
2009  1 

 

 
 
 
 

Personal Money Management  
 
 
 

 
 

 
 
 

Copyright Washington State Department of Financial Institutions. 
 

 
 
 
 
 
 
 
 
 

Disclaimer 
This course is developed for educational purposes and non-commercial use. It should not be construed as 

endorsement for any financial products or services. It in no way intends to convey legal, real estate, 
employee benefits, tax, insurance, or financial planning advice. It is a simple overview to educate those 
who are new to these subjects.  Consultation with a professional is recommended for individual advice. 
These topics are complicated, dynamic, and constantly changing. Please check for current regulations, 

rules and laws. 
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Money Management Course Outline 

Topics/Learning 
Objectives 

Class Activities Assignments Must Cover If time permits 

Introduction ï Your 
financial life and the 
time value of money 

Financial dreams and 
nightmares 
Time value of money 

Complete financial behavior 
inventory 
 

Financial life cycle 
Time value of money 
 

Calculations of time value of 
money 

Unit 1: Financial 
Goals 

Check out the price of houses 
Estimate what you need to 
retire 

Identify and prioritize 
personal financial goals 

Needs and wants 
SMART goals 

Values Auction 
 

Unit 2: Spending 
plan  

Activities 8 through 16 on the 
spending plan 

Student uses own 
information to complete 
Spending plan worksheet 
Debt Reduction Plan 

Income 
Fixed expenses. 
Variable expenses. 
Discretionary expenses. 
 

This unit will take the most time 
and both spending plan and debt 
reduction plan should be 
created. 

Unit 3: Evaluate 
debit and credit 
cards 

Compare ATM/Debit/Check 
cards 
Evaluate a credit card offer 
 

Evaluate a credit card Debit cards 
Bank and credit unions 
Credit cards doôs and donôts 
 

Correcting errors  
Frontline: Secret history of the 
credit card 
http://www.pbs.org/wgbh/pages/f
rontline/shows/credit/view/ 
 

Unit 4: Organizing 
your records 

Balance a check book Balance a check book 
 
 

Financial records 
Balancing a check book 

Create an inventory of 
possessions 

Unit 5: Protect 
yourself 

Reading a credit report 
 

Review articles on identity 
theft 

High cost financial services 
Credit report 

Obtain credit report 

Unit 6: Saving 
money 

Savings tips and knowledge 
quiz 
Identify savings tips 

Find good websites to help 
you save money. 

Saving tips Video: Stolen Futures 
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Personal Money Management 90-minute Session 
Topic Activities Must Cover If Time Permits 

Financial goals Financial dreams and 
nightmares 
 

Creating and prioritizing 
personal financial goals 

Values auction 

Spending plan Needs and wants  
Fixed, variable and 
discretionary expenses 

Difference between needs 
and wants 

Detailed demonstration 
of fixed, variable and 
discretionary expenses 

Manage credit and 
debt 

Credit card quiz or play 
credit game 

Identity theft 
Assessing credit offers 
Student loans 

Credit card evaluation 
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About this course for instructors 
Personal Money Management is a college course that teaches learners the basics of managing personal 
income and expenses and recordkeeping. They will be required to develop personal financial goals and a 
personal spending plan. They will also learn ways to save and plan for future financial needs. 
  
The topics that will be covered in this course are: 

¶ Setting short-term and long-term financial goals 

¶ Developing and monitoring a spending plan (fixed, variable and discretionary expenses) 

¶ Analyzing actual expenses against suggested expenses 

¶ Developing money-saving habits to build savings to meet financial goals 

¶ Evaluating and managing debit and credit cards 

¶ Developing a financial record-keeping system 

¶ Avoiding identity theft and fraud 
 
At the end of this class, students will be expected to: 

¶ Articulate their values and set short- and long-term financial goals 

¶ Create a personal spending plan. 

¶ Evaluate credit card offers and select the best for their particular situation. 

¶ Identify opportunities to save money ï demonstrate strategies for comparison pricing, getting bids, etc. 

¶ Create a system for tracking expenses against budget, including credit card monitoring and check book 
balancing. 

¶ Identify ways to avoid identity theft and fraud. 

¶ Create an action plan for saving money. 
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About this course for students 
Financial success and security begin with sound education. Learning about Personal Money 
Management will benefit every adult - college students, working singles, married couples, married couples 
with children, divorced parents with children, or grandparents. 
 
Adopting sound financial practices makes it easier to buy a house, finance college education, or start a 
retirement fund. In addition, identifying financial needs and setting financial goals helps avoid costly 
mistakes. 
 
What will money management do for you? You will learn to develop financial goals and develop action 
steps toward achieving your goals of building a savings/investment nest egg. Setting financial goals helps 
you be smart about spending, maintaining good credit, managing money, and saving and investing for the 
future. Become knowledgeable and savvy--learn personal money management to evaluate alternatives, to 
make informed decisions, to reduce debt, to take control of your personal financial choices and to improve 
your quality of life. Financial knowledge helps you avoid costly mistakes and unwise investment decisions. 
Avoid being taken in investment scams, incurring too much personal debt, spending money unconsciously 
or thoughtlessly, delaying saving for house, emergencies, childrenôs college or retirement. 
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Activity Introduction:  Current Financial Behavior Evaluation 
The goal of all financial education is to get you to adopt important behaviors that will ensure your financial 
security. Check all the financial behaviors that you engage in. Do this inventory every year 

 
Check if 
you do 
this. 

Pay all my bills and loan payments on time.  

Have a recordkeeping system for my financial affairs.   

Balance my checkbook and monitor all my financial transactions monthly.  

Track all my expenses.  

Use a spending plan or budget.  

Have an emergency savings fund. 
If yes, how many months of expenses:    1-3 months ____4-6 months ____ 

 

Save or invest money from every paycheck. If yes, percent paycheck saved __%  

Save for long-term goals.              If yes, which goals: (Check any that apply.) 
Education____    Car ____ Home ____    Home upgrade ____ Vacation _____ 

 

Plan and set goals for financial future.  

Have money in more than one type of investment.   If yes, check any that apply: 
Individual stocks ____    Mutual Funds ____ Bonds ____    Real Estate ____ 
Treasury bills or CDs ____ International ____     Commodities ____ 

 

Calculated net worth in the past two years.  

Participate in employerôs retirement plan. 401(k) ___  403 (b) __  Other:  ____  

Have insurance to protect my loved ones.            If yes, check any that apply: 
Health ___   Life___   Property___   Auto___   Disability ___ Umbrella _____ 

 

Put money into other retirement plan:  
Roth IRA ___  Traditional IRA __  SEP or SIMPLE IRA __ 

 

Review my credit report annually.  

Pay credit card balances in full each month.  

Research and compare offers before applying for a credit card or loan.  

Do my own taxes.  

Read about personal money management to improve how Iôm doing.  
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Money Management for a Lifetime 
 Starting Out Twenties Twenties - Thirties Thirties Forties - Fifties Sixties - Plus 
 
Protect 

financial 
dreams 

¶ Set exciting goals 

¶ Make a spending 

plan 

¶ Establish a 

record-keeping 
system  

¶ Establish good 

credit habits and 
history 
 

¶ Create an 

emergency fund 

¶ Learn about savings 

instruments 

¶ Learn about bonds 

¶ Get adequate auto, 

health, and rental 

insurance 

¶ Form a financial 

team with your 
partner 

 

¶ Reach financial goal 

of purchasing a 
home 

¶ Establish a 401k 

account 

¶ Start IRAs 

¶ Learn about major 

asset classes and 
their risk and return 

¶ Create a plan to 

financially survive a 

job change 
situation. 

 

¶ Establish tax-

advantaged 
education funds for 
children 

¶ Create a will to 

protect your assets 

¶ Expand investment 

portfolio by asset 
allocation 

 

¶ Upgrade and 

maintain house 

¶ Reach financial goal 

of adequate funds for 
kidsô college 

education 

¶ Asset allocation and 

rebalanced 
investment portfolios 

to accommodate 
retirement 

¶ Able to care for 

parents if desired 

 

¶ Paid all debts in full 

¶ Adequate  health 

and long term care 
insurance coverage  

¶ Estate plan 

¶ Updated will 

¶ Ladder ed 

investments or 

annuities to cover 
for retirement 
income 

¶ Income to last 

lifetime 
 

 

Avoid 
financial 
nightmares 

¶ Having excessive 

credit card debt 

¶ Taking too much 

in student loans 

¶ Victimized by 

identity theft 

¶ Lacking financial 

skills 

¶ Focusing on short-

term satisfaction 
and not  long-term 
needs 

¶ Destroying 
relationships over 

financial problems 

¶ Financial ruin from 

inadequate 
insurance 

 

¶ Not taking 

advantage of the 

time value of money 
by saving early 

¶ Unable to invest 

because lacking 

understanding of 
investments and 
their characteristics 

¶ Taking on too much 
debt - Bankruptcy 

¶ Lack of 

diversification in 

investment portfolio 

¶ Taking on too much 

debt - Bankruptcy 

¶ Untimely death with 

no will  
 

 

¶ Using home equity to 

spend or pay off old 

debts 

¶ Unable to pay for 

major replacements 
on house 

¶ Taking loans on 
401Ks 

¶ Not enough money 

for kidsô college 
educations 

¶ Not able to care for 

parents 

¶ Bankruptcy 

¶ Not able to care for  

self  

¶ Inadequate health 

coverage 

¶ Not enough income 

for retirement 

¶ Victimized by fraud 

because of lack of 
education. 
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Time Value of Money Shows the Benefits of Saving 

The time value of money is a powerful tool. When you understand how it works, it will change your financial 
life. You will understand why itôs important to build your financial security now not later. You will be able to 
evaluate financial options just as the professionals do. Also, studies have shown that you who understand 
the time value of money are less susceptible to fraud. It is the basis for pricing for just about every available 
financial product. 

If you put $100 in the bank for 2 years and get 5% per year, you would have $5 in interest the first year and 
$5 in interest the second year, right?  Not exactly. In the first year you would get $5 in interest. However, in 
the second year you would actually get 5% times $105, or $5.25 in interest. Why the fuss about a quarter? 
Because over a long period of time, it becomes a big deal.  

 

Let's say you have $1000 in the bank over 10 years and you spend whatever interest you earn each year, 
which would only be $50 a year times 10 years, or $500. But, if you leave the interest in the bank, you earn 
$628.90 in interest, or $128.90 more. That's the beauty of compounding.  

90.1628$)05.01(1000$ 10=+³  
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So money invested over time earns interest income. Four versions of the time value of money will be 
reviewed in this section: 

1. Future value of a sum of money now: This allows you to determine how much you will have in the 
future if you put aside some money now. 

2. Set aside money today for future goals. If you have a financial goal in the future, say a down 
payment for a house in 10 years, this will tell you how much you have to set aside today. 

3. What will you have if you save every year? This will let you calculate how much money you will have 
in the future if you set aside a certain amount of money every year. 

4. What do I have to save every year to achieve a financial goal? How much money must you save 
every year to reach a financial goal. 

So, the important point is to start saving now. Saving now gives compounding more time to work for you. 
Say you put $10,000 away for 5 years at 10%. At the end of 5 years, youôll have about $16,110. If you put 
$5,000 (half the amount) away for 40 years at 5% (half the return), youôll end up with over $35,000. Saving 
over a long period of time can overcome a low return. 

Future Value of a Sum of Money Now 

Here is a table which shows what will happen to $1000 at various levels of return and various years. To find 
the value of $1000 at 10% for 5 years, look down the first column until you get to 10% and across until you 
get to 5 years (the first column). You can see that the value is $1611 for $1000. For $10,000, simply 
multiply the value by 10 for $16,110. 

Table 1 

Future Value per $1000 Investment Made Now 
  Number of Years 

Return 5 10 15 20 25 30 35 40 45 

2% $1,104  $1,219  $1,346  $1,486  $1,641  $1,811  $2,000  $2,208  $2,438  

3% $1,159  $1,344  $1,558  $1,806  $2,094  $2,427  $2,814  $3,262  $3,782  

4% $1,217  $1,480  $1,801  $2,191  $2,666  $3,243  $3,946  $4,801  $5,841  

5% $1,276  $1,629  $2,079  $2,653  $3,386  $4,322  $5,516  $7,040  $8,985  

6% $1,338  $1,791  $2,397  $3,207  $4,292  $5,743  $7,686  $10,286  $13,765  

7% $1,403  $1,967  $2,759  $3,870  $5,427  $7,612  $10,677  $14,974  $21,002  

8% $1,469  $2,159  $3,172  $4,661  $6,848  $10,063  $14,785  $21,725  $31,920  

9% $1,539  $2,367  $3,642  $5,604  $8,623  $13,268  $20,414  $31,409  $48,327  

10% $1,611  $2,594  $4,177  $6,727  $10,835  $17,449  $28,102  $45,259  $72,890  

11% $1,685  $2,839  $4,785  $8,062  $13,585  $22,892  $38,575  $65,001  $109,530  

12% $1,762  $3,106  $5,474  $9,646  $17,000  $29,960  $52,800  $93,051  $163,988  

13% $1,842  $3,395  $6,254  $11,523  $21,231  $39,116  $72,069  $132,782  $244,641  

14% $1,925  $3,707  $7,138  $13,743  $26,462  $50,950  $98,100  $188,884  $363,679  

15% $2,011  $4,046  $8,137  $16,367  $32,919  $66,212  $133,176  $267,864  $538,769  

(Assumes annual compounding of interest) 

 
Use Table 1 - Future Value per $1,000 Investment Made Now above to answer these questions: 
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Question 1 
Think of that $1000 you spent on soda and candy in 1996. If you put that money in the bank at 5% 
interest per year, what will you have after 10 years in 2006? If you purchased $1000 in a stock index 
fund, what would you have? 
 
