succeed, you most likely won't be happy. You will only be happy if you 
achieve your own goals. 
 
BE REALISTIC ABOUT YOUR GOALS 
You may not be able to achieve all your goals in the first week out on your own. Not even in the first year, five, or even 
longer. The trick is to be realistic about your goals by setting a time frame in which to achieve them. In order to achieve 
your goals, you need time to accumulate the required resources. You will find that you can classify your goals as short-
term (one year or less), intermediate-term (two to five years out), and long-term (more than five years out). You can 
also group your goals by order of importance. Some are "must have," while others would be "nice to have." No one can 
tell you which goals are more important than other goals—let others keep up with their own Joneses. Make a list of 
your short-, intermediate-, and long-range "must haves" and "nice to haves." It's important to write this down. Goals that 
are not written down are nothing more than wishes. Goals are achieved; wishes may or may not come true. 
 
LIVE WITHIN YOUR MEANS 
It will be easier to achieve your intermediate- and long-term "must haves" if you can economize and save on your short-
term "must haves" and "nice to haves." You do this by making some short-term financial decisions regarding your current 
lifestyle. All too often young adults fall into the credit trap they waste years getting out of. This happens when they 
mistake short-term "nice to haves" for "must haves." Rule of thumb: if you don't have the money to pay cash now, it's 
not a "short-term must have." Avoid living beyond your means. You will need to save and invest in order to achieve 
your future goals. 
 
To achieve your goals, you will need sufficient financial resources. These come in the form of income, savings, and 
investments. Whatever income you do not spend on short-term goals can be saved for future goals. If invested 
properly, your savings can generate more income and resources to achieve your future goals and more. 
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WHERE HOUSING FITS  
INTO YOUR LIFESTYLE PLAN  
WHY HOUSING IS IMPORTANT 
An important part of living within your means is choosing the right place to live. Housing will be your largest expense, 
consuming about 25–40% of your income (ouch!). Whether you buy or rent depends upon your lifestyle goals and the 
current local housing economy. While it is generally considered better to buy a home than to rent, in some localities 
you may find it cheaper to pay rent than to pay large mortgage payments, taxes, and other homeowner expenses. 
Cash flow and savings need to be an overriding consideration. 
 
Should you decide to buy a house rather than rent, there are some income tax benefits of which to be aware.  
Interest paid on your mortgage as well as points paid to acquire the mortgage may be deducted from your income.  
Any property taxes you pay are also deductible. Costs for making any improvement to the house such as putting on  
a new roof, replacing plumbing or electric wiring, or adding wallpaper (not painting) can be added to your cost of the 
house to reduce potential capital gains taxes when you sell the house. You should keep careful records of these  
kinds of expenses. 
 
YOUR HOME AS AN INVESTMENT 
While some very creative financing arrangements appear to make home ownership very affordable, they might have 
unforeseen consequences on the other end that can be devastating. On average, a family owns about three homes over 
its lifespan. This is possible because equity from one home is used to upgrade to another. A home is only a good 
investment if the mortgage terms and economy allow equity to build up as the mortgage balance declines. It's not true 
that housing prices always go up any more than it's true that stocks always go up. 
 
There are many ways to keep housing costs down. One example is to share housing expenses with others, or opt for 
smaller and more economical housing. Choose your neighborhood wisely, keeping in mind how much it is going to cost 
to commute to work, transportation costs, and safety. Housing is a short-term "must have," but it shouldn't be allowed 
to break you financially. 
 
Choosing your housing wisely will go a long way toward helping you realize your other lifestyle goals. After making a 
written list of your goals, attach estimated current costs to achieve them. Use these figures to start your financial plan. 
Make a short-term budget that allows you to save and invest for your intermediate- and long-term goals. 
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STARTING A FAMILY 
This article is for those whose lifestyle includes raising a family.  
 
APPLY PERSONAL FINANCE TO YOUR FAMILY 
These days, having children is more of a choice than it was a few generations ago. That being so, there's no reason not 
to prepare a financial plan for a family lifestyle. The basics are the same as any financial plan: set short, intermediate, and 
long-range goals, and then work out the numbers. When planning to raise children, you need to know that children are 
expensive—very expensive. If you are having your own children—the old-fashioned way—there are increased medical 
costs for prenatal care. Then there's medical care for newborns, which is followed up by regular pediatric visits. If you're 
adopting, you can skip the prenatal and possibly the neonatal care. Either way, raising children means increased medical 
care costs or increased health insurance premiums to cover your children. Then consider costs of clothing and diapers. 
Young children outgrow clothing very rapidly—especially shoes, which aren't cheap. If you are like most parents, you 
won't want to wash diapers either—so be prepared to spend a lot on disposable diapers. Don't forget housing. A child 
or two means an extra bedroom—now. Do you need to move to larger quarters before starting a family? If you plan to 
move later, you still need to factor those costs into your plans. 
 
Another thing to consider: it is very likely that one parent is going to have to stop work for a while, which means 
decreased family income. If you are financially able to hire a nurse or nanny, you may not have to sacrifice job income, 
but you will have the additional expense of a caregiver. 
 
LIST YOUR COSTS AND FACTOR THE SPACING OF CHILDREN 
When planning financially to start a family, make a list of all the increased costs and changes in income that will result 
from having children and the duration that this will last. Consider too whether you want to raise more than one child 
and the spacing in ages of multiple children. It may be more economical to have several children close in age to allow 
the "stay at home" parent to re-enter the work force earlier rather than later. Having children close in age can also help 
economize on clothing costs if a younger child uses clothes that an older child has outgrown but not worn out. Children 
close in age may also be a benefit later when the school-aged children apply for financial aid, since aid is partially 
awarded on the basis of cost of all children in school during the same academic year. This applies to private elementary 
and secondary schools as well as to institutions of higher education. 
 
You also need to prepare for future childcare costs including toys, sports equipment, education supplies, outings, and 
higher education. Oh, and probably dental braces. You may as well start saving for these now while the kids are still 
young so you have time to accumulate sufficient resources. If you are saving for your child's higher education, the IRS 
offers tax breaks to persons using the Coverdell education savings account or your individual state's sponsored 529 
qualified tuition program. 
 
CHILDREN CAN SAVE YOU MONEY AT TAX TIME 
Some good news is that children are a tax break. But, you will still spend a lot more on the kids than you save on taxes. 
Each child gives you a dependent deduction allowing you to deduct an amount specified by the IRS from your 
taxable income ($3,950 for 2014 and $3,900 for 2013) subject to IRS income phase-out and dependent definition rules. 
Direct medical expenses and medical insurance premiums are itemized deductions subject to IRS limitations. You may 
also qualify for certain tax credits that are a dollar-for-dollar reduction in taxes. These include the child tax credit 
($1,000 per child, in effect through 2017), the dependent care tax credit (up to $3,000 for one child and $6,000 for 
two or more children), and the earned income tax credit (amount depends on income and number of dependents). In 
order to get the credits, you must complete the appropriate federal income tax return and calculate the amount using 
the IRS's complex methods. However, with a good tax software program or professional help, this should not be an 
insurmountable problem. If you want to complete your own tax returns, you can obtain IRS Publication 17, which has all 
the details. If you pay childcare costs to someone who provides the services in your own home, such as a nurse, nanny, 
or au pair, you may be subject to paying household employer taxes including withholding, Social Security, and 
unemployment taxes (see IRS Publication 926). 
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Raising a family is an awesome responsibility and should be given careful consideration and financial planning. Children 
will put a great strain on any relationship because of the emotional and financial demands they make. However, if you 
are properly prepared emotionally and financially, children can be the greatest joy in your life. 
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SUMMARY OF  
LIFESTYLE PLANNING 
As you progress through life, your goals may change, too. While it is impossible to accurately foresee all the things that 
will change in your life, you certainly can plan for those changes you expect to make. 
 
Start by setting down those things that will truly make you happy. Then see what it takes to achieve happiness. Set your 
goals in writing and review them along the way. It's okay to modify or change them. However, once you commit them 
to writing, you will be on your way to success. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Make a budget that balances my cash inflows and expenses.  
• List my financial goals, the date I want to accomplish each goal, and the dollar amount of each goal.  
• Determine how much money I can comfortably set aside to invest.  
• Discuss long-term financial goals with my future spouse, e.g., having children, buying a house, and  

funding retirement.  
• Investigate the tax breaks available to parents.  
• Determine whether buying or renting is more advantageous. 
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PERSONAL  
FINANCE BASICS 
Personal finance is economics on the family and individual levels. Get a basic 
introduction to it in this tutorial. Learn about goal-setting, debt, various investments, 
and how small, everyday choices impact your financial life. This tutorial is ideal for 
those seeking a good foundation for more in-depth personal finance topics. 
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SETTING PERSONAL  
FINANCIAL GOALS 
If you do not know where you are going, how will you know when you get there? This is very true about financial goals. 
You need to set financial goals to help you make wise financial decisions, and also as a reward for your efforts. Goals 
should be clear, concise, detailed, and written down. Unwritten goals are just wishes. Those who set goals and fail often 
find that they didn't set realistic goals to begin with. So, the first step in setting any goal is to determine what is realistic 
and what is not. In this article, you will learn how to set realistic and achievable financial goals. 
 
HOW YOU ACHIEVE YOUR GOALS 
You achieve your financial goals when you have the cash available to satisfy some immediate financial need, want, or 
desire. The key is to be prepared to have the required cash when the time comes to achieve the goal. For example, 
suppose you want to buy a brand-new car costing $30,000 using cash five years from today. In five years and one day, 
you will know whether you achieved that goal. If you have the $30,000 five years from today, you have achieved your 
goal. That is all pretty definite, but is it realistic? 
 
You will have more than one financial goal to achieve. Besides the new car, you might be considering buying a home, 
funding higher education, paying for a wedding, taking a vacation, or accumulating retirement nest savings. Each financial 
goal has its own price and time horizon—when you need the money. 
 
YOU SHOULD HAVE A PLAN 
In order to achieve all your goals, you will need a plan. Starting from what you already have available, you will need to 
determine how much more you need to accumulate and when you will need it. Don't neglect to consider that the price 
of your goal items might actually increase as well. Depending upon how you invest your savings over time, you might 
receive interest, dividends, or capital gains to help you along—you should consider this as well. Do you have the means 
to make additional investments necessary to accumulate the required wealth? Don't neglect to consider the effects of 
taxes on your savings. After considering the foregoing, you might determine that you can achieve some goals in less 
time. Or you might find that it could take longer. The time horizon is important to setting realistic goals. 
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SETTING SHORT-TERM, 
INTERMEDIATE-TERM, AND  
LONG-TERM FINANCIAL GOALS 
 
CONSIDER THE TIME ELEMENT 
Consider how important it is to achieve your goals on time. Some goals are so important that not achieving them  
would be not only disappointing but also disastrous. When a goal must be achieved by a specific date, you must plan 
conservatively, save more money, and take less investment risk to ensure against loss. However, if the timing isn't as 
important or if you have discretionary assets and can take some investment risk, you might be able to invest more 
aggressively. Let's say you needed to save an additional $15,000 in five years to buy the car mentioned above. After five 
years, you only manage to accumulate $27,000—you're $3,000 short of your goal. So, it will take you longer to buy the 
car. Had you invested more aggressively, you might have made the goal, but you might also be worse off. In this case, let 
your risk tolerance help you determine your time horizon. 
 
SHORT-TERM, INTERMEDIATE-TERM, AND LONG-TERM 
Goals should be grouped as short-term (three years or fewer), intermediate-term (three to seven years), and long-term 
(more than seven years). Generally, the longer the time horizon to achieving a goal, the more aggressive you can be in 
your investment approach. However, you should never exceed your risk comfort level—the amount of risk you can 
take without abandoning your goal. This is your risk tolerance. If you approach setting financial goals in this way, you will 
make better financial decisions about setting goals and ways to invest to achieve them. 
 
You should always monitor your goals to be sure they are on track. Set up a way to measure your progress. If you see 
that you are lagging behind, you may need to make an adjustment in the amount or way you are investing. If you are 
way ahead, you may want to be more conservative, shorten your time horizon, or add a new goal. 
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MANAGING  
PERSONAL DEBT 
An important part of personal finance is how you manage your debt. Ideally, you would not have any debt, but in 
practice, most families do. It is not likely that most persons would be able to buy a car, a house, an education, or even 
major appliances without having to incur some debt. 
 
THE COSTS OF DEBT 
Debt makes everything cost more. If you saw a sign in a store window advertising "Sale—Everything 25% Off," you 
might be tempted to rush in and buy, buy, buy. But what if the sign said "Sale—Everything 25% More Than Marked"? 
That is just what happens when you pay for goods and services using debt. Moreover, you may be using debt without 
even realizing it. 
 
Debt means paying for things with other people's money. Whenever you use a credit card, buy on convenient time 
payments, or take a loan, you are using other people's money to make a purchase. In return for the privilege, the other 
people are entitled to payment (interest) for the money they lend to you. Be careful with 0% interest offers. You may 
indeed pay 0% interest, but if you do not honor the terms of the agreement, it may become void. It's important to 
know that sometimes the interest on a product is paid up front, hidden in a higher price for such a purchase (when you 
see such a deal, ask how much discount you can get if you pay cash up front). If there is no discount, read the terms 
very carefully. You may wind up paying all the interest after the term expires. 
 
Debt is not bad, but you must use it wisely. To use it wisely, you need to understand it. 
 
FORMS OF DEBT 
Personal debt comes in many forms. There is long-term debt, such as a mortgage on a home that may take 10, 15, 30, 
or (rarely) more years to repay. Intermediate-term loans such as a home equity loan or auto loan may be repaid in five 
years. Short-term loans such as credit card debt or personal loans are usually paid in three years or less. 
 
TIME HORIZON OF DEBT 
Generally, the longer the term of the loan, the higher the interest rate (%) will be. The longer it takes to pay off the 
loan, the more dollars you will pay for the loan. For example, if you borrow $1,000 and pay it back monthly over 24 
months at 15% APR (annual percentage rate) compounded monthly, you will pay $164 in interest, while the same loan 
amount paid back monthly over 120 months at only 5% APR would result in your paying $273 in interest. So, a lower 
rate does not necessarily mean it will cost you less. Revolving credit, such as an unpaid credit card balance, can be even 
more insidious. If you pay only the minimum amount due each month, it may take years to get the balance reduced to 
zero. This is because credit card companies only require that you pay a very small fraction (2–3%) of the unpaid balance 
each month while charging you a high APR on the unpaid balance. For example, the same $1,000 purchase made on a 
credit card with minimum monthly payments at only 10% APR would have cost you over $277 in interest after 5 years, 
and you would still have over $275 in an unpaid balance. 
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TIPS FOR USING  
DEBT WISELY 
All of this is not to suggest that you shouldn't use credit; it just means use it wisely. 

• Never use credit (debt) for anything you can purchase outright for cash. 
• If you must use a credit card, pay the entire balance when you get the bill.  
• Avoid impulse purchases. If you cannot pay cash, wait 24–48 hours before making the purchase—you may find 

that you didn't need the purchase after all.  
• If you have high-interest loans, consider consolidating them for a lower interest loan (but watch the term 

required to repay).  
• If you cannot consolidate high-interest loans, then pay the higher-interest loans faster than the lower-rate loans.  
• Never merely make minimum monthly payments on revolving credit accounts. 

 
Even the best-intentioned folks run into financial difficulty. As a solution, there is always bankruptcy, but that is a last 
resort. Negotiate with your creditors for terms you can live with. If you cannot resolve credit and debt problems on 
your own, seek out professional help, such as a reputable consumer credit counseling agency—check with the Better 
Business Bureau in your area. 
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SAVINGS AND  
INVESTMENTS IN  
PERSONAL FINANCE 
Personal finance also helps you make better savings and investment decisions because it focuses on your goals. Your 
budget (or spending plan) should be built around your day-to-day expenses, including your short-range lifestyle and 
financial goals. These may include your goals for your family's well-being, shelter, food, clothing, and recreation. It should 
also provide for future personal lifestyle and financial goals as well. 
 
SAVINGS AND INVESTMENTS ARE FOR REACHING YOUR GOALS 
Savings and investments should be used to match your short-, intermediate-, and long-range financial goals. You save 
and invest for a purpose, not just to accumulate great wealth. In fact, you save and invest for many purposes, and how 
you save and invest depend upon the purpose. For example, if you need to replace a household appliance costing a few 
hundred dollars in the next 12–18 months, you will save differently than you would if you were saving to pay for a 
child's education in 10–15 years. To make these decisions, you need to understand the relationship among 
investment risk, time horizon, and investment reward. 
 
THE REWARD FOR RISK 
Investors are rewarded for taking investment risk. To encourage investors to take higher risks, the rewards must be 
higher for those higher-risk investments. You can spread investment risk over many different investments. This is called 
diversification. (There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-
diversified portfolio. Diversification does not ensure against market risk.) You can use this relationship in making savings 
and investment decisions—low risk for short-term goals and higher risk for longer-term goals. 
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HOW SMALL CHANGES  
ADD UP TO BIG SAVINGS  
Building wealth is a daunting task for many because they see it as looking up a tall mountain and thinking it's too high  
to climb. But the truth is, even putting aside small amounts can add up to something big. Small, periodic expenses on 
discretionary items like coffee, candy, and fast food (and the sales taxes on them) can add up to a lot. If those expenses 
were saved and put into an account that earns money, the results over time could be substantial. 
 
WHAT IT MEANS 
This need not mean that you must deprive yourself of the little things in life. Rather, it is just an example; it means to 
look closely at your spending by tracking it for a while, see where you are leaking money needlessly, and make changes 
to your spending. Many an investor has built wealth by doing just that—all without suffering much deprivation in the 
process. It's about full awareness of where your money is going. The next step is diverting these small amounts into 
savings or investments where they can grow in value or earn interest or dividends. With compounding, the earnings  
add up even faster. In fact, for many people the lost earnings are the biggest casualty of not saving and investing more. 
 
THINK OF IT AS A STARTING POINT 
Saving small amounts here and there is not what investing is about. Rather, saving small amounts here and there is one 
starting point for gaining the discipline to control your spending. A good way to find out where you can make changes  
is to track your expenses for a month. Record every single penny spent. Check any online bank accounts to see if 
withdrawals are being made that you are unaware of. Most people are surprised to find expenses they can cut out—
without depriving themselves of the little things in life. The drive to save is much stronger when you first establish a goal 
that you want to work for—retirement, a house, a small business, a hobby item, etc. 
 
HOW MUCH CAN YOU SAVE BY MAKING SMALL CHANGES  
TO YOUR SPENDING? 
So-called "latte factor calculators" that you can find online let you plug in the numbers. For example, spending $3 every 
other day over the course of 10 years could instead become nearly $7,500 if put into an account earning 6% interest. 
This figure includes about $2,000 worth of interest alone. Is what you are spending money on periodically worth losing 
all this potential interest? 
 
Of course, interest rates change, prices change, spending habits change, and time periods change. You probably  
cannot predict with certainty the amount that you will save, but you can see that small changes do indeed add up. 
That's the point. 
 
And you can still splurge on your favorite things (more so once you have built up a good savings), but you may need to 
scale it back or cut out other expenses. Going cold turkey could backfire and prompt you to binge-spend at 
inopportune moments. 

  

© 2016



 19 © 2014 Financial Fitness Group | All Rights Reserved | www.financialfitnessgroup.com 
 

SUMMARY OF PERSONAL  
FINANCE BASICS 
Personal finance uses the process of personal financial planning to help you develop a spending plan around your 
lifestyle and financial goals. It helps you set realistic goals and budget to meet them while managing your savings and 
investments. 
 
With this in mind, we'd like you to think about crafting a personal financial action plan. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• List my financial goals, the date I want to accomplish each goal, and the dollar amount of each goal. 
• Match each of my short, medium, and long-term financial goals with a specific portion of my savings  

or investments.  
• Determine how much I should save to meet my goals. 
• See how I can allocate my assets.   
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CREATE A FINANCIAL  
ACTION PLAN— 
KEEP IT SIMPLE 
When you think of doing financial planning, do you picture yourself in an office, with a 
professional planner on the other side of the table, and hashing out a complicated set 
of documents with a lot of big numbers and goals that are hard to imagine you could 
ever achieve? In truth, financial planning often does involve professionals, and it often 
does lead to a set of documents with big numbers and a list of goals.  
 
But it need not be this involved. It can also be quite simple, as we will see. 
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WHAT IS A FINANCIAL  
ACTION PLAN AND  
WHY DOES IT HELP  
TO HAVE ONE? 
A financial action plan is a plan that directs how you will manage your money in order to achieve your goals. Simply 
knowing what you want will not get you there: you need a real plan to make it happen. And it should be written  
down, with clear goals and actionable steps that can be measured in some way. When a plan is written with concrete, 
measurable steps, you can gauge whether or not it has succeeded. Another benefit is that the concrete, actionable steps 
take the hunches and the guesswork out of your planning. 
 
IT'S ALL ABOUT YOUR GOALS IN LIFE 
At its core, financial planning simply means setting a number of goals and writing steps to achieve them with your 
money. You can start with just a few and make a living, breathing, flexible plan for yourself. Indeed, your plan can be  
as simple as writing down three to five goals and some steps for achieving them. 
 
Professionally written financial plans typically encompass all areas of a person's life: debt management, investing, 
retirement planning, estate planning, financial forecasting, insurance, risk management, assets and liabilities and net worth, 
and a plan for periodic review. Each item includes a set of steps for making it happen. Thus, it is not the same thing as a 
budget; it covers more than just how you will spend your money. Indeed, some personal financial plans are over 100 
pages long. But every one is as individual as the person it is written for. 
 
IT'S A STARTING POINT FOR BIGGER THINGS 
As you succeed at your own plan over time and refine and update it, you can expand it to include more complex goals, 
like a retirement plan and investments. For these, the services of a professional planner may be desirable. They not only 
get you onto a solid path, but they can also save you a lot of money over what you might spend on the planner. 
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STEPS INVOLVED IN  
WRITING A SIMPLE  
FINANCIAL ACTION PLAN 
No two financial action plans are the same. They differ based on how complex your needs are and how much of  
your life plans you want to cover. Traditionally, financial plans have a certain structure: 

• Setting goals and gathering financial data. This includes your income, insurance, any investments, your 
benefits at work, and of course, your life's goals. 

• Assessing your financial status. This is where calculations and financial statements come into play.  
For example, a net worth statement will add up your assets and subtract your liabilities to give you your 
financial status. 

• Developing the actual plan. This step is how your plan will be carried out. It will include recommended 
savings and investments and other means of generating wealth. 

• Carrying out the plan. Here, you will actually do the saving and investing; or a professional will do it for you. 
• Monitoring the plan. Your plan must be reviewed periodically to make sure it is on track. If necessary, it can 

(and usually will be) revised. 
 
Though this may look intimidating, it's not a requirement. A financial action plan can be as simple as listing each goal and 
then listing a means of achieving each one: 

• Setting goals. Write down the things you want to achieve. 
• Developing the plan. Set a simple task list. 
• Carrying out the plan. Do the tasks and mark them as done when they are done. 
• Monitoring the plan. Set a reminder on a calendar or an app to see how you are doing. 

 
A note about writing goals: it's not enough to say something like "I want to have some extra spending money." Goals 
like this fail because they are not specific; to really work, they should specify three things: 

• What the goal is. 
• How much money is needed for it. 
• When the goal is to be achieved. 

 
In our example, we should say, "I want to save an extra $40 at the end of every month to spend on what I want."  
That is not only specific, but it can be measured at the end of every month. Of course, it should also be realistic  
and attainable. 
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A SAMPLE FINANCIAL  
ACTION PLAN 
Keep in mind that the financial goals you set should specify what the goals are, how much money is needed for them, 
and when the goals are to be achieved. They should also be realistic for you, and they should be measurable in some 
way. Then you can proceed to write a list of tasks to do to make sure the goals are achieved. 
 
Here is a sample financial action plan: 
 
MY PLAN 
Goal: Save $40 at the end of every month to spend on what I want.  

• Task 1: Make a budget. 
• Task 2: Look for less-expensive alternatives to existing expenses. For example, eat out two fewer times per 

week and save $10. 
• Task 3: Divert the amount of money saved into a separate place. 

 
Goal: Save up $1000 for a different car by 10 months from now.  

• Task 1: Make a budget. 
• Task 2: Cut out unnecessary expenses; perhaps $100 per month. 
• Task 3: Take on a part-time or temporary job to raise the needed money. 
• Task 4: Divert the amount of money saved into a separate place. 

 
Goal: Pay off a $1000 balance on a credit card in 12 months.  

• Task 1: Determine the amount that must be paid each month (online calculators can help with this). 
• Task 2: Set aside that amount each month by cutting out unnecessary expenses. 
• Task 3: Take on a part-time or temporary job to raise the needed money. 

 
Goal: Create an emergency fund of $5,000 in 24 months.  

• Task 1: Reduce the phone bill, cable bill, eating out bill, and other bills by $208 per month. 
• Task 2: Divert the amount of money saved into a separate account, such as a savings account. 

 
The owner of this plan should monitor it at the end of every month to make sure it is on track. 
 
These examples are simple, but they are the kinds that millions of people struggle with. As long as you make your  
goals specific enough to be measurable and you set specific actions down in writing, you have a working financial plan. 
As the time frame of your plan goes on, you will want to review and revise it, based on how well you are sticking to it.  
If you are not sticking to it, perhaps you were unrealistic, or perhaps there were interruptions that prevented you from 
reaching your goals. In that case, you can revise your plan and continue with it. 
 
Consider using the example above as a template. If you wish, you can and should embellish it to include how you will 
measure your progress. You can even add a reward at the end. 
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GETTING HELP TO  
WRITE A FINANCIAL  
ACTION PLAN 
If you want to write a plan but feel you need help, there is abundant help out there just waiting to be tapped. Because 
so many people need or want help with their financial lives, a whole industry of professionals, associations, software, and 
even cell-phone apps exists just for you. 
 
FINANCIAL PLANNING SOFTWARE 
There is a wealth of financial planning software out there, and the available programs grow and change every year. Most 
of them are more complex than just setting and tracking your goals—they take in your bank account and other 
information and create budgets and forecasts for you. But they do include some action plan aspects to them. Look to 
see more of them in the future as entrepreneurs start filling demand for financial planning among the non-wealthy. 
 
More to the point, there are hundreds of apps (i.e., programs) that are simple to work with. Some of them limit 
themselves to goal-setting and monitoring. A search for phrases like "goal setting apps" or "financial planning apps" can 
bring up several that you can use on a cell phone, tablet, or computer. Some are free to use; some will even pester you 
if you fall off the wagon.  
 
FINANCIAL INSTITUTIONS 
Many people are not aware that their banks or credit unions have financial planners on staff. These planners are trained 
to help you set financial goals and stick with them. Many of them charge for their services, though. It pays to call and  
find out. 
 
