Appendix B

A Guide to Your Personal Finances

Will E-Billing Save You Money?

Everyone knows that paying bills late can affect a person’s credit rating. And nearly three of four consumers take care to pay on time. But this means that about one-fourth of us pay at least one bill late each month.

That’s the result of a survey by Opinion Research Corporation International and the Western Union SwiftPay service, which polled more than 1,000 consumers about their bill-paying habits. The survey also found that households with children are about 75 percent more likely to miss a payment than households with no children and that people over 55 years of age are least likely to be late payers. Those most often late are between 25 and 34 years. Also, with relatively less disposable income in general, 18- to 25-year-olds are most interested in managing their budgets.

Western Union believes the survey identifies two types of people who are late with their bills. Says spokesperson Wendy Carver-Herbert, “There’s the budget-driven behavior—those consumers forced into a situation where they have to prioritize their bills and determine which are the most important to pay first. They tend to be folks most often living paycheck to paycheck.” The second group, she believes, are “the business travelers, people who have extremely busy lifestyles whose payment date comes up and they realize, ‘Oh my gosh. I still have to do that.’”

Prepayment of some bills—like cable, wireless phone, rent, and utility charges—is one way to avoid making late payments, but the number of consumers who take advantage of such services is still low. And cash is still the second-most preferred form of payment, after checks.

Many merchants expect that the common practice of using checks to pay bills will change in the near future. Electronic billing, though still in its early stages, holds the promise of cost savings and convenience, reduced paperwork and handling, and an easy way to remind consumers about their bills before payments begin to run late.

Research conducted by The Pew Internet and American Life Project found that more than three-fourths of all computer users say they use the Internet to gather hobby information, about two-thirds shop online, and half use the Internet for buying travel tickets. But online banking has the highest growth rate of any online activity: 1 in 6 did their banking online in 2000, but nearly 1 in 3—32 percent—do so today. That adds up to about 37 million Americans, and about 1 in 10 of them is banking online every day. With the expansion of electronic banking in general, can e-billing be far behind? It’s no surprise that merchants from wireless phone companies to car dealers to department stores are looking for similar growth in e-billing.

But is the trend toward online bill payments just about convenience for you and timely payments for them? Some industry experts believe that e-billing also offers sellers another opportunity to send targeted marketing messages to consumers who log on to their Web sites to settle their account. Product offers, gifts, and special deals can easily be communicated to consumers online, coupons and certificates can be printed out, and consumers can make immediate purchases on the spot.

So, as always, the consumer should be wary. Does e-billing offer a way out of your late-payment habit or is it another way for you to run up your debt? As you read this appendix, you’ll understand the role of such questions in your own personal financial planning and management.1

Accessing financial information online provides the most current account information and allows consumers more direct control over their investments.
Overview

Although you enrolled in this course to study business, much of what you learn also applies to your personal life. For instance, you have learned about the important functions of a business from accounting to marketing, from finance to management. Learning about each business function helps you choose a career, and career choice is one of the most important personal financial decisions you will ever make. You also learned about how firms prepare budgets. Budgeting is another important aspect of your personal financial life.

Everyone, regardless of age or income, can probably do a better job managing his or her finances. As a group, Americans are much better at making money than they are at managing money. This appendix introduces you to personal financial management, a subject that deals with a variety of issues and decisions that affect a person’s financial well-being. It includes basic money management, handling credit, tax planning, major consumer purchases, insurance, investing, and retirement planning. The appendix draws on many of the things you learned while studying business but introduces you to some new concepts as well. We hope that after completing the appendix, you are a better informed financial consumer and personal money manager—one who is motivated to learn more about personal finance. The rewards, in both monetary and nonmonetary terms, can be tremendous.

The Meaning and Importance of Personal Finance

Personal finance is the study of the economic factors and personal decisions that affect an individual’s financial welfare. Personal finance affects, and is affected by, many things a person does and many decisions he or she makes throughout life.

On one level, personal finance involves money know-how. It is essential to know how to earn money as well as know how to save, spend, invest, and control it to achieve set goals. The reward of sound money management is an improvement in an individual’s standard of living. The term standard of living refers to the necessities, comforts, and luxuries an individual seeks to obtain or maintain.

personal finance study of the economic factors and personal decisions that affect a person’s financial well-being.

standard of living lifestyle one seeks to obtain or to maintain.
On another level, personal finance is intertwined with each person’s lifestyle—the way you live your daily life. An individual’s choice of careers, friends, hobbies, communities, and possessions is determined by personal finances, and yet an individual’s personal finances can also be determined by his or her lifestyle. If you are a college student living independently on a shoestring budget, you likely have had to make many financial sacrifices as you work toward your educational goals. Where you live is determined by the school you attend and the amount you can afford to pay for rent. Your spring break vacation—if you are able to take one—is set by your academic schedule and the balance in your checkbook. Your clothing choices depend on both the climate and your budget. All these lifestyle decisions are at least partially determined by your personal finances.

The Importance of Personal Finance Today

Good money management has always been important, but major changes in the external financial environment over the past couple of decades have made personal financial management even more important today. This growing importance of personal finance is true whether someone is a 20-year-old college student struggling to pay bills, a 40-year-old parent trying to save for a child’s education, or a 60-year-old thinking about retirement. More specifically, there are three reasons personal finance is so important today.

Sluggish Growth in Personal Income  Over the past 20 years, average U.S. personal income, adjusted for taxes and inflation, has grown very slowly—slightly more than 2 percent per year. Also, many economists expect this trend to continue for the next 10 to 20 years. The sluggish growth in personal income makes sound money management very important. Simply put, you cannot count on a rising income to dramatically improve your standard of living. Rather, the keys to increasing your standard of living are saving and investing money, sticking to a budget, using credit properly, and making purchases wisely.

Changes in the Job Market  Job security and the notion of work have changed dramatically in recent years. The traditional model of an individual working for the same company for his or her entire career has become very rare. Most people entering the workforce today will change jobs, and probably employers, several times during their working careers. Some will end up working part time or on a contract basis, with little job security and few benefits. Others will take time off to care for small children or elderly parents. And a goal many people have today is to start their own businesses and work for themselves.

On average, one in four individuals entering the workforce today will be unemployed at some point during their working lives. A cold hard truth of the current job market is that you never know when your employer will decide to downsize, cutting your job along with costs.

Changes to the job market make sound personal financial management even more important. You need to keep your career skills up-to-date and accumulate sufficient financial resources to weather an unexpected crisis. Moreover, instead of relying on your employer to manage your retirement savings, you will likely need to make sure you have an adequate nest egg when you decide to retire.

More Choices  The number of choices in such areas as banking, credit, investments, and retirement planning can be bewildering. Today, you can do most of your banking online and then buy mutual fund shares or insurance at a brick-and-mortar bank. Even the simple checking account has become more complicated. The typical financial institution offers several different types of checking accounts, each with its own set of features and fees. Choosing the wrong account could easily cost you $100 or more each year in unnecessary fees.