If you did the following in 1996 . . . What would be the value in 2006? 

Bought $1000 of soda and candy (thatôs about $20 
a week) 

 

Put $1000 in the bank at 5%  

Bought $1000 of a stock index. ($1 in a stock index 
fund in 1996 would be worth $1.91 in 2006. 

 

 
Use Table 1- Future Value per $1000 Investment Made Now, to answer the following questions:  
 
Question 2 
You put $2000 into a 529 plan to save for your kidsô college expenses and earned 8% return. What 
would you have in 20 years? 
 
Question 3 
You put $4000 into an IRA to save for your retirement and earned 9% return. What would you have 
for your retirement in 30 years? 
 
Question 4 
About 57% of people (especially the younger ones) who leave companies cash out their retirement 
benefits of $8445. If you left this money in a retirement plan for 40 years at a return of 8%, what 
would be the value at retirement? 
 
 

Set Aside Money Today for Future Goals  

Now letôs do a little math to figure out how much you need to set aside now to achieve your financial goals 
in the future. To do this, we take the same equation we used in compounding and algebraically solve for 
what we need to set aside today. Letôs say you want to pay cash for a car in five years. This used car is 
going to cost you $8000. How much would you have to set aside today at 8% return a year?  
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To handle what we need to set aside today for a future sum, we have created a table that allows you to 
look up what you need to set aside today for $10,000 in the future. 

Table 2 

Money to set Aside Today for $10,000 in the Future  
(Present Value of Sum of Money in the Future) 

 

  Number of Years 

Return 5 10 15 20 25 30 35 40 45 

3% $8,626  $7,441  $6,419  $5,537  $4,776  $4,120  $3,554  $3,066  $2,644  

4% $8,219  $6,756  $5,553  $4,564  $3,751  $3,083  $2,534  $2,083  $1,712  

5% $7,835  $6,139  $4,810  $3,769  $2,953  $2,314  $1,813  $1,420  $1,113  

6% $7,473  $5,584  $4,173  $3,118  $2,330  $1,741  $1,301  $972  $727  

7% $7,130  $5,083  $3,624  $2,584  $1,842  $1,314  $937  $668  $476  

8% $6,806  $4,632  $3,152  $2,145  $1,460  $994  $676  $460  $313  

9% $6,499  $4,224  $2,745  $1,784  $1,160  $754  $490  $318  $207  

10% $6,209  $3,855  $2,394  $1,486  $923  $573  $356  $221  $137  

11% $5,935  $3,522  $2,090  $1,240  $736  $437  $259  $154  $91  

12% $5,674  $3,220  $1,827  $1,037  $588  $334  $189  $107  $61  

13% $5,428  $2,946  $1,599  $868  $471  $256  $139  $75  $41  

14% $5,194  $2,697  $1,401  $728  $378  $196  $102  $53  $27  

15% $4,972  $2,472  $1,229  $611  $304  $151  $75  $37  $19  

  (Assumes annual compounding of interest) 
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Question 5 
Here are some typical goals. How much will each of the following goals cost? 

Down payment on house 

Wedding 

Childrenôs college tuition 

Starting your own business 

Retirement 

 
Use Table 2-Money to set Aside today for $10,000 in the Future above to answer these questions: 
 
Question 6: 
You want to put $40,000 down on your first house 10 years from now. You expect an investment 
rate of 7%. How much would you have to set aside today? 
 
Question 7: 
You want to start a business with $50,000 in 15 years. You expect a return rate of 8%. What would 
you have to set aside today? 
 

What Will You Have if You Save Every Year? 

Setting goals is the fun part of the financial plan. Itôs nice to think about the nice house youôre going to buy 
or the retirement you will enjoy. However, there may be a big difference between what you have today 
($1,000) and your financial goal for the future ($1 M for retirement). How do you get from here to there?  

For some goals, it seems impossible to set aside enough money now to and achieve the goal. Most of us 
donôt have $10,000 that we can just tuck away for the future. You can steadily save every year to reach 
your goals. In other words, you can apply the future value of money formula to a stream of savings over 
many years.  

Here are some examples that may apply to your individual situation. What if you save $25 (about the cost 

of a coffee/tea/pop five days) a week? What would that be worth in 40 years?  

You can calculate that saving $25 a week can grow to become $152,602.02 in 40 years. If you scrimp and 
save a bit more and raise your savings to $50 a week, the amount earned in 40 years doubles to over 
$300,000. Really saving very hard and raising it to $75 a week makes it very close to half a million dollars 
in 40 years. 

Interest rate Savings per week Number of Years Future Value 

5% $25 40 $152,602.02  

5% $50 40 $305,204.03  

5% $75 40 $457,806.05  
(Assumes daily compounding of interest.) 

So, the amount of savings is one factor that can increase what you will have in 40 years. What about 
finding better ways to invest your money? If you can find an 8% return (which would be a combination of 
stocks and bonds over a long period) and you save at $75 a week, you could increase your account to 
over $1 million over 40 years. 

Interest rate Savings per week Number of Years Future Value 

8% $25 40 $349,100.78  

8% $50 40 $698,201.57  

8% $75 40 $1,047,302.35  
(Assumes daily compounding of interest.) 

 



2009  16 

The following table was compiled as a quick way of calculating what money you would have in the future. 
Say you put away $1000 a year for 15 years and you get 5% on your money. At the end of the 15 years, 
you will have $21,579. That is a lot more that just putting away $1000 once for 15 years at 5%, which would 
give you $2079 from Table 1. 

Table 3 
What Will You Have if You Save $1,000 Every Year? 

(Future Value of Saving $1000 Every Year) 
 

  Number of Years 

Return 5 10 15 20 25 30 35 40 45 

3% $5,309  $11,464  $18,599  $26,870  $36,459  $47,575  $60,462  $75,401  $92,720  

4% $5,416  $12,006  $20,024  $29,778  $41,646  $56,085  $73,652  $95,026  $121,029  

5% $5,526  $12,578  $21,579  $33,066  $47,727  $66,439  $90,320  $120,800  $159,700  

6% $5,637  $13,181  $23,276  $36,786  $54,865  $79,058  $111,435  $154,762  $212,744  

7% $5,751  $13,816  $25,129  $40,995  $63,249  $94,461  $138,237  $199,635  $285,749  

8% $5,867  $14,487  $27,152  $45,762  $73,106  $113,283  $172,317  $259,057  $386,506  

9% $5,985  $15,193  $29,361  $51,160  $84,701  $136,308  $215,711  $337,882  $525,859  

10% $6,105  $15,937  $31,772  $57,275  $98,347  $164,494  $271,024  $442,593  $718,905  

11% $6,228  $16,722  $34,405  $64,203  $114,413  $199,021  $341,590  $581,826  $986,639  

12% $6,353  $17,549  $37,280  $72,052  $133,334  $241,333  $431,663  $767,091  $1,358,230  

13% $6,480  $18,420  $40,417  $80,947  $155,620  $293,199  $546,681  $1,013,704  $1,874,165  

14% $6,610  $19,337  $43,842  $91,025  $181,871  $356,787  $693,573  $1,342,025  $2,590,565  

15% $6,742  $20,304  $47,580  $102,444  $212,793  $434,745  $881,170  $1,779,090  $3,585,128  

(Assumes annual compounding of interest) 

Use Table 3 above to answer these questions. 

Question 8: 

You save $1000 every year at a 10% return. Looking at the table, what amount will you have in 5 
years? 

Question 9: 
You save $300 every year at a 5% return. How much money will you have in 45 years? 
 

What Do You Have to Save Every Year to Achieve a Financial 
Goal?  

 
Letôs combine everything to determine what you need to set aside every year to reach your financial goals 
in the future. Letôs say you need $50,000 to send your child or grandkid to college in 15 years. You expect 
an 8% return. You can put $32,000 away right now but most of us donôt have $32,000 waiting to be 
invested. Does that mean the child has no chance of going to college? You can put away $3700 every year 
for the next 15 years and get to $100,000 just as well. The amount $3700 a year sounds feasible for two 
people working and saving. Actually, saving every year works like a charm. Even the most insurmountable 
goals (like $1 M for retirement) are pretty manageable if you save on an annual basis ($2600ðfor 45 years 
at 8%). 
 
For those of you who are mathematically inclined, here is the formula for figuring out how much you need 
to save every year. Just remember, you donôt have to know the formula to calculate what you need to save 
every year.  
 

 
 
Using the table below, you can approximate what you need to save on an annual basis to reach a financial 
goal in the future. 
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Table 4 

What Do You Have to Save Every Year to Achieve a Financial Goal in the Future? 
(Savings per year to get $100,000 in the future) 

 

  Number of Years 

Return 5 10 15 20 25 30 35 40 45 

3% $18,835  $8,723  $5,377  $3,722  $2,743  $2,102  $1,654  $1,326  $1,079  

4% $18,463  $8,329  $4,994  $3,358  $2,401  $1,783  $1,358  $1,052  $826  

5% $18,097  $7,950  $4,634  $3,024  $2,095  $1,505  $1,107  $828  $626  

6% $17,740  $7,587  $4,296  $2,718  $1,823  $1,265  $897  $646  $470  

7% $17,389  $7,238  $3,979  $2,439  $1,581  $1,059  $723  $501  $350  

8% $17,046  $6,903  $3,683  $2,185  $1,368  $883  $580  $386  $259  

9% $16,709  $6,582  $3,406  $1,955  $1,181  $734  $464  $296  $190  

10% $16,380  $6,275  $3,147  $1,746  $1,017  $608  $369  $226  $139  

11% $16,057  $5,980  $2,907  $1,558  $874  $502  $293  $172  $101  

12% $15,741  $5,698  $2,682  $1,388  $750  $414  $232  $130  $74  

13% $15,431  $5,429  $2,474  $1,235  $643  $341  $183  $99  $53  

14% $15,128  $5,171  $2,281  $1,099  $550  $280  $144  $75  $39  

15% $14,832  $4,925  $2,102  $976  $470  $230  $113  $56  $28  

  (Assumes annual compounding of interest) 

 
Use Table 4 above to answer these questions: 

Question 10 
You are 25 years old and plan to retire at age 65 with $1 M. What will you have to save every year at 
8% return if you start at age 45? 
 
Question 11 
What will you have to save every year at 8% return if you start at age 35? 
 
Question 12 
What will you have to save every year at 8% return if you start at age 25? 
 

Planning For Uncertainty 

Everyone knows that the better rate you invest at, the more money you will make. Investing at 10% is 
always going to be better than investing at 8%. The trouble is most investors canôt predict with any certainty 
what their future returns will be. Everyone knows the longer you keep your money invested, the more you 
will have. Keeping money invested for 10 years is always better than 5 years. Itôs just more time for the 
compounding to take effect. Is this something you can control? Absolutely!  
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Planning for the future is tough to do. Itôs like trying to hit a moving target. Think of sending your kids to 
college in 15 years. A college education costs about $50,000 now. What will it cost in 15 years? Inflation is 
a factor in all financial plans. 

For your childrenôs college education, if inflation is a low 5% a year for the next 15 years, that same college 
education could end up costing $104,000. If you planned on $50,000, youôll be $54,000 short when the bills 
start rolling in. What can you do to avoid this? Apply an inflation rate to your financial goals. 

The other big uncertainty is how much return youôll get on your investments. If you use a return thatôs 
higher than what you actually get, youôll end up short. In other words, if you save for 15 years based on a 
10% return but get 8% instead, youôll be $10,000 short of your goal. 

 

Most financial planners use history as a guide when it comes to trying to figure out what returns will be in 
the future. Based on history, your return will vary depending on what asset class you invest in. 