EAPS 
Got an employee assistance program (EAP) at work? There may be a counselor or two who can help you draw up a 
plan. Many of them are familiar with goal-setting and tracking; some are actual financial planners who would not charge 
you. Beyond helping you set up an action plan, they can act as an accountability figure to help you stay on track—and 
revise your plan when you need to. 
 
PROFESSIONAL SOURCES OF HELP 
Of course, there are professional financial planners who are well-versed in financial action plans. Many of them work at 
large companies; others work in their own offices because they are self-employed. Still others work at your bank or 
credit union. 
 
There are professional financial planning services for low-income people as well. For example, the Financial Planning 
Association, which promotes financial planning services, has a pro bono program in partnership with the Foundation for 
Financial Planning. 
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SUMMARY OF CREATE  
A FINANCIAL ACTION  
PLAN—KEEP IT SIMPLE 
Despite the commercials that show happy upper-middle class couples walking on the breezy ocean beach because their 
financial planner has made it possible for them to own a second home there, most of us are not this fortunate. We get 
up in the morning with a set of worries that we go to bed with that night. Solving your problems may take time, but 
one thing you can do is get started on an action plan. It will put them into perspective, and just knowing you have a plan 
written down will give you back some of the needed enthusiasm that had been seeping out of you for years before.  
 
If you have not yet done so, take some time now to get started on your plan.  
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Write down three to five important goals for myself. 
• Write down a set of tasks to do to fulfill these goals. 
• Plan a reward to give myself when I have completed each goal. 
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BUILDING A BUDGET 
One of the most important parts of investing is budgeting. It is necessary for getting 
most of the things you want in life. A budget helps you focus on the important things 
in your life and how to pay for them. A good budget will help you economize and 
save for these things. Whether helping you build wealth little by little, or building 
more than that, a budget is your roadmap for taking control of your money and 
making it work for you. If you want help with your budgeting, there are many good 
tools out there that make the work easy for you, and some of them are free. 
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WHAT IS A BUDGET? 
"You really need to make a budget and stick to it." Hopefully, we haven't lost you, because those 10 words have  
started more arguments and domestic disputes and have led to more divorces than any other words in the English 
language. There have been television sitcoms based on the premise that budgeting is just too funny and cannot be  
taken seriously. In fact, the financial planning community doesn't like to use the term budget. Instead, they call it "cash-
flow management." 
 
EVERYONE HAS A BUDGET 
Everyone who handles money has a budget, whether they know it or not. It may not be written down, but it is there 
just the same. For example, mom gives her eight-year-old son a $10 allowance for the week. Does Sonny go out and 
spend it on a CD, candy, or school supplies, or does he save it to make a larger purchase in the future? It doesn't matter 
how you answer the question. However Sonny "spends" the $10, he has made his decision based on his budget, 
although it wasn't written down. 
 
A budget has two main components: cash coming in (inflows) and cash going out (outflows). If you subtract the 
outflows from the inflows, the answer should always be zero. That's called balancing the budget. 
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BUDGETS COMPARE  
MONEY FLOWING IN AND  
MONEY FLOWING OUT 
So why is budgeting subject to so much angst? Most persons don't see the difference between income and inflows. 
Income is an inflow, but so is money taken from savings and money borrowed. Income is money earned from work, 
earned from investments, or received as a gift. Some people try to spend more income than they have, ultimately 
causing problems in the future, when the budget must be balanced with inflows from either savings or borrowing.  
Here is a simple example: 
 
INFLOWS  

From Sonny’s allowance $10 

From Sonny’s savings $0 

Total inflows $10 

OUTFLOWS  

School supplies $5 

CD $8 

Total outflows $13 

NET CASHFLOW ($3) 

 
 
The negative $3 cash flow tells us that to balance this budget, Sonny needs an additional inflow of $3. If Sonny had 
previously saved some money, then he could easily take the $3 from savings and his budget would look like this: 
 
INFLOWS  

From Sonny’s allowance $10 

From Sonny’s savings $3 

Total inflows $13 

OUTFLOWS  

School supplies $5 

CD $8 

Total outflows $13 

NET CASHFLOW $0 
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If Sonny didn't have any savings, one of two things would happen: He would either have to postpone one of his 
purchases or he would have to borrow the cash from his mother or another lender. 
 
BUDGETS ARE ALSO CALLED "CASH-FLOW MANAGEMENT" 
A budget is merely a way to identify cash coming in and how we spend it. It can be a valuable tool for planning future 
spending and for making investment and borrowing decisions. When used to make decisions about future spending, 
saving, and investments, it is called cash-flow management.  
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WHAT ARE THE  
PARTS OF A BUDGET? 
A successful cash-flow management plan starts with a written budget. In the budget, one defines sources of cash inflows 
and expenses (cash outflows). The inflows and outflows must balance. There are three sources of inflows: income, 
savings, and borrowing. There are many outflow items, but they are usually described as expenses and grouped 
together in a few common categories in order to simplify the written plan. Some expense items may be used as 
income tax deductions and are customarily grouped to make it easier to identify for income tax return calculations. 
 
YOUR EXPENSES ARE EITHER FIXED OR VARIABLE 
Expenses may be fixed or variable. Fixed expenses recur each period (month) and include items such as mortgage or 
rent payments, automobile payments, utility bills, etc. Variable expenses generally do not recur each period or their 
amounts are very different from month to month. Variable expenses include entertainment and vacation costs, and 
purchases of clothing and household items, etc. 
 
EXPENSES ARE EITHER DISCRETIONARY OR NON-DISCRETIONARY 
Expenses may also be discretionary or non-discretionary, depending on whether one has a choice of incurring the 
expense or an option of when to incur the expense. For example, paying the utility bill is non-discretionary, since if one 
doesn't pay it, the utility company can turn off service. Purchasing a replacement automobile is discretionary (left up to 
your own judgment), since one can choose to buy a new or used car, a luxury or economy car, or can choose the 
timing of the purchase—now or in the future. 
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WHAT DOES A  
BUDGET LOOK LIKE? 
THE BASIC BUDGET FORMAT AND PRINCIPLES 
Budgets for a household and for a business may look different, but they use the same basic principles. Some people like 
to group fixed expenses together and variable expenses with each other. Others like to categorize all discretionary 
expenses together and all non-discretionary expenses with each other, too. The method you use is a matter of personal 
taste and convenience to suit your particular purpose and reporting needs. 
 
The basic layout has all inflows grouped together at the top. Outflows are grouped by expenses and are listed below 
the inflows. Here is an example: 
 
INFLOWS 

Income from work (investments, gifts, goods sold, etc.) 

From savings (retained earnings—negative if adding money to savings. See “Pay yourself first” below.) 

From borrowing (credit cards, loans, financing, etc.) 

TOTAL INFLOWS (ADD ALL THE ABOVE) 

OUTFLOWS 

Taxes (usually from income—listing income before taxes, include taxes here) 

Mortgage / Rent 

Utilities (may be combined with mortgage/rent as household expenses) 

Goods, cleaning, personal care 

Clothing 

Transportation (auto, carfare, tolls, parking) 

Medical )doctors, prescriptions, co-pays) 

Insurance (life, disability, auto, home, business, etc.) 

Entertainment (dining out, travel, vacations, etc.) 

Gifts to charity and individuals 

Miscellaneous expenses not included above 

Consumer debt payments 

TOTAL OUTFLOWS (ADD ALL THE ABOVE) 
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When making your first budget, you would initially make a guess for each of the inflow and outflow items. A better 
method is to review past inflows and expenses over a reasonable period of time (several months or years) and use the 
average as an educated guess. Recording inflows and outflows in this way helps to project future cash-flow needs. It also 
suggests which expenses need to be watched closely in order to economize and avoid waste. 
 
PAY YOURSELF FIRST! 
Most financial advisors agree that the best way to avoid financial problems and to save for future expenses is to "pay 
yourself first." This means that a certain amount of money from your gross income should be withheld and set aside  
into a savings plan. In your written budget, this will appear as a negative entry in savings, since the cash flow is going  
into savings. 
 
By keeping a written record of your income and expenses, you are better able to project when you will need additional 
inflows from savings or borrowing, and which expenses can be reduced or postponed to a future period when you 
have better inflows.  
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ECONOMIZING  
WITH A BUDGET 
The key to a successful financial plan is managing one's cash flow. Did you ever meet someone who complained, "There 
is too much month left at the end of the money"? This can happen more often than one thinks. In fact, it is quite a 
normal occurrence, even for those in good financial shape.  
 
WHY IT'S EASY TO FALL INTO DEBT 
Here is why. Most persons have a steady stream of income each month, but their expenses may vary so much that 
some months have more expenses than inflows from income. This is usually not a problem, because on those months 
when the income exceeds expenses, the excess income goes into savings (a negative inflow) that can be used later 
when expenses exceed monthly income. It only becomes a problem when monthly expenses exceed monthly income 
so often that there are not sufficient savings to provide for the difference. When that happens, one is forced to borrow 
money to balance the inflows and outflows. This leads to increased expenses, because the cost of borrowing money 
itself (interest) increases monthly expenses. 
 
TO STAY OUT OF DEBT, YOU MUST ECONOMIZE 
To avoid this, one must economize. Economizing is merely determining how much one can spend on each expense 
item so that the expenses do not exceed income over time. Since "income" is the limiting component, one economizes 
by incurring expenses based upon the amount of income one expects to receive over time. If you had an expectation of 
$50,000 of income over the next 12 months, you couldn't very well plan to spend $75,000. That just doesn't make 
sense. On the other hand, if you had an expectation of $50,000 of income per year for the next three years, and you 
wanted to spend $75,000 this year and only $37,500 per year (including interest on the borrowed $25,000) for the 
following two years, that would make sense, because the inflows from income would balance the outflows. If, instead, 
you spent only $37,500 per year for two years, you could spend $75,000 in the third year without incurring any interest 
charges—in fact, you would probably have earned interest on the unspent income for the first two years. 
 
PLAN YOUR EXPENSES TO MATCH YOUR INFLOWS FROM INCOME 
Economizing means planning your expenses to match your inflows from income over time. The key to successful 
economizing is in setting goals and putting them in order. One can usually predict future income fairly accurately. It's the 
expenses that pose a problem. Some expenses are just not discretionary. But judge carefully. True, one must have a 
place to live, but how much one spends depends upon one's goals and priorities. One must buy clothing, but how 
much one spends depends upon one's goals and priorities. You can make a successful cash-flow management plan by 
projecting your expenses based upon your short-term, intermediate-term, and long-term income expectations, as well 
as on your goals and priorities. 
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BUDGETING RULES  
OF THUMB 
When trying to set a budget and economize, one is limited by one's future earnings. If expenses continually exceed 
earnings, one has to borrow money to pay expenses. Eventually, one reaches a point when it becomes impossible to 
eliminate debt, which may lead to bankruptcy. A few rules of thumb can be used as guidelines in cash-flow management 
to help formulate your goals and priorities. 
 
TAXES 
Taxes should be avoided. However, evading taxes is illegal. Doing so can ruin your budget and really mess up your goals 
when you are caught. So let's plan to pay taxes, yet strive to pay the least amount allowable by law. This means taking 
advantage of all the legal opportunities available to reduce taxes, such as participation in employer-sponsored retirement 
and benefits plans, as well as funding your own individual retirement accounts (IRAs). Federal and state income taxes, 
Social Security, and Medicare taxes generally will reduce your gross earnings from work by 25–35%. Since these taxes 
are deducted before you get a paycheck, plan your budget on the net amount. That is, if you earn $50,000 per year, 
don't plan to spend more than about $32,000. 
 
INFLATION 
The prices of goods and services tend to increase over time. This is called inflation. While it is quite impossible to 
predict future inflation rates, historically they have ranged between 0% and 10% per year in the United States. Under 
current US fiscal policy, the Federal Reserve is trying to manage inflation between 2% and 4% per year. To predict the 
future costs of goods and services due to inflation, the Rule of 72 might be helpful. 
 
RULE OF 72 
The Rule of 72 can tell us how long it will take for the price of something to double, if we know the rate of inflation. 
Dividing 72 by the inflation rate equals the number of years it will take for the cost to double. You must use a whole 
number as the rate, rather than a decimal or percentage. That means that if inflation is 3%, use 3, not 0.03. For example, 
if you want to know how long it will take for the price of bread to double at 3% inflation, you will proceed as follows: 
72/3 = 24 years. Those of you who passed algebra also see that this formula is useful in determining what rate of return 
is required, in order for an investment to double in a fixed number of years. Using a hypothetical example, in order for 
an investment to double in 12 years, the investment return must be 6% (72/12 years = 6% return). And the rest of you 
thought algebra was a waste of time! You can see that using the Rule of 72 allows you to predict future costs, income, 
and savings without using a fancy financial calculator or computer. But remember, it is only a rough estimate. 
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HOW MUCH DO PEOPLE  
TYPICALLY SPEND ON  
THEIR EXPENSES? 
Demographic studies show that persons of similar ages, family size, and earnings tend to spend similar amounts on 
annual living expenses, but different amounts compared to different age/income/family size groups. While these 
percentages of income per category are somewhat different for each group, here are broad guidelines based upon  
gross family income before taxes: 
 

EXPENSE PERCENTAGE OF 
GROSS FAMILY INCOME 

Household (mortgage/rent, utilities) 16 – 30% 

Food and personal care 5 – 15% 

Clothing 3 – 5% 

Transportation 6 – 11% 

Medical care 1 – 6% 

Insurance 1 – 5% 

Entertainment, recreation, vacations 5 – 6% 

Gifts 1 – 2% 

Miscellaneous 4 – 9% 

Consumer debt payments 3 – 4% 
 
 
In setting your own goals and priorities, if any of your planned (or actual) expenses exceed these guidelines, then 
perhaps that is an area you need to reconsider. 
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WHAT DO BUDGETING  
TOOLS OFFER? 
Budgeting tools make budgeting easy. They are designed to take data and turn it into a story about your financial life. 
This data inputting can be manual or it can be automatically downloaded through an Internet connection to your 
financial institution; it depends on the tool. Different tools offer different features.  
 
If you've started referring to budgets as "the B word," then perhaps it's time to look at how easy these tools have 
become in the past few years. Here is a list of features that are available in general: 

• Tracking of income and expenses. This is accomplished with templates in which either you input your 
income and expenses or the program does it for you automatically. 

• Categorization of expenses and income. Rent, entertainment, medical expenses, clothing--all these and 
more are categorized so you can easily see how much you are spending each month on them. 

• Setup of budget. You can set up how much you'd like to allocate each month to each category of expense. 
• Reports. Reports tally up data and provide you with a total picture of your money. You can get daily, weekly, 

monthly and yearly summaries of your income and expenses, summaries of certain types of expenses (such as 
your car payments) and income, reports of your total assets and liabilities, transaction reports for income and 
expenses, checks you've written, and more.  

• Balance calculation. The reports can provide your current balance as soon as the needed information  
comes in. 

• Security. Security prevents your account from being hacked by others. 
• Basic vs. advanced. There are different levels of service provided, based on the product. Some are very basic, 

while others allow complex calculations and analysis. 
• Tracking of bills. The program can keep track of bills that you owe. 
• Connecting with credit and debit card and savings/checking accounts. In order to give you a fuller 

picture of your finances, budgeting programs can link to your various accounts and import data from them. 
• Alerts. You can choose to have alerts sent by email, Tweet, or text whenever a certain event happens, such 

as falling to a certain balance or making certain transactions. You can also have periodic summaries sent to you 
in these ways. 

• Forums. Some online budgeting software has forums in which you can share ideas, celebrate your success, or 
hold your friends accountable for their budgeting. 

• Planning. Some budget software provides applications that analyze your data and plan your finances into  
the future. 

• Business applications (statements, forecasting). Programs for businesses are more complex than 
programs for individuals because businesses need to do accounting and analysis. 

• Service for more than one person. Most software lets several users set up accounts. 
• Financial education. There may be articles, tutorials, calculators, and videos on how to understand money 

and finance.  
• Apps. Budgeting software can provide separate applications for smartphones and other devices. 
• Other features. Retirement account tracking, net worth tracking, debt repayment tracking, and lists of 

messages received are some of the other available features of budget software. 
 
  
  

© 2016



 37 © 2014 Financial Fitness Group | All Rights Reserved | www.financialfitnessgroup.com 
 

WHAT TO LOOK FOR  
IN A BUDGETING TOOL 
Budgeting tools vary from the simple to the very complicated, from free to expensive, from paper to desktop to online. 
Some are limited to simple recording of your income and expenses, while others go all the way up to complex forecasts 
and analyses. 
 
If you have never used one before, then you may not know what to even look for. But if you have, then take stock of 
what you need in a budgeting tool and then begin the search. 
 
RESEARCH 
You must invest some time in researching the options. If you have online access to your financial accounts at your 
financial institution, then it may have budgeting tools already up, with your account data already in them. Check there 
first; a little time tooling around will show you the great perspective they can provide on your money. 
 
An online search for phrases like "budgeting tools" will bring up dozens that you can research. Also, there are reviews in 
the media every year that cover the plusses and minuses of each program. 
 
TRY THEM OUT 
Many online tools let you try them free for a while before making a purchase. A few are free for as long as you have an 
account open. 
 
COMPARE PRICES AND FEATURES 
Here are some factors to consider: 

• Ease of use. This is what will probably make or break it for you. Programs that are formatted and organized 
well are more enjoyable to use. The more effortless a program is, the more likely you will want to work with it. 

• Personal vs. business. Business budgeting tools are more complex and provide more services, such as 
financial statements and sometimes tax information. Personal tools are a little more limited, but should be fine 
for individuals. 

• Flexible categories. Can you add new categories or must you use the ones provided? How likely is it that 
you will need to add new categories? An upcoming change in your lifestyle may prompt you to need them. 

• Editability. Can you activate features that are otherwise optional? Can you create new categories of income 
and expenses? To what extent is editability/customizability a plus for you? 

• Price. One of the more common features to consider is price. As a rule, you will get more features and access 
with a program that you pay for. If you are on the fence about whether to pay for a program, consider that it 
may return a lot of money in savings to you, which can make it pay for itself many times over. If it is for a 
business, then you can take a tax deduction on it. And remember that many programs will let you use them 
for free on a trial basis. 

• Security. Make sure there are protections in place such as 128-bit encryption. It's also a good idea if the 
budgeting tools you are considering have practices that are monitored and verified by third-party services, such 
as VeriSign. Look for tools that routinely test and try to "hack" their own software. 

• Connection to your bank accounts. Budgeting tools need the clearest picture possible of your finances. 
That's why most of them can connect to your financial accounts and download your data, which they use to 
produce reports and budgets. 

• Features. Do you want a simple program that keeps track of your income and expenses, or do you also want 
analyses and financial projections? Expect to pay more for programs with the latter. 

• Communication. Many budgeting tools send you alerts when there are large or unusual changes in  
your accounts.  
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TYPES OF  
BUDGETING TOOLS 
Budgeting tools run the gamut from desktop software to online software to app software to homemade applications 
like spreadsheets.  
 
DESKTOP AND ONLINE BUDGETING TOOLS 
Desktop budgeting tools are those that you buy on a CD or from a Web outlet and install on your computer. As such, 
they need to be updated periodically based on how you choose to update them. Online budgeting tools live on the 
Internet and are updated automatically. 
 
Both types of tools can gain access to your financial data such as checking accounts, savings accounts, and investments, 
but online tools do this more quickly. Once they have this data, they do their magic--they provide a look at your 
cash flow and analyze trends in your money habits, and some even provide forecasts for you. 
Most of these tools are read-only, meaning that they display your data but cannot do transactions into or out of your 
accounts. That is part of the security feature. 
 
APPS 
Smart phones and tablets have budgeting software, too, and they are developing at a fast rate. These application 
software programs (apps) have advantages over many standard programs in that they provide a lot of flexibility, 
customizability, and options. Many of them also focus on ease of use, due to the small size of the phones or tablets.  
 
HOMEMADE BUDGETING TOOLS 
A good budgeting tool need not be a specialized program. You can make one yourself with a spreadsheet or a sheet of 
paper. Here's a simple way to make one: on paper, devote a section to your income from all sources. Devote another 
section to your various fixed expenses, such as rent, investments, and insurance. Devote a third section to your variable 
expenses, such as gas, clothes, and food. It helps to make one column for your projected expenses for these things and 
another for your actual expenses. A third column could record the difference between the two. After several months of 
keeping this budget, you can start to see where you are leaking money (in the red) and where you are coming out 
ahead (in the black). 
 
If you try this but discover that you need more out of a budget tool, you will now be motivated to start researching 
more professional alternatives. 
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SUMMARY OF  
BUILDING A BUDGET 
When you write down a budget, you get a better grasp of your finances and you identify areas in which you can 
economize. If you use the principle of "pay yourself first," you will avoid the debt trap that can ruin a budget with excess 
interest. A sound budget is key to successful investing. And if you decide to use the help of a budgeting tool, you'll find 
that it does much of the work for you, and it may even show you things about your money that you didn't even know 
were happening. 
 
Many of us complain that we don't know where our money is going; by submitting it to a good budget, you can see 
exactly where every cent of it is going. Want to take the next step? Try these suggestions to start. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Pay myself first by withholding a chosen amount from each paycheck and putting it into savings. Start with  
an emergency fund.  

• List my fixed and variable expenses, and my discretionary and non-discretionary expenses. 
• Make a budget that balances my cash inflows and expenses.  
• Research budgeting tools for computers and other electronic applications. 
• Sign up for a free trial with at least one budgeting tool. 
• Contact my financial institution to see if it offers an online budget program; if so, start using it. 
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BUILDING AN  
EMERGENCY FUND 
Life throws lots of surprises at you, many of them financial: the refrigerator dies, the 
radiator on the car goes out, we get a surprise tax bill, or a job is terminated. If you 
lack an emergency fund there are other options, including credit cards, payday loans, 
pawnshop loans or loans from family members or friends. Each of these options have 
their own problems: high interest rates, making them difficult to pay back, as well as 
potential conflict with people close to you.  
 
It's at that point, when you hit a financial bottom, when you realize the importance of 
setting aside a certain amount of cash for unforeseen occurrences. Doing so can buy 
you peace of mind while sacrificing spending for the short term. Ideally, you want to 
have this cash saved up sooner rather than later so that you don't suffer a major 
inconvenience when something does go wrong. 
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WHAT IS AN  
EMERGENCY FUND? 
An emergency fund is an account set aside to gather money for emergency use. The emergency itself may be anything, 
but it's wise to plan for the worst, which means loss of your ability to earn income. Conventional wisdom says to  
save for three to six months' worth of your daily expenses, though others suggest more, especially during periods of 
economic uncertainty. This includes rent, mortgage, major bills, food, etc. Paradoxically, you tend to need an emergency 
fund the most when you're not financially stable, like when you're just starting out, which is when it is the most difficult 
to save. Emergency funds are something that you can't create overnight. It can take a year or more to build a fund 
sufficient to meet your minimum emergency needs and years to build up a more robust amount of savings. Some 
people add to them over the course of years instead. 
 
USE EXISTING MONEY IF YOU CAN 
Ideally, you want to pay for emergency expenses with existing funds. Though credit will do the job as well as cash in 
your savings account, it comes with expensive strings attached. Interest on credit cards, just like the interest on savings 
accounts, adds up over the months, so you end up paying off a bill higher than what you originally incurred. In addition, 
credit card companies may levy extra fees or higher rates if you go over your limit or forget to pay your bill, adding to 
the overall cost. An additional advantage of using existing money is that it will earn interest or dividends if sitting in an 
account in a financial institution. 
 
FIRST, TRACK YOUR EXPENSES 
You should know your spending and earning habits well enough to decide how large of an emergency fund you're going 
to need. If your income is not stable—which is true for many self-employed consumers—you may need a larger fund 
than someone who gets a steady paycheck does. Begin by determining how much money you spend in a month, 
including housing-related expenses, utilities, car payments, gas, insurance, food, and loan payments. Since a loss of 
income-earning ability will mean cutting out unnecessary expenses during that time, focus on the necessary ones. Once 
you have your total dollar amount, multiply it by the number of months you think you'll need. With this goal in mind, 
determine a safe amount to sock away each month or week. At first, it's probably best to set aside a small amount, but 
be consistent with it. 
 
START SMALL 
Don't be discouraged if the amount you need to save seems impossibly large. With the help of budgeting and 
automatic savings plans, you can begin saving a small amount. It's beneficial to even have one month of expenses in an 
emergency fund versus nothing. And as you get pay increases, tax refunds or cash gifts, you can sock away more, 
increasing the size of the fund over time. 
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WHERE TO KEEP YOUR  
EMERGENCY FUND 
In the old days, people would talk about keeping their money under the mattress at home. But that was before 
deposit insurance and credit union share insurance were created to protect accounts at financial institutions. Now  
you can stash your cash there and earn interest or dividends on it, and keep it away from mice, too. 
 
LIQUIDITY IS IDEAL 
Ideally, you want to store your emergency cushion in a liquid, easily accessible account that does not lose its value, so 
you know how much money you have available in the event of an emergency and you can withdraw money quickly. 
Savings accounts offer excellent liquidity. So do money market accounts. Though they hold their value, 
certificates of deposit and savings bonds are not very liquid, though you can take your money out prematurely; 
however, you will likely be penalized for early withdrawals and lose some of the earnings you've built up.  
 
WHAT IS NOT IDEAL 
Not all accounts are suitable for emergency funds. Retirement accounts, for example, should stay put so they can have 
growth potential over the course of decades. Taking money out prematurely can cost you a huge amount of growth 
and early withdrawal penalties and taxes over the long term. Tapping a revolving credit account, such as credit cards, 
can end up costing you much more in finance charges than you need to cover your emergency expense.  
 
Some people choose stocks or other market-based investments for their emergency funds due to those investments' 
potential to grow in value over time. While this can indeed happen, remember that the volatility of the market may put 
you at a disadvantage when it's time to take your money out. You may end up with less than you put in. 
 
SPECIAL ACCOUNTS FOR AN EMERGENCY FUND 
Many credit unions and banks now offer certificates or savings accounts for specially designated purposes, such as 
emergency funds. Having an account specially tailored for an emergency can be a psychological boost that motivates 
saving. If your institution does not offer one of these types of accounts, there are still many choices that you can use for 
this purpose anyway. 
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FINDING MONEY  
TO SAVE FOR AN  
EMERGENCY FUND 
One of the biggest objections to starting up an emergency fund is "I don't have enough to set aside for one." But often, 
you do. Spend a month tracking every cent, and you will probably see where money is slipping through the cracks. Are 
there any services or expenses you could do without or cut back on? Are you expecting a big tax refund soon? 
 
SOME IDEAS 
Doing a Web search on emergency funds can bring up some surprising tips for finding spare cash. Some are harsh  
and draconian. Others are well thought out and recommended by financial advisors. Here are some of the more 
common suggestions: 
 

• Treat it as a bill. Add your emergency fund to your regular bills; this will give it a sense of priority. If you need 
to start small, such as $10 per month, that's still a good start. 