One of the first things you do when you start a new job is make a number of benefit decisions. The typical employer offers choices in health insurance, disability insurance, group life insurance, and retirement plans. Unfortunately, you may receive only minimal guidance from your employer about which are the best choices for you. Pick the wrong health insurance plan, for example, and you may end up paying thousands of dollars more in out-of-pocket costs. Making the wrong decisions concerning retirement could make it difficult to accumulate a sufficient nest egg, even if you are still in your 20s.

In general, choice is good, and having more choice in the personal finance arena means consumers are likely to find what they are seeking. At the same time, however, a longer menu of choices means it is easier to make mistakes. The more informed you are, the better choices and fewer costly mistakes you are likely to make.

Personal Financial Planning: A Lifelong Activity

Personal financial planning is an important activity whether you are 20, 40, or 60; whether you are single, a single parent, or married with children; and whether your annual income is $30,000 or $300,000. The fact that sound financial planning is a lifelong activity, of course, does not mean that your financial goals will remain constant throughout your life—they will change. The major goals when you are young may be to pay off your college loans and begin saving to buy a new home. For older people, the major goal may be drawing up a sound estate plan or making sure that retirement savings last long enough.

In addition, the relative importance of the various personal planning areas will also change as you go through life. Right now, you may be more concerned with credit and basic money management but less concerned with investment or retirement planning. As you get older, the relative importance of investment and retirement planning will likely increase. Buying the right life insurance policy is a major decision for a 30-year-old parent but is a much less important decision for a 65-year-old grandparent. On the other hand, the 65-year-old is much more concerned with estate planning and long-term-care insurance than is the 30-year-old.

Do You Need Professional Help?

Many people believe they need professional help when it comes to managing their finances. The world is full of people and organizations willing to give you advice on everything from preparing a budget to estate planning. More than a few colleges and universities, for instance, offer credit counseling and other basic financial services to students who find themselves in financial trouble. Once you are older, you may find it prudent to use the services of a certified public accountant (CPA) when preparing your tax returns or a professional investment advisor when choosing the right investments to fund your retirement. There is also a great deal of financial information and advice available online today. Two of the better personal-finance Web sites are Quicken.com and MSN Money Central.

Be warned, though, that almost anyone can call him- or herself a financial planner, regardless of background or training. While financial planners must have certain federal and state licenses to sell most financial products, there are almost no other standards governing financial planners. However, a professional organization—called the Certified Financial Planner Board—certifies financial planners. Anyone who obtains the certified financial planner (CFP) designation has met a set of educational and professional requirements and passed a comprehensive examination.

The Certified Financial Planner Board ensures that financial planners who obtain CFP certification have met professional standards.

Excerpted from “www.CFP.net”. Copyright © 2003 Certified Financial Planner Board of Standards, Inc. All rights reserved. Used with permission.
Getting Started: Your Financial Priorities

When it comes to personal financial management, one of the hardest things is to know where to begin. The proper way to get started is to establish some financial priorities. The worst thing you can do is procrastinate. According to the experts, people in their early 20s should do the following (in rough order of importance):

•
Figure out where you stand financially. Most people, including those well beyond their 20s, have no clue about exactly what they own (assets) and what they owe (liabilities). While most people have a pretty good idea about how much they earn (income), many would have a hard time detailing how much they spend. So one of the first things you should do is prepare a set of financial statements (income statement and balance sheet) for yourself.

•
Put yourself on a budget. Budget is not a four-letter word, nor does a budget merely imply sacrifice or always doing without. Instead, a budget is a tool that allows you to plan and monitor your expenses. People who stick to budgets are much less likely to experience a financial crisis of their own making. According to the authors of the popular book The Millionaire Next Door, the wealthy tend to be meticulous budgeters.

•
Insure yourself against financial ruin. Insurance is not something most people like to think about. Insurance can be confusing, not to mention expensive. Still, you need to be properly insured. Being properly insured means having, at a bare minimum, health insurance, disability insurance (if you are working), auto insurance (if you own a car), and either renter’s or homeowner’s insurance. You need life insurance only if there are other people—such as a spouse or children—who depend on you financially.

•
Get your debts under control. As the opening vignette points out, it is easy to allow your debts to get out of control, and the financial consequences can be severe. A good rule of thumb is to keep all your installment debt payments—credit cards, student loans, and auto loans—under 20 percent of your monthly income. In addition, the percentage of your income going to repay installment debt should decline over time.

•
Start saving for retirement. To be able to retire—and live comfortably—you are going to need to save a lot of money while you are working. The earlier you start, the easier it is to meet your retirement savings goals. So sign up for your employer’s retirement plan as soon as possible. These days, it is likely to be a so-called defined contribution plan—such as a 401(k). Retirement plans can also lower your taxes.

•
Set up a regular savings program. The best way to save money is to treat it as a fixed expense—just like your rent or car payment—and have money automatically transferred from checking to savings. You need savings to help you through financial emergencies, to take advantage of opportunities, and to make major purchases.

They Said It

Someone’s sitting in the shade today because someone else planted a tree a long time ago.

—Warren E. Buffett (b. 1930) American investor
A Personal Financial Management Model

The starting point for developing a good financial plan is establishing a set of goals. They should reflect an honest assessment of your needs and wants in life, as well as your willingness and ability to achieve them. Personal financial decisions are guided by two types of goals: monetary and nonmonetary. A monetary goal might be paying off the outstanding balance on your Visa card, and a nonmonetary goal might be establishing and following a budget.

Because a variety of factors can affect decisions about securing, investing, and obtaining money, a financial plan considers both external and internal (personal) factors. External factors include general economic conditions and government actions that affect most personal financial decisions. For example, the outlook for interest rates affects everything from investment decisions to credit card behavior to major purchases. Personal factors include various aspects of individual and household financial behavior. Although individuals cannot change external factors, they can make personal decisions about savings, credit, major purchases, investments, and retirement.

The model shown in Figure B.1 illustrates the basic components of personal financial plans and decisions. Each component influences the others. It would be foolish, for example, to make a decision about buying a home without considering the outlook for interest rates or your job security. Similarly, investment decisions should reflect your personal goals and lifestyle. Remember, financial planning is a lifelong activity. As your situation changes, so too should your financial plans.

Figure B.1

Personal Financial Model
Setting Personal Goals

Whatever your personal financial goals are, they should reflect your values. Values are a set of fundamental beliefs of what is important, desirable, and worthwhile in your life. Your values influence how you spend your money and, as a result, should be the foundation of your financial plan. Each person’s financial goals are determined by his or her values because everyone has different priorities. Start by asking yourself some questions about your values—what is most important to you and what you would like to accomplish in your life?

Next, establish a series of financial goals based on your values. Separate your goals into short-term goals—those you would like to accomplish within the next year or so—and long-term goals—those you would like to accomplish within the next several years. An example of a short-term goal is “pay off the outstanding balance on my Visa card by this time next year.” A long-term goal might be to buy a house by age 30. It is important, of course, that your short-term goals support your long-term goals. For instance, if your long-term goal is to buy a house, short-term goals should include starting a regular savings program and paying off credit card debt.