Type of Investment Past 40 Years 

Large stocks (S&P 500) 13% 

Bonds 8% 

Savings interest (T-bill) 6% 

 

Just remember, the lower the return you use (the more conservative you are), the more you will have to 
save. However, youôre more likely to achieve your goal. If you want to make sure that you achieve your 
goals, use a 6% return for your plan. The good news is, if you do get a better return, youôll exceed your 
goal and have money left over for other things. 

Question 13: 
You want to buy a house in 10 years that costs $200,000 today. You think inflation will be 3% over 
the next 10 years. How much will the house cost? 
 
Question 14: 
You want to have a wedding that will cost $10,000 in 5 years. You think that youôll invest in bonds at 
8%. What is the annual savings youôll need? 
 
Question 15: 
You want to save $75,000 for your kidôs college education in 20 years. You think that youôll invest in 
stocks at 8%. What is the annual savings youôll need? 
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Unit 1:  Set Financial Goals 
 
Any long-range plan or goal should have a road map or game planðwhich is an outline of the actions needed 
to reach a goal. Without goals, itôs difficult to accomplish anything. Have a plan for you and your money.  

 

Summary for Financial Goals 
¶ Just as an athlete trains for a sport, it takes discipline, planning, and endurance to develop a personal 

money management plan that can go the distance. 

¶ Once you develop the habits and patterns, it will be easier to stick to your plan. 

¶ Evaluate your values. Know what you will and will not give up to achieve your goals. 

¶ Make your goals Specific, Measurable, Attainable, Realistic, Time-bound 

¶ Set long-term and short-term financial goals 

¶ Start early and use the time value of money to achieve your personal goals. 
 

Assessing Your Interests and Personal Values 

Decisions about your future, career, and financial behaviors are all based on your personal view of the world. 
Before you can make sound decisions about your future financial goals you should have a clear understanding 
of your personal values. For the most part, you will have to make trade-offs based on your values. 

A self-assessment answers the question, ñWho am I?ò It includes an assessment of your interests and values 
to form a baseline of information about yourself before you begin to develop your financial goals and action 
plans. This assessment activity will help you learn basic information about yourself to clarify your financial 
goals and personal priorities. 

Values are described as the principles which influence the most important aspects of your life. They affect your 
actions, attitudes, and behaviors.  

Values impact more than broad areas such as relationships, finances, health, educational pursuits, work and 
aesthetics. They also influence the people you live with, where you live, and how you spend your free time. 
Your choices are a reflection of your values.  

This Values Auction activity will help you understand the impact of values on your financial choices by having 
you rank what is most important to you and then see how much you are willing to ñspendò to get it.  

Values Auction 
  
When setting financial goals we consider our values. A Values Auction will help us learn about our priorities 
by: 

¶ Planning how much will be spent on ñitemsò on a list will help you think about what is important to you. 

¶ Bidding on items using a set amount of (pretend) money will put you through the decision of making 
choices. 

¶ Winning a bid will let you know how it feels emotionally to get what you think you want. 
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Auction Bidding Process 
 
You have $100,000 to spend on the items. For the auction you must bid in increments of $100. You cannot 
resell an item. Before the auction begins, fill in the left hand columns with the Spending Plan amounts you plan 
to bid on the items that interest you. As the auction proceeds, fill in the appropriate amounts for each item. Of 
course, the highest bidder ñwinsò the item. 
 
When you are the highest bidder for an item, circle the item number and description for each item. Keep track 
of how much money you actually ñspendò during the auction and calculate how much you have left to spend on 
the remaining items. If you donôt get an item, you can reallocate those funds as the auction is taking place. 
You will have to think and act quickly! 
 
Review the Values Auction items below to prioritize and assign Spending Plan bid amounts before the 
Auction begins. See the Personal Money Management Workbook for the Values Auction and Writing 
Assignment sheets. 

 
Activity 1: Values Auction  

Fill in the left hand columns of the Values Auction sheet below with the Spending Plan amounts you plan to bid 
on the items that interest you.  

 

Values Auction 
 

($100,000 total Spending Plan) 

My 
Spending  

Plan 

 
My  

High Bid 

Highest 
Bid =  
Sold  

 
My  

$ Left 

1. Financial ability to provide for children or 
elderly parents.  

$ $ $ $ 

2. Great musical talent     

3. Three more good friends     

4. World peace     

5. A Ferrari (sporty car)     

6. Tickets to any entertainment or athletic 
event as often as you wish 

    

7. Your student loan paid off in full      

8. Beauty makeover including lifetime 
wardrobe 

    

9. Being able to retire securely     

10. A satisfying and fulfilling relationship with a 
lifetime partner  

    

11. Lifelong financial security     

12. A large and expensive house     

13. Satisfying and fulfilling career     

14. $50,000 for any charity you choose      

15. Own your home, debt-free     

16. Lifetime college education     

17. Health insurance for life     

18. A contract to play professional sports team 
of your choice 

    

19. Unlimited travel around the world     

20. One hundred meals at the best restaurants     
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Activity 2: Values Auction Reflection and Discussion 
 

Answer as many questions as you can on separate paper, and then discuss what you learned. 

A. What did you bid on? Why? 

B. What did you buy? Why were you able to do so? 

C. Did you get everything you planned for at the price you expected to pay? 

D. Did anybody pay more than their spending plan? Why? 

E. Did anybody get a bargain? Why? 

F. On what did the group bid the highest? Why? 

G. On what did the group bid the lowest? Why? 

H. From this activity, what did you learn about your values? 

I. From this activity, what did you learn about your priorities and spending plans? 

J. How might this activity affect the setting of your financial goals in the future? 

 

 

Needs vs. Wants 

Can you differentiate between the things you truly need to accomplish your goals and the things you merely 
want?  

Multiple Choice Questions on Needs, Wants and Goals 

Choose the best answer for the following three questions. 

1. What are needs? 
A. Things that are nice to have and gratify some desire or urge. 
B. Necessities for your everyday living such as food, housing and books for school. 
C. Desires and plans to achieve a specific outcome. 
D. Something you think about but donôt accomplish. 

 
2. What are wants? 

A. Things that are nice to have and gratify some desire or urge. 
B. Necessities for your everyday living such as food, housing and books for school. 
C. Desires and plans to achieve a specific outcome. 
D. Something you think about accomplishing but donôt. 
 
 

3. What are goals? 
A. Things that are nice to have and gratify some desire or urge. 
B. Necessities for your everyday living such as food, housing and books for school. 
C. Desires and plans to achieve a specific outcome. 
D. Something you think about but donôt accomplish. 

 

Your Needs include items that are necessary for survival, such as food, clothing, housing and medical care. 
Your Wants are all the things you think you need, but can do without. 

Identifying your needs and wants will help you plan for the future. The pressure to obtain present wants is 
often greater than the willingness to provide for future needs. If you spend your money to satisfy wants before 
your needs are met, you will probably experience financial difficulties. 
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Activity 3: Needs and Wants  

On a sheet of paper, identify and write down 10 of your recent purchases.  

¶ Put an N next to the purchases you felt were essential and important to you. 

¶ Put a W next to the purchases that were not essential, but things you wanted to have. 

¶ Compare the number of Nôs and Wôs. 

¶ Did you spend more money on needs or on wants? 

¶ How many of your needs might be considered wants? 

¶ How much of your spending was a function of ñretail therapyò (spending money because it makes you 
feel good)? 

¶ What did you learn about your needs and wants from this activity? 

 

 

Set Goals 
 
According to The Facts about Saving and Investing (1999) put out by the Securities Exchange Commission, 
two out of three of all US families fail to reach one major financial goal. Itôs important that you write down your 
financial goals and work on them.  

The first important step in your strategy to become financially secure is to have goals. When we donôt have 
goals we drift and at the end of our work lives, we wonder why we didnôt do what we wanted. When we have 
goals, we achieve them.  

Use the SMART approach to set realistic goals 
 
Identify financial or saving goals that excite you, such as saving to buy a car; staying home with the kids; 
leaving an awful job; paying off your mortgage; starting your own business; traveling  with your family or 
friends, helping others, etc.  The following advice will help you write a SMART goal. 
 

Specific. Smart goals are specific enough to suggest action.   

ñSave money for a used car.ò 

 

Measurable. Goals need to be measurable when youôve reached your goal.  

ñThis used car will cost $8000 so I need to save $1,000 for a down payment.ò 

 

Attainable. Goals need to be reasonable.  

ñ$8000 for a used car (versus $20,000 for a new car) is reasonable for my circumstances.ò 

 

Realistic. The goals need to make sense.  

ñI make $30,000 a year so buying a used car makes sense and saving $84 a month for $1000 is 
realistic with my income. 

 

Time-related. Set a definite target date.  

ñI can save $84 per month and reach $1000 within 12 months.ò 
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Lay out your lifetime financial goals. Thatôs rightðfor your whole life. This is tough because we tend to have 
short-term horizons. However, you need to think about all your goals now because some of them will take a 
long time to achieve. The following chart shows how your income will change over your life. It also outlines the 
major financial goals that youôll have at every phase of your life.  

 

Education 

Education is a big ticket item with students paying on average $10,000 a year in tuition plus $10,000 in living 
expenses to go to Washington stateôs public four-year universities. Community colleges cost $4000 a year. A 
college education seems to be a necessity in this new global age where higher skill sets are necessary. With 
this large cost, often even grandparents must chip in along with parents to ensure that the kids in the family 
have a chance to get a college education. This can cost you $25,000 to $100,000 per child for four years of 
college. 

First House 

The first major financial goal for young adults starting out is saving for a house. If youôre living in a typical 
Washington State city, house prices start at $200,000 or more, with a $40,000 (or more) down payment. Keep 
in mind that these prices vary greatly depending on where you live.  
 

Retirement 

Most of you are going to live longer than the current life expectancy (about 78 years) because of 
developments that are prolonging life. This means that you will have to ensure that you have enough money 
for a lengthy retirement. If you think Social Security will take care of your lengthening requirements, you might 
want to think again. Social Security currently gives you a minimum wage (the average payment as of 2006 is 
$955 a month and the maximum is $1500). It covers about 42% of retired peopleôs needs if they made 
$15,000 before they retired. If they made $60,000, Social Security covers 25% of their needs. Right now 
workers are putting more into the social security than retirees are taking out. But that is expected to change by 
2040. At that time, according to the Social Security Administration, people who retire will receive only 75% of 
the current entitlement.  

Although you think that people reduce spending when they retire, most keep their level of spending up. Many 
people keep their homes (and all the expenses that come with them) when they retire. When you get older, 
some expenses get bigger. Your medical costs increase. Medicare takes care of 54% of your needs, but you 
must pay extra for doctorô visits. If you need long-term care such as a nursing home, you have to pay the bill 
yourself. 

Currently, most people are resigned to the fact that employers will no longer take care of you when you retire. 
Most people donôt work long enough at any company to even qualify for the traditional pension plans. 
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Employers are slowly phasing out traditional pension plans and phasing in retirement savings plans that 
require you to save and invest for yourself. Employers believe that these types of plans match what workers 
do. Most workers donôt stay the 5 years necessary to get any benefits, let alone the 30 years it takes to get 
adequate benefits. When these workers leave, they can take their retirement accounts with them. 

Although many people know that retirement savings plans such as 401Ks will be their main source of 
retirement income, about 18% donôt contribute at all. When people leave their companies, over half of them 
cash out their retirement savings instead of rolling them over to other retirement plans. Younger people tend to 
do this most and they are the most hurt by the cash out. Even small amounts set aside early in your working 
life can work hard for you over time. If youôre cashing out, most of the benefits of compounding are lost. 

The experts donôt always agree on the amount you need for retirement because thereôs so much uncertainty 
involved in the amount of social security and your longevity not to mention inflation rates and rates of return. 
Itôs estimated that baby boomers (who are retiring now) have about one third of what they need to retire. 

As a rule of thumb and assuming that you have no other sources of income, you can estimate the income level 
for the lifestyle you want to live and divide by 4% to come up with a retirement savings goal. For example, if 
you want a $50,000 lifestyle, divide by 4% to get $1 million. 

Other Goals 

Maybe you have other goals, like starting your own business (Jeff Bezos used $60,000 of his own money to 
start Amazon.com). Lay your goals out and put a price on them. According to the 2004 Consumer Finance 
Survey, here are the top reasons people save: 

Goal Percent of People Saving 

Retirement 34.7 

Liquidity  30 

Education                  11.60  

Purchases 7.7 

Buying own home 5 

For the family 4.7 

Investment 1.5 

 

 Once you've got your goals list, check it every year. Your needs may change. Tax time is a good time since 
youôre looking at your finances anyway. Your tax return will tell you how much you earned and you should 
figure out how much you spent. Did you save enough for the year?  Check out your goals. Do you have 
additional goals now?  (A life event marriage, having children-- tends to change your financial goals.)  