• Unnecessary expenses. Take stock of all the goods and services that you use that are not strictly necessary, 
such as services you could perform yourself, spur-of-the-moment spending choices, or excessive insurance 
coverage. After you've cut them out, you might try staying in that mindset, but instead putting the money that 
you would have spent on them into your emergency fund. 

• Loose change. Put all loose change into a special jar just for your emergency fund. 
• Bonuses or raises at work. If you get a bonus or raise, put all or most of it into your fund. 
• Cash gifts. If you get a cash gift for your birthday, a holiday or another special occasion, you can add it to your 

emergency fund. 
• Tax refunds. Due to their size, these are the most likely source of funds and are a good way to begin an 

emergency fund. 
• Adjusting your income tax withholding. If your yearly tax refund is typically quite large, you can adjust your 

tax withholding so that less is withheld each month; put that difference into your fund so it builds up earnings. 
• An automatic savings account. You can set up automatic transfers of money on a periodic basis from one 

account to another. An advantage of this is that it can save you the time and energy otherwise needed to 
locate money to save. Just be sure you have adequate funds in your source account to cover the transfer. 

• Investment earnings. If you've got stocks, bonds or mutual funds that pay regular income, you can divert  
that into your emergency stash for a while. 

 
Once you have your fund in place at a financial institution, you can start earning money on it. 
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SUMMARY OF BUILDING  
AN EMERGENCY FUND 
Once you've got your emergency fund fully funded, you can breathe more easily. Maybe you can start up your cable 
subscription again, or drink a few more lattes each week. Building a cash cushion is an exercise in discipline that you 
might have to repeat again years later if you need to meet unexpected expenses. 
 
Now that you understand what an emergency fund is, we'd like you to think about setting one up if you haven't already. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Create an emergency fund of 3 to 6 months' living expenses.  
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YOUNG COUPLES  
AND MONEY 
Money can hang like a dark cloud over even the sunniest wedding day. There will now be two of you handling money 
together, which can double whatever angst there was before. There will be clashes and disagreements. As money is the 
most common cause of marital failure, it is wise to put aside your discomfort and deal with it before you say "I do." 
 
Often, one spouse is a spendthrift while the other is a tightwad—this difference may have been part of what attracted 
you to each other in the first place. In the movies, it makes for great comedy. In real life, it can make for great tragedy. 
Any differences you have in how you handle money will be amplified afterward, no matter what type of union you 
choose. They will not magically work themselves out, but they can magically ruin your lives instead, sometimes very 
quickly and very easily, and leave a bitter legacy of anger and lessons hard-learned. 
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FINANCIAL ISSUES THAT  
YOUNG COUPLES SHOULD  
DISCUSS BEFORE MARRIAGE 
You should have "the talk" well before you tie the knot—before you get engaged, even. If you are lucky, you and your 
partner will have the same views on money. But there's a strong chance you will not, even if you are otherwise well 
matched. You may find yourselves getting defensive and feeling entitled to your financial habits while not seeing the 
merit in your partner's habits. 
 
ASK YOURSELVES THESE QUESTIONS: 

• What does money mean to you? What is it really for? 
• What do you like to spend money on? 
• What are your priorities with money? 
• What are your long-term and short-term financial goals? 
• Can you delay gratification if need be? 
• How much debt does each of you have? 
• How will you pay recurring expenses such as monthly bills? Should you share them? 
• How will you plan for large expenses?  
• What will you do if one partner can't meet his or her share of expenses? 
• How much insurance and what types of insurance do you need? 
• Do you want joint bank accounts and/or credit cards? 
• What other assets and investments will you combine, and which will you keep separate? 
• What types of retirement plans should you have? How much will you contribute to them each year? 
• Who will be your beneficiaries for your various accounts? 
• Do you have a will, a trust, or other estate-planning tool to protect your wealth? 
• What kind of housing do you want? If you want to own, how will you finance a home? 
• How many children do you want and when do you want to have them? 
• Do you want to create a prenuptial agreement? 
• Would you benefit from the help of a financial planner? 

 
Discuss your responses to these questions, and be honest. Write them down if you must. They will form the basis for 
your lifelong money plans. Revise them periodically as needed, and add additional questions if need be. 
 
REVIEW YOUR CREDIT HISTORY 
Few things can kill the post-honeymoon glow like finding out your spouse has a big stain on his or her credit report. 
Check both your credit reports prior to the big day, and then check them at least once a year. A bad credit score can 
ruin your ability to get a mortgage or other important loan. Along with your credit scores, find out well in advance just 
how much debt each of you has. Make a plan to pay off your debts, starting with the ones that have the highest 
interest rates. Set up a savings plan to help you with this. Debts can gnaw away at any relationship until they kill it. 
 
If you are the judgmental type when it comes to money, you should instead be nonjudgmental as you listen to your 
significant other's money philosophy. Chances are, he or she is having issues with your approach as well. 
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FINANCIAL STEPS FOR  
NEWLYWEDS TO TAKE 
Once your honeymoon is over, you can resume facing reality. Finish the financial planning steps that you started before 
you got married. Hopefully you asked yourselves several important questions, clarified your wishes and goals, and made 
concrete plans for your money. 
 
Here are some of the major tasks that newlyweds should do: 
 
REVIEW YOUR INSURANCE COVERAGE 
Your needs may be different in marriage. Make sure that your insurance coverage is adequate. You may also need to 
change beneficiaries on some policies. 
 
LOOK INTO JOINT ACCOUNTS 
Some couples like to put all their money into joint accounts for ease of use. Others claim that having separate accounts 
keeps the peace. Still others use a hybrid approach—one or more joint accounts for specific purposes such as 
household expenses, while keeping separate accounts for their personal use. 
 
HOLD REGULAR FINANCIAL MEETINGS 
Discuss your finances regularly, such as monthly or quarterly. Keep a running list of financial issues, challenges, and 
sticking points. Make a detailed plan to achieve your financial goals. Include target dates, methods of financing them, 
tracking, and plans for troubleshooting. One additional benefit of meeting regularly is that you can predict problems  
that may arise in the future. Review this periodically. Set yourselves a nice reward for afterward so that you condition 
yourselves to look forward to these meetings. 
 
If all of this seems daunting, don't be discouraged. Consider seeing a professional financial planner to guide you toward 
your goals. He or she can help you select investments that are suitable for your goals. If worst comes to worst, see a 
relationship counselor who is well versed in marital financial issues. 
 
DETERMINE WHO WILL PAY THE BILLS 
Often, one person likes to be in charge of the finances and does a good job of it while the other loathes it. That's fine, 
but in the event that the bill-payer becomes incapacitated, the other should know how to step in. Keep a written plan 
of how bills are paid, how often, to whom, and where records are stored. Financial software can assist with this. 
 
CREATE A BUDGET 
Most people hate budgets, thinking they can get by without them. While many can get by without them, people  
also leak money here and there without being aware of it, and that adds up. A budget is especially important in the 
beginning of your marriage because there may be a lot of unknowns that won't otherwise get noticed—until a big fight 
erupts. If you have some big purchases coming up, a budget will help you set up a savings plan to pay for them. Try 
budgeting for a while, at least until you get into the habit of monitoring your cash flow. 
 
CONSIDER FINANCIAL SOFTWARE 
Many couples use one of the financial software products available. One of the many benefits of this software is that it 
can provide snapshots and forecasts of your financial state, which are useful for your financial planning. Do some 
research to get a sense of what each program offers. 
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MONEY MISTAKES THAT  
YOUNG COUPLES MAKE 
Too many money disasters are told over drinks to friends who offer plenty of support but can't do much to help with 
the problem. Often the couple in question have already split up and are older and wiser. Sometimes they have learned 
their lesson and made a plan for better using their finances. Sometimes they haven't. Sometimes they repeat old 
mistakes over and over until death parts them from what little they have left. 
 
Here are some common mistakes that couples have regarding their finances: 

• Not having "the talk" early on. Not communicating early can set up a pattern of avoidance that leads to 
problems down the line. 

• Not communicating regularly about money issues. Not communicating regularly is the downfall of a 
relationship in many ways. New concerns and conflicts arise naturally over time; if they are not addressed, they 
can turn into festering sores. Worse, they might get tackled via underhanded forms of manipulation. 

• Not having clear goals with clear methods of achieving them. Not having clear goals and an action plan 
can result in money getting wasted. It can also result in fights and misunderstandings. Having clear goals 
requires regularly communicating with each other. 

• Not having a budget. This is one of the most common mistakes. Not having a budget can lead to problems 
not just right away, but even years into the future. 

• Keeping money secrets. Money secrets include having plans that you do not share with your partner. They 
also include keeping hidden stashes of money and/or incurring expenses that you hide from your partner. 
There are often amazing rationales for these secrets, such as "What he doesn't know won't hurt him" or 
"Believe me, it'll prevent worse problems down the road." Perhaps. But money secrets violate the spirit of 
honesty, involve manipulation, and can blow up after years of guarded secrecy.  

• Playing control games. This isn't just about one person taking charge of the finances. That may have value as 
long as it is agreed upon and communicated well. Control games are an underhanded way of addressing 
perceived power imbalances in a relationship. Then can include denying a partner money in subtle ways or 
keeping unspoken strings attached to small loans, for example. 

• Not planning for emergencies. You should acknowledge that emergencies will arise. If you are not prepared 
for them with a means of paying, they can cause major strain, on top of the usual emotional and monetary 
stresses. Set up an emergency fund with up to six months' expenses. Add to it however you can until it is set 
up (a budget will help). Keep it in an account that will not lose its value. 

  

© 2016



 49 © 2014 Financial Fitness Group | All Rights Reserved | www.financialfitnessgroup.com 
 

SUMMARY OF YOUNG  
COUPLES AND MONEY 
As noted, whatever your financial situation, it's always better to be open and honest than to be taken by surprise in  
a moment of stress or crisis. 
 
Finances are usually the biggest source of contention in a relationship. If not discussed early, they can fester over years 
and eventually destroy it. Use the checklists and suggestions in this tutorial as a guide to helping you stay open and 
honest about where your money goes. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• With my significant other, list the questions in this tutorial (as well as any others) and answer them. Keep 
a copy for reference. 

• Check both my and my partner's credit reports. Fix any issues in them. 
• Schedule a periodic financial meeting. Take notes and keep them. 
• Create a budget. Look into financial software to assist with this. 
• List our financial goals and ways to achieve them. 
• Set up an emergency fund with up to six months' expenses. 
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FINANCIAL ASPECTS  
OF LIVING TOGETHER 
In recent decades, the number of unmarried people living together has increased 
dramatically. Folks of all ages live together rather than marry for a variety of reasons.  
 
Same-sex couples, for example, are legally unable to marry in many states, but this 
issue is currently being litigated at several levels, and same-sex couples should pay 
close attention to legal developments in the months and years ahead. Other couples 
choose to remain unmarried for a variety of reasons. They might feel no need for 
state or institutional recognition of their mutual commitment. Alternatively, they might 
be uncertain themselves over the future of the relationship, and therefore unwilling to 
incur the obligation to support or share property with each other.  
 
Whatever their reasons for living together rather than marrying, many couples fail to 
recognize or plan for the financial relationship they are undertaking. Marriage involves 
a legally defined set of rights and obligations, but unmarried cohabitation does not. 
This lack of legal structure might sound appealing to some, but the lack of clear legal 
rules and built-in protections can result in unexpected and unwanted consequences in 
the event of a break-up, serious illness or death—unless some planning is done. This 
tutorial will examine some issues you ought to think about.  
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LIVING TOGETHER: SHARING  
AND CO-MINGLING MONEY,  
ASSETS AND EXPENSES 
First, be realistic right from the start. Sharing is part of a loving relationship, but relationships end all the time. Avoid 
becoming so financially dependent on your partner that you would be financially ruined if the relationship ended.  
The alternative to that situation can be one in which the less well-off partner feels compelled to remain in a soured  
or even abusive relationship. Think long and hard if your partner encourages you to quit your job and promises to 
take care of you and perhaps the child you plan to have together. At a minimum, get any such promise in a formal 
written agreement. 
 
CONSIDER KEEPING ASSETS SEPARATE 
Especially in the early stages of your cohabitation relationship, consider the wisdom of keeping your assets separate. This 
will avoid property disputes in the unfortunate event that you quickly find that living together just isn't working out. For 
more seasoned relationships as well, many people find it a good idea to keep separate checking accounts, even if they 
also use a joint account to pay household expenses. This allows each partner to maintain a sense of independence and 
freedom from hassling over how they spend their discretionary dollars.  
 
Financial experts recommend the exercise of caution when it comes to the joint ownership of property. Many advise 
against it at all, but all of them warn partners to never contribute money to the purchase of a major asset (e.g., a house 
or car) that is legally owned only by one partner. If an asset belongs to both of you, it should be formally titled in both 
of your names.  
 
GET IT IN WRITING 
If not before moving in together, then not long after, it's wise to draw up an agreement that addresses each partner's 
financial responsibilities. Such an agreement ensures that both partners are on the same page regarding things like 
contributions to the household budget. In that regard, some couples agree to a fifty-fifty split, while others find it more 
appropriate to apportion contributions in proportion to each partner's income.  
 
There is no right or wrong way to handle finances—as long as there is an understanding of how things will work. You 
want to avoid the situation where resentment quietly simmers in one partner's mind because he or she perceives—
correctly or not—that household expenses are not shared fairly. Few things cause more arguments among married 
couples than money matters, and this is equally true of cohabiting partners.  
 
The agreement should also specify what will happen to your assets if your relationship ends. You should document who 
brought what (e.g., furniture, art, vehicles) into the relationship, and (usually) agree that whoever brought an item in will 
take it out in the event of a split-up. Even if this doesn't seem necessary when you first move in together, it's a good 
idea to start writing things down if and when you begin to accumulate joint property. 
 
BEING REALISTIC 
You can do this with or without a lawyer. True, planning for a breakup is not a very romantic endeavor, so just do it and 
get it over with! It should be easy when you're on good terms. If it isn't, that's an early red flag that financial turmoil is 
likely to occur, probably sooner rather than later.  
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BUYING A HOUSE WHEN  
YOU'RE SINGLE AND  
LIVING TOGETHER 
Because of the size and importance of this investment, this topic deserves special consideration. It is probably a bad idea 
to buy a house together unless you have a degree of commitment on the same level as marriage. The simplest option, 
at least at first glance, is to have the house paid for and owned by only one partner. In that event, the issue of rental 
payments or some other form of contribution from the non-owner partner should be considered. 
 
If the two of you decide to buy a house together, however, in most cases fairness will dictate that both of you should 
be responsible for the mortgage loan. Of course, both names should be on the deed as well. But it's not quite that 
simple.  
 
How should the two partners appear on the deed? There are two very different options: joint ownership with right of 
survivorship and tenants in common. 
 
JOINT OWNERSHIP WITH RIGHT OF SURVIVORSHIP 
Joint ownership with right of survivorship means that if one of you dies, the other automatically becomes sole owner of 
the property, regardless of whatever the deceased partner's will might say. This is the way married couples typically take 
title to their homes. The downside is that the joint owners really are joined at the hip, with respect to this major asset. 
Neither partner has the option of selling his or her share or leaving it to someone other than the surviving partner.  
 
TENANTS IN COMMON 
Being tenants in common means that each of you owns half of the house. If you die, your share will go to the person or 
persons indicated in your will, or to your next of kin under state law if you don't have a will. This method of ownership 
allows for owners with unequal equity. For example, you may own 75% of the house and your partner may own 25%. 
Each of you can sell or give away your share or leave it to one or more individuals of your choice, such as children from 
a previous relationship. Having a will is critical if you own property as tenants in common. 
 
As a practical matter, of course, unless the house is sold and the proceeds divided, having a fractional interest in the 
property will not be worth much to anyone but you two partners. In other words, no third party would actually pay 
anything close to $100,000 for a fifty percent stake in a $200,000 house that is co-owned and occupied by a stranger.  
 
GET IT IN WRITING 
With either form of ownership, it is crucial for both partners to have a written agreement as to what will happen if you 
break up. Remember, you won't have access to the divorce court to decide what is fair and equitable. The agreement 
should take into account the various scenarios, and specify who gets the house in the event both partners want it. 
There should be provisions for a buyout of one partner's interest by the other.  
 
Otherwise, how will you decide who goes and who stays? If the partner who is to remain buys out the partner who's 
leaving, how is the buyout price to be calculated? If one of you pays for and makes improvements to the property,  
how will this be taken into account? Again, don't expect the court to settle these issues for you in the absence of a 
written agreement. 
 
CONSIDER GETTING A LAWYER 
The bottom line when it comes to buying a house together is definitely to seek the advice of a lawyer. The investment 
is large, and the myriad contingencies and consequences involved are simply too complex to think through and deal 
with on your own.  
  

© 2016



 53 © 2014 Financial Fitness Group | All Rights Reserved | www.financialfitnessgroup.com 
 

SINGLE COUPLES  
AND TAXES 
Unlike married couples, unmarried couples can't file joint returns, but this is usually not a disadvantage; single couples 
usually have an advantage over marrieds. They avoid the "marriage tax penalty," which was temporarily eliminated in 
2010, but returned in 2013. Simply stated, the "penalty" is that most married couples will have to pay more than double 
the taxes they would owe if they were two single filers. This is due to the fact that the standard deductions and tax 
brackets for married folks are larger than, but not double, the single filer's deductions and brackets. 
 
CLAIMING HEAD OF HOUSEHOLD STATUS 
If you live with your single partner, you may also claim "head of household" filing status if you support a child. This allows 
you to take child and dependent care credits. See IRS Publication 17 for information on the "head of household" status 
and to see if you're qualified to claim it. 
 
If your income is below the limit, you can also take the earned income tax credit, which offsets your income tax liability 
and can sometimes supplement your income by allowing you to get back more than you actually paid.  
 
Note that your partner can be claimed by you as a dependent, if you provide most or all of his or her support and if he 
or she meets the criteria for being a "qualifying relative." In other words, it's possible to be considered a "relative" 
without an actual blood or familial relationship. 
 
WHO GETS THE DEDUCTIONS? 
If you and your partner have bought a house together with a mortgage loan, you will face the issue of who will get to 
claim the deductions for interest and property taxes. (To do this you must itemize deductions.) One option is to split 
the deductions in half. The other option is to allow one partner to claim all the deductions. This will usually make more 
sense for the household as a whole if one of you has a significantly higher income, because the deductions will create 
more tax savings for the one with the higher tax rate.  
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ESTATE PLANNING AND  
RELATED ISSUES FOR SINGLE  
PEOPLE LIVING TOGETHER 
Single people living together face the same questions and issues as do married folks when it comes to the disposition  
of their estates upon death, and the management of their financial affairs in case of disability. This is also true when it 
comes to healthcare decisions and end-of-life planning. The only additional obstacle facing unmarried couples in their 
planning is that in most states the law does not provide the same rights and benefits that spouses enjoy. Not to worry, 
however. If you draft your important documents and arrange your affairs appropriately, you can achieve whatever 
outcome you wish. 
 
RETIREMENT AND LIFE INSURANCE 
First, consider your retirement accounts and life insurance policies. A person's will does not generally control these 
assets. So who are the designated beneficiaries? If you want those payouts to go to your partner, then simply request 
that the financial institutions involved make him or her the designated beneficiary.  
 
If you want others to receive some or all of those benefits (e.g., your children), then simply fill out your beneficiary 
forms accordingly. Likewise, most bank accounts and certificates of deposit (CDs) can be arranged so that they are 
payable on your death to whomever you specify. It's all really just that simple. Don't dispose of every last dollar this  
way, however. Do make sure that sufficient cash is left available to your estate to pay your final expenses. 
 
MAKE A WILL 
Secondly, make a will to distribute the rest of your property that is not disposed of by beneficiary designation forms,  
e.g., house, vehicles, jewelry, household furnishings, etc. This is called "probate property." The will also names an 
executor, who takes the will to probate court. Once formally appointed, the executor serves as the official "wrapper-
upper" of your affairs and supervises the distribution of property as the will directs. Unmarried couples should give the 
selection of this person a great deal of thought. 
 
Should the executor be your partner, or a family member such as a child? If you have done your will and arranged your 
accounts and affairs appropriately, probate is typically not the nightmare that some people fear. But there is a certain 
amount of legwork involved. Who can you count on to get things done?  
 
THINK OF FAMILY 
Perhaps more important, consider the relationship between your family members and your partner. If there is ill-will, 
proceed with caution. Whoever is executor should honor your wishes and do the job fairly. But whom can you trust to 
actually do so? Think about it and do some heart-to-heart communicating with all concerned parties once you have 
made a decision.  
 
Contrary to what many people believe (especially same-sex partners), your will and beneficiary designations are 
extraordinarily difficult for hostile family members to successfully challenge in court. But the police don't monitor these 
things. Choose the wrong person as executor, and you are asking for trouble. 
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AND TWO FINAL THINGS… 
Thirdly, prepare a durable power of attorney to allow someone to act as your agent to manage your financial affairs  
in case you are disabled. (Note that a power of attorney becomes invalid upon death.) Again, consider who is best  
suited—family or partner? 
 
Finally, prepare an advance medical directive. This document goes by different names, but its purpose is twofold: to 
indicate your preferences for care and treatment in end-of-life situations, and to name a medical decision-maker in the 
event you are not capable of doing this yourself.  
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SUMMARY OF FINANCIAL  
ASPECTS OF LIVING TOGETHER 
Single people living together face many of the same issues and problems that married couples so. But they do so 
without the legal structure and protection that the law provides for married couples. With thought, however, singles can 
properly plan and prepare documents to ensure that their affairs run smoothly, even if the relationship ends, or in the 
event of their disability or death.  
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Have discussions with my partner regarding if and how money, assets, and personal and household expenses 
will be shared while we are living together. 

• Have discussions with my partner about how our property will be divided if we ever decide to part company. 
• Memorialize our agreement in a written document to ensure we're on the same page. 
• Decide if and how I want to share my assets with my partner and my family upon my death. Prepare my  

will and set up my accounts accordingly. 
• Decide whom I want to manage my affairs in case of disability and prepare a durable power of  

attorney accordingly. 
• Decide whom I want to make healthcare and end-of-life decisions for me when I am unable, and prepare an 

advance medical directive. 
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FINANCIAL ASPECTS  
OF GETTING MARRIED 
If you are debating whether to commit till death do you part with that special 
someone, there are many things that could sway you in either direction. As money is 
a big part of your union, it pays to learn the financial implications of saying "I do." 
Some of them are very advantageous, while others may not be so. 
 
Marriage confers a number of advantages that help to cement it as a social institution. 
Some of these differ according to the state you live in.  
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ECONOMIC BENEFITS  
OF BEING MARRIED 
Being joined in marriage entitles you to many financial benefits. 
 
TAXES 
You can file joint income tax returns, though this is not a requirement of law. Filing jointly might reduce your tax, 
depending on the deductions and credits you qualify for. On the other hand, filing jointly could put you into a higher  
tax bracket if both of you had income to report. This is the well-known "marriage penalty" that some couples run into.  
 
BENEFITS 
A great advantage of being married is the ability to share in benefits that your spouse receives. In turn, he or she can 
share in yours. 
 
You can receive benefits from Social Security, Medicare, and disability for being a spouse. You can also get public 
assistance benefits in some cases. As a married person, you can get various military and veterans' benefits—such as 
medical and education benefits—for spouses. Of course, insurance benefits from your spouse's employer are available 
to you as well, and you can qualify for family rates for all kinds of insurance. 
 
If your spouse dies, you can receive his or her retirement plan benefits and any wages or workers' compensation.  
These are on top of Social Security and Medicare benefits that your spouse was receiving. 
 
Employees whose spouses need care during an illness can qualify for family leave for a time. Should your spouse pass 
away, you can qualify for bereavement leave as well. 
 
THE FAMILY THAT WORKS TOGETHER… 
Going into business? Why not create a family partnership so you can pool resources together? Assuming you  
can survive working with family members, the family partnership lets you divide business income among the  
participating members. 
 
IF YOU DIVORCE 
If you divorce, you are entitled to equitable division of property acquired during the marriage. You are not entitled to 
this benefit if you are unmarried, unless you have drawn up a specific contract for it. You can also get child support and 
spousal support as well as custody and visitation. 
 
SOME LEGAL BENEFITS OF BEING MARRIED 
As a rule, there are many discounts and incentives that only married couples can qualify for. For example, a husband or 
wife can automatically renew a lease signed by his or her spouse. There may also be benefits for education, such as 
tuition discounts. 
 
If your spouse is the victim of a crime, you may qualify for crime victims' recovery benefits. 
 
FOR SAME-SEX UNIONS 
In 2013, the U.S. Supreme Court ruled it unconstitutional for the federal government of the United States to deny 
federal benefits of marriage to married same-sex couples, if it is recognized or performed in a state that allows same-sex 
marriage. However, not all states currently permit same-sex unions. This is an issue currently being litigated on a number 
of levels, and same-sex partners should follow these legal developments closely in the months ahead. 
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MEDICAL AND ESTATE  
PLANNING BENEFITS OF  
BEING MARRIED 
Married people benefit in many ways from estate planning laws and medical-related issues. 
 
INHERITING PROPERTY 
As a married person, you are entitled by state law to inherit a part of your spouse's estate after he or she dies.  
The property given to you by inheritance is exempted from estate taxes.  
 
Gifts given to you by your spouse while you are both alive are also exempt from gift taxes, which are otherwise levied 
on amounts above a certain amount each year. 
 
You also benefit from various trusts that only married couples can enjoy. These include marital deduction trusts and 
QTIP trusts. 
 
CONSERVATORSHIPS 
If a conservator needs to be appointed for your spouse in order to make financial or medical decisions for him or  
her, you get first consideration. You may make medical decisions for your spouse in the event he or she becomes 
incapacitated. Upon your spouse's death, you may make final arrangements for burial and funeral. 
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FINANCIAL RESPONSIBILITIES  
OF MARRIAGE 
Getting married confers many financial benefits that make it attractive as a cultural institution. These benefits are made 
possible in part by the various financial responsibilities that married people must agree to when they join in legal union. 
 
EXAMPLES OF RESPONSIBILITIES 
Financial responsibilities vary from state to state. Generally, spouses can share in the property that is acquired during the 
marriage, and they can share in the income as well (depending on the state they live in). Spousal income and assets are 
counted when determining need for government assistance, such as education loans, veteran's medical benefits, housing 
loans for veterans, and housing assistance. 
 
Common responsibilities include providing financial support for any children produced by the marriage. Spouses are 
liable for many other family expenses, too. 
 
IF DIVORCING… 
In the event of divorce, you may be financially responsible for your spouse. You are entitled to equitable division of 
property acquired during the marriage. An exception to this is if you draw up a legal agreement beforehand that 
specifies otherwise.  
 