In addition, some of your goals will be monetary in nature—meaning you can put a price tag on them—while other goals will be nonmonetary. If you want to pay off the outstanding balance on your Visa card by this time next year, and the current balance is $1,000, that is an example of a monetary goal. A goal of constructing and following a monthly budget is an example of a nonmonetary goal.

Your financial goals should be defined as specifically as possible and focus on results. Goals should also be realistic and attainable. Paying off the $1,000 balance on your Visa card within the next 12 months may be realistic; paying it off in the next two months may not be. If your monthly take-home pay is $2,000, and your fixed monthly expenses—such as rent, utilities, transportation, and loan payments—amount to $1,000, setting a goal of saving $500 per month is probably not very realistic. On the other hand, a monthly savings goal of $250 may be much easier to attain.

Financial goals change throughout a person’s lifetime, and for this reason, they should be written down and reviewed periodically. To be effective, goals should reflect changes in circumstances, such as education, family, career, the economy, and even your emotional and physical well-being.

Personal Financial Planning Areas

Your financial future is charted when you make decisions in such areas as career choice, credit, insurance, investments, spending, and tax planning. This section reviews the key elements of each of the major personal planning areas.

Career Choice

No factor exerts as strong an influence on your personal finances as does your career choice. After all, your job will likely provide most of your income. Through work, you acquire the income needed to build a lifestyle, to buy goods and services, to save and invest, and to plan for retirement. Your job is also the source of many important benefits, such as health and disability insurance and retirement plans.

A variety of factors go into a career choice. People pick careers based on financial considerations (income and financial security), job satisfaction, and the feeling that their work will contribute positively to society. How each person weighs these three factors is very much an individual decision. Contemporary Business contains material to help you choose a business career, look for a job, and even write a résumé. Additional resources can be found on the Contemporary Business Web site (http://boone .swlearning.com), on other Web sites such as Monster.com, or from your college’s career center. One important fact to keep in mind, however, is that many people change careers, perhaps even several times, during their lives.

Basic Money Management

Another important component of sound financial planning is basic money management, which consists of preparing financial statements regularly, constructing and following a budget each month, and managing checking and savings accounts. In Contemporary Business, you learned about why and how firms prepare financial statements. Individuals should prepare financial statements for many of the same reasons. An individual’s income statement is a record of how much money was earned and where money was spent during a period of time. As you recall, the balance sheet is a snapshot of what a person owns and owes at a point in time. The difference between what you own and what you owe is called net worth.

They Said It

Why is there always so much month left at the end of the money?

—Anonymous
net worth difference between what a person owns (assets) and owes (liabilities).
A set of financial statements for Anthony and LaToya is shown in Figure B.2. Notice that on their income statement Anthony and LaToya divide their expenses into major categories—such as housing, transportation, and child care. Anthony and LaToya spent less than they made during the year, so they added money to their savings and investments.

Figure B.2

Financial Statements for Anthony and LaToya

Balance Sheet

Assets


Liabilities & Net Worth

Current financial assets

Current liabilities

Checking account
$2,500

Utilities
$200


Savings account
5,000

Insurance
250


Money market funds
4,500

Credit card
500


Total
$12,000

Other
0

Long-term financial assets


Total current liabilities
$950


Mutual funds
$12,000
Long-term liabilities

Stocks and bonds
$0

Auto loan
$8,000


Pension
$0

Student loans
3,500


401(k)
30,000

Mortgage
130,000


IRAs
2,500

Other
0


Other
1,500

Total long-term liabilities
$141,500


Total
$46,000

Nonfinancial assets

Total Liabilities
142,450

Home
$165,000


Auto 1
13,000
Net Worth
$127,050

Auto 2
8,500


Furniture
15,000


Personal property
5,000


Other
5,000


Total fixed assets
$211,500

Total Assets
$269,500
Income Statement

Wages earned

Anthony
38,500


LaToya
43,000

Other income


Bonuses
2,500


Interest & dividends
1,000


Tax refunds
500


Other
0

Total income
$85,500

Income and FICA taxes
–16,000

Net income
$69,500

Expenditures
Housing


House payment or rent
12,000


Utilities
3,500


Property taxes
1,800


Maintenance
2,500


Insurance
500


Other housing
3,500


Total housing
$23,800

Transportation


Car payments
3,600


Gas & repairs
1,500


Insurance
1,000


Registration
200


Other transportation
300


Total transportation
$6,600

Food & clothing
8,000

Medical & dental expenses
1,500

Child care
5,000

Vacation & entertainment
3,500

Student loan payments
2,000

Credit card interest
0

Life insurance premiums
1,500

Cash allowances
5,000

Other expenses
2,500

Total expenditures
$59,400

Amount available for savings
$10,100

Anthony and LaToya prepared their balance sheet at the end of the year. They divided what they own into two major categories: financial assets and nonfinancial assets. They further divided their financial assets into subcategories based on the asset’s liquidity (from the balance in their checking account to the balances in their retirement accounts). Also, they divided their liabilities into debts that are due within a short period of time—say, within the next month—and those that are due over a longer period of time. Try preparing a set of financial statements for yourself.

Individuals should prepare budgets for the same reasons firms do. A budget is an excellent tool for monitoring your expenditures and helping you achieve your financial goals. Most personal budgets are prepared monthly—many bills are paid monthly, and most workers are paid at least once a month. The budget is divided between cash inflows (income) and cash outflows (expenses). Expenses are then further divided into categories. A sample budget form is shown in Figure B.3.

Figure B.3

Sample Budget Form



Month ______

Month ______

Month ______


Budget
Actual
Difference
Budget
Actual
Difference
Budget
Actual
Difference
Cumulative Difference


Cash Inflows
Net salary

Net salary

Other

Total cash inflows

Cash Outflows
Fixed expenses
House payment or rent

Auto loan

Student loan

Credit card payments

Savings and investments


Variable expenses
Utilities

Food

Insurance payments

Medical and dental

Clothing and personal care

Entertainment and recreation

Transportation expenses

Gifts and contributions

Personal spending money

Other expenses

Total cash outflows




  Monthly Outcomes


Month






Three-month total

Cash inflows (actual

– Cash outflows (actual)

= Surplus (deficit)

The final element of basic money management involves managing checking and savings accounts. Properly managing these relatively simple assets is an important first step toward the proper management of more complicated assets such as investment and retirement accounts. You must choose a bank or other financial institution and then select the right checking account. As noted previously, most banks offer several different types of checking accounts, each with its own fees and services. Banking fees are a major issue today. The Best Financial Practices box on bank fees lists some suggestions for controlling banking fees and getting the best deal on a checking account. Managing a savings account involves understanding the importance of savings, setting savings goals, and picking the best savings option. Major savings options include statement savings accounts, certificates of deposit, and money market mutual funds.

They Said It

About the same time we can make ends meet, somebody moves the ends.

—Herbert Hoover (1874–1964) 31st president of the United States
Best Business Practices

Keeping Bank Fees under Control

Consumers can easily spend a couple of hundred dollars a year in banking fees. The following are some commonsense tips for keeping bank fees under control:


•  Make sure you have your bank’s best deal, given the way you bank. Banks today offer many different checking and savings accounts, each with its own fee structure. Given the way you bank, you may find certain accounts cheaper than others.