In addition to using the SMART approach you should:  

¶ Keep away from New Yearôs-type resolutions. Set personal goals according to your internal timetable. 
Avoid general goals such as ñsave moneyò or ñinvest better.ò Redefine them or toss them. 

¶ Be specific. The more specific you are, the greater possibility youôll succeed. 

¶ Break goals into small segments. Try breaking your goals into smaller terms, such as ñSave $5 a dayò 
rather than ñSave more money.ò 

¶ Develop an action plan. What do I need to do to achieve this goal? If the goal is to ñSave $5 a day,ò 
the action is to give up a purchased soda or snack in order to save the $5. 

¶ Focus on a few, key goals to realistically achieve success. Donôt include too many. 

¶ Be flexible ï Your life circumstances will change. You may marry, have children or become ill. You 
need to alter your plans, if necessary.   
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Question 6 
When you retire, Medicare takes care of what portion of your medical expenses when you retire? 

A. One quarter 

B. One half 

C. Three quarters 
 
Question 7 
When you retire, Social Security benefits can cover what portion of your living expenses? 

A. One quarter 

B. One half 

C. Three quarters 

Question 8 
Your life expectancy when you reach age 65 is?  

A. 13 years 

B. 18 years 

C. 23 years 

 
 

Activity 4: Check Out Your House Value (or Other Houses) 
Although these house value sites are not totally accurate, check out www.zillow.com which shows the price of 
a house in a neighborhood that you to live in or want to live in. How much will you have to pay for the house? 
 
 

Activity 5: Estimate How Much You Will Need When You Retire? 
Estimate how much you will need when you retire. Use a simple rule of thumb. Most people will take out 
4% of their retirement fund for annual living expenses. Decide what level of lifestyle you want when you retire 
(e.g. $40,000, $60,000, etc.) and divide by 4%.Set realistic goals using the SMART approach: 
 
 
 

Activity 6: Identify What You Want to Achieve Financially This Year? 
Write your responses to these questions on separate paper. 

A. Over the next year, what ONE occurrence would have to happen for you to feel youôve made significant 
financial progress? _______________________________________________________________ 

 

B. Write this occurrence as a goal. _____________________________________________________ 

 

C. Describe why it is important to you.___________________________________________________ 

 

D. Describe how you will feel when you have accomplished this goal. 

_____________________________________________________________________________ 

http://www.zillow.com/
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Activity 7: Identify and Prioritize Personal Financial Goals  
 
Complete the Personal Financial Goals Worksheet in the 
Personal Money Management Workbook with at least one goal 
in each category to help you focus on your most important goals. 
Estimate the cost and date you want to achieve each goal. Then 
fill in more goals at home as part of this weekôs assignment. 
 
¶ Short-Term: such as paying off credit card debt, saving for 

a vacation. 

¶ Long-Term: such as saving for a home down payment, 
college education, retirement. 

 
Review your financial goals.  

¶ Narrow your goals. You probably wonôt be able to 
accomplish every financial goal, so decide which are most 
important to you. 

¶ Be ready for conflicting goals.  Determine which of the 
conflicting goals will benefit more people than the other. 

¶ If you have more than one goal in any goal section, 
prioritize these goals by writing 1, 2, 3, etc. with 1 as the 
most important. 

 
You may not be able to do everything immediately, but you do 
need to get started! Take it one step at a time. Do not 
procrastinate. 
 

Online Resources: 
Following is a list of great websites with more information on financial goal setting: 

Bankrate.com has news, advice, and rate comparisons on mortgages, home equity loans, auto loans, CDs 
and investments, credit cards, college finance, insurance, and taxes:  www.bankrate.com 
 
CNN Moneyôs  Money 101 program has 23 lessons on money management, other financial education 
information and calculators: http://money.cnn.com/magazines/moneymag/money101/index.html  
 
Federal Reserve Bank has consumer information about money management, budgeting, saving, investing 
and credit: http://www.federalreserve.gov/consumers.htm  
 
For education, check out the College Board for costs of the college you want to go to: 
http://www.collegeboard.com/student/pay/add-it-up/482.html  
 
For home, look at the http://seattletimes.nwsource.com/html/homevalues2007/. Classify your goals as long 
term, intermediate term and short term. 
 
National Endowment of Financial Education has information about financial planning, credit and debt, 
saving, investing, retirement plus Life Events and Financial Decisions:  www.smartaboutmoney.org  
 
Personal finance advanced tools: Determine the inflated value of each financial goal-what you would have 
to save. Use savings calculators on Lum web book on Personal Investing, 
http://facweb.bcc.ctc.edu/llum/Personal%20Investing%20Book/index.htm 
 
Young Money has calculators for savings, retirement, personal finance, loan and mortgage, credit card 
and debt management, and auto buying: http://www.youngmoney.com/calculators 

 

 

Personal Financial Goals Worksheet  
 

Name(s): _________________________   Goals for:  saving, spending and credit 

Date:       _________________________ Year:__________  Months _________        
  

Non-monetary Goals 

P
ri
o

ri
ty

 Brief Description Actions to Be Taken Target Date  

for Completion 

 Example: Lose weight ï 10 pounds Eat less and exercise more Six months 

    

    

    
 

                             Short-Term Money Goals (3-12 months)  _____________ 

P
ri
o

ri
ty

  

Brief Description 

 

Actions to Be 

Taken 

Target  

Date for 

Completion 

Cost  

Estimate 

Savings 

Needed Per 

Month 

 Example: save for emergency-health, 

car, etc; college tuition, books; a 

regular savings/investment program  

Set up automatic 

monthly transfer 

from checking 

3 months $1,200 

 

$400 

      

      

      

      
 

                      Long-Term Money Goals (One year or more)_________ 

P
ri
o

ri
ty

  

Brief Description 

 

Actions to Be  

Taken 

Target  

Date for 

Completion 

Cost 

Estimate 

Savings 

Needed Per 

Month  

 Example: Save for a wedding, a home 

by age 30-- down payment, a baby, 

for retirement, other. . .  

Increase contribution 

to savings program 

by 10% per year 

Four years . .  $15,000 $313 

      

      

      

      
www.bellevuecollege.edu/financialeducation         

 

http://www.bankrate.com/
http://money.cnn.com/magazines/moneymag/money101/index.html
http://www.federalreserve.gov/consumers.htm
http://www.collegeboard.com/student/pay/add-it-up/482.html
http://seattletimes.nwsource.com/html/homevalues2007/
../www.smartaboutmoney.org
http://facweb.bcc.ctc.edu/llum/Personal%20Investing%20Book/index.htm
http://www.youngmoney.com/calculators
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Unit 2: Develop a Spending Plan to Invest in Your 
Future 

 

Benefits of a Spending Plan  
A spending plan is a planning tool to help you manage your money. A spending plan helps you identify your 
personal financial goals, analyze what income you have available, know what you are spending money on, 
and develop steps to achieve your personal financial goals. 
 

A spending plan help you: 
¶ Achieve financial goals and dreams. It does not have to be a penny-pinching sacrifice. A spending plan 

can help develop personal wealth.  

¶ Keep a positive attitude about personal finances. You can achieve true financial freedom. 

¶ Save for those important things:  new car, college education, wedding, new house, comfortable 
retirement, or travel. 

¶ Lower stress level, because you're organized. You are more financially secure and happy. 

¶ Overcome spending urges and splurging. No more guilty feelings about spending. Living within a 
spending plan increases your self-worth. There are fewer reasons to argue with family members, so 
personal relationships improve. 

¶ Eliminate unnecessary debt. You can improve your credit score by paying on time and according to the 
Spending Plan. No more expensive late payment fees. You may receive better credit interest rates. 

 

Look where Americans spend their money according to the Bureau of Labor Table of 2004 Expenses 
by Family Size. 
 

 One person Two person Three person Four person Five or more 

Expenditures Total  (In dollars) $23,507 $40,359 $45,508 $54,395 $53,805 

Food at home 1,533 2,954 3,696 4,404 5,151 

Food away from home 1,302 2,336 2,512 3,043 3,042 

Alcoholic beverages 314 400 315 368 309 

Housing 8,371 12,944 14,744 17,914 17,317 

Apparel 862 1,650 2,013 2,643 2,893 

Transportation 4,012 7,692 9,348 10,775 11,123 

Healthcare 1,441 2,827 2,265 2,253 2,150 

Entertainment 1,097 2,051 2,137 2,787 2,718 

Personal 297 512 555 614 658 

Reading 111 168 139 155 131 

Education 423 476 830 1,059 984 

Tobacco 203 312 397 349 416 

Miscellaneous 518 744 843 1,156 743 

Cash contributions 1,063 1,429 1,167 1,287 1,399 

Personal insurance and pensions 1,960 3,864 4,547 5,589 4,770 

Personal Taxes 1,829 3,599 3,066 3,900 2,652 
Source:  2004 Consumer Expenditure Survey, Bureau of Labor Statistics 

 

Remember: No matter how much money you make, it will never ñbe enoughò if you donôt 
control your spending. 
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Identify Income and Expenses - Calculate Your Spending Plan  
 

A spending plan (budget) worksheet allows you to see how much you have and where it goes.  

 
A sample Spending Plan Worksheet with all income and expense sections is 
pictured on this page and in the Personal Money Management Workbook. 
 
The Spending Plan Worksheet will be divided into sections for income and 
expense categories to make it easy to complete the information. 
 
Collect your pay stubs, household and other bills, expense receipts, checkbook or 
online checking data, checking and credit card statements.  
 
Sort the receipts by categories and sections listed on the Spending Plan 
Worksheet. The sections are: Income, Fixed Expenses, Variable Expenses 
Discretionary Expenses and Adjustments to Spending Plan. 
 
Total the dollar amounts in each of these categories for one month. Don't forget 
to record your cash expenditures and online transactions. 
 

Look to see where your cash goes, especially if you make frequent ATM 
withdrawals from your bank accounts.  
 

 

Steps to Creating a Spending Plan 
To make it easier to create a spending plan that will work for you, a 4-step 
process will be used to develop each section of the Spending Plan Worksheet. 
 

1. Calculate your monthly income 

2. Calculate fixed, variable and discretionary expenses 

3. Calculate Net Income (Monthly Income minus Total Expenses) 

4. Analyze Expenses and Make Spending Plan Adjustments 
A. Identify your debts to pay down 

B. Debt reduction plan 
 

 
 
 

 

 

 

Name Month: Date:

Category
Planned

Amount 

Actual

Amount

Income

Net pay-Job 1

Net Pay-Job 2 or Child Support, Alimony

Investments/interest/dividends

Student loans, grants

Other Income (birthday money, money from Mom or Dad)

Other Income: (Tips, contractor set aside $ for Income Tax)

 INCOME Subtotal $ $

Fixed or Routine Expenses

Rent or Mortgage

Savings ï Emergency 

Savings and Investment for long-term goals

Utilities(Water/Garbage)

Insurance (health, life, auto, home/renter)

Car payments

Student Loan payments

Other 

Total  Fixed Expenses $ $

Variable Expenses

Groceries

Utilities (gas or electricity)

Transportation (gas, maintenance, parking & buses)

Child Care payments

Phones - home & cell

Medications, Medical, Dental, Vision

Credit Card payments

Education (tuition, books, etc.)

Personal care (haircuts)

Other 

Total Variable Expenses $ $

Discretionary Expenses

Meals out (food & beverages)

Cable TV/ Internet Service Provider

Donations (church, charities, etc.)

Clothing (Purchases, laundry)

Personal care (manicures,gym, tanning, etc.)

Entertainment (Movies, drinks,vacation, sport teams, 

sporting events, concerts, etc.)

Household (furniture, tools, curtains, pictures, etc.)

Gifts (Birthdays, Holidays, Weddings, etc.)

Books/Magazines/Newspapers

Other 

Total Discretionary Expenses $ $

 EXPENSES Subtotal $ $

Spending Plan Worksheet
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Step One:  Calculate Monthly Income  
 
What is Income?  Income is what you take in every month from your job and other sources such as:  

¶ Self-employment earnings, tips  

¶ Child support or alimony 

¶ Assistance payments and social security payments 

¶ Interest/dividends 

¶ Student loans, grants 

¶ Monetary gifts  
 

Activity 8: Spending Plan Worksheet ï Income Section 
Fill in your information on the Spending Plan Worksheet- Income Section in the Personal Money 
Management Workbook. 
 

Spending Plan Worksheet -- Income Section 

Name: Month:   Date:   

Category 
Monthly  

Actual Amount   

Monthly  

Spending Plan 
Amount    

Income         

Net pay - Job 1   
    

  

Net Pay - Job 2 or Child Support, Alimony   
    

  

Investments/interest/dividends   
    

  

Student Loans, Grants   
    

  

Other Income (birthday money,  
     money from Mom or Dad) 

  
    

  

Other Net Income (If you are paid as a ñnon-employeeò        
or ñIndependent Contractorò set aside $ for Income  

Tax.) 
  