Should you remarry after a divorce, it is important to remember that you may be ineligible to receive survivor benefits. 
 
Changing beneficiaries on certain accounts requires written consent of your spouse. 
 
WHAT ABOUT YOUR DEBTS? 
It is important to know how your spouse handles money (it is best to learn that before you tie the knot, actually). If you 
live in a "community property" state, most debts incurred by your spouse during the marriage are owed by you as well 
as your spouse—unless the creditor has agreed to treat the debts as your and your spouse's own. In non-community 
property states, your debts are yours and yours alone. But there is an exception to this—if the debts benefit the 
marriage as a whole (such as for child care or shelter). 
 
As a general rule, if a creditor is going after one spouse to pay a delinquent debt, the other spouse is co-liable only if the 
debt was incurred for joint purchases or family-necessary purchases. There are gray areas in this rule, of course, and 
many states have subtle variations in them. 
 
TIME TO UPDATE 
Once the honeymoon is over and it's time to face life again, there are many things you may need to do, depending on 
your and your spouse's wishes. You might add your spouse to your health insurance plan or vice versa. You might make 
your spouse a beneficiary of any accounts that involve beneficiaries. These include your retirement plans, your 
investments, life insurance policies, and savings and checking accounts.  
 
Alternatively, you might open up joint accounts. Some couples prefer them for efficiency's sake, while others like to 
keep their money separated. Some couples open joint accounts for some uses while keeping separate accounts for 
other uses, like personal spending. 
 
Do you have a will? You may need to update it to include your spouse. You may also need to update a living will, any 
trusts, and/or powers of attorney so that your spouse and you are both included. 
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SUMMARY OF  
FINANCIAL ASPECTS OF  
GETTING MARRIED 
Getting married is a big decision, and it isn't just about making a lifelong commitment to your partner: it is also a legal 
contract. When you get married, you not only accept rights and benefits but also take on legal and financial obligations.  
Whether you are already married or about to, there are some practical things you can do to help you in your  
money matters. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Draw up a household budget in cooperation with my future spouse. 
• Discuss long-term financial goals with my future spouse, e.g., having children, buying a house, and funding 

retirement. 
• Take care of all post-honeymoon business regarding financial accounts, estate planning, insurance, and other 

legal matters. 
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FINANCIAL ISSUES  
FOR NEW PARENTS 
Your baby is a full-time job. Having to make major financial decisions will add to any 
stress you are already experiencing, especially if this is your first child. You can 
breathe a certain amount of relief if you address major decisions before your new 
bundle of joy arrives. That won't remove all the stress, but it will certainly give you  
a way to predict and then deal with challenges that do arise. 
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PREPARE YOUR FINANCES  
FOR YOUR BABY 
Babies = money out the window. How stable are your finances? Consider questions such as these: 
 
IS YOUR INSURANCE ADEQUATE? 

• You should know what medical expenses are covered during and after pregnancy so that your little bundle of 
joy doesn't come with unexpected price tags. How much of the pregnancy and delivery are covered? Not all 
medical procedures are covered. 

• Do you have life insurance in the event that you die? If you do, is it enough to replace the income you would 
have earned until your child has left the house?  

• Do you have disability insurance should one of you become unable to earn money for a while? 
 
DO YOU KNOW THE COSTS OF A CHILD? 

• Have you factored in the costs of food, clothing, medical care, education, and childcare? 
• How much maternity and paternity leave are granted by your job? How much of that is paid? 
• Do you have adequate savings for the period when you won't be working? Do you have a budget to  

control expenses?  
• Can you pay down your debts as much as possible before the baby's birth? 
• Do you have investments that you can tap into if need be? Did you meet with a financial planner before the 

baby's birth (or before you got pregnant, or even before you got married) to get a feel for the effects of family 
on your money? Financial institutions often have special financial products (loans, investments, savings products) 
geared toward expecting and new parents. 

• Do you have a support network to help during this time? Can you borrow from friends and family if need be? 
 
ONCE YOUR BABY HAS JOINED YOUR FAMILY 

• What is the health insurance coverage for your baby? What kind of coverage can you get? 
• Do you want to make your new child a beneficiary on any of your accounts? 
• Do you have a guardian named? 
• Should you amend your will if you have one? If you don't have one, now is the time to write one. 
• Have you considered setting up a trust for him or her? 
• Do you know all the tax breaks that are available to parents? There are ones made just for you. This is where 

meeting with a tax advisor or financial planner can save you a lot of money. 
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SETTING UP YOUR  
BABY FINANCIALLY 
You are providing food, clothing, shelter, and love for your newborn. Why not also provide a good start to his or her 
financial life? Early exposure to this can teach them the importance of saving and investing. Here are some examples  
to consider: 
 
SAVINGS ACCOUNTS JUST FOR YOUR BABY 
Some parents like to set up a special savings or certificate account for their new baby and add to it periodically. Often, 
when the child is older, he or she can begin adding their allowance, babysitting money, or lawn-mowing earnings to it. 
 
Inquire about other accounts for children at your bank, credit union, or other institution. Some of them offer special 
accounts and special incentives for opening and keeping an account. 
 
COLLEGE SAVINGS PLANS 
The best time to start saving for your child's education is before you discover you are going to be parents. Unless you 
have a wealthy aunt with money to spend, you should know about two big savings vehicles that the government 
created for you. You can save money tax-deferred in these special accounts just for educational costs: 

• Coverdell education savings accounts. A Coverdell ESA lets you sock away tax-deferred money every year 
for college expenses. 

• 529 plans. These plans can help you save for future expenses; they can help you contribute more than you 
could under a Coverdell. 

 
INVESTMENTS 
The time-honored practice of buying a savings bond for Junior is still alive. But if you can do so, why not set up a stock 
or mutual fund account as well (or instead)? You can open up a custodial account in the child's name and shelter a 
certain amount of its income from taxes. 
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FINANCIAL MISTAKES  
NEW PARENTS MAKE 
Parental finances may not get the same attention as diapers and vomit, but they can sneak up and fling themselves on 
you in much the same manner. Because of this, many new parents either avoid important issues or make last-minute 
decisions that don't pan out very well. Let's look at some common mistakes new parents—whether they are single or 
partnered—often make: 
 
NOT HAVING HEALTH INSURANCE 
Look into all your options for health insurance, including state-sponsored coverage. If you can get a plan with a high 
deductible and lower premiums, you might qualify to set up a health savings account and get tax breaks for your 
contributions to it.  
 
SPENDING TOO MUCH MONEY 
If you're the average parent, you can expect to spend over $250,000 on your child from birth to 18—and that's if things 
go smoothly. Lavishing money on babies is a real high for new parents. But lavishing every comfort on them is not only 
unnecessary but can create unrealistic expectations and dependencies from that child and future children—which can 
cost you years down the road if they have not developed responsible money habits and keep begging you for money. 
Remember that much of what you buy will be used only for a year or so, so is it really important that it be so hip? 
Rediscover hand-me-downs and yard sales all over again. 
 
NOT HAVING A WILL 
You don't need a big estate to need a will, so draft one now. Also, without a will to designate a guardian for your child, 
a court will do it for you, and you may not like the outcome. Taking the time to write a will—perhaps with the aid of an 
attorney—can ease a lot of worry. 
 
NOT SAVING FOR YOUR OWN RETIREMENT 
Parents often stop contributing to their retirement plans when the babies arrive. If you are starting your family later in 
life, this may not have adverse effects because you may have sufficient funds saved up already; if you are younger, it will 
have adverse effects, and it will jeopardize your quality of life in your later years. You can't always count on your 
children to help you out when you're old and gray. Cut your expenses and keep contributing to an IRA, 401(k), or 
other plan. 
 
NOT TAKING PRECAUTIONS FOR YOUR PREMATURE DEATH 
This is why life insurance is popular. Unless you are wealthy, you will want a way to provide for your dependents if the 
unspeakable happens. Suggested coverage amounts vary, but a good rule of thumb is five times your earnings. More, if 
you've got a lot of debt and/or other burdens. 
 
Then there's disability insurance. The probability of being injured to the point of temporary disability is high enough to 
consider this insurance. The price isn't prohibitively expensive. Take a look at your monthly spending to see how much 
coverage you might need. 
 
NOT KNOWING ALL YOUR TAX BREAKS 
Junior can get you some nice tax breaks. You can take the child tax credit, a dependent exemption, the dependent care 
credit for childcare costs, custodial investment accounts, and an adoption credit if you adopted. If you don't want to 
peruse the IRS Website for information on these, consider meeting with a tax advisor to learn more. 
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NOT TAKING ADVANTAGE OF EMPLOYER BENEFITS 
Does your employer let you participate in a dependent care account? If you are fortunate, you can divert a sizable 
amount of money into one each year.  
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FINANCIAL PLANNING  
ISSUES FOR CHILDREN  
WITH SPECIAL NEEDS 
Providing for children with special needs has become more complicated than ever. Unlike in days past, modern 
healthcare now routinely allows a large majority of those who experience disabilities to outlive their parents. 
 
THE DILEMMA 
This is good news, of course, but it presents a dilemma to many of these parents. They recognize that our aging 
population is relentlessly increasing the budgetary pressure on public assistance in all forms. Yet their children, like most 
Americans with disabilities, rely on federal and/or state payments and programs to meet the challenges of everyday life. 
 
THE MEANS TEST 
While most parents with the means will want to provide for their children's needs now and in the future, the future 
becomes problematic for children with special needs since many public services may require that a financial means test 
be taken in order to qualify for benefits. If a child with special needs has "too many assets or too much income," he or 
she may have to spend down those assets on private services before passing the financial means test. This could 
necessitate impoverishment. Furthermore, if "free" public services were later cut back or discontinued entirely, then the 
child would be left impoverished without his or her own means to obtain the special services needed. 
 
For this reason, extra care must be taken when selecting how investments and savings are going to be owned and 
viewed by financial means testing. Assets owned outright by a child or parents are first considered available by financial 
means tests. Assets held in certain trusts or in life insurance cash values are usually excluded from means testing. 
However, if such assets later become the child's property or income, then they fall under means test scrutiny. 
 
THE ROLE OF LIFE INSURANCE 
When set up correctly, cash value life insurance (whole life, universal life, and variable life insurance) might provide a 
good funding vehicle to provide cash for short-term needs and a legacy that can be sheltered from means testing in a 
special-needs trust. However, you need to compare policies, benefits, costs, and investment choices to find the right 
balance for your financial needs and to avoid adverse income tax consequences. 
 
NAME A GUARDIAN 
While special-needs children are young, it is important to provide for guardianship in the event of an untimely death of 
the parents. This is accomplished by naming guardians for children in the parents' wills. Careful consideration must be 
given to who should serve as guardian, and of course, this should be discussed with potential guardians before their 
inclusion in a will. You may also want to provide a means for your selected guardian to care for your child. Life 
insurance and/or a trust should be considered for this purpose. 
 
Maintaining eligibility for government assistance is an essential, overarching principle in all financial and estate planning for 
families with disabled or special-needs children. But this critical consideration should not obscure other decisions. Since 
disabled individuals increasingly have normal life expectancies, parents want to ensure that good care of their special-
needs children will continue after they are not here to provide it themselves. 
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HOW WELL DOES YOUR CHILD HANDLE MONEY? 
When bequeathing assets to special-needs children from property, investments, or insurance proceeds, consider the 
child's ability to manage money as well as the effect the inheritance will have on the financial means testing to qualify for 
public services. It is often better to create a supplemental needs trust to avoid problems. The word supplement is the 
key concept in understanding this estate-planning and financial-planning tool, which is also called the special-needs trust. 
Since the trust document requires the trustee to use trust funds only to enhance the beneficiary's quality of life by 
supplementing—not replacing—whatever minimal, means-based benefits are provided by federal and state agencies,  
its value is excluded from means testing. 
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SUMMARY OF FINANCIAL  
ISSUES FOR NEW PARENTS 
Decisions, decisions, decisions—that's what being a parent entails. Get a head start now and cut down on the worry 
when it comes time to put your boy or girl at the center of your life. It'll be well worth it. 
 
Here are some strategies to give you a head start. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Determine how much life and disability coverage I would need for my family. 
• Consult my health insurance to determine how much of my pregnancy expenses are covered. 
• Investigate the tax breaks available to me as a parent, both individually and through my employer.  
• Consider setting up an education savings plan, a savings account, or an investment for my child. Consult my 

financial institution for available choices. 
• Create a budget. Look into financial software to assist with this. 
• Set up an emergency fund with up to six months' expenses. 
• Create a will that includes a designated guardian for my children. 
• If I have a special-needs child, consider setting up a trust or a life insurance plan to hold assets for him or her. 
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INTRODUCTION  
TO HEALTH SAVINGS  
ACCOUNTS 
Increasingly, employers are asking their employees to enroll in health insurance 
policies with higher deductibles than traditional policies, either as an option or the 
only health insurance plan available to employees. Sometimes, individuals and families 
purchasing health insurance on their own can only find affordable health insurance if 
they choose a policy with a high deductible. 
 
Some, but not all, of the health insurance policies with high deductibles may qualify 
you for a new type of financial account, called a "health savings account" or "HSA." An 
HSA offers a way to put aside money to pay for routine medical expenses and help 
you save money on taxes. HSAs are designed to fill in the gaps for insurance policies 
that cover larger medical bills. 
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ABOUT HEALTH  
SAVINGS ACCOUNTS 
Health savings accounts are relatively new. HSAs were created by federal legislation enacted in 2003. HSAs are now 
available to any individual or family with HSA-qualified insurance. There are no limitations on who may have an HSA 
based on income or employment status. However, dependent children cannot have their own HSA accounts but may 
be covered by the HSAs of their parents. 
 
SAVING MONEY FOR YOUR DEDUCTIBLE 
Most of us know that we can lower our premiums on our auto or homeowners insurance by raising our policy 
deductible. But few of us actually put the savings into a "rainy day" fund in case we actually have to pay our deductible 
when we have a claim. HSAs offer a way of putting money into that "rainy day" fund for health care. The tax benefits 
that come with the HSA make the opportunity that much better.  
 
Health savings accounts do not solve all of the problems with obtaining health insurance. However, for many individuals 
and families, HSAs can make health insurance more affordable while providing an alternative way of financing their 
medical coverage. 
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ADVANTAGES OF HEALTH  
SAVINGS ACCOUNTS 
Health savings accounts come with several advantages. 
 
SECURITY 
HSA-qualified insurance and the HSA account provide protection against high or unexpected medical bills. You also will 
receive the benefit of the lower fees negotiated between your insurance carrier and your health care providers, instead 
of paying the full charges. Most policies also cover preventive care services to help you maintain your health and avoid 
illness and disease. 
 
AFFORDABILITY 
HSAs make health insurance more affordable by lowering your health insurance premiums. The savings can be 
substantial, which can help you fund your HSA account. 
 
FLEXIBILITY 
HSA funds can pay for current medical expenses, including expenses that insurance may not cover. Funds can also be 
saved for future needs, such as: 

• Health insurance premiums or medical expenses if no longer working (such as COBRA or when unemployed 
or retired but not yet on Medicare)  

• Out-of-pocket expenses and premiums (except for Medigap premiums) when covered by Medicare  
• Long-term care expenses and insurance  

 
CONTROL 
You make all the decisions about your HSA account. You can make choices that are best for you, and physicians can be 
more effective patient advocates, with less intrusion from insurance companies. 
 
PORTABILITY 
HSA accounts are completely portable. You can keep and take your account with you even if you: 

• Change jobs or become unemployed 
• Change your medical coverage or marital status 
• Move to another state 

 
OWNERSHIP 
You own the funds in your account. The funds in the account remain permanently and roll over from year to year, just 
like an IRA. There are no "use it or lose it" rules for HSAs. 
 
TAX SAVINGS 
HSAs provide triple tax savings: 

• Tax deductions when you contribute 
• Tax-free earnings through investment 
• Tax-free withdrawals for qualified medical expenses 
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DISADVANTAGES  
OF HEALTH SAVINGS  
ACCOUNTS 
Health savings accounts have some disadvantages. 
 
CHANGE 
You must switch to HSA-qualified insurance from traditional insurance. Sometimes this means you must change 
insurance carriers as well. 
 
INSECURITY 
Switching from traditional first-dollar coverage makes many people uncomfortable. HSA-qualified plans are relatively 
new to many people. 
 
OTHER COVERAGE 
You may be ineligible to contribute to an HSA if you or a family member has other insurance coverage that is not HSA-
qualified, or has a flexible spending account or health reimbursement account through their employment. 
 
CONTROL 
Some people prefer to have a third party (e.g., employer, insurance company) manage their health coverage for them. 
Employers and insurance companies are able to negotiate discounts for services and help us navigate the health care 
system in unique ways. 
 
EMERGENCIES 
When you have an urgent situation or emergency, it is inconvenient and sometimes impractical to consider "comparison 
shopping." Thankfully, most health care is provided in non-emergency situations. 
 
INFORMATION 
Sometimes it is difficult to get good information on health care prices and quality of services so you can comparison 
shop for good value in health care. Fortunately, better information is becoming available very day. 
 
TAX FILING 
You must file an income tax return to take advantage of all the benefits HSAs offer. Lower-income individuals and 
families may not realize all the savings of HSAs if they pay no income taxes. However, they can still save on FICA taxes 
and other taxes by paying for out-of-pocket expenses with funds from their HSA. 
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SUMMARY OF HEALTH  
SAVINGS ACCOUNTS 
HSAs are becoming a valuable new health care program for many people. Part of the idea behind them is to put more 
control over health care spending decisions into your hands while keeping some of the money you used to pay to the 
insurance company. This puts you and your doctor in charge of how your money is spent without interference from 
your employer or your insurance carrier. 
 
Though they are fairly new, HSAs are believed by many to be one of the long-term approaches to making health care 
more affordable for the future. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Compare the advantages and disadvantages of having a health savings account and determine whether it  
is a wise choice for me.  
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FLEXIBLE SPENDING  
ACCOUNTS 
Flexible spending accounts, offered by about 80 percent of large employers, allow 
you to save money on health and childcare expenses by putting aside before-tax 
dollars from your paycheck. Although these accounts have been available in one form 
or another since the 1970s, only about 20 percent of eligible employees take 
advantage of this employee benefit. When you sign up for a flexible spending 
account, you designate a certain dollar amount of your paycheck to be deducted by 
your employer on a pro-rated basis throughout the year. Then, those dollars are 
available to you to reimburse yourself for qualified health and childcare-related 
expenses. The only catch is that the amount you can contribute is usually limited by 
your employer and you must spend the money you set aside within the calendar year 
you contribute it or a couple of months afterward. If you don't spend those funds, 
you lose them. 
 
Like many employee benefits, FSAs can have a profoundly positive effect on your 
finances; and like employee benefits in general, you need to understand how they 
work so that you don't miss out on important opportunities to save money.  
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WHAT IS A FLEXIBLE  
SPENDING ACCOUNT? 
A flexible spending account (FSA) is an employee benefit authorized by the IRS code that allows you to save before-tax 
dollars on certain medical and childcare costs. To get one, your employer must offer this benefit and you must sign up, 
designating what amount of money you want to be deducted from your pay on a yearly basis. Once you have funds in  
a flexible spending account, you can either directly use those funds to pay for qualified expenses or use those funds to 
reimburse yourself for qualified expenses you have already incurred. Many employers provide debit cards that you can 
use to pay for medical or childcare expenses when incurred. Many medical expenses traditionally not covered by 
insurance companies, such as over-the-counter medications, prescription eyeglasses and hearing aids, are covered by 
FSAs. However, a doctor's prescription (or note) is now needed for over-the-counter medicines to be reimbursed 
through an FSA or HSA. 
 
A BIG PLUS 
Establishing an FSA carries a significant tax advantage—because you contribute to your FSA account with your pay 
before taxes are taken out, those dollars are ultimately worth 30 to 40 percent more than the after-tax dollars that you 
would have otherwise used. Here's an example of how it works: if you contribute $1,500 to an FSA, you'll incur a tax 
savings of approximately $600. The $600 is the 40 percent that your employer would have taken out of your pay 
otherwise to cover tax obligations such as Social Security and federal and state income taxes. So, by participating in a 
flexible spending account, you have that extra $600 to spend on medical and childcare expenses that you likely would 
have incurred regardless. 
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SETTING UP A FLEXIBLE  
SPENDING ACCOUNT 
Setting up a flexible spending account is easy. See your human resources department at work, which can provide  
you with the forms necessary to enroll. Your employer contracts with an insurance company, bank, or other FSA 
administrator who will actually administer the account, holding the funds you designate and providing you with either  
a debit card or reimbursement upon receiving receipts for qualified expenses. Your employer may offer both types of 
flexible spending accounts—health care and dependent care—or only one. If both are offered, you may set up accounts 
for each type of expense. 
 
YOU MUST DO SOME HOMEWORK 
If you haven't had an FSA before, you need to estimate how much to contribute, because your employer will need you 
to designate an amount that you want deducted from your pre-tax pay this year. It's better to be conservative the first 
year you contribute, because FSAs have a use-it-or-lose-it feature, whereby if you don't use the money within the year 
it is contributed—or during a short grace period afterward—you lose the money. The first $500 is exempt from this 
rule, however. Also, you cannot have both the $500 exemption and the grace period; these changes were put into 
place in 2013. When deciding how much to contribute to a medical FSA, take a look at your medical expenses for the 
past year, which should give you a good idea of how much you are likely to spend. If you anticipate large expenses 
coming up in the current year, such as orthodontic expenses for a child or new prescription glasses for yourself or  
your spouse, you might want to allocate a higher amount to your medical flexible spending account. In the case of a 
dependent care FSA, consider how many children you will have in daycare in a given year, whether they will be 
receiving childcare full-time or part-time, and whether there are any circumstances under which alternative childcare 
would be available—from a relative, for example—that would be less expensive.  
 
THE CONTRIBUTION LIMITS 
There is a contribution limit of $2,500 per year for health FSAs.  
 
For a dependent care FSA, the IRS allows you to contribute up to $5,000 a year if you are married and filing a joint 
return or if you are a single parent; or $2,500 per year if you are married and filing separately. If you enroll in and use 
funds from a dependent care FSA, you must file IRS Form 2441 when filing your income taxes. 
 
YOU MAY HAVE SOME REIMBURSEMENT OPTIONS 
If your health care FSA plan administrator offers options in terms of reimbursement, choose the method that is the 
most convenient for you. Typical options include debit cards, credit cards, and stored value cards as well as a traditional 
reimbursement account. Typically, debit, credit, and stored value cards are more convenient than traditional 
reimbursement accounts because they are set up with documentation systems that meet IRS standards, so you don't 
have to provide receipts to your FSA administrator to document your expenses. With a traditional reimbursement 
account, you must provide receipts to your FSA administrator before you can receive funds from your account. 
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WHAT EXPENSES ARE  
ELIGIBLE FOR REIMBURSEMENT  
BY A FLEXIBLE SPENDING 
ACCOUNT? 
Both medical and dependent care flexible spending accounts cover a wide range of expenses. For medical FSAs, all 
expenses that you can generally take as itemized medical and dental expenses on your tax return are qualified FSA 
expenses. Qualified expenses include a wide range of medically related costs, such as the following: 

• Acupuncture 
• Dentures 
• Birth control pills 
• Chiropractic treatment 
• Contact lenses 
• Laser eye surgery 
• Fertility treatment 
• Lodging to obtain medical care 
• Psychoanalysis and psychiatric care 
• Smoking cessation treatment programs 
• Vasectomies 
• X-rays and other diagnostic tests 

 
Exceptions include amounts paid for health insurance premiums, long-term care insurance premiums or expenses, and 
expenses that are covered by another health plan. Other ineligible expenses are health club dues, medicines and drugs 
bought from other countries, hair transplants, and unnecessary cosmetic surgery. For more information on allowable 
health care FSA expenses, see IRS publication 502, Medical and Dental Expenses. This publication refers to those 
medical and dental expenses allowed as itemized deductions, but also outlines those that are qualified health FSA 
expenses. The major exception is over-the-counter medications, which are a qualified FSA expense. 
 
QUALIFIED EXPENSES FOR A DEPENDENT CARE FSA 
For a dependent care FSA, expenses that cover the care of a dependent child under 13 or a dependent adult while the 
taxpayer is either working or actively looking for work, are covered. These include adult daycare, after-school care, in-
home or outside-of-the-home daycare, au pair or nanny fees or salary, day camp, emergency daycare, preschool tuition, 
and elder care. Ineligible expenses include kindergarten or elementary school tuition, overnight camp, boarding school, 
and convalescent home expenses for elderly or disabled dependents. While overnight camp expenses are generally not 
allowable, those expenses that are incurred for the daycare portion of the overnight camp are eligible for inclusion. You 
can deduct childcare expenses while you are actively looking for work if you have earned income for the year. You can 
also use dependent FSA funds to pay a non-parent relative to care for a child or disabled or elderly dependent. If you or 
your spouse is employed part-time, dependent care expenses must be allocated between days worked and days not 
worked, and only expenses from days worked are eligible for reimbursement from your FSA. For a list of qualified child 
and dependent care expenses eligible for dependent care FSA spending, see IRS Publication 503, Child and Dependent 
Care Expenses. 
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Most companies allow you to use your FSA funds for qualified expenses incurred by you, your spouse, and your 
dependent children. Your spouse must be a person to whom you are legally married as permitted under applicable 
state law. "Dependents" generally must be either: 

• A child (son, daughter, stepchild, etc.) who lives with you more than half of the year and who is 18 years or 
younger for the entire calendar year (or under age 24 and a student for the entire year) or is permanently and 
totally disabled, or  

• A "qualifying relative" who lives at the same principal place of residence as you for the entire year and receives 
at least half of his/her financial support from you. In addition, the relationship between you and the qualifying 
relative cannot be in violation of local law. 

 
This means that your FSA funds may not be used for qualified medical expenses incurred by a domestic partner unless 
the domestic partner meets the definition of a "qualifying relative." If the domestic partner is not a "qualifying relative," 
you cannot pay for his or her medical expenses with FSA funds. 
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USING A FLEXIBLE  
SPENDING ACCOUNT 
When funding your health or dependent care flexible spending account, be careful not to fund too generously, as IRS 
rules forbid you to carry funds over from one year to another. Your employer may require you to spend funds by the 
end of the calendar year in which they were contributed, or may allow you a two-and-a-half month grace period after 
the end of the calendar year to spend saved funds.  
 