•  Consider credit unions or smaller banks. Credit unions and smaller banks tend to charge less than larger banks. It pays to shop around.


•  Watch how you use your ATM card. Make sure you know which ATMs you can use for free and how many free transactions you have each month.


•  Keep track of your daily account balance. Make sure it doesn’t drop below the minimum.


•  Keep track of the number of checks you write each month if you have a transaction limit. Use a debit card or automated bill payments to reduce the number of checks you write each month.


•  Sign up for overdraft protection. If you overdraw your account, you won’t be charged.


•  Don’t be afraid to beg. The bank branch manager may have the power to waive certain fees—such as the fee for a bounced check. The worst the manager can say is no.


•  Read the fine print in your monthly statement. See what your bank is charging for certain services and try to adjust your behavior accordingly. Remember, your bank can’t change its fee structure without first informing you. That information will come after your monthly statement.

Source: Louis E. Boone, David L. Kurtz, and Douglas Hearth, Planning Your Financial Future, 3rd ed. Mason, OH: South-Western, 2003, p. 96.

Best Business Practices

Choosing the Right Credit Card

There are thousands of places where you can get a credit card. When it comes to selecting a credit card, consider the following four factors:


•  Annual and late payment fees. Credit cards may charge an annual fee of up to $80 or $90. However, if you shop around, you can probably find a no-fee credit card. Also consider the cost of any late payment fees.


•  Annual percentage rate. The annual percentage rate (APR) is the interest rate charged on cash advances and unpaid balances. If you faithfully pay off your balance each month and avoid taking cash advances, the APR is really not a consideration in choosing a card. If you carry a balance, find the card offering the lowest fixed APR. The national average APR on Visas and MasterCards is around 15 percent, but some cards offer much lower APRs. You can compare APRs at http://www.bankrate.com, and each issue of Money magazine lists the best deals on U.S. credit cards. Also, read the fine print. Some card issuers will adjust rates up and down depending on your spending and payment pattern.


•  Credit limit. The credit limit essentially caps your spending. The lender establishes the maximum credit limit. Of course, you can always request a lower credit limit than the lender is willing to grant.


•  Grace period. The grace period is the amount of time you have to pay for new purchases without incurring any finance charges. Grace periods average between 25 and 30 days, but some credit cards have no grace period, meaning you pay interest from the date you make the purchase to the date you pay your balance. Also, many cards give you no grace period on new purchases if you carry a balance. Some credit card issuers have reduced the length of the grace period in recent years. Make sure to read any notices you receive from the issuer carefully.

Source: Adapted from Louis E. Boone, David L. Kurtz, and Douglas Hearth, Planning Your Financial Future, 3rd ed. Mason, OH: South-Western, 2003, pp. 138–140.

Credit Management

Not surprisingly, credit is the area of personal finance that gets the most people into trouble, including, as the opening vignette points out, many college students. Credit is a loan for a specified period of time with a specified rate of interest that allows a borrower to receive money, goods, or services. Credit is available from many sources today, but rates vary, so it pays to shop around. For instance, there are several thousand issuers of Visa and MasterCard credit cards. Some suggestions for picking the right credit card are listed in the Best Financial Practices box.

credit loan for a specified period of time with a specified rate of interest that allows a borrower to receive money, goods, or services.
There are two broad types of consumer credit: revolving (or open-end) credit and installment loans. Revolving credit is a type of credit arrangement that enables consumers to make a number of different purchases up to a credit limit, as specified by the lender. The consumer has the option of repaying some or all of the outstanding balance each month. If the consumer carries a balance from month to month, finance charges (interest) are levied. An example of revolving credit is a credit card such as Visa, MasterCard, or Discover. An installment loan is a credit arrangement in which the borrower takes out a loan for a specified amount, agreeing to repay the loan in regular installments over a specified period of time. The installments include the finance charge. Student loans, auto loans, and home mortgage loans are examples of installment loans.

There are good reasons for borrowing money, including purchasing large, important goods and services (cars, homes, or a college education); dealing with financial emergencies; taking advantage of opportunities; needing convenience; and establishing or improving your credit rating. All of these reasons are appropriate uses of credit if you can repay the loans in a timely manner.

But a wrong reason for borrowing money is using credit to live beyond your means. For instance, you want to go to Cancún for a vacation but really cannot afford to, so you charge the trip. Using credit to live beyond your means often leads to credit problems. Watch for these warnings signs:

•
You use credit to meet basic living expenses.

•
You use credit to make impulse purchases.

•
You take a cash advance on one credit card to repay another; your unpaid balance increases month after month.

Consumers who think of credit purchases as a series of small monthly payments are fooling themselves. The average credit balance carried by college students today is around $2,700. The annual interest rate on credit cards carried by college students averages about 18 percent. How long would it take someone with the average balance to become debt-free, assuming he or she made only the minimum payment (typically $25 or 2.5 percent of the outstanding balance, whichever is greater) each month? The answer—13 years and 5 months, during which time the student would end up paying over $3,000 in interest. The scary details are shown in Table B.1 on page B-12. What’s more, this example assumes that the person does not charge anything else while paying off the balance.

Table B.1  How Long It Takes to Pay Off a Credit Card Balance

Amount owed: $2,700

Annual percentage rate (APR): 18%

Interest owed: .015 x beginning balance

Payment: 2.5% of outstanding balance or $25 (whichever is greater)

Principal repaid: Payment minus interest

Ending balance: Beginning balance minus principal repaid

Payment 
Beginning 
Interest 

Principal 
Ending 
     Cumulative

Number
Balance
Owed
Payment
Repaid
Balance
Interest
Principal


1
$2,700
$41
$68
$27
$2,673
$ 41
$ 27


2
2,673
40
67
27
2,646
81
54


3
2,646
40
66
26
2,620
120
80


4
2,620
39
65
26
2,594
160
106


5
2,594
39
65
26
2,568
198
132


6
2,568
39
64
26
2,542
237
158


7
2,542
38
64
25
2,517
275
183


8
2,517
38
63
25
2,491
313
209


9
2,491
37
62
25
2,466
350
234


10
2,466
37
62
25
2,442
387
258


11
2,442
37
61
24
2,417
424
283


12
2,417
36
60
24
2,393
460
307


60
1,492
22
37
15
1,477
1,834
1,223


120
766
11
25
14
753
2,832
1,947


161
9
0
9
9
0
3,089
2,700
The simple quiz shown in Figure B.4 on page B-13 is one way of assessing whether you may have a credit problem. If you feel as though you have a problem with credit, or may be developing one, you should seek help as soon as possible. Your college or university may offer credit counseling services. If not, contact a local not-for-profit credit counseling service or the National Federation for Credit Counseling (800-388-2227 or http://www.nfcc.org).

Figure B.4

Do You Have a Credit Problem?

True/False
 1. You spend money in the expectation that your income will rise.

True/False
 2. You take cash advances on one credit card to pay off another.

True/False
 3. You spend more than 20 percent of your income on credit card bills.

True/False
 4. You fail to keep adequate records of your purchases.