    
  

Other Income  
  

 

Income Total  $       
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Step Two: Calculate Fixed, Variable, and Discretionary Expenses 
 

Expenses can be categorized as the following:  

¶ Fixed Expenses - costs that occur regularly and the amount generally doesnôt vary. 

¶ Variable Expenses - costs that occur regularly and the amount does vary. 

¶ Discretionary Expenses - costs determined by personal wants that may be controlled. 
 

Fixed Expenses or Routine Payments are payments with the same amount made every month. Often these 
are expenses that you are committed to paying and canôt be changed. 

¶ Mortgage or rent payment  

¶ Automatic savings for emergency savings (3-6 months of living expenses) and savings/investment for 
long-term goals, such as vacation, car, college, wedding, house, and retirement 

¶ Car loan payment/bus pass 

¶ Insurance payments (Calculate the amount needed to meet premium intervals.) 

¶ Utilities ïfixed payments each month, such as water, garbage, etc. (You can have the utility companies 
average your bill so it is a constant amount every month.) 

¶ Education loans 

¶ Others? 
 
Remember, pay yourself first. Use automatic savings--set up transfer or deposit from each pay check (with 
employer or bank) to build up your savings and investments. 
 

Activity 9: Calculate Your Fixed Expenses 
Fill in your information on the Spending Plan Worksheet-Fixed Expenses Section in the Personal Money 
Management Workbook. 

Spending Plan Worksheet -- Fixed Expenses Section 

Name: Month:   Date:   

Category Monthly  
Actual Amount   

Monthly  

Spending Plan 
Amount   

Fixed or Routine Expenses 
        

Rent or Mortgage 
        

Savings ï Emergency  
    

Savings and Investment for long-term goals 
    

Utilities(Water/Garbage) 
        

Insurance (health, life, auto, home/renter) 
        

Car payments/buss pass 
        

Student Loan payments 
        

Other  
        

Total Fixed Expenses 
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Variable Expenses are payments you make in which the payment amount varies. Sometimes you can control 
the amount of these expenses by reducing your usage. 

¶ Electricity, natural gas 

¶ Telephone, cell phone 

¶ Gas for autos 

¶ Groceries 

¶ Credit card payments 

¶ Others? 
 

Activity 10: Calculate Your Variable Expenses 
Fill in your information on the Spending Plan Worksheet-Variable Expenses in the Personal Money 
Management Workbook. 
 

Spending Plan Worksheet -- Variable Expenses Section 

 

Name: Month:   Date:   

Category Monthly  
Actual Amount   

Monthly  
Spending Plan Amount    

Variable Expenses 
        

Groceries 
        

Utilities (gas or electricity) 
        

Transportation (gas, maintenance, parking & buses) 
        

Child Care payments 
        

Phones - home & cell 
        

Medications, Medical, Dental, Vision 
        

Credit Card payments 
        

Education (tuition, books, etc.) 
        

Personal care (haircut) 
        

Other  
        

Total Variable Expenses 
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Discretionary Expenses are optional expenses that we choose to pay but are generally not required. They 
tend to be wants rather than needs. 
 

¶ Movies, videos, CDs 

¶ Sports, concerts, other entertainment 

¶ Dining out (lattes, pop, snacks, meals, etc.) 

¶ Personal care (manicures, gym, tanning, etc.) 

¶ Clothes 

¶ Others? 
 

Activity 11: Calculate Your Discretionary Expenses 
Fill in your information on the Spending Plan Worksheet -Discretionary Expenses Section in the Personal 
Money Management Workbook. 
 

Spending Plan Worksheet -- Discretionary Expenses Section 
Name: Month:   Date:   

Category Monthly  

Actual Amount   

Monthly  
Spending Plan 

Amount    

Discretionary Expenses 
        

Meals out (food & beverages) 
        

Cable TV/ Internet Service Provider 
    

Donations (church, charities, etc.) 
        

Clothing (purchases, laundry) 
        

    Personal care (manicures, gym, tanning, etc.) 
    

 Entertainment (Movies, drinks, vacation, sport teams,  
sporting events, concerts, etc.)         

Household (furniture, tools,  pictures, etc.) 
        

Gifts (Birthdays, Holidays, Weddings, etc.) 
        

Books/Magazines/Newspapers 
        

Other  
        

Total Discretionary Expenses 

        

 

Note:  Discretionary Expenses are 
areas in which you can cut back 

to save money! 
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Step Three: Calculate Net Income   
 
List the subtotal of Income and subtotal of the Expense categories on this Worksheet. Subtract the Expenses 
subtotal from the Income subtotal to arrive at your Net Income or Discretionary Income (Income Surplus or 
Deficit). 

 

Activity 12: Calculate Your Net Income  
Fill in the Subtotals from the Income and Expense categories in the Net Income Section. These forms are 
found in the Personal Money Management Workbook. 
 

Spending Plan Worksheet -- Net Income Section 

Name: Month:   Date:   

Category Monthly  
Actual Amount %  

Monthly  
Spending Plan 

Amount  %  

INCOME Total 

$       

 Fixed Expenses         

Variable Expenses         

Discretionary Expenses         

 EXPENSES Total  $       

NET INCOME (Surplus or Deficit) =  

               (Income minus Expenses) $       
 

If your Net Income is positive, then transfer surplus Net Income to a savings or investment account. 
 
If your Expenses are greater than your income: 

¶ Determine where overspending occursðcut or reduce your expenses. 

¶ Identify where you can save money. 

¶ Postpone some expenses. 

¶ Increase your income. 
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Activity 13: Calculate Expense Percentage of Total Expense 
Calculate the percentage that each expense category is of the Total Expense in the columns above. 
 

Expense category / Total Expense = Percentage of Total Expense of Each Expense Financial 

experts suggest the following percentages for Spending Plan expenses: 
 

Savings: 5-10%  Housing: 23-33% 

Food: 12-20% Personal Debt repayment: 818% 

Transportation: 7-10% Charities churches, etc: 5-10% 

Medical:  3-5% Clothing: 4-7% 

* Life/Car Insurance: 4-6% Entertainment/Recreation: 4-6% 

 

 
 
 
Remember the following when comparing expense percentages with others:   
 

No two families are alike. Spending varies by income level. Costs vary widely by region and 
by family size.  
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Step Four: Analyze Expenses and Make Spending Plan Adjustments  
 
Examine expenses to evaluate whether the expense items are Needs or Wants. Reduce or eliminate spending 
on ñWantsò expenses to conserve wealth for your financial goals. 
 
Needs are essentials: Wants are extras: 

È Food È Eating out often 

È Shelter È Big, expensive house 

È Clothing È Lots of shopping 

È Transportation È Brand-new or expensive car 

È Others? È Others? 
 
 

Activity 14: Identify Spending Plan Adjustments 
Fill in the Spending Plan Adjustment Worksheet in the Personal Money Management Workbook to see where 
you can save. Identify where you can make adjustments to reduce expenses and start saving money.  
         

Spending Plan Adjustment Worksheet 

Expenses Amount 

Average  
Amount 

per Month 

Average  
Amount 
per Year 

Beverages (pop, coffee, etc.) $     

   Cell phone roaming charges, 
      text messaging, downloads       

Entertainment (movies, concerts, alcohol)       

 Eating out       

        

        

        

        

        

                  Total $     

 
To Do:  Go back to the Spending Plan Worksheet Expenses sections. Reduce the amount in the Expense 
category that you listed above. This will reduce your Monthly Spending Plan amount and conserve wealth. 
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Identify Your Debts to Pay Down 
Activity 15: Identify Debts to Pay Down 

To help you get a handle on how much you oweðand to whomðhere's a handy worksheet to plan how to pay 
off these debts. 

 

Debt Identification Worksheet 

 

Debt  owed 
 

$ Amount owed Owed to whom? 
 

Action taken 

Taxes  (federal and/ 
or state) 

 

Alimony  ex-spouse  

Child support  ex-spouse  

Credit cards    

Credit cards    

Credit cards    

Personal loan 
(such as a car) 

   

Personal loan 
(other) 

 businesses  

Personal loan  family members  

Personal loan  friends  

Back rent/  mortgage    

Other debts    
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Debt Reduction Action 

There are times when your debt is more than your income. In order to pay down, reduce and eliminate debt, a 
Debt Reduction Worksheet is a valuable debt reduction planning tool.  

 

Activity 16: Develop a Debt Reduction Plan 

Make several copies of this worksheetðone for each company or credit card company to which you owe 
money. Then, list the interest rate, how much money you owe to each creditor, and how much you will pay off 
each month. 

Using a Debt Reduction Plan you will soon see the amount you owe decrease, as you make steady payments. 
It will shrink even faster if you pay something extra whenever you can.  

¶ Put your worksheets in order with the highest interest rate first. You will pay down your debts faster and 
reduce your interest charges, if you pay more on the debt with the highest interest first.  

¶ Or you can pay the creditor with the smallest balances first to get rid of them and see progress in reducing 
the number of creditors you owe. This is like a stair-step to financial success. 

When you've paid off one debt, congratulations! Celebrate your progress, and then start using that money to 
pay off another debt. 

 

Interest Rate and Debt Payment Worksheet 

Creditor: Debt is for: 

Interest rate Amount owed Monthly payment 
Payment 
due date 

Amount paid 
and date 
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Other Spending Plan Tools  
 
The following Spending Plan tools can be used at home.  These tools are from ñMoney Matters,ò Money 
Smart, Federal Deposit Insurance Corporation, September, 2006. Use the one you are most comfortable with. 
 
Expense Envelope System 
The envelope system is useful if you pay your bills in cash each month. 

¶ Make an envelope for each expense category, such as rent, gas, electricity, and food. 

¶ Label the envelope with the name of the category, the amount, and the due date. 

¶ When you receive income, divide it into amounts to cover the expenses listed on the envelopes. 

¶ Pay bills right away so you wonôt be tempted to spend the money on something else. 
 
Spending Plan Box System 
The Spending Plan box system is a small box with dividers for each day of the month. 

¶ When you receive a bill, check the due date and place it behind the divider with the billôs due date. 

¶ As you receive income, pay all bills that are due. 
 
Computer System 
If you have access to a personal computer, you can create your own spreadsheet. Many credit card and banks 
have online records of all your transactions. You may also want to purchase a personal finance program. They 
are available for less than $75. Using a computer to manage your finances is relatively simple. Once you set 
up the system, updating information is quick and easy. It is important to enter transactions frequently to truly 
understand your financial position. 
 
 

Success Tips for Using a Spending Plan 

¶ Pay yourself first. Use automatic deposit or automatic transfer from checking to savings. 

¶ Get everyone involvedðspouse, kids, other family members. 

¶ Find ways to have fun for free. (Free concerts, free classes, festivals, art shows.) 

¶ Stay in controlðmake it part of your daily routine. 

¶ Begin your spending plan at the beginning of the year and review every three months. 

¶ Use the ñLevel payment-budget planò to pay your utilities. 

¶ Reduce spending on wantsðfocus spending on needs. Evaluate expenses that are wants (e.g.  designer 
purse) and expenses that are needs. 

¶ Consider shopping at garage sales and thrift shops. 

¶ Pay with debit card or cash but make sure that you have money in your bank account--stay away from 
using credit cards to pay for everyday expenses. When youôre using credit cards it can seem like you are 
spending less, but your credit card debt will increase rapidly, adding to financial problems.  

¶ Enter each check you use to a check register and balance every month. Check your on-line bank account 
weekly to make sure you havenôt forgotten to enter a transaction. 

Source:360° of Financial Literacy, American Institute of Certified Public Accountants, 
http://www.360financialliteracy.org/ 
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SummaryðCreating a Spending Plan: 
¶ List all your income. 

¶ Accumulate all your expenses (receipts, credit card bills, checking account register, etc.) 

¶ Categorize it as fixed, variable and discretionary. Donôt forget to pay yourself first by saving 10% of 
your income. 

¶ Create a debt reduction plan. 

¶ Consolidate all these into an annual spending plan. 

¶ Compare your spending to that recommended by experts. 

¶ Adjust your spending plan so you can meet your saving goals. 

¶ Live by your spending plan for 3 months and then adjust. 

¶ Check your spending plan at the end of the year. Did you meet your savings goal? 

¶ Keep at it. Itôs a marathon not a sprint. 
 

ACT- Implement Your PlanðAssess--Adjust.  
Once you have set goals, estimated your fixed, variable and discretionary expenses and identified monthly 
savings targets, it's time to put your plan to work. Give it some time. Then see how you're doing. Were you 
able to meet your savings goals? If so, stick with it. If not, look at your variable expenses for opportunity areas 
to cut back spending and increase savings.  
 