DEPENDENT CARE FSAS 
If you have a dependent care FSA, you must submit receipts for qualified expenses to your FSA plan administrator. 
Once those are processed, the administrator will reimburse you, either through a check or direct deposit, for those 
expenses. IRS rules do not permit the plan to provide funds for expenses that have not yet been incurred. For health 
FSAs, many plans provide a credit, debit, or stored value card whereby you can access your funds on the spot for 
qualified expenses. If you aren't provided with such a card, you generally must submit receipts for qualified expenses 
and then will be reimbursed by your plan administrator. 
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SUMMARY OF FLEXIBLE  
SPENDING ACCOUNTS 
Flexible spending accounts are a potentially valuable employee benefit that allows you to save money on your  
health and dependent care expenses. Most employees are thrilled to learn that they can cut these costs by up to  
40 percent. A wide variety of expenses qualify for health FSA reimbursement, including over-the-counter medications 
(with a doctor's note or prescription), prescription glasses, and other expenses—expenses that traditional healthcare 
coverage often does not cover. If you have dependent children or dependent disabled or elderly relatives, you can use  
a dependent care FSA to pay for qualified expenses such as adult daycare, preschool tuition, and day camp costs. To 
top it off, accessing benefits is easy with most FSAs—you can use debit or credit cards with many plans, while others 
will reimburse you through checks or direct deposit after receiving proof that you paid the qualified expenses. Still,  
only a small percentage of employees take advantage of FSAs, a fact that necessitates greater educational efforts to 
promote them. 
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INTRODUCTION TO  
TERM LIFE INSURANCE 
When we think of insurance, we think of paying a premium at set intervals and 
getting a certain amount of coverage. When we stop paying the premium, we stop 
getting the coverage. During this time, we feel safe, knowing that if something bad 
happens, the risk can be compensated. The financial health of your family or other 
loved ones can be protected through life insurance—either term or whole life. 
 
Term life insurance is often provided to employees in the form of group term 
insurance, but it is also available on the individual level. Although it does not build up 
a cash value like whole life insurance does, it is an attractive option for many people 
for a variety of reasons. In this tutorial, we will discuss term life insurance bought at 
the individual level. 
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WHAT IS TERM  
LIFE INSURANCE? 
The primary purpose of life insurance is to provide financial support to your beneficiaries in the event of your death. 
Every type of life insurance policy has a regular cost (called a premium) based on your life expectancy and the type and 
amount of your insurance coverage. 
 
Term life insurance is a life insurance policy that provides coverage at a fixed rate of payments for a limited period, 
called the term. Term is the original form of life insurance. As insurance, it satisfies claims against what is insured, similar 
to how auto or health insurance works, as long as premiums are being paid for the period of coverage. If an event (i.e., 
your death) occurs, a benefit is paid out. If no event occurs, no benefit is paid out. Term life insurance is therefore a 
pure death benefit. 
 
WHAT THEY COST 
Term life premiums are usually very inexpensive when a person is young and healthy. They increase as you age due to 
the risk of your death increasing, and many of them expire without paying out, while whole life policies MUST pay out, 
per the contract, because they have an investment component that builds up cash for you. But as the years go on, term 
life premiums may total more than the death benefit of the policy.  
 
Term insurance considers the following factors:  

• Length of coverage (term) 
• Face amount (death benefit) 
• Premium 

 
Insurance companies use different combinations of these factors when constructing their policies. And the factors 
themselves can change. For example, the face amount can stay the same over the life of the policy, or it can decline.  
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USES FOR TERM  
LIFE INSURANCE 
The death benefit from term life insurance goes to the beneficiary on the policy. What happens with that money is up 
to the beneficiary. The death benefit can be used for a whole host of financial obligations. In most cases, the beneficiary 
had been depending on the policyholder's income but no longer is; now the payout can provide a measure of financial 
security. Common uses for a term life death benefit include: 
 

• Family and dependent expenses 
• Debts, including mortgages and consumer debts 
• College education 
• Funeral expenses for the policyholder 
• Estate taxes 
• Replacement income from the policyholder 
• An annuity 
• Expenses needed for employment or setting up a business 

 
A person taking out a term life policy usually factors expenses like these into his or her coverage needs. An insurance 
underwriter then writes a policy for him or her and determines the premiums to be paid for it. 
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HOW TERM LIFE  
INSURANCE WORKS 
Term life insurance provides coverage at a fixed rate of payments for a limited term. Once the term is up, you no 
longer have coverage and must reapply for it. However, the premium you once paid is not guaranteed, and you may 
have to satisfy more stringent conditions in order to qualify for coverage again. This proof of insurability, as it is called, 
can be a challenge as you get older if you have medical conditions. 
 
IF YOU DIE 
If you die during the term that is covered, your beneficiary will receive a death benefit. If you do not die, no death 
benefit will be paid at all (unlike with whole life insurance). This fact leads some to liken term life insurance to paying 
rent as opposed to owning your home. 
 
TERM VS. WHOLE LIFE 
Term can be contrasted with the other form of life insurance, called permanent (or whole) life. 
A permanent life insurance policy covers you for life as long as you make your premium payments. The most traditional 
form of permanent life insurance is whole life. Once you are approved for the policy, the insurance company cannot 
cancel the policy, and the cost of your payments will not go up, because it averages insurance costs over your lifetime. 
This means that over time the policy develops a cash value, which is a reserve the insurer accumulates in the early years 
so there will be sufficient money in later years to pay the promised death benefit, while keeping the premiums level. 
 
Premiums for whole life policies are at first higher than those for term, but over the long run can end up lower and 
sometimes much lower. 
 
HOW PAYOUTS WORK 
Proceeds from a term policy may be paid out as a lump sum or as an annuity. An annuity is paid over time in regular 
payments, either for a specified term or over the beneficiary's lifetime. 
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FORMS OF TERM  
LIFE INSURANCE 
Term life insurance policies exist in two main forms: annual renewable term and level term. 
 
ANNUAL RENEWABLE TERM 
Annual renewable term covers one year, but is guaranteed to renew each year for a certain number of years. The 
coverage period varies from 10 to 30 years or up until a certain age, such as 95. The premiums increase each year. 
 
LEVEL TERM 
Another option is level term life insurance. As the name suggests, the premium stays level for a certain number of years. 
After that term, the premium is likely to rise. The premiums' cost is based on the total cost of each year's rate, plus an 
inflation adjustment. Because of this, the longer the term of coverage is, the higher the premium. 
 
Most level term policies contain a renewal option. This option, however, may not be guaranteed, and the policyholder 
may have to offer proof of insurability in order to get renewed. This can happen, for example, if the insured person's 
health takes a turn for the worse. 
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STRATEGIC CONSIDERATIONS  
OF TERM LIFE INSURANCE 
Term life insurance can fit into your financial planning. Here are some things to consider. 
 
BUYING TERM AND INVESTING THE DIFFERENCE 
Cost is one of the attractive features of term life insurance. Because it is so much lower during one's younger years 
when one has less probability of dying, it can play an indirect part in one's financial planning. "Buying term and investing 
the difference" is a strategy in which a policyholder sets aside money equal to the difference between a term and  
a whole life policy. The person then invests this money elsewhere, typically a tax-deferred investment such as an 
individual retirement account. Over time, he or she builds up enough funds to approximate what would have been 
provided by a whole life policy. Proponents of this strategy argue that you can spend less overall and get a return that is 
equal to or better than what you could get with a whole life policy. However, the burden is on you to be a disciplined 
saver and knowledgeable investor, and you take the risks upon yourself. With whole life insurance, the investment risk  
is assumed by the insurance company. 
 
CONVERTIBILITY 
Many term life insurance policies offer the option to convert to a whole life policy. For some, this is a useful option, 
especially if they first bought the policy with an excellent rating but later suffered a health issue that jeopardized future 
term life insurability. In this case, the person could convert to a whole life policy under favorable terms. The conversion 
is good for a certain number of years or up to a certain age. 
 
HEALTH AND PROOF OF INSURABILITY 
Because term life insurance coverage renews periodically, proof of insurability is a major factor to consider. The odds  
of your health making you uninsurable increase as you age. What if you became terminally ill during a term of coverage? 
You may not be insurable when it comes time to renew. Your health is therefore a factor when considering term life, 
the more so as you get older. Some policies, however, do offer guaranteed re-insurability that does not require proof  
of insurability. 
 
For those who fear being uninsurable, other options, such as buying term and investing the difference, may be attractive. 
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SUMMARY OF TERM  
LIFE INSURANCE 
Term life insurance was the original life insurance, being limited to a death benefit payable to a beneficiary. It is a way  
for your family to get some financial protection if you die. The money they get from a policy can be used for almost any 
financial need they can think of. Whether term life insurance is right for you depends upon your financial objectives and 
how you want to achieve them. 
 
If you are considering life insurance, you should weigh the pros and cons of term life against whole life. One may be 
more suitable than the other. Be sure to study whole life in some depth so that you can see how it differs from term. 
Consider all of the factors that we discussed here. You may also find it helpful to meet with an insurance agent to learn 
how each type can serve you. You can run through some life scenarios to get a sense of what kind and how much life 
insurance you need. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Estimate my life expectancy.  
• Determine or calculate how much life insurance I need. 
• Calculate how much life insurance my family would need tomorrow to fund their future living expenses and 

various life goals. 
• Go online or contact an agent or broker to get some quotes on my chosen type of life insurance from a 

strong insurance company. 
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WHOLE LIFE INSURANCE 
A life insurance policy protects your beneficiaries from financial hardship in the event 
of your death. But did you know you could also use your policy as an investment 
tool? Unlike "pure insurance," whole life insurance builds cash value over time. Some 
policies allow you to invest this cash value in a variety of investment choices. If need 
be, you can even borrow from your policy cash value. 
 
While whole life insurance has been played down in the popular press, it does serve 
a purpose in certain financial planning strategies. As an educated investor, you owe it 
to yourself to learn the pros and cons of whole life insurance to see if it makes sense 
in your financial plan. 
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WHAT IS WHOLE  
LIFE INSURANCE? 
The primary purpose of life insurance is to provide financial support to your beneficiaries in the event of your death. 
Every type of life insurance policy has a regular cost (called a premium) based on your life expectancy and the type and 
amount of your insurance coverage. 
 
TO COMPARE: TERM LIFE INSURANCE 
A term life policy provides insurance coverage for a specific period of time (term). At some point in the future, 
depending on the particular policy design, the premiums may begin to increase annually according to your age.  
The older you get, the more pricy a term policy can become, and you never receive a benefit from it, though your 
beneficiaries will if you die. If you try to hold onto it into later years, you might end up paying total premiums greater 
than the value of the death benefit. 
 
MORE ON WHOLE LIFE INSURANCE 
A permanent life insurance policy covers you for life as long as you make your premium payments. The most traditional 
form of permanent life insurance is whole life. Once you are approved for the policy, the insurance company cannot 
cancel the policy, and the cost of your payments will not go up, because it "averages" insurance costs over your lifetime. 
This means that over time the policy develops a cash value, which is a reserve the insurer accumulates in the early years 
so there will be sufficient money in later years to pay the promised death benefit, while keeping the premiums level. 
 
Premiums for whole life policies are initially higher than those for term, but over the long run can end up lower and 
sometimes much lower. 
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CASH VALUE AND  
VARIATIONS ON WHOLE  
LIFE INSURANCE 
VARIATIONS ON WHOLE LIFE 
There are also variations on the whole life insurance theme. Relative newcomers to the permanent insurance world 
include universal and variable life insurance. 
 
We will focus on the elements of cash value life insurance common to all forms of permanent insurance. 
 
THE CASH VALUE 
In addition to covering the current risk of the death benefit, part of the premium you pay for permanent insurance is 
invested in the company's general account or separate account, depending on the type of policy you purchase. This 
portion of your premium makes up the policy's cash value and increases with additions and earnings. A policy's cash 
value is different from its face value. Face value is the amount of a policy paid to your dependents when you die, and 
the cash value is a component of this death benefit. 
 
Cash value is the amount you will get if you surrender (cancel) your policy before you die. You can borrow this amount 
at any time in the form of tax-free loans. You may even make policy loans to pay your premiums. All components of a 
whole life policy are guaranteed—premium, death benefit, and cash value. With universal and variable life, only the 
death benefit is guaranteed. 
 
COMPARING WHOLE LIFE WITH TERM LIFE 
One way to understand how whole life policies work as compared to term policies is to compare them to buying or 
renting a house. Like buying a house, whole life policies provide the benefit of building up equity, or the cash value. 
When you rent a house, you get the benefits of living in the house, but when your lease is up, you leave with no 
equity—likewise with a term policy. When you buy a house, you also build up extra value that is yours when you sell 
the house. This is similar to the way a cash value policy works. 
 
THE INVESTMENT ASPECT OF WHOLE LIFE 
Your insurance company invests the cash value of your policy in securities. With whole life policies, it is usually invested 
in high-grade income securities. With whole life insurance, you received a fixed return on your cash value. With 
universal and variable life, good investment performance can lead to higher cash values, higher death benefits, and/or 
lower premiums. Other factors that can affect performance of your policy are the company's experience in mortality 
(death claims) and expenses. 
 
If you like the idea of combining insurance protection with an investment for the future, a whole life insurance policy 
may be for you. 
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SPECIAL USES FOR  
WHOLE LIFE INSURANCE 
The combination of life insurance protection and accumulating value makes whole life insurance policies suitable for 
many uses. 
 
ITS MAIN VALUE 
The most important use of life insurance is to replace the income lost in the event of your death. It can help pay your 
family's immediate and ongoing debts. The cash value of your policy can be used for almost any financial need you can 
think of. Here is a list of some of the most common uses of cash value: 
 
EDUCATION FUNDING 
Use the money you've saved in your policy to pay for your children's education. 
 
RETIREMENT FUNDING 
You can use the cash value of your policy at retirement to supplement your other retirement funds. You can even use it 
to purchase an annuity that can give you a source of monthly income for the rest of your life. 
 
BUSINESS USES 
Business owners can also use whole policies for services such as: 

• A deferred compensation program. The equivalent of the deferred compensation is used to pay the 
premium, and the cash value is used to pay the future benefits of deferred compensation. This type of plan 
also provides a death benefit should the employee die prematurely. 

• Salary continuation. This use creates employee incentives by offering extra retirement and death benefits. 
• Split-dollar arrangements. In these arrangements, the employer owns the policy and pays the premiums, but 

the employee names the beneficiary (the person receiving the benefits). When the employee dies, the 
employer gets funds equal to the cash value of the policy with the rest going to the beneficiary. 

 
CANCELING YOUR POLICY 
You can cancel your policy and "surrender" it back to your insurance company to receive your cash value in a lump sum 
of money. You can surrender the entire policy or just part of it. You may have to pay a surrender charge depending on 
the maturity of the policy. You will also have to pay taxes on the interest you made on the cash value. 
 
Whole life insurance provides much more than just financial security in the event of one's death. The money you build 
in a whole policy can be used for almost any financial need you can think of. 
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GETTING MONEY FROM  
WHOLE LIFE INSURANCE 
There may be ways to get money from your whole life insurance policy short of dying or waiting for the policy to 
mature. You can get money from your policy by taking loans, dying, or surrendering your policy. Some life insurance 
companies also pay dividends to policy owners. 
 
IF YOU SURRENDER YOUR POLICY 
If you surrender your policy, you will no longer have insurance protection. You will receive the cash value. The value of 
your cash value that exceeds your premium payments is considered taxable income. 
 
YOU CAN TAKE OUT LOANS 
You can generally borrow the cash value of your policy through tax-free loans. Loans can be used for almost anything 
you can think of: education, retirement funds, or even to pay off a mortgage. However, borrowing reduces the cash 
value and overall death benefit of your policy. The future cash value of your policy also will be affected by borrowing. 
You must pay back the loan with interest or the overall death benefit of the policy will be reduced. 
 
GETTING DIVIDENDS FROM YOUR POLICY 
When a life insurance company takes in more money than it needs to pay benefits, meet expenses and reserve cash 
value, it has a surplus. This surplus then gets paid back to its owners in the form of dividends. In the case of a mutual life 
insurance company, the policy owners get the dividend. For a stock life insurance company, the stockholders get the 
dividend. Since dividends paid to policy owners are considered a return of premium, they are tax-free. How you use a 
dividend is up to you. It can be paid to you in cash, used to buy more coverage, used to pay off policy loans, or used to 
pay future premiums. Death proceeds from your policy are not subject to income taxes but might be subject to 
estate taxes if the insured owns part of the policy at the time of his or her death. 
 
As you can see, the monetary advantages of a whole life insurance policy can go beyond death benefits and the 
eventual cashing-in of your policy. 
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SUMMARY OF WHOLE  
LIFE INSURANCE 
Whole life insurance provides much more than just financial security in the event of one's death. The money you build 
in a whole policy can be used for almost any financial need you can think of. Whether whole life insurance is right for 
you depends upon your financial objectives and how you plan to achieve them. It is a versatile tool because of the ways 
in which you can use the cash value of your policy for loans or other investments. 
 
If you have a need for life insurance, you ought to consider whole life insurance to see if it makes sense in your  
financial plan. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Estimate my life expectancy.  
• Determine or calculate how much life insurance I need.  
• Calculate how much life insurance my family would need tomorrow to fund their future living expenses and 

various life goals.  
• Go online or contact an agent or broker to get some quotes on my chosen type of life insurance from a 

strong insurance company.  
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CHOOSING LIFE  
INSURANCE 
If Hamlet were considering life insurance, his famous speech might have said, "Term 
or permanent—that is the question." Choosing a life insurance policy entails a lot of 
thought—not least because it requires that you consider your own mortality, just as 
Hamlet did. But once you're providing for other people's financial security, consider 
your mortality you must—as well as your health and your finances, and many other 
things. Before you take that step, familiarize yourself with the questions you will have 
to face. They can make the process much easier to navigate. 
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CONSIDERING  
LIFE INSURANCE 
When choosing life insurance, you should consider your life situation now and in the future and then ask yourself  
some questions.  
 
DO YOU NEED LIFE INSURANCE? 
Life insurance exists to protect other people who normally depend on your income. Although some forms of life 
insurance let you cash it in early for yourself if you so desire, it is not actually designed for you; it's meant to be used by 
certain others after you die. Do you have any such people—children, a spouse, or any other dependents? If you have 
none, you probably don't need life insurance. If you plan to have some dependents, then you should at least consider it. 
If you do have dependents, how much money would they need to survive, and for how long would they need it? Do 
they have additional sources of income, such as public assistance or investments? 
 
Would they be able to afford costs related to your death, such as a funeral? What about any debts of yours? Normally, 
those would get paid out of your estate; does your estate have cash to cover these? If not, would your valuables and 
other property have to be sold off by your survivors to pay these debts? Could your survivors raise enough money from 
selling them? If the answers are likely to be "no," then you might consider a life insurance policy to cover your debts. 
 
TO WHAT EXTENT CAN YOU ALREADY AFFORD TO PAY FOR EXPENSES? 
Considering the kinds of expenses that your survivors will be faced with is a good starting point for determining 
whether you need life insurance. Remember that some of these expenses may be the sort that is left behind by you. 
You can avoid the need for life insurance if you have some other means of meeting them. For example, you could set 
up a funeral fund, or you could donate your body to science and avoid most or all funeral costs. And you could specify 
in a will how to pay for any debts you have at the time of death. 
 
If you have dependents such as a spouse and children, your situation will be trickier. You will need to forecast their 
expenses over many years and factor in inflation and unforeseen costs like medical bills. Whatever you cannot cover 
with the wealth they will inherit from you could be covered with life insurance. For many people, this is the reason they 
buy it. 
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CHOOSING THE LIFE  
INSURANCE THAT IS  
BEST FOR YOU 
Choosing a life insurance policy depends on many factors about yourself. It's not possible to use a single rule of thumb 
to tell you how much you need. You will have to take into account such things as: 
 

• Your sources of income 
• Your dependents 
• Your dependents' expenses now and in the future 
• How soon your dependents will stop being dependents 
• All your debts 
• Your age 

 
A general guideline used by many is that you would need life insurance coverage of between 5 and 10 times your yearly 
salary. An insurance agent can sit down with you and help you figure out how much is appropriate for you. 
 
TERM VS. WHOLE 
When choosing a life insurance policy, you will be confronted with the question of term vs. whole. Term is pure 
insurance, meaning that it pays a death benefit upon your death to your dependents. It is fairly inexpensive if you buy it 
young, and the premiums eventually rise greatly in price as you age. Whole life insurance is a death benefit plus 
cash value, the latter of which comes from how it is invested by the insurance company (term does not have this cash 
value). The premiums stay level over the years that you pay them, because they are averaged.  
 
Between the two, whole is more expensive. Large commissions and fees are built into it during the early years. An 
important question to ask, therefore, is how much you are able to pay for premiums. If it's not much, then you may find 
term insurance more suitable for you. 
 
There are variations on whole life called variable life and universal life. Variable allows you to choose the investments 
that will fund it, while universal allows you flexibility in the amount and timing of your premium payments (though there 
will be fees for this privilege). 
 
ARE YOU LOOKING FOR AN INVESTMENT? 
Some proponents of term life apply what is called "buy term and invest the difference," meaning they take the difference 
between term and whole life premiums and invest it elsewhere, such as a mutual fund. They build wealth that way while 
avoiding the large commissions.  
 
Others like the ready-made investment nature of whole life. It is a product that takes care of a person's need to build 
up a nest egg for their dependents. This relieves them of the vigilance required to invest on one's own. Also, you can 
take tax-free loans out of a whole life policy, and you can also surrender it early (though that is contrary to its purpose). 
The earlier you surrender it, the lower its cash value will be. But once you do, you can use the proceeds for all kinds of 
important expenses, such as education or business use. 
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THE COST OF  
LIFE INSURANCE 
Life insurance premiums vary a lot; ultimately, they are based on actuarial tables that project your life expectancy. Your 
risk as a covered person is also taken into account. If you are high risk—meaning you smoke, are obese, or work in a 
dangerous field or have a dangerous hobby—those risks will be factored into the premiums you pay. If you want to pay 
less for a policy but you are high risk, you will need to remove or lessen those risks. 
 
WHAT ELSE MATTERS? 
Other factors that go into the price you pay for a policy include how much insurance you buy, whether it is term or 
whole (or some variation of these, such as universal, variable, accidental death and dismemberment, etc.), the amount  
of commission built into the policy, and the financial health of the insurance company. 
 
TERM VS. WHOLE 
Term life insurance costs less than whole life (although it rises over time and can eventually require higher premiums 
than whole). A group term life insurance plan offered by an employer is less expensive than an individual plan, because 
the cost and risk can be spread among several people. You will be covered as long as you are employed there; when 
you leave, you might have the option to convert it to a whole life policy. 
 
PLAN CAREFULLY 
You should budget for your insurance premiums so that you do not lose coverage due to an inability to pay your 
premiums. 
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WORKING WITH LIFE  
INSURANCE AGENTS 
Life insurance agents are trained to help you with your life insurance needs. They will sit down with you and ask you 
questions about your financial life, your financial goals, and what you might need in an insurance policy. This discussion 
should come before, not after, talking about the insurance policies that the agent has to offer. 
 
Here are some questions to ask the insurance agent you are talking with: 

• How many years have you worked as an insurance agent? Ideally, you want an agent with at least a few 
years' experience. 

• How are you paid? By commission? Fee? A combination of both? Not all agents get paid the same way. 
• What are your qualifications? By law, agents must have a separate life insurance license in each state where 

they practice. This is the minimum. A Series 6 license is also helpful. Other helpful designations include the 
Certified Financial Planner and the Chartered Life Underwriter. 

• What are your specialties within the industry? Does the agent specialize in estate planning, life insurance 
for younger people, or something other? Specialists can offer more focused service to you and your goals. 

• Have you ever been disciplined by your company or the insurance industry? Disciplined agents are 
most likely to have been terminated already, but it's a good idea to ask anyway. 

 
Where is a good place to find an agent? Try another satisfied client. Or try asking: 

• Friends 
• Neighbors 
• Family 
• Co-workers 
• The agents who handle your other insurance policies 
• Professional colleagues 
• The Yellow Pages or your local newspapers 
• Your accountant 
• Your lawyer 

 
Consider talking with several agents over the phone before making appointments with any one. 
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EVALUATING LIFE  
INSURANCE COMPANIES 
When choosing a life insurance policy, you will evaluate its premiums, its payouts, and any other provisions that are 
important. But equally important is evaluating the companies themselves? Why? Because their strength as an insurance 
company affects their ability to pay claims. After several years of paying thousands of dollars in premiums, you would 
hate to find yourself unable to get the insurance money you had counted on getting. 
 
Keep tabs on any companies you are interested in by following them in the news. Bad news about them may indicate 
warning signs ahead. Continued good news can indicate good financial health. 
 
THE IMPORTANCE OF RATINGS 
Also look at ratings. Many insurance companies pay to be rated by various ratings services, such as Moody's Investors 
Service, Standard & Poor's, and Fitch, among others.  
 
Ratings vary somewhat, but the closer to AAA or AA they are, the more financially sound they are. Ratings are an 
indicator of an insurer's ability to pay claims. High ratings mean that the company has enough assets and reserve money 
to continue paying claims. Keep in mind that you will make claims many years after you first buy a policy, so it's 
important to know that the company will stay in good health for decades to come. 
 
YOUR STATE KEEPS TABS ON INSURERS 
Insurance companies are regulated at the state level; there is a state commissioner of insurance for this purpose. Many 
states gather complaints against insurers and compare them to the industry overall; they make this information available 
to the public. Complaint statistics can be helpful in gauging the quality of an insurer, because they say something about 
the policies themselves as well as getting claims paid.  
 
IMSA 
The Insurance Marketplace Standards Association is a membership organization for life insurers, created and run by the 
insurance industry. Its members must undergo evaluation and maintain high standards for sales and service in order to 
become members. If an insurer loses the endorsement of IMSA, that could be a warning sign of poor management. 
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SUMMARY OF CHOOSING  
LIFE INSURANCE 
Not everyone needs life insurance. But if you do, now you know how to start looking for it. Evaluate your needs and 
the needs of any dependents. Project your financial state into the future as best you can. Evaluate insurance agents and 
the companies they work for. And change your lifestyle if you want to reduce the cost of your premiums. Life insurance 
can buy you peace of mind, but it can also take a piece out of your wallet. Ultimately, you want to rest easy at night, 
knowing you have made a good decision. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Estimate my net worth. 
• Estimate the monetary needs of my dependents or my anticipated dependents. 
• Call several life insurance agents and describe my life insurance needs to them; make appointments with  

a few of them. 
• Look up the ratings of all life insurance companies I am considering working with.  
• Consult my state commissioner of insurance regarding any life insurance companies I am considering  

working with. 
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DISABILITY INSURANCE 
In 2005, the American Council of Life Insurers reported that 8 percent of all working 
Americans had a medical condition that interfered with their ability to work; in 
addition, 62 percent of Americans disabled as adults were unable to work at all, while 
38 percent were limited in the types of work they could perform.  
 
The chance of a disability occurring is high enough that many people opt for 
insurance to protect their income in the event of such an unfortunate occurrence. 
Disability insurance can provide a financial safety net in the event of an injury, disease, 
or condition that prevents you from working in either the short or long term. 
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WHAT IS DISABILITY  
INSURANCE? 
In exchange for you or your employer making premium payments, disability insurance provides you with benefits that 
make up some of the income you lose when you can't work due to a medical condition. Some disability insurance 
policies will pay benefits only if you can't work in your current occupation, but not if you can work in another 
occupation. Other policies cover a disability for a specific occupation, such as for a surgeon who has carpal tunnel 
syndrome and can't operate. 
 