True/False
 5. You regularly pay for groceries with a credit card because you don’t have enough money in your checking account.

True/False
 6. You have applied for more than five new cards in the past year.

True/False
 7. You often hide your credit card purchases from your family.

True/False
 8. Having several credit cards makes you feel richer.

True/False
 9. You pay off your monthly credit card bills but let other bills slide.

True/False
10. You almost always make only the minimum payment on credit cards.

True/False
11. You like to collect cash from friends in restaurants and then charge the entire tab on your credit card.

True/False
12. You have trouble imagining your life without credit.

Scoring (number of “true” responses):

Less than 5: Green light—you are probably okay.

5 to 8: Yellow light—pay off your bills and examine your spending habits.

More than 8: Red light—you have or are developing a credit problem.
According to the experts, one of the keys to the wise use of credit is education. Learning about the pros and cons of borrowing money, as well as learning about responsible spending, can help people avoid future problems with credit. A new type of Visa card may help educate young people about responsible spending. Called Buxx, this Visa card is designed for high school and college students. Parents put a certain amount of money on the card, and the student can spend only that amount. He or she still has many of the advantages of a credit card, but without the risk of running up a large unpaid balance.

Tax Planning

Everyone pays a variety of taxes to federal, state, and local governments. The major taxes individuals pay include federal and state income taxes, Social Security and Medicare taxes, property taxes, and sales taxes. A family with median U.S. income paid almost 38 percent of that income in taxes during a recent year.2 Think about your own situation and the taxes you pay. If you work, you have federal income taxes withheld from each paycheck. In addition, if you live in 1 of the 41 states with a state income tax, you have state tax withheld. The Social Security tax amounts to 7.65 percent of your wages (your employer pays the other 7.65 percent). Funding Medicare requires another payroll tax. If you rent an apartment, part of your monthly rent goes to pay the landlord’s property tax bill. Every time you buy something, you likely pay sales tax to the state and local governments.

Unfortunately, there is very little you can do to reduce some of the taxes you pay. The only tax over which you have some control is the federal income tax. Even with the federal income tax, there are only a handful of ways the average person can legally reduce his or her income tax bill. Still, you need to understand the federal income tax system and know what kinds of tax records to keep. Even though millions of Americans pay someone else to prepare their taxes, many people have relatively simple returns, and preparing a tax return is one of the best ways of learning more about your personal finances. The Internal Revenue Service (IRS) has several excellent publications to help you prepare a federal income tax return. One of the best is IRS Publication 17 (You and Your Federal Income Tax). This and all other IRS publications are available free of charge from local IRS offices or the IRS Web site. If you have a personal computer, consider using one of the software programs—such as Turbo Tax—that helps prepare a federal income tax return.

They Said It

The taxpayer—that’s someone who works for the federal government but doesn’t have to take a civil service exam.

—Ronald Reagan (b. 1911) 40th president of the United States
Major Purchases

Even if you are a great budgeter and saver, you will still spend most of your income each year. Effective buying is an important part of your financial plan. Within personal budget limits, an individual exercises his or her rights as a consumer to select or reject the wide range of goods and services that are available. As you purchase an automobile, a home, or any other major item, you need to carefully evaluate alternatives, separate needs from wants, and determine how you are going to finance the purchase. Your goal is to make every dollar you spend count.
Americans spend over $500 billion annually on transportation, most of which goes to the purchase and maintenance of automobiles. Given that new vehicles average over $20,000 today and even a good used car can cost in excess of $12,000, buying an automobile is a substantial purchase. On top of that, most car purchases are financed. Buying a car involves weighing many factors, including whether you want a new or used car, the makes and models that appeal to you, and how much you can afford to pay.

For most people, housing consumes the largest share of their monthly budgets. About 7 of every 10 Americans own their own homes, and home ownership is a goal of most people. Owning a home has a number of advantages, both financial and nonfinancial. Some of the financial benefits include tax savings (home mortgage interest and property taxes are both tax deductible) and the potential increase in the home’s value. Nonfinancial benefits include pride of ownership. The major barrier to home ownership is the down payment required to get a mortgage loan. Even a modestly priced home requires a buyer to have $10,000 to $15,000 in cash.

Motor vehicles are a substantial purchase, and consumers must consider many factors in making a selection.

© AP/Wide World Photos

Best Business Practices

Are You Ready to Buy a Home?

Buying a home is one of the largest financial decisions you’ll ever make. Too many people get caught up in emotion when buying a home and end up not making as reasoned a decision as they should. In fact, buying with your heart and not your head is a common mistake made by homebuyers. Answer the following questions and see whether you’re really ready to buy a home.


•  How stable is your current job? The stabler your job, the readier you are to buy a home.


•  What is your current rent? Some people pay rents that are well below the prevailing rates. If you’re one of them, it may not pay to buy a home.


•  How long do you plan on staying in the area? The longer you plan on staying, the readier you are to buy a home.


•  Do you have a good credit record? The better your credit record, the better your chances of getting a mortgage at a competitive interest rate.


•  What are your existing debts? The more you currently pay for various types of consumer loans—such as auto loans and credit cards—the more difficult it will be to get a good mortgage loan.


•  Does the financial advantage of owning hinge on potential price appreciation? If it does, think twice about buying.


•  Will you be able to take full advantage of all the housing tax deductions? Given today’s interest rates, you may not be able to.


•  Will your personal situation change in the coming years (will you get married, have children)? Don’t make a long-term decision based solely on your current situation.


•  Do you have the financial resources to afford a home with which you’ll be satisfied? Consider not only the down payment, monthly payment, and closing costs but also the cost of decorating, new furniture, landscaping, and so forth. Buying a home usually means buying a lot of other stuff.


•  Do you really want to own a home? Owning a home means you’ll be responsible for maintenance and repairs. Do you mind spending Saturday afternoon mowing the lawn?

Source: Louis E. Boone, David L. Kurtz, and Douglas Hearth, Planning Your Financial Future, 3rd ed. Mason, OH: South-Western, 2003, p. 229.
With mortgage rates at near-historic lows, many young Americans are opting to buy their own homes. Some have even found that it is cheaper than renting, and they can build equity for the future. Recent law school graduate Bradley Sanders searched for a house in an established neighborhood with a good resale value. “I feel like I’m in debt for the rest of my life,” he joked. But he loves his neighborhood and doesn’t think he’ll have any problems selling his house when he’s ready to move up.3
The other major housing option is renting. Renting also offers a number of advantages, including cost savings (the landlord takes care of maintenance and repairs) and mobility. It is much easier to move if you rent than if you own a home. People who plan on staying in an area for a short period of time are often better off renting.

The choice between buying and renting is obviously a major financial decision. It is one that needs to be approached rationally, not emotionally. This is especially true for first-time homebuyers. The Best Financial Practices box lists some considerations for people thinking about buying their first home.

Insurance

Appendix A focused on another important personal planning area: insurance. Some of the basic principles of insurance, and the various types of insurance, were described in detail in that appendix. While the focus of the appendix was on business insurance, much of what was discussed applies to your personal insurance needs as well. Insurance is admittedly an expensive but necessary purchase. Americans spend over $100 billion each year on auto insurance alone.