Action Checklist 
 

V 
1. Establish goals (where you want to be). Goals   

2. Determine your current situation (Net Worth and Spending 
plan). 

Spending Plan  

3. Save your way to a more secure future Save  

4. Spend sensiblyðspend less than you make; pay wisely Conserve  

5. Implement your spending plan, assess and adjust Act  

 

Online Resources 
The Federal Deposit Insurance Corporation has helpful consumer information links on personal finance, 
Money Smart education program and Identity Theft in Quick Links for Consumers & Communities. 
http://www.fdic.gov/quicklinks/consumers.html   

The Federal Reserve Bank has consumer information about money management, Spending Plan, saving, 
investing and credit: http://www.federalreserve.gov/consumers.htm  
 

Personal Finance links to Spending Plans and Saving information from the Chicago Federal Reserve Bank 
at: http://www.chicagofed.org/consumer_information/budgeting_and_saving.cfm  

MyMoney.gov is the U.S. government's website dedicated to teaching all Americans the basics about 
financial education, buying a home, balancing your checkbook, or investing in your 401k. Information from 20 
federal agencies governmentwide.  http://www.mymoney.gov/ 

MsMoney.com has created a website to assist others in personal finance with finance, career and life 
planning. http://www.msmoney.com  "MsMoney.com does a good job of disseminating financial info without 
being glib or too elementary." A Business Week review states: "We especially liked the online seminar at 
MsMoney.com. The written material is very detailed and the calculators, quizzes, and other interactive features 
add a lot of value.ò 
 

See great articles on Oprahôs ñMoneyò page, including Oprahôs Debt Diet:  
http://www.oprah.com/money/money_landing.jhtml  
 

The Hartfordôs Playbook for Life has information about a student athleteôs guide to understanding and planning 
a financial future, plus insurance and investment information.  www.playbook.thehartford.com  
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Best-selling author Suze Orman, has a site full of information on money management:  www.suzeorman.com 
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Unit 3: Evaluate ATM/Debit/Check Cards and Credit 
Cards 

 

Electronic Funds Transfer 

Electronic funds transfer is a national payment mechanism that moves money between accounts in a fast, 
paperless way. Banks and financial institutions like electronic transfer of funds because it can save them 
significant money. A check costs about $3 to process while an electronic transfer costs about $1.50 or half as 
much. Examples of electronic funds transfer (EFT) systems in operation today are:  

Automated Teller Machines (ATMs). Consumers can do their banking without the assistance of a teller. They 
can get cash, make deposits, pay bills, or transfer funds from one account to another electronically. These 
machines are used with a debit or ATM card (sometimes referred to as check cards) and a code, which is 
often called a personal identification number or ñPIN.ò  

Retail Store or Point-of-Sale (POS) Transactions. Some debit or ATM cards  can be used when 
shopping to allow the transfer of funds from the consumerôs 
account to the merchantôs. To pay for a purchase, say at a 
supermarket, the consumer presents an ATM card instead 
of a check or cash. Money is taken out of the consumerôs 
account and put into the merchantôs account electronically.  

Preauthorized Transfers. This is a method of 

automatically depositing to or withdrawing funds from an 
individualôs account, when you authorize the bank to do so. 
For example, people can authorize direct electronic deposit 
of wages, social security, or dividend payments to their 
accounts. They can authorize payments into retirement 
accounts or they can authorize financial institutions to make 
regular, ongoing payments of insurance, mortgage, utility, 
or other bills.  

Telephone Transfers. Consumers can transfer funds from 

one account to anotherð from savings to checking, for exampleðor order payment of specific bills by phone.  

With electronic transfers, you can get a written receipt, much like a sales receipt you get with a cash purchase, 
showing the amount of the transfer, the date it was made, and other information. This receipt is your record of 
the transactions. If you bank online, be sure to note the confirmation number of any payments you make. Not 
paying a bill on time can cause you to incur late payment and other charges. 

Your monthly bank statement will also show electronic transfers to and from your account, including those 
made with debit cards, by a preauthorized arrangement, or under a telephone transfer plan. The statement will 
also name the party to whom payment has been made and show any fees for EFT services (or the total 
amount charged for account maintenance) and your opening and closing balances.  

Substitute Checks 

Under a new law called ñCheck 21ò, your paper check can be replaced with a paperless copy called ñsubstitute 
checks.ò  Substitute checks should state:  ñThis is a legal copy of your check.  You can use it the same way 
you would use the original check.ò  You can use a substitute check as proof of payment.  Check 21 has special 
refund procedures if you suffer a loss related to a substitute check you receive and certain protections against 
wrong and unauthorized check payments.  Be sure you write legibly, keep timely, accurate records and 
promptly notify your bank or credit union of errors.  

Frequency of use per week  

  

Source: The Federal Reserve Board 

Check Card Survey 2007 
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Substitute checks are be processed electronically.  This means that your check will be deducted from your 
checking account faster.  So if you write a check today, you need to have the funds in your account today to 
cover it.  If you have insufficient funds in your checking account, your bank or credit union may return it as a 
ñbounced checkò and charge you a fee.  Bounced checks can blemish your credit record.  

Electronic Check Conversion 

Substitute checks and electronic check conversion are different.  Both are processed electronically but the 
processes are different. 

A typical example of an electronic check conversion happens with a merchant.  You give your check to a store 
clerk who runs it through a machine that immediately converts the information into electronic data and sends 
the data to your bank or credit union.  Your check should be handed back to you as voided or marked in a way 
so the check canôt be used again.  Another example is when you mail a check for a purchase or pay on an 
account.  The merchant or company may convert it from a paper check to an electronic check and then 
destroy or mark the paper check copy as converted to electronic check.  You may not know which merchants 
or companies will convert your paper check to an electronic check, so be sure you have funds in your checking 
account to cover the check on the same day that you send your payment. 
 
Electronic check conversion is an electronic fund transfer. The processed information will appear on your bank 
statement in an area with similar payments, like direct deposit of your paycheck, or debit card payments and 
withdrawals. Electronic check conversion has special protections for errors and unauthorized transfers under 
the Federal Electronic Fund Transfer Act.  

 

ATM Cards, Debit Cards and Check Cards 

An ATM card (also called a debit card or check card) allows you to take money out of your checking 
account from the cash machine or purchases in storesðwithout writing a check or using a teller machine. 
ATMs provide convenience with a price tag. You will pay a fee for using an ATM that does not belong to your 
bank or credit union. Your bank and the bank that owns the ATM may each charge you an ATM fee, $1-4, for 
using it. A debit or check card allows you to make purchases and pay for bills from your checking account. 
Unlike a credit card, where you pay for your purchases once a month when you receive a statement, 
purchases paid for with an ATM/debit/check cards are deducted usually the same day as the purchase from 
your checking account. This deduction from your checking account can trigger Non-Sufficient Funds or 
overdraft fees if the money is not in the account when the deduction goes through. This relatively fast 
deduction of funds may also make the return of merchandise more difficult.  

 
Evaluating Debit Cards 

There may be fees for using your debit card. For example, some banks or credit unions charge a fee if you 
enter a PIN (Personal Identification Number) to conduct a transaction instead of signing your name. You may 
trigger a fee if you overdraw your account using your debit card, just as you would if you "bounced" a check. 
Or, there could be a charge if you use your debit card as an ATM card at a machine that is not operated by 
your financial institution. As with other bank products, your financial institution must provide disclosures 
explaining the possible fees associated with a debit card. Be sure to read the disclosures to avoid an 
unexpected fee.  

As with similar financial products, rewards-linked debit cards are designed to encourage people to use a 
certain bank and its services. Before opening a new account or changing financial institutions just to get a 
different perk, study the fine print. Start by reading the disclosures that explain the account terms and fees to 
understand the potential benefits as well as the costs.  

The payments are electronic and are deducted from accounts more quickly than when using a paper check. 
Often, a debit card purchase is posted within 24 hours instead of days, as may be the case with a paper 
check. That means there would be little time to make a deposit to cover a purchase, if necessary. In addition, 
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even though a transaction was approved, you may overdraw your account because the bank won't know what 
other withdrawals you have made that day until it settles all transactions later that day.  

In certain circumstances with debit cards, merchants can take these steps as protection against fraud, errors 
or other losses. One common situation involves a hotel putting a hold on a certain amount when you use a 
debit card (or credit card) to reserve a room. Another example is when you use your debit card at the gas 
pump. Typically, the gas station will create two transactions ð the first to get approval from your bank or credit 
union for an estimated purchase amount (let's say $90) when you swipe your card before pumping gas, the 
second for the actual charges when you're done. Until the first ($90) transaction is cancelled by the bank or 
credit union, usually within 48 hours, you wouldn't have access to that amount in your account.  

Because funds are deducted from your account very quickly, don't expect to have the option to stop payment 
or obtain a refund. If the transaction cannot be cancelled, you may be able to work out other arrangements 
with the store such as a store credit or a gift card. If you are concerned about that the merchant may not 
deliver as promised, consider using a credit card. Consumer protections are stronger for returning 
merchandise with credit cards. The Fair Credit Billing Act, which applies to credit cards but not debit cards, 
gives you the ability, under certain circumstances, to withhold payment on defective goods until the problem 
has been corrected.  

Sometimes you're asked to enter a PIN to approve a debit card transaction, other times you can sign your 
name. If you use a PIN at a merchant's sales counter, you also may be able to get cash back, and that can 
save you a trip to the ATM. However, be aware that some financial institutions charge consumers a fee for a 
PIN-based transaction. There also may be differences in how quickly the transaction is posted to your account, 
depending on how your bank processes PIN vs. signature debits.  

Debit cards are frequently used for foreign travel as their fees can be less than for credit cards. Typically you 
have to notify the bank or credit union that you will be traveling abroad. Otherwise, you risk a chance the bank 
or credit union may reject your foreign transactions or close your account under automatic security measures 
designed to protect against identity theft and fraud.  Also, you may want to inquire whether there may be lower 
fees if you use partner banking institutions in foreign countries. Be sure to check out all the fees for foreign use 
of your debit card before you leave. 
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Activity 13:  Compare ATM/ Debit/ Check Cards 
 

ATM/Debit/Check Card Comparison Worksheet 
 

Use this Comparison Worksheet to compare the fine print on ATM/debit/check cards you are considering. 
 

Features: 
Card: Card: 

Institution: 
  

Card Name:   

Card Type:   

Fees:   

ATM surcharges   

Bank-owned ATM fees   

Annual Card Fee   

Annual Rewards Fee   

Late Payment Fee   

NSF fees   

Overdraft fee    

Fees for foreign use   

Perks and rewards:   

Rebates   

Points   

Frequent flier miles   

Cash back   

Other:   

 

Check your statements for errors 

You should check your bank statements every month. If you find an error, you must report it promptly. Write or 
call your financial institution immediately if possible, but no later than 60 days from the date the first statement 
was mailed to you that you think shows an error. Give your name and account number and explain why you 
believe there is an error, what kind of error, and the dollar amount and date in question. If you call, you may be 
asked to send this information in writing within 10 business days.  

The financial institution must promptly investigate an error and resolve it within 45 days. For errors involving 
new accounts (opened in the last 30 days), purchases with your debit card transactions, and foreign 
transactions, the institution may take up to 90 days to investigate the error. However, if the financial institution 
takes longer than 10 business days to complete its investigation, generally it must put back into your account 
the amount in question while it finishes the investigation, called a recredit. For new accounts, the financial 
institution may take up to 20 business days to credit your account for the amount you think is in error.  
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The financial institution must notify you of the results of its investigation. If there was an error, the institution 
must correct it promptly, for example, by making a recredit final. If it finds no error, the financial institution must 
explain in writing why it believes no error occurred and let you know that it has deducted any amount 
recredited during the investigation. You may ask for copies of documents relied on in the investigation.  

The federal Electronic Fund Transfer Act (EFTA) protects you from errors, loss or theft of your debit card. 

¶ However, unlike the Truth in Lending Act protections for credit cards, which cap a consumer's liability for 
unauthorized transactions at $50, the law limits liability to $50 if the debit cardholder notifies the bank 
within two business days after discovering the theft.  

¶ If you don't notify your bank within those two days, you could lose up to $500, or perhaps more.  

¶ In the worst-case scenario ð if you receive a bank statement that includes an unauthorized debit-card 
withdrawal and you wait more than 60 days to alert your bank ð you could be liable for any amounts from 
transactions made after that 60-day period.  

The good news is that many banks don't hold a consumer responsible for unauthorized transactions if he or 
she notifies the institution in a timely fashion. But remember that with a debit card, the money tapped by the 
thief has already been taken out of your account.  