Disability insurance is designed to replace your income stream from a job during a specific period of time. Typically, the 
insurance will pay part of your salary—payments generally range from 50 to 70 percent of your salary—once you've 
been off work for a legitimate medical disability for a specific amount of time. In most cases, a doctor must certify your 
disability and the insurance company must approve your claim before benefits are paid. A disability is defined as the 
inability to perform job functions due to a physical or mental medical condition. 
 
Policies fall into two categories: short-term and long-term. Short-term disability insurance covers a short-term inability to 
work due to an illness or accident, generally no longer than a year in duration. Most long-term disability policies kick in 
after a three- to six-month waiting period or when short-term disability policies terminate. Long-term disability benefits 
are generally provided for people with severe injuries or illnesses that will keep them unable to work for years, or even 
for the rest of their lives.  
 
You're probably aware of public disability programs designed to provide income replacement insurance for the long 
term. Social Security provides long-term disability payments to people who are seriously disabled and unable to work, 
while the Veteran's Administration provides disability benefits to military veterans who were disabled in the course of 
service with one of the armed services. State workers' compensation programs provide disability coverage for workers 
injured while on the job. 
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GROUP AND INDIVIDUAL  
DISABILITY INSURANCE PLANS 
Many employers provide short- and long-term disability insurance to their employees. Some provide long-term but not 
short-term coverage. Either the employer pays the entire premium or part of the premium with the employee picking 
up the rest. In some cases, employers offer basic coverage and give employees the chance to pay for additional 
coverage at a group rate. Group rates are discounted rates offered by insurance companies to large groups and 
employers. Generally, it is much more affordable to participate in employer group rate disability insurance than individual 
disability insurance.  
 
If you have disability insurance through your employer, the policy will kick in under certain conditions established 
between your employer and its insurer. For a short-term disability, you usually have to be out of work for at least a day 
or up to seven days before benefits kick in. If you have them, you can use sick days to fill in this gap before short-term 
disability benefits are available. While sick day pay is generally at your regular pay rate, short-term disability pay rates are 
lower and may not come on the same schedule as your paycheck. You may have to check in with your doctor weekly 
and report back to your employer if your disability continues beyond a week or two. 
 
Individual disability policies are those that you purchase directly from an insurer. Insurers will generally require you to 
pass a physical and disclose any health conditions that may affect your ability to work. Individual disability policies offer  
a range of benefits and options, including the level of benefits available, the waiting period before benefits are available, 
and ability to renew the policy. The more generous the benefits and terms, the higher the monthly premium will  
likely be.  
 
Short-term and long-term disability policies are usually purchased separately, although benefits should be coordinated so 
that the policies don't overlap. Most policies cover both on-the-job and off-the-job accidents and illnesses. Insurers 
generally offer coverage only up to age 65, when Social Security benefits kick in and require you to apply for Social 
Security disability insurance if your disability is severe enough. 
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FACTORS INVOLVED IN  
CHOOSING A DISABILITY 
INSURANCE POLICY 
If you're seeking an individual disability insurance policy, there are a number of factors to consider, including: 

• Short-term versus long-term: To be fully protected in the event of a disability, purchasing both types of 
coverage is optimal. If that's too expensive, you've got to choose. Most people opt for long-term coverage 
over short-term. 

• Coordination of benefits: Before signing up for a policy, check to see what coverage your employer offers. 
You'll want coverage that complements what you already have, if you do have other coverage. Also, realize 
that insurance companies won't pay for the same problems multiple times, so if your group policy at work 
picks up a particular claim, your individual policy won't, and vice versa. 

• Elimination (or waiting) period: This deals with how long you have to wait before collecting benefits— 
the shorter the wait, the higher the premium. 

• Cancellation features: To avoid having your policy cancelled in the future due to any health problems you 
may experience, choose a non-cancelable policy over one that can be cancelled. These policies are more 
expensive, but they ensure that you have access to coverage unless you fail to pay the premium. Additionally, 
the premiums on these "non-can" policies cannot be raised. 

• Renewability options: When you opt for a guaranteed renewable policy, you ensure that you can renew 
your policy with the same benefits as long as you continue to pay your premium on time. Again, these policies 
are more expensive and don't guarantee that there won't be an increase in your premium, but that increase 
can't be any more than other policyholders in your same classification. 

• Amount of insurance: You need to choose a benefit amount that can replace from 50 to 70 percent the 
income you would have received from working. The higher the benefit, the more expensive your premium. 
Insurance companies typically pay benefits on a weekly or monthly basis, so when choosing a benefit amount, 
think about your monthly expenses and what items in your budget are absolute necessities—food, mortgage 
payments, car payments, utilities—and what are optional, such as cable TV, eating out, and gourmet coffee. 

• Cost of living adjustment: As prices rise over time, the value of your benefit will be eroded. To avoid this 
problem, you can choose a policy with a COLA (cost of living adjustment). 

• Waiver of premium: When you're disabled, money is tight, so a nice policy feature to have is one that 
waives your disability insurance payment after you've been disabled for a certain period of time, such as  
90 days. 

• Additional purchase: Should you decide you need more coverage later on, a policy with an additional 
purchase option allows you to purchase more coverage without going through an additional physical. 

 
There are factors that determine how expensive individual coverage is for each person. These include your overall 
health, what type of job you do, and your age and sex. In terms of your health situation, you typically must undergo  
a physical and a blood test to determine the current state of your health and whether you have chronic medical 
conditions. Some insurers will refuse to write policies for individuals with illnesses or chronic conditions, while others  
will write a policy with a higher premium or exclude that specific condition from the individual's policy. 
 
In addition, your job and lifestyle will influence the cost of a policy. If you have a job as a construction worker, for 
example, coverage will be much more expensive than if you sit in an office and work on spreadsheets all day. Certain 
high-risk hobbies, such as skydiving and mountain climbing, may also affect your rate negatively. Your age can also 
influence the cost of the policy, as younger workers are generally healthier; you can avoid excessive age-related 
increases if you choose a policy that is renewable. 
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When selecting a policy, consider the issuing company's financial strength. You don't want to buy a policy and then  
find out that your insurer is going out of business. There are five independent companies that assess the financial 
strength of insurers, and each uses a different rating system. You can find financial strength information from each  
rating agency here: 

• A.M. Best Company: www.ambest.com, 908.439.2200 
• Fitch Ratings: www.fitchibca.com, 212.908.0500 
• Moody's Investor Services: www.moodys.com, 212.553.1653 
• Standard & Poor's Insurance Rating Services: www.standardandpoors.com, 877.772.5436 
• Weiss Research: www.weissratings.com, 877.934.7778  
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DISABILITY BENEFITS 
If your disability benefit payments come from a policy that you purchased, those funds are tax-free. However, if your 
payments are from an employer-funded policy, they are taxable, meaning you'll have less money to pay your bills. 
 
If your disability benefit payments are from an employer-funded policy, they are taxable. 
 
Policies differ on whether you can return to work part-time and still receive benefits because you haven't returned to 
work full-time. By selecting a residual or partial disability waiver, you can collect a part-time salary and partial disability 
benefits; without such a rider, you won't qualify for additional disability benefits should you return to work part-time.  
 
Under a return-to-work disability insurance provision, you will still be able to collect medical benefits for your disability 
even if you are back at work. Otherwise, your insurer could take the position that your return to work meant that you 
were fully recovered from your disability and didn't need further benefits. 
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SUMMARY OF  
DISABILITY INSURANCE 
When considering insurance needs, don't discount your need for disability insurance. Obtaining coverage either through 
your employer or an individual policy will enable you to at least cover your most important financial obligations in the 
event you can't work. Insurance companies offer a number of options, including short-term and long-term coverage 
with a variety of riders so that you can find a policy best suited for you and your family. When purchasing insurance on 
your own, also be sure to assess the insurance company's financial condition to make sure it is financially strong and will 
continue to do business so that you can realize your benefits should you need them. 
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PAYING FOR  
HEALTHCARE 
Staying healthy is an important goal for many. There are many ways to maintain good 
health, including eating a balanced diet, exercising, getting regular checkups and taking 
medications prescribed by doctors. These habits can lead to a longer life in which to 
enjoy your family, work and hobbies.  
 
Sometimes, an unexpected health issue comes up, which could result in a visit to  
the emergency room, medical tests or even surgery. Chronic health conditions such 
as diabetes and heart disease require regular monitoring by doctors and may involve 
taking daily medications. Whether you are a healthy person or have some health 
problems, healthcare does cost money, which is why it's a good idea to be aware  
of the expenses involved and plan for them. This tutorial will teach you about the 
different types of health insurance, why it's important to have insurance, the 
Affordable Care Act, and the government health insurance exchanges.  
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THE IMPORTANCE  
OF HEALTH INSURANCE  
TO YOUR FINANCES 
Having a health insurance policy is an important way to keep medical bills from eating up a large part of your budget. 
Not only can medical bills bust the most carefully prepared budget, but they are also a leading cause of bankruptcy, 
according to NerdWallet Health.  
 
COSTS OF GOING WITHOUT INSURANCE 
More than 1.7 million Americans are expected to have filed bankruptcy in 2013 due to unpaid medical bills. The lack  
of health insurance is one of the major reasons why many Americans rack up high healthcare bills. 
 
Just one visit to an emergency room for a person with no insurance is likely to cost 40 percent more than a month's 
rent, according to the National Institutes of Health. If you don't have health insurance, there is a higher chance that you 
will have to pay more for healthcare. This can contribute to financial stress. Such stress can lead to a bad credit report,  
a lower credit score, and even divorce. 
 
UNEXPECTED BENEFITS OF HEALTH INSURANCE 
Health insurance has many benefits besides covering the costs of medical bills. The Affordable Care Act means that 
health insurance plans have to offer preventive care for free. This free care includes immunizations and well child 
checkups for children and mammograms for women over 40. Because insurance companies negotiate steep discounts 
for healthcare from doctors and hospitals, paying for healthcare without a health insurance policy can be very expensive. 
 
ULTIMATE COSTS TO YOU AND SOCIETY 
Going without health insurance is expensive for you and your loved ones and society as a whole. A lack of health 
insurance may lead you to avoid getting needed healthcare for yourself and your family. That may cost you more later, 
as an untreated health condition may cause a future visit to the emergency room. Unpaid medical bills and the lack of 
insurance increases costs for those who do have insurance and has caused some hospitals to go out of business.  
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DO YOU QUALIFY  
FOR MEDICAL ASSISTANCE? 
Medical Assistance, or Medicaid, is a government health program for low-income individuals, families and children.  
More than 60 million Americans are covered by Medicaid, which was recently expanded by the Affordable Care Act.  
 
Medicaid is a type of insurance that covers hospitalization, prescription drugs, doctor's visits, vaccinations, glasses, and 
many other healthcare services. It is a federal program that is administered by individual states. To sign up, contact the 
local Department of Public Welfare or Medicaid office in your community.  
 
MEDICAID ELIGIBILITY 
The standards to qualify for Medicaid vary from state to state and depend on several factors. These include your 
income, marital status, number of dependents in your household, and the health issues of you and your family members. 
Income eligibility is based on the federal poverty level, which in 2013 was $23,550 for a family of four. Depending on 
where you live, you may qualify for Medicaid with more income. Some individuals and families may qualify for Medicaid 
based on medical conditions or participation in the Supplemental Security Income (SSI) disability program. 
 
Under the Affordable Care Act, Medicaid has been expanded, but not all states are participating in this expansion. 
Those states that have expanded Medical Assistance have higher income limits—including $32,499 for a family of four  
in 2013. Check with your local Medical Assistance office for more information.  
 
OTHER MEDICAL ASSISTANCE PROGRAMS 
If your family makes too much money to qualify for either traditional Medicaid or expanded Medicaid, children up to  
age 19 may be covered under the federal Children's Health Insurance Program (CHIP). Like Medicaid, CHIP is a federal 
program that is administered by the states.  
 
Each state sets different income levels for covering children through CHIP. You can have more family income than it 
takes to qualify for Medicaid and still have your children qualify for CHIP. Depending on where you live, your income 
could be two to three times more than the federal poverty level.  
 
CHIP programs in some states provide prenatal and hospital delivery care to pregnant women. Benefits under CHIP 
include coverage for hospitalization, prescription drugs, doctor's visits, medical tests, immunizations and well-child 
checkups. Some states provide dental coverage for children through the Medicaid expansion. 
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CHOOSING A HEALTH  
INSURANCE PLAN 
When it comes to buying health insurance, there are many choices. Your employer may offer health insurance or you 
may be able to get it through your spouse's employer. If not, you can buy insurance through an insurance agent or 
through the state or federal health insurance marketplaces.  
 
Employer-based plans may not have very much flexibility, although larger companies may offer several different  
plans. Individual policies purchased through an agent or in the health insurance marketplaces offer much more flexibility 
in terms of the types of coverage. They may be traditional major medical plans or health maintenance organizations 
(HMOs) or preferred provider organizations (PPOs). Plans with richer benefits and lower deductibles have  
higher premiums. 
 
LIMITATIONS ON COVERAGE 
Now that the Affordable Care Act is the law, insurance companies must provide consumers with pre-existing medical 
conditions with insurance. Insurance companies cannot terminate coverage or place limits on essential health benefits 
such as emergency services, hospitalization, prescription drugs, lab tests and outpatient services.  
 
Insurance companies must provide coverage to consumers with pre-existing health conditions, and that coverage cannot 
cost more than comparable coverage for someone without that condition. In addition, insurance coverage cannot 
charge women more than men. Mental health coverage must be included in the essential health benefits provided by 
insurance companies.  
 
RESTRICTIONS ON ACCESS 
Health insurance plans may restrict access to certain doctors, hospitals or labs. Certain types of insurance policies such 
as HMOs or PPOs, provide a list of doctors and hospitals within their network that are available for lower co-pays. You 
can see doctors or receive care at out of network facilities, but you will have to pay a higher co-pay than you would 
have to pay if you went to in-network providers. 
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HOW THE AFFORDABLE  
CARE ACT WORKS 
The Affordable Care Act (ACA) was created to address a number of challenges that Americans faced over buying and 
keeping healthcare coverage. Many Americans were denied coverage because of pre-existing conditions, and others 
with chronic healthcare conditions or serious illnesses or diseases ran out of benefits due to yearly or lifetime limits. In 
addition, millions of Americans were uninsured. They were at risk of financial problems and healthcare difficulties due to 
that lack of insurance. The provisions of the Affordable Care Act continue to evolve, so there will likely continue to be 
changes as it is implemented during the next several years. 
 
HEALTH INSURANCE STANDARDS 
Under Obamacare, as the ACA is also known, health insurance policies must offer certain basic benefits. These include: 

• Outpatient care, including doctor's visits 
• Emergency room services 
• Hospitalization, including surgery 
• Maternity and newborn care 
• Lab services 
• Prescription drugs 
• Mental health and substance abuse services, including counseling 
• Rehabilitative services 
• Preventative and wellness services 
• Management of chronic diseases 
• Children's health services 

 
INDIVIDUAL MANDATE 
Under the individual mandate provision, individuals must have insurance coverage in 2014 or pay a penalty. That means 
you and your children—and anyone else, such as a relative—whom you claim as a dependent, must have health 
insurance or pay a fine every year. The mandate is designed to ensure that the estimated 57 million Americans who 
didn't have health insurance get health insurance. However, there is an exemption for individuals whose individual health 
policies were cancelled—if you fall into this category, you can either purchase a catastrophic plan or claim a hardship 
waiver if you believe the policies offered through www.healthcare.gov are too expensive. 
 
The penalty for not having insurance coverage begins in 2014 and increases through 2016: 

• 2014: $95 per adult and $47.50 per child or 1 percent of family income, whichever is higher 
• 2015: $395 per individual and $197 per child or 2 percent of family income, whichever is higher 
• 2016: $695 per adult and $347 per child or 2.5 percent of family income, whichever is higher 

 
There are exemptions to the mandate. If health insurance would cost more than 8 percent of your family income or 
your family income is below what is required to file a tax return, you will not have to pay the penalty. In addition, if you 
live in a state that has not extended Medicaid and you would be eligible if there were such an extension, you will be 
exempt from paying a penalty. 
 
INSURANCE SUBSIDIES 
Many individuals and families qualify for subsidies that will lower the cost of their health insurance premiums. Those 
subsidies depend on your family income and size. The subsidies actually take the form of a tax credit, but they are 
applied to your premium costs immediately so you will pay the lower costs immediately. 
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Although most high earning individuals and families will not be eligible for subsidies, low income and many middle-
income families and individuals will be eligible. Subsidies for a family of four in in 2013 are available for an income range 
of $23,550 to $94,200. The lower the income, the higher the subsidy; the income ranges will adjust slightly for inflation 
in future years. 
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BUYING HEALTH INSURANCE  
ON THE EXCHANGES 
The health insurance exchanges, also known as insurance marketplaces, allow you to comparison shop for medical and 
dental insurance in a variety of ways. These include online, over the phone, or through representatives of community 
healthcare organizations in your community. The federal government exchange is located at www.healthcare.gov online 
or via a toll free line 24 hours a day, seven days a week at 1-800-318-2596. Many states have their own exchanges; if 
you live in a state without exchanges, you will use the federal exchange to find health insurance. 
 
HEALTHCARE.GOV WEBSITE 
If you have a computer at home or access to one at work or at a public library, the healthcare.gov Website makes it 
possible to shop for health insurance and sign up for a plan. The first step is to create an account, where you provide 
basic information about yourself and your family. You also provide information about your family income to determine  
if you are eligible for a subsidy that will help pay part of your monthly health insurance premium.  
 
Once you've created an account, you can shop for insurance. The Website makes it easy to compare both medical and 
dental insurance with different levels of coverage and different premium costs. You can also shop for insurance without 
creating an account, but you cannot enroll yourself or your family without creating an account. 
 
THE ENROLLMENT PROCESS 
The enrollment process is fairly simple once you've selected a health insurance policy. The marketplace where you 
enrolled—either the federal exchange or a state exchange—automatically sends your application to the insurance 
company with the policy you selected. 
 
You can either pay the first month's premium immediately online or wait until your insurance company sends you your 
insurance documents and first month's premium bill. There can be a delay of several weeks between when you enroll 
and when you receive your documents and bill. If you want to verify your coverage, call the toll-free number provided 
to you when your enrollment is verified on the exchange site. 
 
INSURANCE TIERS 
Under healthcare reform, insurance companies can offer five types of plans: 

• Bronze 
• Silver 
• Gold 
• Platinum 
• Catastrophic 

 
Every plan must have similar benefits, but costs vary significantly based on which tier you select. Bronze and silver plans 
cost less per month, but have higher deductibles and co-pays. They involve higher out-of-pocket costs if you need a lot 
of healthcare in a given year.  
 
If you select a gold or platinum plan, your monthly premiums will be higher, but you will have lower deductibles, co-pays 
and ultimately will pay less if you consume a lot of healthcare. You have to decide what works best for you—if it makes 
sense to spend more money to get a better plan or if you'd rather have a lower premium and pay more for care. 
Catastrophic plans are bare-bones plans that require you to pay all of your health care costs up to a specific amount, 
usually several thousands of dollars. They have few other benefits. 
 
If you have a plan with a high deductible, you can open a health savings account. A health savings account allows you to 
save money before taxes to pay health care costs that aren't covered by your health insurance plan.  
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SUMMARY OF PAYING  
FOR HEALTHCARE 
In this tutorial, we've shared some information about the importance of health insurance and how to obtain coverage. 
Once you've reviewed your healthcare options and decided to get coverage, you'll position yourself for a more 
financially healthy future. If you did not have insurance before, your out-of-pocket healthcare expenses will likely decline, 
and you will have less financial stress in your life.  
 
Now that you understand the importance of health insurance, we'd like to encourage you to look into health insurance 
for you and your family if you don't already have it. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Go to www.healthcare.gov look at what options are available for health insurance.  
• Talk to my employer about my healthcare insurance options and find out when open enrollment is.  
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PLANNING FOR  
LONG-TERM CARE 
Long-term care (LTC) is distinct from traditional medical care. LTC refers to a broad 
array of services that assist a mentally or physically disabled person to experience as 
much independence, dignity, and quality of life as his or her condition will allow. 
Typically, the assistance is oriented toward personal safety, hygiene, and everyday life 
tasks. Planning for long-term care is an important step in sound financial planning. 
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WHAT IS LONG-TERM CARE? 
For many years, long-term care (LTC) was essentially defined as "nursing home care." But most people have a strong 
desire to recover from illness or to grow old in their own homes if at all possible. This has created a trend toward 
medical treatment and LTC provided in the home by family, visiting nurses, or aides. 
 
THE DEVELOPMENT OF LONG-TERM CARE SERVICES 
A variety of other important community-based services have also become available, including home-delivered meals and 
adult daycare centers. In many cases, the appropriate level of care can now be arranged at home so that a person can 
remain there much more economically than by going into a nursing home. 
 
Long-term care can be many things, but it is not exclusively medical care. LTC is not intended to make you "better." 
Rather, it can make your life better. In the situations we are focusing on here, the need for care is simply the result of 
the aging process and its associated ailments and conditions. 
 
For those who develop a severe mental impairment such as Alzheimer's disease or senile dementia, the appropriate 
LTC would involve supervision to protect against threats to their own health and safety. In the case of a chronic physical 
illness or disability, LTC could mean assistance with the essential functions and activities of everyday life. 
 
THE MOST BASIC LTC FUNCTIONS 
Six of the most basic of these functions have been widely recognized: 

• Bathing 
• Eating 
• Dressing 
• Toileting 
• Transferring (e.g., in and out of bed) 
• Continence 

 
These constitute the activities of daily living (ADL) used by insurance companies to measure the need for long-term 
care. There are a myriad of other functions that have become practically essential, such as using the telephone, paying 
bills and managing money, going to the grocery store, etc. Assistance with these kinds of tasks is certainly part of long-
term care needs, but it is important to note that the ADLs are of primary importance in insurance matters. 
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WHERE LONG-TERM  
CARE IS BEING DELIVERED 
LONG-TERM CARE IS NOT HEALTHCARE 
Because LTC is distinct from healthcare, it does not always require a medical setting. Care can be given in the home, 
out in the community, or in a residential facility. When money is not the predominant concern, it is the individual's own 
circumstances and preferences that should dictate where and how the care will be delivered. 
 
Until recently, the nursing home occupied center stage as our aging society turned its attention to the issue of LTC.  
This was never because anyone liked the idea, but because there weren't many alternatives. 
 
THE SPECTRUM OF LONG-TERM CARE 
Today, the traditional nursing home has been moved to the periphery of a wide assortment of much-preferred LTC 
services the public has demanded. Together these services form a graduated progression in the level of care available  
as we make our way through the aging process. It is a continuum. 
 
On one end is personal (non-medical) care in the home using family or aides, when only minimal or occasional 
assistance is sufficient. On the other end is the nursing home, which can provide skilled care and a level of supervision 
that cannot be rendered in the home or on an outpatient basis. The broad middle of the continuum is itself a range of 
home healthcare options, resources in the community, and residential arrangements outside the nursing home. 
 
WHERE LONG-TERM CARE IS BEING DELIVERED 
Here is a brief list of the settings in which LTC is now being delivered. Keep in mind, however, that a given level of 
required care can be found in more than one setting. 

• Nursing homes 
• Assisted-living facilities (ALFs) 
• Continuing care retirement communities (CCRCs) 
• Adult daycare (or service) centers 
• Non-profit organizations 
• Home healthcare 

 
  

© 2016



 120 © 2014 Financial Fitness Group | All Rights Reserved | www.financialfitnessgroup.com 
 

 

WHO PAYS FOR  
LONG-TERM CARE? 
Several studies indicate that the chances of requiring long-term care (LTC) services in one form or another are 
unquestionably significant enough to include in your financial planning the same way as you would plan for your 
retirement. Ironically, further advances in healthcare are likely to increase—not decrease—the need for LTC services as 
our population ages. 
 
WHY LONG-TERM CARE WILL BECOME MORE INEVITABLE 
More and more people are living long enough to experience the inevitable infirmities of mind and body. This is 
especially noticeable among women because their average life expectancy is a bit longer than that of men. 
 
The risk of needing long-term care is vastly greater than other risks we ordinarily cover with insurance, such as  
medical, automobile, and fire insurance. Society has been reluctant to acknowledge this possibility as we save and plan 
for retirement. 
 
THREE WAYS TO PAY FOR LTC 
Many folks mistakenly think that long-term care costs of the aged are covered by Medicare. In fact, there are generally 
only three ways to pay for LTC: 

• Out of pocket by the individual 
• Medicaid 
• Long-term care insurance 

 
HOW MEDICAID WORKS 
Medicaid services are state-administered, and recipients have strict income and asset limitations. Medicaid is welfare—
only the poor qualify. Medicare, by contrast, is not narrowly restricted. It is health insurance available to most citizens 
aged sixty-five and above, regardless of income. But Medicare provides extremely limited LTC services, and in no event 
for more than a short time. 
 
Because of the widespread but mistaken belief that Medicare or Medicaid is readily available to render assistance, you 
might find it worthwhile to examine the LTC shortcomings of both these government programs in more detail. (Keep in 
mind that your state probably operates its Medicaid program under a unique name—it is called "Medi-Cal" in California, 
for example.) 
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FUTURE ISSUES WITH  
PAYING FOR LONG-TERM CARE 
 
DIFFICULTIES WITH MEDICAID 
The future of Medicaid cannot be forecast precisely, but no one predicts that benefit qualification will become easier  
in the years ahead. It is also reasonable to be concerned that quality standards and regulatory enforcement might suffer 
under budgetary constraints. The point for planning purposes is simply that the future is a big question mark. 
 
Despite all the potential problems and uncertainty, there are those with the financial ability to consider alternatives  
who instead purposely arrange their affairs to qualify for Medicaid; it becomes their primary strategy for dealing with 
LTC if the need arises. Strictly as a matter of personal financial planning, this approach seems more unsound than it has 
ever been. 
 
SHORTCOMINGS OF TRADITIONAL APPROACHES 
Traditional medical and hospitalization insurance also fails to provide LTC coverage regardless of the quality of the 
policies. The same is true of Medicare supplement ("Medigap") policies. Only LTC insurance covers LTC. 
 
Few would argue that several years of care—whether in a residential setting or at home with aides—are likely to cost at 
least $100,000 (in today's dollars), and probably far more. 
 
Adjusting the current estimate for increases over the years until care is required results in a big number, even with 
moderate inflation. The wealthy are able to finance this LTC out of pocket, if they care to do so. 
 