Your goal is to have adequate and appropriate coverage in each of the major insurance types (life, health, disability, and property and liability). Insurance needs can vary substantially from individual to individual. For instance, consider the insurance needs of Maria (a single 25-year-old who rents an apartment) and Ben (a 40-year-old single parent who owns a home). Their individual insurance needs are listed in Figure B.5. Notice that they both need health, disability, and auto coverage, but only Ben needs life insurance. Ben’s children are financially dependent on him, while Maria has no financial dependents. Maria should have renter’s insurance, while Ben needs to have homeowner’s insurance. What are your individual insurance needs? You can find out by filling out the worksheet shown in Figure B.6.

Figure B.5

Comparing Ben’s and Maria’s Insurance Needs

Personal Characteristics
Ben
Maria

Age
40
25

Annual income
$70,000
$40,000

Marital status
divorced
single

Number of dependent children
2
0

Own automobile?
Yes
yes

Homeowner?
Yes
no

Type of Insurance
Ben’s Needs
Maria’s Needs

Life
Needs life insurance amounting
Needs no life insurance. 
to several times his annual salary.


Health
Needs major medical plan that 
Should be covered by a major medical 
covers Ben and his children. 
plan. Obtain from employer. 
Obtain from employer.


Disability
Should have a policy that pays an 
Should have a policy that provides an 
annual benefit of between $45,000 
annual benefit of between $30,000 and 
and $50,000. Obtain from employer.
$33,000. Obtain from employer.

Auto
Should have substantial liability 
Should have as much liability coverage 
coverage and, depending on the age 
as she can afford. Collision and 
and value of his car, collision and 
comprehensive are recommended, 
comprehensive as well. Uninsured 
depending on the age and value of her 
driver coverage is strongly 
car. Uninsured driver coverage is 
recommended.
strongly recommended.

Homeowner’s
Should have comprehensive, full 
Should have a renter’s policy covering 
replacement coverage on both the 
her personal property. 
structure and contents of his home.


Personal liability
Liability portions of auto and 
Liability portions of auto and renter’s 
homeowner’s policies probably 
policies probably sufficient. 
sufficient. However, Ben might feel 
more comfortable with additional 
liability insurance.

Figure B.6

Your Insurance Needs

Personal Characteristics

 Age

 Annual income

 Marital status

 Number of dependent children

 Own an automobile?

 Homeowner?

Type of Insurance



Your Needs

 Life

 Health

 Disability

 Auto

 Homeowner’s

 Personal liability

Some types of insurance will be provided by your employer as employee benefits. Most employers offer their workers group health insurance and basic disability coverage. Employers generally pay at least part of the premium, and some offer employees a choice of several health plans. Today, most people are covered by managed-care plans. A managed-care plan is an arrangement in which most of your health-care bills will be paid by the insurance company. In return, the insurance company has some control over your choice of health-care provider and your treatment. Appendix A described the different types of managed-care plans in more detail.

Investment Planning

Investing is a process by which money acquired through work, inheritance, or other sources is preserved and increased. Sound investment management is an important component of the financial plan and can make it easier to attain other personal goals, such as buying a home, sending children to college, starting a business, or retiring comfortably. It is very difficult today to substantially increase wealth without investing. Also, given changes to the external environment—such as reductions in employer-sponsored retirement plans—it is likely that everyone will have to make investment decisions at some point during their lives.

The investment process consists of four steps. The first step is to complete some preliminary tasks, including setting overall personal goals, having a regular savings program, and managing credit properly. The second step is to establish a set of investment goals—why you want to invest, what you want to accomplish, and what kind of time frame you have. Obviously, your investment goals should be closely related to your overall personal goals. Next, you need to assess risk and return. You invest because you expect to earn some future rate of return. At the same time, however, all investing exposes you to a variety of risks. You need to find the proper balance between risk and return because investments offering the highest potential returns also expose you to more risk. Your age, income, and whether you are a short- or long-term investor all have an impact on the risk–return trade-off.

The final step is to select the appropriate investments that match your individual needs. As we pointed out in Chapter 18, there are three general types of investments: money market instruments, bonds, and common stock. The proper mix of these three investments depends on such factors as your investment goals and investment time horizon. For instance, a 25-year-old investing for retirement should have close to 100 percent of his or her funds invested in common stocks because growth in capital is the overriding investment objective. Over longer periods of time, stocks tend to outperform money market instruments and bonds. On the other hand, if the 25-year-old is investing to have sufficient funds for a down payment on a house within the next couple of years, most of his or her funds should be invested in money market instruments and bonds. Liquidity, current income, and stability of principal are the most important investment objectives. Even after the investor selects the appropriate investments, he or she must monitor their performance and be prepared to make changes when necessary.

Best Business Practices

Five Lessons of Saving for Retirement

Saving for retirement isn’t has hard as you might think. Just follow these five lessons.

1.
Start early and stick with it. The earlier you start, the easier it is to meet your retirement goals.

2.
Save as much as you can afford each month. You’ll build a substantial retirement nest egg in no time.

3.
Take advantage of all tax-deferred retirement savings plans to which you are entitled. Retirement plans are a great tax shelter available to almost everyone.

4.
Don’t be too conservative with your investments. You should invest most of your retirement savings in stocks or stock mutual funds if you’re under 40. Even those in their 40s and early 50s should still invest a substantial portion of their retirement savings in common stocks.

5.
Diversify your investments. Don’t invest more than 20 percent of your retirement savings in your company’s common stock. Mutual funds are an excellent choice for retirement savings.

Source: Louis E. Boone, David L. Kurtz, and Douglas Hearth, Planning Your Financial Future, 3rd ed. Mason, OH: South-Western, 2003, p. 457.

Financial Planning for Tomorrow

The last major personal financial planning area deals with retirement and estate planning. Most people eventually want to retire, and they need sufficient funds to ensure a degree of financial security. Social Security will provide only a fraction of what you will need, and you will be responsible for the rest. According to the experts, you will need to have a nest egg of at least $1 million by the time you retire. There are five important lessons when it comes to saving for retirement: start early, save as much as you can each month, take advantage of all tax-deferred retirement savings plans to which you are entitled, don’t be too conservative with your investments, and diversify your investments. The Best Financial Practices box elaborates on these five lessons.

Aside from Social Security, there are two other major sources of retirement income: employer-sponsored retirement plans and individual retirement plans. Most employers offer their workers a retirement plan, and many offer more than one plan. For most people, employer-sponsored retirement plans will likely provide the bulk of their retirement income. Essentially, two types of employer-sponsored retirement plans exist. A defined benefit plan guarantees a worker a certain retirement benefit each year. The size depends on a number of factors, including the worker’s income and the length of time he or she worked for the employer. Pension plans are classified as defined benefit plans.

They Said It

You can be young without money but you can’t be old without it.