QUESTION 1: 
You donôt realize you have only $100 in your bank account and you want to use your debit card to buy 
a $200 item. What will happen to your account? 
 
QUESTION 2: 
Questions about debit cards--True or False 
1. Your liability on a debit card is the same or less as a credit card ______ 
2. The bank has 10 days to investigate any errors you bring to their attention ___ 
3. If you donôt notify your bank you lost your debit card you could be liable for $500 _____ 

 

QUESTION 3: 

You are buying a product from a merchant you havenôt dealt with before. Should you use a debit or 
credit card? 

 

 
QUESTION 4: 
On Monday, Johnôs debit card and PIN were stolen. On Tuesday, the thief withdrew $250, all the money 
John had in his checking account. Five days later, the thief withdrew another $500, triggering Johnôs 
overdraft line of credit. John did not realize his card was stolen until he received his bank statement, 
showing withdrawals of $750 he did not make. He called the bank right away. What is Johnôs liability? 

 

 
QUESTION 5: 
When John got his bank statement he didnôt look at it and didnôt call the bank. Seventy days after the 
statement was mailed to John, the thief withdrew another $1,000, reaching the limit on Johnôs line of 
credit. What is Johnôs liability? 
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Your Rights 

A financial institution may send you a debit (EFT) card that is VALID FOR USE only if you ask for one, or to 
replace or renew an expiring card. The financial institution must also give you the following information about 
your rights and responsibilities:  

¶ A notice of your liability in case the card is lost or stolen  

¶ A telephone number for reporting loss or theft of the card or an unauthorized transfer  

¶ A description of its error resolution procedures  

¶ The kinds of electronic fund transfers you may make and any limits on the frequency or dollar amounts 
of such transfers  

¶ Any charge by the institution for using EFT services  

¶ Your right to receive records of electronic fund transfers  

¶ How to stop payment of a pre-authorized transfer  

¶ The financial institutionôs liability to you for any failure to make or to stop transfers and  

¶ The conditions under which a financial institution will give information to third parties about your 
account.  

Generally, you must also get advance notice of any change in the account that would increase your costs or 
liability, or would limit transfers.  

A financial institution may send you a card that you did not request only if the card is NOT VALID FOR USE. 
An unsolicited card can be validated only at your request and only after the institution makes sure that you are 
the person whose name is on the card. It must also be sent with instructions on how to dispose of an 
unwanted card.  

You may stop any preauthorized payment by calling or writing the financial institution, but your order must be 
received at least three business days before the payment date. Written confirmation of a telephone notice to 
stop payment may be required. You should also contact the merchant or organization you authorized to debit 
your account and some contracts require your notification to be in writing. If the payments you preauthorize 
vary in amount from month to month, you have the right to be notified of all varying payments at least 10 days 
in advance. Or you may choose to specify a range of amounts and to be told only when a transfer falls outside 
that range. You may also choose to be told only when a transfer differs by a certain amount from the previous 
payment to the same company.  

The EFT Act which protects you with electronic funds transfer does not apply to automatic transfers from your 
account to the institution that holds your account or vice versa. For example, they do not apply to automatic 
payments made on a mortgage held by the financial institution where you have your debit card (EFT) account. 
The EFT Act also does not apply to automatic transfers among your accounts at one financial institution. 

Protect Your Debit Card 

Protect your debit card as well as the account number, expiration date, security code on the back, and the 
PIN. While in many cases you are not responsible for unauthorized transactions, it can be a hassle to resolve 
the situation. Here's how to avoid becoming a victim:  

¶ Never write your PIN on or near your card. Memorize it instead.  

¶ Don't give out bank account information over the phone or the Internet unless you have initiated the 
contact or you know the person is who he or she claims to be. Donôt give your PIN over the telephone 
unless you initiated the call and know it is the financial institution. 

¶ Don't share your debit card PIN, security code and other account information with friends or relatives 
who aren't co-owners of your account.  
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¶ Take precautions at the checkout counter, ATM and gas pump. Always stand so that no one can see 
the keypad where you enter your PIN. At retail establishments, it's best to use do-it-yourself scanners. 
A dishonest employee may run your card through two scanners instead of one. The second scanner 
could be capturing your account information to make a counterfeit card. In general, be alert for 
suspicious-looking devices that may be used to "skim" information from your card.  

¶ If you use your debit card to shop online, consider extra precautions with your personal computer. 
Experts advise installing and periodically updating virus and spyware protection and a "personal 
firewall" to stop thieves from secretly installing malicious software on your personal computer remotely 
that can be used to spy on your computer use and obtain account information.  

¶ Look at your bank statements as soon as they arrive. Or, better yet, review your account each week 
by phone or the Internet. Promptly report any discrepancy, such as a missing payment or an 
unauthorized transaction, to your bank or credit union. Your quick attention to the problem may help 
limit your liability and give law enforcement authorities a head start on stopping the thief.  

QUESTION 6: 

What actions you should take to safeguard your debit card or any electronic transfers made into and 
out of your bank account. 
 

Safety Tips for Using Bank or Credit Union Accounts 
 
1. Write ALL your transactions in your check register--checks, ATM withdrawals, debit card purchases, 

deposits and online transactions, or print the online statement. 

2. Write the type of transaction, date, check number (for checks only), dollar amount and subtract it from your 
checking account balance in your checkbook register.  

3. Review your online checking account weekly to ensure there has not been fraudulent activity on your 
account.  

4. Beware of ñpharmingò attempts. Pharming is a scamming practice in which malicious code is installed on a 
personal computer or server, misdirecting users to fraudulent Web sites without their knowledge or 
consent. Do not put your bankôs website in your internet Favorites. ALWAYS type the name in to prevent a 
ñpharmingò fraud. http://searchsecurity.techtarget.com/sDefinition/0,290660,sid14_gci1097059,00.html)  

5. Consider ordering duplicate checks, so you can staple the extra check to a bill that has been paid. 

6. When you withdraw cash, write the purpose for the cash withdrawal on the ATM receipt so you can enter it 
in your Spending Plan records. 

7. Balance your bank statement monthly. This is your best defense against fraud and identity theft. 
Immediately report any errors or lost or stolen checks to your bank or credit union! 

8. Keep your bank statements, ATM receipts, deposit receipts and check registers with your other financial 
records in a secured place in your home, so visitors do not have easy access to them. Keep good 
records. 

 
Tips to Avoid Banking Fees 
 

1. Ask the bank or credit union for a copy of its fee schedule and review all charges. They might surprise 
you.  

2. Check out free checking accounts. Some institutions may require a certain minimum balance for free 
checking.  You can compare at fees at Bank Rate. 
http://www.bankrate.com/brm/rate/chk_sav_home.asp  

3. The non-sufficient funds (NSF) fee is one of the most expensive fees for overdrawing your checking 
account (writing checks for more than you have in your checking account). Some banks and credit 
unions will allow you to have an overdraft without charging you a NSF fee. 

4. Keeping track of your checking account balance will keep you from overdrawing and incurring NSF 
fees. 

5. If you incur an overdraft charge ask if your bank or credit union will waive it by not deducting the 
overdraft charge from your account. 

6. Avoid ATM fees for using ATMs that are not-your-bank or credit unionôs ATMs:  

http://searchsecurity.techtarget.com/sDefinition/0,290660,sid14_gci1097059,00.html
http://www.bankrate.com/brm/rate/chk_sav_home.asp
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7. Be aware of fees:  counter checks, account closed early, early withdrawal of CDs, use of tellers and 
inactive accounts. 

8. You can comparison shop bank fees for safe deposit boxes, cashierôs checks, electronic funds 
transfers (EFT), check printing, and money orders.  

9. Keeping larger balances in your account will give you more benefits, such as free checks. 
10. For online bill payment, be sure to check that your payment went through on your online and/or paper 

statement. Be sure to write the confirmation number in your records. 
 
 

Why a bank or credit union may not open an account for you. 

Many banks choose not to open a checking or savings account if a personôs name is on the ChexSystem or 
SCAN lists, The ChexSystem list has over 7 million consumers on it.  This list identifies if a person has had a 
checking or savings account closed by the bank or credit union due to overdrafts (or insufficient funds) or 
fraudulent activity within the past five years. If you are on this list, you will remain in their database for 5 years. 
You have the right to correct any inaccurate information your Chex report contains, but accurate negative info 
is allowed to remain for 5 years. You have the right to examine your Chex report and dispute any inaccuracies. 
Contact ChexSystems at 1-877-382-7226, or request your report at  
https://www.consumerdebit.com/consumerinfo/us/en/chexsystems/report/index.htm 
 
Most banks will terminate (close) accounts of customers they refer to ChexSystems. The ChexSystem 
database will indicate if a customer subsequently repaid the outstanding debt (amount owing for the check and 
fees) if the accounts were closed due to insufficient funds. 
 
SCAN

SM
, the Shared Check Authorization Network, is a database that helps members decide whether to 

accept a check or open an account. This information helps reduce their returned check losses. SCAN
SM

 can 
describe any negative check information that has been reported for your bank accounts and identification 
numbers. You may contact them at 1-877-382-7226 or order a copy of your SCAN Consumer Report at 
https://www.consumerdebit.com/consumerinfo/us/en/scan/report/index.htm I 
 
If you are having problems opening a checking account because you are listed in the ChexSystem, you may 
want to find a bank or credit union that provides a ñsecond chance checking.ò   The Fannie Mae Foundation 
described a national program, called ñGet Checkingò that helps unbanked consumers and consumers with 
prior checking account problems to open a checking account.  You can go to the ñGet Checkingò website to 
find a financial institution partner (bank or credit union near you) that offers a second chance checking 
account.  The bank or credit union may require you to complete a short financial education class, called Get 
Checking Program, before they will open a checking account. See http://www.getchecking.org/ . 

 
 

 

 

http://www.consumer-action.org/?URL=https%3A%2F%2Fwww.consumerdebit.com%2Fconsumerinfo%2Fus%2Fen%2Fchexsystems%2Freport%2Findex.htm
https://www.consumerdebit.com/consumerinfo/us/en/scan/report/index.htm
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What Is Credit? 
 
Credit is money you borrow to pay for things. It is usually referred to as a loan. You make a promise to pay 
back the money you borrowed plus interest. The interest is part of the cost of borrowing money. If you use 
credit carefully, it can be useful to you. If you are not careful in the way you use credit, it can cause problems. 
ñGood creditò means that you make your loan payments on time to repay the money you owe. If you have a 
good credit record, it will be easier to borrow money in the future. 
 

Why are Your Credit History and Credit Score so Important? 
The amount of money and the interest rate that you can borrow depends on your credit history. Credit rating 
services will determine a credit score for you based on your credit history. Having a good credit score has 
many benefits. It allows you to make a large purchase, such as a car or a house, and pay for it over time. Your 
credit score can affect your ability to obtain a job as employers may check your credit history. It also can affect 
your ability to get insurance. With regards to credit cards, your credit score will affect your credit limit or the 
amount of money you can borrow and the interest rate you pay. 
 

Credit Cards 
 
According to the US Government of Accountability Office (GAO) 2006 study of credit cards, the number of 
credit cards issued exceeds 691 million or more than twice the population (adults and children) of the US. Use 
of credit cards has contributed to an expansion in household debt, which grew from $59 billion in 1980 to 
roughly $830 billion by the end of 2005. Over three-quarters of families have credit cards. One third of 
teenagers have credit cards cosigned with their parents. College students are responding to the many credit 
card offers they get in the mail and have multiple credit cards. 
 
Between 1980 and 2005, the amount that U.S. consumers charged to their cards grew from $69 billion per 
year to more than $1.8 trillion. According to the 2004 Consumer Finance Survey, 44.4% of families had 
outstanding credit card balances with a median value of $2200 or an average of $5100. The average value for 
Washington State is $5100 in 2006.   

 
Evaluating Credit Cards -- How Will You use Your Credit Card?  

The best habit to adopt with credit cards is to pay your balances off in full every month. If you donôt adopt this 
habit, and other features such as frequent flyer miles donôt interest you--your best choice may be a card that 
has no annual fee and offers a longer grace period. 

If you sometimes carry over a balance from month to month, you may be more interested in a card that carries 
a lower interest rate (stated as an annual percentage rate, or APR). 

If you expect to use your card to get cash advances, youôll want to look for a card that carries a lower APR and 
lower fees on cash advances. Some cards charge a higher APR for cash advances than for purchases. 

 

Four Types of Credit CardsðWhich One is Right for You? 

Open-end  (or revolving) credit includes bank and department store credit cards, gasoline company cards, 
home equity lines of credit, and check-overdraft accounts that let you write checks for more than your actual 
balance with the bank. Open-end credit can be used again and again, generally until you reach a certain 
prearranged borrowing limit. The four general types of credit cards are: 

¶ Secured cards (money security deposit ) 

¶ Regular cards 

¶ Premium or Rewards (mileage, discounts or cash) cards 

¶ Student cards 
 
1. Secured cards require a security deposit.  



2009  50 

If you have had trouble paying your bills on time or had trouble with credit cards in the past, a secured credit card may 
be one way to obtain credit again.  