LOOKING FORWARD 
For most of us, however, paying for necessary care is likely to be a problem, unless we have planned for it. Therefore, 
addressing this possible need—through LTC insurance or otherwise—is simply a part of good, overall financial planning. 
 
For those with time to plan for LTC expenses, it seems unwise to assume that Medicaid alone is a good "Plan A." There 
are better planning options, and LTC insurance is among them. But it is not for everyone, and even for those who 
should buy it, choosing the right policy involves a bit of effort. 
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WHAT IS LONG-TERM  
CARE INSURANCE? 
As a financial planning tool, long-term care insurance is, in a sense, like any other policy. It allows one to transfer to  
an insurance company part of the risk of monetary loss from a specified event—the need for covered long-term care 
services. Accordingly, some people focus on LTC coverage primarily in terms of dollars and cents, just like home or  
auto insurance. 
 
PURPOSES OF LONG-TERM CARE INSURANCE 
Similarities aside, however, the reasons people buy LTC insurance are often very different from their motivations in 
purchasing other forms of insurance coverage. There are those, for example, who have sufficient assets to self-pay LTC 
costs, but not much more, yet they have a strong desire to preserve at least a portion of their estate in order to leave 
something to their heirs. 
 
One of the goals of planning for retirement generally, and the possible need for LTC in particular, is the financial ability 
to make choices. Although one's mobility and freedom of movement are often reduced with advancing age and its 
inevitable health problems, people's situations and needs differ drastically. 
 
Those who plan for LTC intend to have flexibility in confronting whatever challenges the future might hold. Maintaining 
the maximum in lifestyle independence is important to them. 
 
If a nursing home ultimately becomes the best option, we would all like the means to reside in a facility we have chosen 
for its quality, not because we are required to be there. If a residential setting outside the home can be avoided by 
some interior remodeling and a modified bathroom, however, most of us would make that choice. 
 
PRIORITIES 
Indeed, the desire to stay at home—without creating stress for loved ones both financially and emotionally—is probably 
most people's highest priority in LTC planning. It has also become a driving force in both the design and sale of LTC 
insurance products today. 
 
Long-term care insurance can provide funds when other funds aren't available to pay for services that might  
otherwise have to be provided by children or other family members. Fatigue, financial and emotional stress, and even 
health problems can result when everyone's life has to change abruptly to accommodate the needs of a senior who  
is unable to afford help from other sources. Avoiding this scenario, as much as anything else, is the goal of many  
LTC policyholders. 
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SUMMARY OF PLANNING  
FOR LONG-TERM CARE 
Understanding the needs for long-term care and its role in society is important in financial planning. Long-term care is 
quite different from traditional medical care, whose modes may not be sufficient for long-term care needs. Because 
long-term care is so different from medical care, we cannot rely on Social Security, Medicare, and traditional medical 
insurance to cover its costs. 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• Estimate my life expectancy.  
• Prepare a lifetime forecast of income, expenses, and accumulated net worth to estimate how much I could 

have available for long-term care needs. 
• Consult a financial planner or long-term care insurance specialist to help me estimate my future long-term  

care needs.  
• Set up a dedicated source of long-term care premium payments—such as a separate account at a  

financial institution. 
• Go online or contact an agent or broker to get several quotes on my chosen type of insurance from a strong 

insurance company.  
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RESPONDING TO  
IDENTITY THEFT 
Imagine getting a credit card bill in the mail for $10,000 that you did not spend. 
Imagine that the credit card is not even yours. Or imagine finding that there is an 
arrest warrant out for you for a crime you did not commit. These are just some of 
the examples of identity theft, a crime that can affect all areas of your life for years  
to come "perhaps for the rest of your life. 
 
Identity theft is a crime that takes on many insidious forms, leaving a trail that can  
be hard to pick up on and follow. Despite the high number of victims, many people 
remain unaware of how to respond to identity theft. If you believe that you are a 
victim of identity theft or fear that you may become one—for example, you lost  
your wallet or gave personal information to a stranger—take the following  
steps immediately. 
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HOW CAN YOUR  
IDENTITY BE STOLEN? 
Identity thieves take and use personally identifiable information about people and use this information to impersonate 
them. Their methods are many, so it pays to become familiar with what they do. Thieves use a variety of information, 
such as Social Security numbers, bank account numbers, your address and phone number, your birthday, your driver's 
license number, insurance information, credit card numbers, and debit card numbers. Your Social Security number is 
perhaps the most important to thieves because it can be used to set up bogus accounts from which they can  
extract money. 
 
Here are some known methods by which identity thieves work: 
 
PHYSICAL METHODS 

• Stealing your bank or credit cards, other identification cards, checks, or other financial instruments. This can  
be done through robbery, stealing mail, stealing your wallet when it is unattended, or pickpocketing. 

• Foraging through your trash for personal information or for pre-approved credit slips. 
• Looking over your shoulder at ATMs, scanners, or other electronic equipment to get PIN numbers or credit 

card numbers. 
• Gathering public records about you from various official registers. 
• Stealing castings of fingers in order to produce your fingerprints. 
• Gathering electronic data storage equipment such as flash drives, hard drives, smart phones, and computers 

that have not been wiped clean 
 
BOGUS SCHEMES 

• Advertising false job offers and gathering resumes that show personal information. 
• Posing as an employer or landlord and ordering your credit report. 
• Contacting you through a bogus telemarketing scheme to get your personal information. 
• Impersonating a customer service person and asking for your personal information. 
• Diverting your mail in order to get your personal information. 
• Diverting your mail or email in order to delay your finding out about bogus accounts set up by thieves. 

 
ELECTRONIC METHODS 

• Skimming information on your credit cards, check cards, or passports via hacked scanners. 
• Gathering your information by using malware, such as Trojans or spyware. 
• Hacking into entire computer networks, for example at credit card companies. 
• Obtaining personal information from breaches of networks or other systems.  
• Abusing one's privileges as an IT person or account representative and accessing your personal information. 

This can happen at your place of employment. 
• Phishing—impersonating an organization in email, over the phone, or via text to persuade you to give out your 

personal information. 
• Smishing—phishing via text message.  
• Using electronic equipment or sheer guesswork to obtain usernames or passwords. 
• Taking advantage of weak privacy protections on your computer. 
• Buying your personal information online from criminals. 
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SOCIAL METHODS 
• Using your personal information out of revenge against a former spouse, friend, lover, or co-worker. 
• Friending strangers on social networks and gradually obtaining their personal information through 

conversations. 
• Hacking into social networks. 
• Gathering personal information posted by you on social media, message boards, or texts. 
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FORMS OF  
IDENTITY THEFT 
Identity thieves steal a person's identifying information and use it for any of several different purposes. Many of  
them overlap. 
 
FINANCIAL 
Financial identity theft is what most people think of when they hear of identity theft. It involves stealing another person's 
credit card number, Social Security number, bank account number, or some other information that allows that person 
to access the victim's money. The thief can also buy homes, rent apartments, get utility services, sign up for credit cards, 
and many other actions. 
 
MEDICAL 
Medical identity theft has the most potential of all the forms of ID theft to kill you. It happens when someone uses your 
name or your insurance information to obtain medical services or to change your medical record. Beyond just the 
monetary costs to you and your insurance company, the changes to your record can result in incorrect and life-
threatening diagnoses or treatments. 
 
CRIMINAL 
This form of ID theft is sometimes not detected until you get stopped for a minor criminal infraction, such as speeding. 
The officer pulls up your information and you discover that there is an arrest warrant or some other surprise there. In 
other cases, you might get a letter stating that a fine you did not incur is overdue. If the thief is the one who gets caught, 
he will typically have a fake ID with the victim's information but his picture. 
 
DRIVER'S LICENSE 
Stealing a driver's license is as simple as stealing a wallet or purse. Once the thief has it, he or she can sell it to someone 
who looks like you. Then that impostor can open up other forms of identification in your name. 
 
SOCIAL SECURITY 
Your Social Security number is the most valuable piece of information that a thief can steal, because it is required for 
opening so many types of accounts and forms of ID. This form of theft can also be perpetrated by people who want 
you to pay their taxes for them. They steal your Social Security number and put it onto a W4, then underpay their 
taxes. The result: you get stuck with the tax burden and have to convince the IRS that you are not the thief. 
 
SYNTHETIC 
Synthetic ID theft is a more recent innovation and is growing rapidly. It involves combining personal information (real or 
fake, or some of both) from several people to form a new, non-real person. All of the victims involved can be affected 
by it. In cases where the information is fake, victims may not see it on their credit reports. Because of the presence of so 
much fake information and non-real people, victim surveys do not capture the full scope of synthetic ID theft. 
 
CHILD 
Children are also victims of ID theft. Why? Partly because they won't be checking their credit reports for many years to 
come. In some cases, the ID thief is the child's parent(s) or a relative. 
 
BUSINESS  
With business ID theft, a person uses a business's name to get credit or to bill the business's clients for money. 
Sometimes, the thief is an insider with access to the company's information. 
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PREVENTING  
IDENTITY THEFT 
Preventing identity theft involves preventing others from getting access to your personally identifiable information. 
 
PAPERS AND DOCUMENTS 
Shred any documents that have identifying information on them—credit card statements, utility bills, medical bills, credit 
applications, junk mail, insurance forms, bank statements, etc. Consider depositing your outgoing mail in a post office 
collection box or directly at the Post Office, and collect your incoming mail as soon as it arrives. 
 
Make sure that your personnel records at work are secure. 
 
COMPUTER AND PHONE 

• Computers are vulnerable because many people load a lot of personal information on them for uses such as 
banking, shopping, and recordkeeping. Use a secured browser (with the padlock icon in the lower right) with 
your privacy settings on high. 

• Read privacy policies closely. Some Websites will sell or use information about you. 
• Don't post seemingly harmless information such as your birth date, email address, etc. online. Thieves can  

use these. 
• Verify any emails that ask you to reset a password. Those are most likely ID theft tricks. 
• If you don't already have a firewall and current antivirus protection with anti-spyware, put them on  

your computer. 
• Keep track of all your usernames and passwords and where they are kept. Change them periodically. 
• If you do file sharing, do it on a computer that does not have any of your personal information. 
• Don't use automatic logins that store your user information. 
• Be suspicious of unsolicited emails. Compare any links in the emails to the links you are being directed to. 

Better yet, call up the business to confirm it. 
 
YOUR CREDIT AND CREDIT CARDS 

• Don't carry more cards than you need. Don't carry your Social Security card with you. Put passwords on your 
cards and other accounts if you can. 

• Get your credit report every year from each of the three credit bureaus via www.annualcreditreport.com. 
Space them throughout the year. 

 
EMERGENCY SITUATIONS 
ID thieves can loot your home after you evacuate it during an emergency or natural disaster. Keep photocopies of your 
important papers, including financial accounts, and store them in a locked box in case you have to leave home at a 
moment's notice. 
 
SHOPPING ONLINE 

• Some thieves have created online shopping sites that look exactly like real ones. Make sure that the Web 
address is the real one and that it matches the company. 

• The addresses on ordering pages should begin with https. The s means "secure." 
• Make sure the little padlock icon is at the bottom of your screen. The lock should be in closed position. 
• If you are shopping on an unfamiliar site, research the company to ensure that it is legitimate. 
• Shop in stores that are located in the United States. 
• Don't provide your Social Security number to online vendors. 
• Don't provide any information beyond what's required. 
• It is safer to shop online with a credit card than a debit card. 
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THE IRS 
Know that the IRS does not contact people by email. If you receive an email claiming to be from the IRS and claiming 
that you owe money or are getting a refund, forward it to phishing@irs.gov. 
 
ID THEFT PROTECTION SERVICES 
Identity theft protection services have sprung up to serve individuals in a variety of ways. For a small fee each month, 
they will provide such services as monitoring public records, monitoring your credit, providing resolution, providing 
insurance or guarantees, and providing Internet monitoring. It's a good idea to research several and look up reviews for 
each one, because their levels of service and their reputations differ. 
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STEPS TO TAKE IF YOUR  
IDENTITY HAS BEEN STOLEN 
KEEP A LOG 
In the event of a crime, you need supporting documentation. Take notes of your correspondences, whether by email, 
phone, or letter. Include names, dates, and contact information. Keep track of your hours and your expenses. You may 
be able to take a tax deduction on expenses related to theft. 
 
FILL OUT AN IDENTITY THEFT AFFIDAVIT 
Fill out affidavits with the FTC and possibly the IRS. 
 
FTC 
The Federal Trade Commission provides an online affidavit at http://www.ftc.gov/bcp/edu/resources/forms/affidavit.pdf. 
Filling out the form and having it on file at the FTC can help your creditors investigate fraud in your accounts, block it 
from appearing on your credit report, and prevent companies from collecting debts that are not yours. Mail it in by 
certified mail with a return receipt, and take a copy of it to your local police station as part of the police report you 
should file. While filling out this form will not by itself resolve the theft, it will be one piece that can help your case 
along. The FTC can refer your complaint to other government agencies or companies. 
 
You can also call the FTC: 
FTC's Identity Theft Hotline 
1-877-ID-THEFT (438-4338) (toll-free) 
TTY: 1-866-653-4261 
 
Or write: 
Identity Theft Clearinghouse 
Federal Trade Commission 
600 Pennsylvania Avenue, NW 
Washington, DC 20580 
 
IRS 
ID theft can also spill over into your taxes if your Social Security number has been stolen and someone has been using it 
to report income that they have no intention of paying tax on. You might get a letter stating that you filed more than 
one tax return, that you owe money, or that you received wages from an employer that you did not actually work for. 
The IRS provides an ID theft affidavit at http://www.irs.gov/pub/irs-pdf/f14039.pdf. You can also contact the IRS at the 
Identity Protection Specialized Unit at 1-800-908-4490. 
 
STOP PAYMENT ON CHECKS 
For ID theft involving your checks or a checking account, contact your financial institution to report it. Ask them to 
notify the check verification service that it uses so that it can stop payment on them. It is important that you take these 
steps as soon as possible, because your liability for unauthorized use of your checking account may be limited, 
depending on the state you live in. 
 
You can also contact the two major check verification companies directly. To ask that they notify businesses that use 
their databases not to accept your checks, call TeleCheck at 1-800-710-9898 or 1-800-927-0188, or call Certegy at  
1-800-437-5120. 
 
To find out whether the ID thief has been using bad checks in your name, call SCAN at 1-800-262-7771. 
 
If your ATM card has been compromised, cancel it as soon as you can and get a new one with a new PIN. 
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DEALING WITH ACCOUNTS  
THAT HAVE BEEN USED 
FRAUDULENTLY 
Close any bank or credit union accounts, credit card accounts, or other accounts that have been affected by identity 
theft or that have recently been opened in your name. In the case of any creditors, ask that the closures be reported as 
"account closed at consumer's request." This type of closure will not reflect negatively on your credit report. 
 
Ask for a fraud dispute form from the companies where you are closing accounts. Send it to the address given out for 
billing inquiries. If they do not have a fraud dispute form, you can use a sample letter form such as the one provided by 
the Federal Trade Commission. 
 
Sending in a fraud dispute form along with an identity theft report filed with your local police department will carry 
greater convincing power with the accounts. 
 
If you've had bank accounts opened fraudulently in your name, call TeleCheck at 1-800-710-9898 or Certegy at  
1-800-437-5120. They can flag your account to stop further checks from being written. 
 
GET COPIES 
Request copies of the account application and any transactions that the ID thief perpetrated. Do this in writing, and 
include an identity theft report, a police report, and proof of your identity. Keep the copies for your records. Also, if 
there is any identity-theft-related information in your credit report that was provided by businesses, contact the 
businesses in writing and request that they stop providing it. By law, they are required to stop providing this information 
after receiving a request from you. The request should be in writing and accompanied by an identity theft report. 
 
A LAST STEP 
Once the disputes have been resolved, request a letter from each company stating that it has closed the disputed 
accounts and discharged the fraudulent debts. These letters will come in handy for anyone who claims that you owe 
money on the accounts. 
 
DEBT COLLECTORS 
Debt collectors may hound you for payment on accounts that thieves opened up in your name. Inform them that you 
are a victim of ID theft and are therefore not responsible for the bills. Make your notification both in writing and over 
the phone. In writing, include a copy of a police report. The aim is to convince them beyond doubt that you are telling 
the truth. The debt collector must then pass this information on to the creditor. 
 
Once you have sent this information in, request information about the debt as well as about the creditor. Ask the debt 
collector to state in writing that you are not responsible for the debt and that it has been closed. If the debt collector 
does not cooperate or attempts legal action against you, consider hiring a lawyer to help you. 
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CONTACTING THE PROPER 
AUTHORITIES WHEN YOUR 
IDENTITY HAS BEEN STOLEN 
THE POLICE 
Fill out a police report, and include as many details as you can. Make several copies of the report if you are allowed, 
because you will need them to support your correspondence with creditors and businesses. If the local police won't 
help you, file a report with the state police or the state attorney general's office.  
 
If a criminal conviction or arrest shows up on your criminal record fraudulently, you can contact your sheriff or police 
department and fill out a police report (impersonation report). You can ask them to take your fingerprints and 
photograph and compare them to those of the impersonator. You can also contact your county's district attorney  
to clear your name from court records. 
 
THE POST OFFICE 
Identity theft can involve the mail, too. Thieves can change your address or get your mail forwarded to them. If you 
suspect this, contact your local post office. 
 
THE SOCIAL SECURITY ADMINISTRATION 
Your Social Security number is your most valuable asset for an identity thief to steal. If you believe it has been stolen 
and used to get unauthorized government benefits, contact the Social Security Administration's inspector general at 
http://oig.ssa.gov/ or 1-800-269-0271. Its Website has an online fraud reporting page. 
 
You aren't done there. You should also get a copy of your Social Security Earnings and Benefit Statement. Check it for 
any reported earnings that are not yours.  
 
THE US STATE DEPARTMENT 
Identity thieves steal passports, too. If you believe yours has been stolen, contact the US Department of State at  
877-487-2778 or www.travel.state.gov.  
 
DEPARTMENT OF MOTOR VEHICLES 
Fill out a complaint form if you discover that your driver's license number is being used fraudulently. Ask for a fraud alert 
to be put on your license, and ask for a new license number. 
 
FEDERAL TRADE COMMISSION (FTC) 
In addition to filling out an ID theft affidavit with the FTC, you can also fill out a complaint form. Though doing so 
cannot help you much individually, it can help police locate identity thieves and bring them in. The form can be accessed 
at www.consumer.gov/idtheft. You can also call the FTC at 877-438-4338. 
 
INVESTMENT FRAUD 
Identity thieves can hit investment accounts. If you believe that this has happened to you, you can file a complaint with 
the Securities and Exchange Commission at www.sec.gov/complaint.shtml. Or you can write to it at SEC Office of 
Investor Education and Advocacy, 100 F Street, N.E., Washington, DC 20549-0213. You might also contact regulators in 
your state. A list of them is at http://www.nasaa.org/about-us/contact-us/contact-your-regulator/. 
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PHONE FRAUD 
ID thieves may set up phone service in your name and rack up bills. You can contact your phone company and cancel 
your account and set up a new one. If you are having difficulty working with your phone company, contact your state's 
Public Utility Commission (for local service issues) and the Federal Communications Commission (for long-distance). 
 
STUDENT LOAN FRAUD 
Report fraudulent loans that are in your name to both the school/program and the Department of Education. The 
Department of Education can be reached at 1-800-MIS-USED and www.ed.gov/about/offices/list/oig/hotline.html?src=rt. 
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CLEANING UP YOUR CREDIT  
AFTER IDENTITY THEFT 
If your credit cards have been used fraudulently as a result of identity theft, you must contact them to close your 
accounts. You will also need to contact the three major credit bureaus to have fraud alerts issued on them. The three 
major credit bureaus are: 

• Equifax: 800-525-6285 or www.equifax.com 
• Experian: 888-397-3742 or www.experian.com 
• TransUnion: 800-680-7289 or www.transunion.com 

 
FRAUD ALERTS 
There are two types of fraud alerts: 
 
Initial alert. An initial alert is good for at least 90 days. You can request one if you are, or think you may be, or  
think you are about to become, a victim of identity theft. The alert states that you are not authorizing new credit, an 
additional card on an existing account, or an increased credit limit. Any creditor wishing to extend credit to you must 
take extra steps to verify your identity. 
 
Extended alert. An extended alert is good for seven years. You can have one placed on your credit report if you are a 
victim of ID theft and you provide the bureaus with an identity theft report. Potential creditors will need to contact you 
directly in order to issue you credit. Also, the credit bureaus must remove your name from marketing lists for 
prescreened credit offers for five years, unless you request that your name be reinstated. 
 
To request one of these or to have it removed, you must furnish proof of your identity. 
 
Both alerts entitle you to a free copy of your credit report from each of the three major bureaus. Examine all of them 
for accounts that you did not open or that you did not apply for, and delinquencies or defaults that you did not cause. 
Report anything suspicious or incorrect back to the credit bureaus.  
 
CREDIT FREEZES 
Another option is the credit freeze, in which you authorize the credit bureaus to restrict access to your credit report. 
This means that potential creditors and other parties will not be able to see your report. Laws on credit freezes vary 
from state to state. 
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SUMMARY OF RESPONDING  
TO IDENTITY THEFT 
Many resources exist online to help you prevent, understand, and respond to identity theft. Two well-known ones are 
the Identity Theft Resource Center and the Federal Trade Commission's identity theft site. The FBI works with one at 
http://www.ic3.gov/default.aspx. 
 
Every state has a law covering identity theft; some are more severe than others. Many states have specific provisions for 
restitution and forfeiture. A number of them also have identity theft passport programs to protect victims from ongoing 
ID theft. 
 
State statutes can be found at www.ncsl.org/research/financial-services-and-commerce/identity-theft-state-statutes.aspx 
 
PRACTICAL IDEAS I CAN START WITH TODAY 

• File a police report and fill out an ID theft affidavit and claim with the Federal Trade Commission. 
• Notify all my financial institutions and close any accounts that have been accessed fraudulently. 
• Get my credit report from Access my credit report every year from www.annualcreditreport.com 
• Contact the local postal inspector to ensure that mail addressed to me is not being sent elsewhere. 
• Contact the Social Security Administration to determine if my Social Security number has been used to get 

benefits fraudulently. 
• Send debt collectors written disputes of any fraudulent credit activity, along with copies of my police report 

and ID affidavit. 
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GLOSSARY 
Administrator. One appointed by a court to settle an estate, as opposed to being named in a will to settle it. An 
administrator is appointed when the deceased did not name an executor or did not leave a will, or when the executor 
named failed to settle the estate or was unable to serve. A female administrator is occasionally called an administratrix. 
Advertising. Marketing messages brought to their audience in various forms, such as newspapers, magazines, billboards, 
letters, radio, television, and online ads. Marketers pay for the space that carries their messages. 
After-Tax. Referring to income left after taxes have been withheld.  
Annuity. A level stream of equal dollar payments that lasts for a fixed time. An example would be a person's yearly 
allowance paid out from a lump sum of money he or she invests with an insurance company. This yearly payment 
continues for a set number of years or until the person's death. The payout may begin at once or may start at a future 
date. 
Asset. Anything of value that a person or organization owns. Examples include cash, securities, accounts receivable, 
inventory, and property such as land, office equipment, or a house or car. (Compare with liability. The same item can be 
both an asset and a liability, depending on one's point of view. For example, a loan is a liability to the borrower because it 
represents money owed that has to be repaid. But to the lender, a loan is an asset because it represents money the 
lender will receive in the future as the borrower repays the debt.) 
Assisted Living Facility. A type of living arrangement in which personal care services such as meals, housekeeping, 
transportation, and assistance with activities of daily living are available as needed to people who still live on their own in a 
residential facility. In most cases, the residents pay a regular monthly rent. Then they typically pay additional fees for the 
services they receive. 
ATM Card. A plastic card that allows you to get basic financial services from an automated teller machine. 
Automatic Savings Plan. A savings plan that deposits money into one account from an existing account on a regular basis. 
Balance. 1. The amount of money in an account. 2. To match revenues and expenses in a budget so that their sum is 
zero. 3. To compare personal check records with the checking account statement one's financial institution sends 
periodically, to make sure the amounts match, or balance. Also known as reconciling the checking account. 
Balancing the Budget. Matching revenues and expenses so that their sum is zero 
Bankruptcy. The result of a court decision to excuse some or all of the debts of an insolvent person or corporation. 
Bankrupt corporations usually go out of business. Bankrupt people usually have a hard time getting credit later, and may 
lose property, which a judge orders sold to repay as much debt as possible. 
Beneficiary. One who inherits or receives part of a health savings account, an estate, life insurance/annuity proceeds, 
education savings account, or retirement account; or one for whom a trust is created. 
Benefit Triggers. The events or conditions that must exist before benefits under an insurance policy will be paid. 
Benefit. The amount to be paid to an insurance policyholder or a beneficiary at retirement, death, or at the end of a 
period of insurance or other coverage. In retirement planning, benefits are the amount to be paid upon retirement. 
Bond. A legal document that is a promise to repay borrowed principal along with interest on a specified schedule or 
certain date (the bond's maturity). Federal, state, and local governments, corporations, and other types of institutions raise 
capital by selling bonds to investors. 
Budget. A tool individuals, companies, and governments use to plan earnings and expenses for a period. A personal 
budget lists income and expenses such as housing, food, clothes, and entertainment. A balanced budget also includes 
saving a portion of income. To budget is to create a plan for funds, time, or other items. 
Capital Gain. The profit from the sale of an investment asset. The opposite of a capital gain is a capital loss. 
Capital Gains Tax. A tax on the profits one makes after selling an asset at a profit. 
Cash Flow. A stream of revenues and expenses over time.  
Cash Inflow. The movement of revenue into a business (organization or household) through earnings, borrowing, or 
investment activities. 
Cash Outflow. A term used in finance to describe money paid out for expenses, investments, or debt repayment. 
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Cash Value Life Insurance. Life insurance that builds cash value that the owner can surrender for the cash surrender 
value. 
Cash Value. The dollar amount to which the holder of a life insurance policy is entitled if the policy is surrendered to the 
insurance company after the surrender period. 
Cash. 1. Currency and coins. Cash is also known as legal tender. 2. The currency, coins, bank balances, and (negotiable) 
money orders and checks that a business owns. 
Certificate of Deposit. A certificate offered by a bank for a deposit that will be left untouched for a specified length of 
time. In return for not withdrawing the money, the customer will normally earn a yield higher than that from a savings 
account and will enjoy a high degree of safety of his or her money. Withdrawal of the cash in a CD before its maturity 
date results in a penalty fee and some loss of interest. CDs typically are held from 30 days to 5 years. Credit unions 
generally call CDs certificates or certificate accounts. 
Certified Financial Planner. A professional license designation awarded by the Certified Financial Planner Board of 
Standards in Denver, Colorado to candidates who meet their licensing requirements. 
Chartered Life Underwriter. A professional title available to those who sell life insurance. To obtain it, they must pass 
a number of examinations, have three or more years' experience in life and health insurance, and must agree to a code of 
ethics for underwriters. 
Checking Account. An account that permits withdrawals of money on demand of a signed instrument. Also called a 
transaction account or demand account. 
Claim. 1. A demand by a policyholder to an insurer to be compensated for a loss or medical service covered by an 
insurance policy. 2. A demand to be paid from an estate or from a company's assets. 
COBRA. A means to allow a retiree to continue medical coverage after he or she terminates service from an employer. 
The insured individual can continue with his or her plan coverage for up to 18 months (or longer in some cases). COBRA 
stands for Consolidated Omnibus Budget Reconciliation Act. 
Commission. A fee an investor pays a broker for executing a transaction--buying or selling stock or some asset. The 
commission may be a flat fee, for example, $75.00 per trade; it may be set at a certain amount per share of stock involved 
in the transaction; or it may be based on the total value of the transaction. 
Community Property. Property acquired during marriage and owned by both spouses, with each having an undivided 
one-half interest. 
Compounding. Earning interest on principal saved and on previously earned interest. 
Consumer Credit Counseling Agency. An organization established to help consumers pay off their debts and stabilize 
their finances. 
Contribution. A deposit to a health savings, retirement, or other account. Contributions must be made in cash. 
Costs. What one must pay for materials, services, and other necessities to operate a business, organization, or household. 
Coverage. 1. In insurance, the combined benefits provided by an insurance policy. 2. In accounting, the ratio of assets to 
liabilities or, more specifically, the ratio of pre-tax income to bond liabilities. The higher the ratio, the more lucrative the 
company.  
Coverdell Education Savings Account. An education savings or investment account that meets certain IRS 
requirements and contribution limitations to qualify for special tax treatment of the account's growth and income. 
Credit Bureau. A company that records borrowers' credit histories. The three US credit bureaus are Equifax Credit 
Information Services, Experian, and TransUnion Credit Bureau. 
Credit Card. A plastic card that allows the owner to borrow money or buy products and services on credit with his or 
her signature. The lender that issues the credit card puts a dollar limit on its use, depending on the borrower''s 
creditworthiness. 
Credit Report. A record of your credit history. 
Credit. 1. A legal agreement in which a borrower receives something of value now by promising to pay the lender for it 
later. When the item of value is money, the agreement is called a loan. When the item of value is a product, the 
purchaser buys it 'on credit.' 2. Belief in the trustworthiness of a person or entity that borrows. 
Credits. Equivalents for an amount of money available to settle a debt. 