—Tennessee Williams (1914–1983) American dramatist
The other type of employer-sponsored retirement plan is the defined contribution plan. In this type of retirement plan, you contribute to your retirement account and typically so does your employer. You are given some latitude as to where your retirement funds can be invested. Often, you are given a list of mutual funds where your money can be invested. A 401(k) is an example of a defined contribution plan. Defined contribution plans are becoming more and more common. By some estimates, 9 of every 10 employers offer defined contribution plans. Many employers have partially or totally replaced their pension plans with defined contribution plans in recent years.

Millions of Americans have some sort of individual retirement plan. These plans are often set up and administered by individuals and are not tied to any employer. These workers may be self-employed or may merely want to supplement their retirement savings. Examples of individual retirement plans include regular individual retirement accounts (IRAs), Roth IRAs, Keogh plans, and simplified employee pension plans. To set up one of these retirement plans, you must meet certain eligibility requirements.

The other element of financial planning for tomorrow is estate planning. Of all the personal planning areas, estate planning is probably the least relevant for you, although your parents and grandparents probably face some estate planning issues. However, there are two documents that all adults need to have, regardless of age: a valid will (naming a guardian if you have any minor children) and a durable power of attorney (a document that gives someone else the power to make financial decisions if you are incapacitated).

Developing a Financial Plan

A previous section described personal financial statements. The income statement and balance sheet show where you are financially at a given point in time or where you have been historically. A financial plan, on the other hand, is a guide to help you reach future goals. All financial plans revolve around three themes: increasing wealth, using money more effectively, and monitoring expenditures.

financial plan guide to help a person reach desired goals.
Steps in Creating a Successful Financial Plan

The first step to developing a successful financial plan is to establish a set of goals based on your values. As described earlier, these goals—which can be both monetary and nonmonetary in nature—should be specific and realistic. They can help you visualize the gap between where you are now and where you want to be financially.

Goals are one thing, but to be effective, your financial plan must have consistent, logical, and realistic financial strategies. For instance, assume your goal is to retire comfortably by age 62. A financial strategy to meet this goal would be to make the maximum contribution to your employer’s retirement plan each month and to invest the funds primarily in common stocks. Over time, stocks tend to produce much higher returns than other investments, so you will accumulate more money in your retirement account.

A financial plan cannot be developed in a vacuum. Your financial plan should take into account the resources you have available—especially salary and employee benefits. Your goals and strategies must be based on a realistic estimate of future income. If your financial goals cannot be reached through your present career path, you may need to consider switching careers or seek additional qualifications. Moreover, as you set goals and develop financial strategies, you are forced to make assumptions about the economy. If you are in the market for a new car and will finance the purchase, the outlook for interest rates could determine whether you accelerate or postpone your purchase.

Example of a Financial Plan

In Case 16.1 on page 539, Joan Chen learned about the importance of budgeting and preparing a budget. Now, she and her fiancé, Al, are preparing their first financial plan. Parts of it are shown in Figure B.7.

Figure B.7

Joan and Al’s Financial Plan




Estimated 

Time 
Cost or Goal
Frame
Dollar Goal
Strategy

A.
Spending

1.
Reduce nonessential spending 
Ongoing
$1,500 to $2,000 
Review and revise budget quarterly; keep better 
by 5%

annually
  track of cash ATM withdrawals

2.
Buy new living room furniture
1 year
$3,000
Wait for sale; use money from savings

3.
Buy a home
5 years
$15,000
Save $250 a month; save any bonuses

B. Debt

1.
Eliminate all credit card debt
1 year
$1,500
Reduce nonessential spending by around 10%; pay for      new purchases using cash

2.
Pay off student loans early
2–3 years
$5,000
Double up loan payments; make extra payments, if possible

C. Investments and Savings

1.
Build savings account
Ongoing
$5,000
Cut spending by 5 percent

2.
Build retirement savings
Ongoing
$50,000 in 5 years
Make maximum contribution to employer-sponsored      retirement accounts

D. Insurance

1.
Property and liability
Ongoing
Depends
Regularly review coverage; shop around for rates

2.
Health and disability
Ongoing
Depends
Regularly review coverage

3.
Life insurance
Ongoing
Depends
Review need for coverage

E. Other goals

1.
Start family
3–5 years
$15,000 in 
Build savings; budget for additional expenses 


additional annual 


expenses
Several noteworthy items appear in Joan and Al’s financial plan. First, they have divided the plan into categories—spending, debt, investments and savings, insurance, and other personal goals. This makes the plan easier to follow and generally more organized. Second, notice how Joan and Al have established a rough time frame for each of their goals. For instance, they would like to reduce their combined credit card debt to zero within the next year. Third, Joan and Al have put a dollar value on each goal—reducing their credit card debt to zero will cost $1,500. Finally, a strategy, or strategies, is attached to each goal. Eliminating their credit card debt will require that Joan and Al cut their nonessential spending by about 10 percent per month.

Joan and Al’s financial plan also reflects the couple’s dreams. They eventually want to start a family and buy a home. Without sound planning today, their future dreams will be more difficult to achieve.

Did You Know?

1.
Two of every three Americans do not balance their checkbooks on a regular basis.

2.
You can expect to spend over $45,000 on ownership and operating expenses during the first five years that you own a typical new car.

3.
There’s a one in four chance that you will be unemployed at some point in your working career.

4.
If both parents die without leaving a will, a court will decide who becomes the legal guardian of any minor children.
What’s Ahead in Your Financial Future

This appendix just scratches the surface of personal financial planning. We hope it has encouraged you to learn more. There are dozens of helpful books, Web sites, and other resources available. If you can fit it into your academic schedule, consider taking a class in personal financial planning. Your institution probably offers one. Taking such a class may be one of the best decisions you make.

1.
Prepare a current set of financial statements for yourself using the blank worksheets that follow. What do you think your financial statements will look like a year from now? Five years from now?

Financial Statement Worksheets

Balance Sheet

Assets
Liabilities & Net Worth

Current financial assets
Current liabilities


Checking account

Utilities


Savings account

Insurance


Money market funds

Credit card


Total

Other




Total

Long-term financial assets





Mutual funds
Long-term liabilities


Stocks and bonds

Auto loan


Pension

Student loans


401(k)

Mortgage


IRAs

Other


Other

Total


Total




Fixed assets


Home
Total liabilities


Auto 1





Auto 2
Net worth


Furniture


Personal property


Other


Total fixed assets

Total assets

Income Statement

Wages earned

Other income


Bonuses


Interest and dividends


Tax refunds


Other

Total income

(Income and FICA taxes)

Other income (proceeds from student loans, assistance from parents, etc.)