Death Benefit. The amount to be paid by a life insurance company upon the death of the insured, to be collected by 
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that person's survivors or beneficiaries. 
Debit Card. A plastic card that one can use like a credit card. The difference is that a credit card lets one borrow money 
for a purchase, while a debit card makes payment immediately and electronically from his or her checking account or 
savings account; also called a check card or cash card. 
Deductible. 1. The amount an insurance policyholder must pay on their own for medical services before the insurance 
policy coverage begins. 2. Able to be subtracted from one's adjusted gross income to reduce the amount of income 
subject to tax. 
Deductions. Amounts subtracted or withheld from one's gross income. Some deductions, such as taxes, are required by 
law. Others are elective. For example, you might have the option of putting part of your earnings aside in a pension plan, 
individual retirement account (IRA), or other savings account. You also might instruct a financial institution to automatically 
regularly deduct a loan payment so that you don't have to remember to write a check each month. Deductions are also 
called payroll deductions. 
Default. Failure on the part of a borrower to pay back what he or she borrowed. Also, the failure of an issuer to pay 
interest or dividends on a stock or bond. In terms of contracts, it is the breaking of an agreement such that the agreement 
is terminated. 
Deposit Insurance. A system that guarantees that people who deposit their money in a financial institution are 
protected if the institution fails. Two government agencies provide this type of coverage: the National Credit Union 
Administration insures credit unions, and the Federal Deposit Insurance Corporation covers banks. Some financial 
institutions buy similar coverage from private insurers. 
Direct Deposit. Deposit of a tax refund or employee pay into a bank or other account, as opposed to mailing. 
Disability Income Insurance. Insurance that pays income in the event of disability. It offers a variety of benefits, such as 
regular income, and sometimes medical expense coverage. Individuals may purchase their own, or they may receive it 
from Social Security or through their employer. 
Disability. Inability to work because of illness or accident. 
Discount. A reduction in price, usually offered to sell off leftover quantities or to boost sales of a product that is losing 
popularity or that has been devalued (such as a bond) in the marketplace. 
Distribution. 1. A removal of assets from a retirement or other account, paid to the owner or beneficiary of that 
account. 2. In estate planning, distribution is the passing of personal property to an heir from an intestate person (one 
who has died without a will). The term is often used with descent, as in descent and distribution laws. 3. In investing, a 
primary distribution is the original issue of a security to the public. A secondary distribution is the resale of a large block of 
securities held by stockholders or bondholders, or a block of securities held by a corporation as Treasury securities.  
Diversification. Spreading investments among different companies, perhaps in different fields. The aim is usually to 
minimize risk. Diversification also refers to spreading total portfolio assets among multiple classes of investments, such as 
stocks, bonds, and money market instruments. 
Diversified Portfolio. A collection of investments differing in any of several ways. Diversified is usually understood to 
mean varying in risk and safety. In this sense, a diversified portfolio includes safe, steady-yielding investments (such as 
bonds and cash) that produce income should the more volatile investments suffer. Investment counselors frequently 
advise their clients to diversify their portfolios to attempt to reduce risk. 
Dividend. 1. A portion of earnings paid to the owners of a credit union. The board of directors decides what the 
dividend rate, or percentage, will be. 2. Corporate earnings paid out to shareholders. Dividends may come from company 
profits, interest on securities (bonds, stocks, etc.) that the company holds, the sales of securities held by the company 
(capital gains dividends), etc.  
Durable Power of Attorney. A power of attorney that stays valid after the principal (the person it serves) becomes 
incapacitated. 
Earned Income. Payment for services performed through employment, whether for oneself or for another party. 
Examples of earned income are wages, salaries, tips, bonuses, and commissions. 
Earnings. The net income of a business, investment, or individual over a specific period, such as a quarter-year.  
Economizing. Planning one's cash outflows to maximize benefits of one's inflows from income and investments. 
Emergency Fund. An account set aside to gather money for emergency use. 

Equity. 1. Total assets minus liabilities. 2. The net worth of a company. 3. The amount of a company one owns according 
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to how much stock he or she has. 4. The value of a property minus its liens. 
Estate Planning. The provisions one makes for the use/disposition of his or her property in the present and after death. 
For the disposition of assets upon death, a will is usually preferred. 
Estate Tax. A tax imposed on assets willed to heirs. The federal government and many states impose estate taxes. The 
estate tax differs from the inheritance tax in that it is imposed on the estate rather than on the heirs. Federal estate taxes 
must be paid by the executor of a will out of the assets of the estate. Transfers of property between spouses are not 
normally subject to this tax. 
Estate. 1. A right, title, or interest in a piece of real or personal property. 2. In business law, the estate is the total of all 
assets owned by an individual at the time of death. 
Executor. The person named in a will to administer an estate and distribute its assets. A female executor is occasionally 
called an executrix. 
Exemption. Freedom from a tax or other obligation. For example, interest obtained on certain investments is tax-
exempt. Exemption from taxes is a major incentive for certain types of investing. 
Face Amount. The amount stated in a contract or security. In a life insurance policy, it is the sum to be paid to 
beneficiaries when the insured person dies. 
Federal Reserve System. The central banking system of the United States. Created by the Federal Reserve Act of 1913, 
it establishes the federal discount rate and the Prime Rate, supervises the national banking system, creates monetary 
policy, loans money, and buys and sells government securities to regulate the money supply. The Federal Reserve System 
(the Fed) is made of twelve regional banks and is overseen by the Federal Reserve Board. 
FICA. The acronym for the Federal Insurance Contributions Act. It requires that money be deducted from employee 
paychecks and deposited into the Social Security and Medicare trust funds. The employer pays half (7.65%) of the FICA 
tax on employees' wages and deducts the other half (7.65%) of the tax from employees' wages and forwards the 
combined 15.3% to the government. This money is used to support retirees and some disabled persons. 
Final Expenses. The expenses associated with a person's death. They include the deceased person's unpaid bills, the 
funeral, and the fee for an executor. 
Finance Charge. The interest or other charges assessed by a creditor on any balance not paid at the end of a payment 
period. 
Finance. To raise money by selling stocks, bonds, and other notes. In economics, finance is the practice of extending 
credit and backing ventures, both with the purpose of making money. 
Financial Advisor. A person or company that can provide advice to issuers and investors of securities or other 
investments. 
Financial Aid. Money for post-secondary education expenses such as tuition, fees, books, and room and board. Sources 
include post-secondary schools, private organizations, and federal and state governments. Types of aid include grants, 
scholarships, work-study, and student loans. 
Financial Plan. A broad term generally referring to how one plans to handle one's financial situation. More specifically, it 
can mean where an investor wishes to invest his or her money, how long it is to be invested, and what his or her goals 
are. There are advisors who offer services in financial planning. 
Financial Planner. A qualified professional who helps clients set their financial goals and then meet them.  
Financial Statements. Records of the financial status of a person, association, or business. They include a balance sheet, 
statements of income and expenses, and data on changes throughout the reporting period. Financial statements of 
publicly held companies are required to be made public. 
Fiscal Policy. Government measures used to stabilize the economy through taxation and spending. 
Fixed Rate. A predetermined interest rate. 
Flexible Spending Account. Employee benefit plan from which funds can be directed toward specific benefits, using 
before-tax dollars. Employees make contributions through payroll deduction. The account can, for example, be used to 
pay for medical expenses approved by the employer. Unused funds do not roll over but revert back to the employer. 
General Account. For insurance companies, an account that holds assets used to back cash value accumulations of 
policyholders and guaranteed claims against their policies. 

Gift Tax. The tax levied upon a gift to another person. One may give a tax-free gift up to specified limits per year per 
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person without having to pay a gift tax. When the tax is levied, it is imposed on the one who gives the gift. 

Grace Period. A length of time after a due date when late charges or interest payments are not charged. 
Gross Income. 1. For individuals, the amount one has earned before payroll deductions are subtracted. Gross income is 
usually figured in one of two ways: Either by multiplying the hourly wage by the number of hours worked during the pay 
period, or by dividing the annual salary by the number of pay periods in the year. 2. For businesses, the amount of 
revenue from product sales minus the cost of producing the products that were sold. 
Gross. Total sales or income, before deductions are made. 
Growth Potential. The likelihood that an investment asset will appreciate in value in the future.  
Growth. Gains in value. In business, growth is measured by the expansion of assets and sales. In securities, it refers to the 
increase in market prices. 
Guardian. One who is assigned to represent the interests of minors or those otherwise judged to be incompetent to 
represent themselves. A guardian may be named in a will or appointed by a court. 
Health Insurance. An insurance contract that protects against financial loss due to physical or mental illness.  
Health Savings Account (HSA). An account established by an individual who has HSA-qualified health insurance 
coverage for payment of out-of-pocket expenses tax-free. 
Heir. One who inherits property through a will or by law (by law in the case of intestate individuals). Heirship is actually 
realized only upon the death of the property owner. One who stands to inherit property is called an heir apparent. 
Home Equity. The difference between the value of your home and what you owe on it. 
Income Tax. A tax on the money one makes from labor and/or investments. Income taxes collected by the state and 
federal governments pay for public programs, defense, and entitlement programs. 
Income. The monetary return on one's labor or investments. Income may be wages, salaries, bonuses, dividends, or 
interest. 
Individual Retirement Account (IRA). A retirement plan created by the US government to encourage people to save 
for their own retirement. Benefits include tax-deferred growth and, depending on the type of IRA, tax deductibility or tax-
free withdrawal. There are several qualifications and limitations as to who may contribute and when withdrawals may be 
made. 
Inflation. A rise in the general price level of goods and services; inflation is the opposite of deflation. The Consumer Price 
Index and the Producer Price Index are the most common measures of inflation. As a probable result of inflation, labor 
asks for higher wages to buy more, prices rise to meet those wages, and inflation becomes a cycle. 
Inheritance. Property passed down from someone who has died, or passed down as a gift. Inheritances are subject to 
taxes in some cases. 
Innovation. The introduction of a new and different product, or a new kind of production or financing, into the 
marketplace. Innovation creates new relationships between input and output of products. 
Insurance Premium. A periodic payment for protection against loss. The size of the payment is based on various risk 
factors. For example, auto insurance premium depends partly on one's age. 
Insurance. A contract in which one party, called the insurer, agrees to protect another party, called the insured, against 
loss, damage, or medical costs in return for a premium. Another way to look at insurance is to see it as the assumption of 
risk by another party. In return for a periodic fee (the premium) and a set of requirements by which to abide, an 
insurance company will assume risks taken by those covered. Insurance companies are regulated by the insurance 
commissioners of their respective states or territories. 
Interest Rate. A percentage that indicates what borrowed money will cost or savings will earn. An interest rate equals 
interest earned or charged per year divided by the principal amount, and expressed as a percentage. In the simplest 
example, a 5% interest rate means that it will cost $5 to borrow $100 for a year, or a person will earn $5 for keeping 
$100 in a savings account for a year. 
Interest. A charge for using another's money. Interest is usually stated as a percentage of the amount borrowed and can 
be charged in a variety of ways, such as accrual, compounding, or simple interest. 
Internal Revenue Service (IRS). The agency of the federal government that is responsible for collecting federal income 
and other taxes and enforcing the tax laws of the US government. 
Investment Component. That part of a life insurance policy that is invested in securities. 
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Investment Risk. The risk that underlying assets will default, depreciate, or lose purchasing power over time. 
Investment Time Horizon. The span of time over which an investment is held before being sold, redeemed, or 
liquidated.  
Itemize. To take specific deductions for allowed expenses. Itemizing requires completing a specific tax form (Schedule A) 
in order to deduct these expenses from gross income. 
Joint Account. An account owned by two or more people who share equally in its obligations and rights. 
Junk Mail. Advertisements, offers, and catalogs one receives in the mail but did not request. 
Lease. A legal document that specifies all the terms, conditions, duration, and payments for use of rental property. 
Level Term Life Insurance. Term life insurance in which the face amount of the policy remains the same during the whole 
term. 
Liability. Something owed to another party. The same item of value can be both an asset and a liability, depending on 
one's point of view. For example, to the borrower a loan is a liability because it represents money owed that has to be 
repaid. But to the lender, a loan is an asset because it represents money the lender will receive in the future when the 
debt is repaid. 
Life Expectancy. The number of years that an individual is expected to live, based on the average life span of people 
measured in the past. Also applies to inanimate objects, such as equipment. 
Life Insurance. A form of insurance that pays a specific amount of money to a designated beneficiary after the insured 
person dies. The most popular types of life insurance are endowment, term, whole life, universal life, variable life, and 
variable universal life. 
Liquidity. The ability of the market to absorb the selling of a security. In finance, liquidity is the ease with which an asset 
can be converted to cash without losing its value. 
Living Will. A request in writing that, if a terminal condition exists, life not be prolonged by artificial means. Some people 
write living wills to avoid the financial and emotional strain that the possibility of being in a vegetative state could impose 
on others. 
Long-Term Care Insurance. A policy that allows one to transfer to an insurance company part of the risk of monetary 
loss from a specified event that requires long-term care services. 
Long-Term Care. Services generally performed for elderly or disabled people who are unable to perform ordinary 
activities of daily living. 
Long-Term. Usually longer than one year, often in reference to loans, bond maturities, or capital gains. 
Lump-Sum Distribution. A one-time payment of all money due. 
Marital Deduction. Generally, the tax-free amount one may will to one's spouse. A legal provision from 1981 allows the 
spouse to will all assets to the marriage partner without taxation. 
Market Risk. The likelihood that the value of a particular investment will be worth less on a particular date than the 
amount for which it was purchased. 
Marketing. The process of determining the need for a product or service, devising a profitable way to produce it, 
arousing desire for it through advertising, and making it possible for buyers to get it. 
Maturity. The date on which a debt or other negotiable instrument comes due and must be paid. 
Medicaid. A joint federal and state government program that pays for medical care for low-income Americans. 
Medicare. The federal government's hospital insurance plan, which pays for certain health care expenses for people age 
65 and older. The Social Security Administration manages Medicare. 
Money Market Account. A special type of savings account that makes it easy to invest in short-term securities. It is 
designed to compete with money market mutual funds and usually requires minimum balances and limited withdrawals of 
funds. 
Money. The medium of exchange used in trade or commerce. 
Mortgage. A loan to buy real estate property, usually secured by the real estate property itself. 
Mutual Fund. A fund that is owned by many investors and that sells its shares to the public on a continuous (open-
ended) basis. Mutual funds place their money in a variety of stocks, bonds, and other investments. Advantages of investing 
in mutual funds include diversification and professional money management. 
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Net Worth. An individual's or company's total assets minus total liabilities. Also known as capital. 
Non-Profit Organization. A corporation or association that is structured to provide educational or charitable benefits 
and whose shareholders or trustees do not derive any financial benefits. 
Out-of-Pocket Expenses. Expenses you pay for healthcare services you receive. Out-of-pocket expenses include 
deductibles, copays, and co-insurance, but do not include insurance premiums. 
Partnership. A joint, contractual enterprise between two or more people to complete a project in a limited time. 
Partnerships last the length of the project. The partners can share in the profits and losses to varying degrees. 
Penalty. A fine for violating the conditions of a contract. For example, to withdraw money from an individual retirement 
account before the age allowed could result in a penalty of a percentage (set by law) of the withdrawn amount. 
Permanent Life Insurance. Any type of life insurance except term. 
Personal Finance. Money management activities of individuals and families. 
Personal Financial Planning. The principles of finance applied to individuals and families. 
Personal Identification Number (PIN). A secret code that helps keep other people from using one's credit card or 
debit card. 
Points. 1. The percentage of a loan's principal paid in advance as pre-paid interest. 2. The measurement unit used to 
report prices of securities. In stocks, it is $1. In bonds, it is $10. In commodities, it can be any convenient fraction. 
Power of Attorney (POA). An authorization to act on another person's behalf for legal or business reasons. The 
person who is authorized is called the attorney-in-fact. 
Premium. 1. A regular periodic payment for an insurance policy. 2. An additional cost above the normal cost. 3. The 
amount by which a security sells above its par value. If an investor buys a $1,000 bond for $1,030, she has paid a premium 
of $30. 
Pre-Tax. Referring to income before taxes have been withheld.  
Probate Property. Property that can be distributed by a will or, if there is no will, by intestacy law. 
Probate. The legal process of proving the validity of a will and fulfilling its provisions. It involves obtaining official 
recognition of the testator (or appointment of the administrator by a court), filing paperwork, declaring validity of the will, 
and settling the estate. 
Q-Tip Trust. Qualified terminable interest property trust. A trust that allows a married individual to leave assets to the 
other spouse, and the income from it to go to that husband or wife during the spouse's lifetime. A Q-tip trust also allows 
the grantor to distribute the assets to third parties after the death of that spouse. 
Qualified Medical Expense. A medical expense that is allowed to be paid tax-free from an HSA, HRA, or FSA. Section 
213(d) of the federal Internal Revenue Code governs what can be a qualified medical expense. IRS Publication 502 
(available at www.irs.gov) provides more information about the types of expenses considered qualified.  
Qualified/Non-Qualified. An IRS designation noting that a plan or strategy is eligible or not eligible for special tax 
treatment or benefits.  
Real Property. Land and any property that is fixed and permanently attached to land. Real property includes buildings, 
real estate, heavy machinery, and sometimes gas and oil leaseholds. 
Receipt. A written record of a financial transaction, such as a purchase or a loan payment. 
Research. Gathering information on something. Firms, investment companies, and individual investors research markets 
and businesses to learn how they operate in the present and how they may operate in the future. One of the most 
worthwhile investment strategies is to research the companies in which one wants to invest. 
Reserve. When referring to insurance, a reserve is funds set aside to meet future costs. Such costs include losses 
incurred in the process of adjustment, lawsuits, and extra taxes. On the company's balance sheet, the reserve appears as a 
liability. 
Retirement Plan. A structured strategy for saving or investing money to be used during one's retirement years. 
Retirement. Termination of employment due to age, choice, or physical limitation. Certain benefits, such as Social Security 
payments, are available to those who retire. In finance, retirement is the paying of a debt when or before it is due. 
Return. The earnings on securities or other investments, whether they are dividends or interest, realization of profits or 
receipts, income, or some other source. 
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Revolving Credit. A loan in which the borrower can continue to borrow and repay amounts as long as the outstanding 
loan balance does not exceed the specified limits. 
Risk Tolerance. The amount of loss an investor can sustain in an investment.  
Risk. The chance of loss due to the uncertainty of future events. Risks can be in political systems, unforeseen changes in 
management, investor emotions, etc. Uncertainties in exchange rates, interest rates, inflation, loss of principal, etc. are also 
considered risk. 
Rule of 72. A shortcut for estimating how long it will take to double money at a certain interest rate. To use the rule, 
divide 72 by the interest rate. The answer is the number of years it will take for any amount of money to double. For 
example, if money in savings earned 3% interest, then you would need 24 (72/3) years to double it. You also can use the 
Rule of 72 to estimate the interest rate needed to double your money in a certain number of years. For example, if you 
want your money in savings to double in 9 years, then you will need to earn 8% (72/9) interest on it. 
Savings Account. A business agreement in which a bank, credit union, or other financial institution agrees to hold and 
pay interest on money deposited. The customer may withdraw some or all of the money, but not by writing a share draft 
or check. 
Securities and Exchange Commission (SEC). The regulatory body created by the Securities Exchange Act of 1934. 
The SEC regulates securities markets and enforces securities laws. 
Security. An investment document that a corporation, government, or other organization issues as proof of debt or 
equity. Also, the debt or equity itself. 
Separate Account. A separate fund in a life insurance policy, used for the investment of premiums into securities. 
Short-Term. Usually one year or less, often in reference to loans, bond maturities, or capital gains. 
Social Security. A program of the federal government that provides workers and their dependents with retirement, 
disability, and other payments. The money for Social Security payments comes from a tax, usually labeled FICA on one's 
paycheck, that employees and employers pay equally. 
Special-Needs Trust. A trust set up to hold property for developmentally or mentally disabled people. 
Stock. Portion of a company's capital owned by a party and represented by the number of shares possessed. Stock 
represents equity in a company. There are many types of stock--for example, blue-chip, common, preferred, and growth. 
Stockholder. One who shares in the ownership of a corporation. The shares may be preferred or common. Stock 
represents equity in the corporation, a possession that entitles the holder to a proportionate amount of earnings and 
assets, the latter should the company liquidate any of them. 
Stop Payment. To tell a bank or credit union not to honor a specific check written, usually because the person is 
seriously unhappy with the product or service bought with it. Stopping payment is extra work, so the customer will be 
charged a fee for the service. Also used as a noun. 
Surrender. To cash in a life insurance policy, usually before its maturity date. The value of the money the policyholder 
receives is called the surrender value. In estate planning terminology, to surrender is to restore an estate to whoever is 
entitled to it. 
Survivor Benefits. Benefits to be paid out to the survivors of a life insurance policyholder. These benefits can come in a 
variety of forms, such as lump-sum payments or periodic payments. 
Tax Break. Any activity that results in a reduction of taxable income. 
Tax Credit. A dollar-for-dollar reduction in a taxpayer's tax payment granted by the IRS to taxpayers who meet certain 
requirements. 
Tax Deferral. Postponing of taxes on income to a point in the future.  
Tax Liability. The amount of money that one is required by law to pay to a taxing authority, such as the IRS.  
Taxable Income. 1. Income from labor or investments; taxable income is the income left after the standard deduction or 
itemized deductions and any exemptions have been subtracted. 2. In estate planning, the income of an estate or trust 
after all deductions have been subtracted.  
Telemarketing Schemes. Schemes in which an investor is lured into a bad investment over the telephone. Some 
investors fall prey to them because of the fast-talking and often evasive speaking style of the sellers on the other end. 
Legal authorities and investment advisors frequently warn people not to enter into such schemes. 

Term Life Insurance. A type of life insurance covering a specified length of time. It does not have an investment 
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element to it. Term life is often renewable at different available intervals. 
Trust Fund. Funds set aside for another person's benefit. An individual known as a trustee invests the funds and manages 
the fund account until the beneficiary is eligible to take control of them, usually upon reaching a certain age. 
Trust. 1. In financial terms, a trust is a type of fiduciary agreement in which one person holds property for the benefit of 
another person. 2. A group of businesses illegally organized to reduce competition and control prices. 3. The willingness 
to rely on others. Every aspect of business requires trust so that systems may function smoothly.  
Trustee. 1. The financial institution holding the funds in a health savings or other account. In some states, the institution is 
considered a 'custodian' of your account. 2. A person who has been given property to be held for the benefit of another 
in a trust. 
Underwriter. A person or party who underwrites a new issue of securities. Underwriters may also be known as 
investment bankers or brokerage firms. 
Universal Life Insurance. A type of life insurance package that includes life insurance and a money fund. The client 
premium is divided between the two parts. 
US Savings Bond. A non-marketable savings instrument of the US Treasury available in several series, such as Series I, 
Series EE, and Series HH. Most are sold at a discount. 
Variable Life Insurance. A life insurance policy that changes in face value with the movement in the markets of its 
investment section. It is meant to provide purchasing power for the policy holder, and it guarantees a minimum face value 
as a protection against any losses in the investment section. 
Variable Universal Life. A life insurance policy that combines the flexibilities of premiums and death benefits of 
universal life insurance with the investment options of variable life insurance. The holder may take out policy loans without 
tax penalties. On the downside, however, investment risk lies entirely with the policyholder. 
Vendor. A seller of products. 
Volatility. The degree to which an investment's price fluctuates. The more it fluctuates, the greater the volatility of the 
security. Almost any security that is traded on a public market will experience some price volatility. Stocks, bonds, mutual 
funds, options, and even real estate can experience significant price volatility. Typically, volatility increases with uncertainty. 
For instance, a company whose stock price is predominantly based on a promising, yet uncertain future will often 
experience high levels of volatility in its price. 
Waiting Period. 1. The time between application of registration for a security and the date of its first issue. 2. The time 
between the filing of an insurance claim and the payments made on the claim. 
Whole Life Policy. A life insurance policy valid for the whole life of the insured person if the stipulated premium is paid 
each year. The death benefits and the maturity date are fixed. 
Will. A legal document disposing of one's estate, taking effect upon the death of that person. 
Withholding. The part of one's earnings that an employer sends directly to the federal, state, or local government as 
partial payment of the expected tax for the year. 
Yield. The rate of return on an investment, described as a percentage of the amount of the investment. For example, a 
$1,000 bond with a 7 percent yield would pay out 7 percent of $1,000, or $70 per year. 
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