Net income

Expenditures

Housing


House payment or rent


Utilities


Property taxes

Income Statement (continued)
Expenditures (continued)

Maintenance


Insurance


Other housing


Total housing

Transportation


Car payments


Gas and repairs


Insurance


Registration


Other transportation


Total transportation

College expenses


Tuition and fees


Books and school supplies


Total college

Food and clothing

Medical and dental expenses

Child care

Vacation and entertainment

Student loan payments

Credit card interest

Life insurance premiums

Cash allowances

Other expenses

Total expenditures

Amount available for savings

2.
One of the most important tools for managing your personal finances is a budget. The earlier you learn to prepare and follow a budget, the better off you will be. If the budget worksheet shown in Figure B.3 looks a bit intimidating, there are a variety of interactive budget forms available on the Internet. Go to the following Web site, access the “Budget Worksheet” link, and fill out the budget worksheet. Compare your entries with the guidelines listed. Remember, a budget has to be realistic and must support your overall goals. How difficult will it be for you to follow the budget you prepared?


http://www.nelliemae.com/calculators
3.
You have probably heard of credit files (or reports). In fact, if you have a credit card, a student loan, or some other form of credit, you already have a credit file. Visit the following Web site and review the material on credit files.


http://www.ftc.gov/bcp/conline/pubs/credit/ bbcr.htm

Answer the following questions:


a.
What is a credit report?


b.
What information is in a credit file?


c.
Who compiles the information in a credit file?


d.
Who has access to a credit file?


e.
Regarding your credit file, what rights do you have?

4.
Even though you are still in college, you face a number of important financial issues—everything from paying college expenses to dealing with credit cards. Visit the following Web site and click the “Financial Fitness Tools” link. What are the 10 steps? Which of these will be the easiest for you to complete? Which will be the most difficult?


http://www.mapping-your-future.org

5.
Using the worksheet on page B-23, analyze your current credit situation. What are your existing debts? How much are you paying each month? Did you borrow for the right reasons? List some steps you think you should start taking to improve your management of credit.

Worksheet 

Summary of Outstanding Loans





Annual 
Amount 
Current 

Percentage 
Monthly Type of Loan
Borrowed
Balance
Months Left
Rate
Payment

 Personal Loans

 1. ______

 2. ______

 Car loans

 1. ______

 2. ______

 Student Loans

 1. ______

 2. ______

 Credit Cards

 1. ______

 2. ______

 3. ______

 4. ______

 Other Loans

 1. ______

 2. ______

 



Total 



Monthly 



Payment

Resources

The Web

Personal Finance Topics  Still have questions? Visit http://www.businessweek.com/ investor/nonips_content/financenter.htm, where you’ll find a selection of guides on personal finance topics like investing, banking, insurance, credit cards, and autos. Select a topic to explore and write a short paragraph describing what you found there.

Helpful Web Sites  Two excellent online sources of information and assistance on personal finance topics are:


http://moneycentral.msn.com

http://www.quicken.com
Visit each site and write a brief summary of some of the tools and other materials you found there. Do you prefer one site to the other? Why or why not?

Online Searches  Using a search engine, such as Yahoo (http://www.yahoo.com) or Google (http://www.google.com), type in the key words “personal finance” and see how many hits are returned (there will be dozens). Visit two sites that interest you, and write a brief summary of your reaction to the sites.
Stock Market Game

Have you ever invested in stocks? Perhaps you have or know someone who has. Historically, stocks have been marvelous investments, but investing in stocks is not without risk. During your introduction to business class, you learn a great deal about how businesses are organized and how they operate. You also learn about the financial system, including the stock market.

The Contemporary Business Web site offers a Stock Market Game in which you will learn about the risks and rewards of common stock and the different approaches to making the best stock selections. The purpose of the Stock Market Game is to give you some firsthand experience with investing in stocks without risking any real money. Everyone starts the game with the same amount of play money. But where everyone finishes—well, that’s a story that hasn’t been written yet. Good luck!

http://boone.swlearning.com
What You Will Learn

•
Some of the risks and rewards of investing in common stocks

•
How to obtain information and analysis about specific companies

•
How to read and interpret corporate financial and nonfinancial information

•
Different approaches to selecting stocks, including when to buy and sell stocks

•
How stocks are bought and sold

•
How to stay informed about any news that may affect the value of your stocks

How to Play

Objective
To increase the value of your stock portfolio more than any other student in your class by the end of the game. Your instructor will provide you with the dates the Stock Market Game officially starts and ends.

Rules
1.
On the first day of the game, you will invest a total of $30,000 (play money, of course!) in any stocks listed on markets in the U.S. No transaction fees will be charged for your initial purchases, but fees will apply to any sales or purchases made during the game (see rule 3).

2.
You must initially invest equal amounts of $10,000 in three different stocks.

3.
You may sell any one of your stocks at any time and buy another stock in its place. However, you must pay a transaction fee of $10 per buy or sell order. Here’s an example:

After a month, you decide to sell one of your stocks that has declined in value from the original $10,000 to $8,000. After deducting $10 for the transaction fee to sell, $7,990 remains. You then purchase shares of another company valued at $7,980 ($7,990 minus $10 purchase transaction fee).

4.
Maintain a file containing the following information on your stock portfolio:

•
Brief company profile for each stock you own during the game. Include a summary of the company’s products, where it operates, strengths and weaknesses—especially in comparison with competitors—and copies of the most recent annual income statement and balance sheet (obtained from the company’s annual report or other source).

•
Reasons for buying a stock, both initially and during the game.

•
Reasons for selling a stock during the game.

•
Number of shares of each stock you own at the close of the market each week.

•
Current stock price of each stock you own at the close of the market each week.

•
Detailed record of any buy or sell transactions: date of transaction, name of company for shares sold, number of shares sold, price per share sold, value of shares sold after deducting transaction fee, name of company for shares purchased, number of shares purchased, price per share purchased, and value of shares purchased after deducting transaction fee.

•
Summary statement at the end of the game stating the total value of your stock portfolio, including the number of shares in each stock and the price per share on the last day of the game.

Recommendation: Yahoo! offers a free service for tracking your stocks. You can set up an initial stock portfolio, add or remove stocks you buy or sell, and obtain printouts that display performance charts, total increases and decreases in stock value, and other useful information. It’s easier than doing all the calculations yourself. Go to http://finance.yahoo.com to set up your portfolio.

How to Select Stocks

If you ask 100 experts what stocks to buy, you might get 100 different answers. In one experiment, someone picked stocks completely at random. These stocks often outperformed the choices of many experts. So there is no single method to recommend for making your selections. The best advice is to read expert opinions with caution and learn as much as you can about a company that interests you, including its recent financial performance, products, competitors, customers, and the industry in which it operates.

You may be wondering where to get started. There are actually many places to go for ideas. One approach is to keep up with the current business and financial news. Your college or university library has many current business publications. Perhaps you will read a story about a growing industry or consumer trend and find companies that are well positioned to take advantage of these opportunities.

The Internet contains a wealth of information you can use to help make your selections. Unfortunately, the quality of the information is very uneven, so it is recommended that you stick to well-known sites. Stay away from chat rooms. Some good places to start include the following:


Yahoo! (http://finance.yahoo.com)


MSN Investor (http://investor.msn.com)


CNNfn (http://www.cnnfn.com)


CNBC (http://www.cnbc.com)


Morningstar (http://www.morningstar.com)


Quicken (http://www.quicken.com)


Smart Money (http://www.smartmoney.com)


Money Magazine (http://www.money.com)

Annual reports and SEC filings can be obtained from the FreeEdgar Web Site (http://www .freeedgar.com). Most companies also publish current financial data on their own Web sites.

Don’t forget! You can obtain more information about the Stock Market Game by visiting the Contemporary Business Web Site (http://boone.swlearning.com).