¶ The larger the security deposit, the higher the credit limit.  

¶ Secured cards are usually offered to people who have limited credit recordsðpeople who are just starting out or 
who have had trouble with credit in the past. 

Advantages:  Since most secured credit card companies report to the three credit bureaus, using a secured 
credit card responsibly may be an opportunity to establish or repair your credit rating.  
 

Disadvantages:  You give the credit card company a money deposit to ñsecureò your credit card account, usually 
$200-250. Secured credit cards have higher interest rates and annual fees, since these are higher risk credit 
accounts. 

 

2. Regular cards do not require a security deposit and offer a few features.  

¶ These cards may offer an introductory zero or low interest rate credit card for a limited time period; 
then the interest rate jumps to higher  variable or fixed interest rate. 

¶ Most regular cards have higher credit limits than secured cards but lower credit limits than premium 
cards.  

¶ If you can pay off the charged credit card debt quickly, the zero or low interest rate credit card may be 
best for you. 

Advantages: Most zero or low interest cards offer a very low (or 0%) rate on balance transfers from 
other cards over a limited period. 
 

Disadvantages: The low interest rate usually lasts for a limited period, and then goes to a higher rate, 
around 11-16%. New purchases are not usually included in these bargain rates, so check to be sure at 
what interest rate new purchases will have. One late payment and the card balance will jump to the 
higher default rate immediately.  

 

3. Premium or rewards credit card: 
If you can make the majority of your purchases on a credit card and pay off the balance each month, a 
premium or rewards credit card may suit you.  

Advantages: The premium or reward credit cards usually offer airline miles, hotel and restaurant 
discounts, cash back or points toward purchasing specific merchandise based on the amounts 
charged to the credit card account. Some rewards cards may offer as much as 5 percent cash back on 
select purchases with no annual fee. 

 

Disadvantages: Some premium or rewards credit cards have high interest rates and annual fees that 
negate the reward benefits. Other reward credit cards have complex and unfavorable redemption 
policies. So check what interest rate you will have. 

 

4. Student credit cards. 
If youôre a college student and can handle money responsibly by making payments on time, and can 
paying off your balance and not go over your credit limit, a student credit card may be the way to go. 

Advantages: Students can qualify for student credit cards without an established credit rating. Many 
offer additional benefits, such as cash back or bookstore discounts. 

 

Disadvantages: Some credit card companies charge higher interest rates for students. However, itôs 
too easy for students who are not used to handling finances and credit to charge up huge debts 
quickly. Use credit cards sparingly. 

 

Does the card offer incentives and other features? 
Many credit card companies offer incentives (rewards) to use the card and other special features, such as: 
rebates (money back), frequent flier miles, additional warranty coverage, car rental insurance, etc. 
 

The most important tips in choosing credit cards are: 

¶ to know the type of card for which you are applying,  
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¶ to read the ñfine printò terms of the credit card which should include: interest rate, how the interest is 
calculated, what the penalty interest rate and fees are for late payments or over your credit limit 
penalties. 

 
Review Terms and Conditions When Evaluating Credit Cards 

Creditors must tell you when finance charges begin on your account, so you know how much time you have to 
pay your bill before a finance charge is added. Creditors may give you a 25-day grace period, for example, to 
pay your purchase balance in full before you must pay a finance charge.  

Creditors also must tell you the method they use to figure the balance on which you pay a finance charge; the 
interest rate they charge is applied to this balance to compute the finance charge. Creditors use a number of 
different methods to arrive at the balance. Study them carefully; they can significantly affect your finance 
charge.  

What is the annual percentage rate (APR)?  
The annual percentage rate (APR) is the interest rate you will pay if you carry over a balance, get a cash 
advance, or transfer a balance from another card. The APR states the interest rate as a yearly rate. For 
example, a creditor that charges 12 percent interest each month would quote you an APR of 18 percent. 
Unlike the mortgage, fees such as annual membership fees, transaction charges, and points, for example, are 
listed separately; they are not included in the APR of open-credit instruments. Keep these fees in mind and 
compare all the costs involved in the plans, not just the APR. If the card has an introductory rate, youôll see 
both that rate and the rate that will apply after the introductory rate expires. 
 
What are multiple annual percentage ratesðAPRs? 
A single credit card may have several APRs: One APR for purchases, another for cash advances, and yet 
another for balance transfers. The APRs for cash advances and balance transfers often are higher than the 
APR for purchases (for example, 14% for purchases, 18% for cash advances, and 19% for balance transfers). 

¶ Tiered APRs. These APRs have with different rates applied to different levels of the outstanding balances 
(for example, 16% on balance of $1-$500 and 17% on balances above $500. 

¶ A penalty APR (or default APR). The APR may increase if you are late in making payments. (For 
example, your card agreement may say, ñIf your payment arrives more than ten days late two times within 
a six-month period, the penalty rate will apply.) 

¶ An introductory APR.  A different rate will apply after the introductory rate time period expires. 

¶ A delayed APR. A different rate will apply in the future. (For example, a card may advertise that there is 
ñno interest until next May.ò Look for the APR that will be in effect after May.) 

If you carry over a part of your balance from month to month, even a small difference in the APR can make a 
big difference in how much you will pay over a year.  

What are fixed vs. variable APRs? 

¶ A few credit cards are ñfixed rateòðthe APR doesnôt change, or doesnôt change often.   

¶ Other credit cards are ñvariable rateòðthe APR changes from time to time. The rate is typically tied to 
another interest rate, such as the prime rate (the rate businesses borrow money) or the Treasury bill rate 
(short-term government borrowing rate). If the prime rate or the Treasury bill changes, the rate on your 
credit card may change, too. See the information on the credit card application and in the credit card 
agreement to see how often your credit cardôs APR may change. 

 
Question 7: 

How are credit cards or open-credit APRs different from mortgage APRs? 

 
How long is the grace period?  
The grace period is the number of days you have to pay your bill in full without incurring a finance charge. (For 
example the credit card company terms may say that you have ñ25 days from the statement date, provided 
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you paid your previous balance in full by the due date.) The statement date is given on the bill. Other credit 
card companies may note the due date on the statement. Keep in mind that the date is the day the payment 
must be received. If you sent it in the mail on the due date or even paid it with your online bill payment service, 
it will most likely be late 

How is the finance charge calculated?  
The finance charge is the dollar amount you pay to use credit. The amount depends in part on your 
outstanding balance, average daily balance and the APR. Credit card companies use one of several methods 
to calculate the outstanding balance. The method can make a big difference in the finance charge youôll pay. 
Depending on the balance you carry and the timing of your purchases and payments, youôll usually have a 
lower finance charge with one-cycle billing and a balance that excludes new purchases. 

Some credit cards have a minimum finance charge. Youôll be charged that minimum even if the calculated 
amount of your finance charge is less. For example, your finance charge may be calculated to be 35¢--but if 
the companyôs minimum finance charge is $1.00, youôll pay $1.00. A minimum finance charge usually applies 
only when you must pay a finance charge--that is, when you carry over a balance from one billing cycle to the 
next.  

What is the average daily balance?  
The average daily balance is the method used to calculate your outstanding balance if you carry over a 
balance and pay a finance charge. An average daily balance is determined by adding each day's balance and 
then dividing that total by the number of days in a billing cycle. The average daily balance is then multiplied by 
a card's monthly periodic rate, which is calculated by dividing the annual percentage rate by 12. A card with an 
annual rate of 18 percent would have a monthly periodic rate of 1.5 %. If that card had a $500 average daily 
balance, it would yield a monthly finance charge of $7.50. 

Some creditors, for instance, take the amount you owed at the start of the billing cycle and subtract any 
payments made during that cycle. New purchases are not counted. This is called the adjusted balance 
method. With the previous balance method, creditors simply use the amount owed at the start of the billing 

cycle to compute the finance charge.  

Under one of the most common methods, the average daily balance method, creditors add your balances for 
each day in the billing cycle and then divide that total by the number of days in the cycle. Payments made 
during the cycle are subtracted to get the daily amounts, and depending on the plan, new purchases may or 
may not be included. Under another method, the two-cycle average daily balance method, creditors use the 
average daily balances for two billing cycles to compute your finance charge. Again, payments will be 
subtracted to get the balances, but new purchases may or may not be included.  

Be aware that the amount of the finance charge will vary considerably depending on the method used, even 
for the same pattern of purchases and payments.  

If you receive a credit card offer or an application, the creditor must give you information about the APR and 
other important terms of the plan (for example, annual fees and late payment fees) at that time.  

Truth in Lending does not set the rates or tell the creditor how to calculate finance charges; it requires only that 
the creditor tell you the method that it uses. You should ask for an explanation of any terms you donôt 
understand.  

Question 8:  

You are trying to pay down a credit card balance. Which of the following is best when computing a 
finance charge? 

A. two-cycle daily balance with new purchases 

B. one-cycle daily balance with adjusted balance 

C. one-cycle daily balance with new purchases 

D. two-cycle daily balance with previous balance 
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What is the minimum finance charge?  
Some credit cards have a minimum finance charge which usually applies only when you carry over a balance 
from one billing cycle to the next. 
 
How much is the credit limit?   
The credit limit is the maximum total amountðfor purchases, cash advances, balance transfers, fees and 
finance chargesðyou may charge on your credit card. 
 
What are the fees?  
Most credit cards charge fees under certain circumstance such as the annual fee or cash advance fee, late 
payment fee, over-the-credit-limit fee and other fees. 

¶ Annual fees. The amount youôll be charged each twelve-month period for simply having the card. 

¶ Minimum finance charge. The minimum, or fixed, finance charge that will be imposed during a billing 
cycle. A minimum finance charge usually applies only when a finance charge is imposed, that is, when 
you carry over a balance from the prior month. 

¶ Transaction fee for cash advances. The charge that will be imposed each time you use the card for a 
cash advance. 

¶ Balance-transfer fee. The fee that will be imposed each time you transfer a balance from another card. 

¶ Late-payment fee. The fee that will be imposed when your payment is late.   

¶ Over-the-credit-limit fee. The fee that will be imposed if your charges exceed the credit limit set for your 
card. 

 
What is the cardholder agreement?  
The cardholder agreement is a written statement that gives the terms and conditions of a credit card account. 
The cardholder agreement is required by Federal Reserve regulations. It must include the Annual Percentage 
Rate, the monthly minimum payment formula, annual fee if applicable, and the cardholder's rights in billing 
disputes. Changes in the cardholder agreement may be made, with written advance notice, at any time by the 
issuer. Rules for imposing changes vary from state to state, but the rules that apply are those of the home 
state of the issuing bank, not the home state of the cardholder. 
 
What is a pre-approved credit card account?  
A credit card offer with "pre-approved" only means that a potential customer has passed a preliminary credit-
information screening. A credit card company can turn down the customers it invited with "pre-approved" junk 
mail if it doesn't like the applicant's credit rating. 
 
Note that the use of credit can help us or hurt us with our finances. Save for larger purchases. Use 
credit cards wisely when you know you can readily pay off the balance to reduce or avoid the interest 
rate costs. 

How do I find information about specific credit cards?  
You can find lists of credit card plans, rates, and terms on the Internet, www.bankrate.com, in personal finance 
magazines, and in newspapers. The Federal Reserve System surveys credit card companies every six 
months. Youôll need to get the most recent information directly from the credit card company by phoning the 
company, looking on the companyôs web site, or reading a solicitation or application. 
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Under federal law, all solicitations and applications for credit cards must include certain key 
information, in a disclosure box similar to the one shown.  

Required Disclosure in Customer Application or Agreement 

Annual percentage rate 
(APR) for purchases 
 

2.9% until 11/1/06 

after that, 14.9% 

Other APRs 

 

Cash-advance APR: 15.9% 

Balance-Transfer APR: 15.9% 

Penalty rate: 23.9% See explanation below.* 

Variable-rate information 

 

Your APR for purchase transactions may vary. 

The rate is determined monthly by adding 

5.9% to the Prime Rate. 

Grace period for repayment 
of balances for purchases 

 

25 days on average 

Method of computing the 
balance for purchases 

 

Average daily balance (excluding new 

purchases) 

Annual fees 

 

None 

Minimum finance charge 

 

$.50 

Transaction fee for cash advances: 3% of the amount advanced 

Balance-transfer fee: 3% of the amount transferred 

Late-payment fee: $25 

Over-the-credit-limit fee: $25 

  * Explanation of penalty. If your payment arrives more than ten days late two times within a six-month period, the penalty rate will 

apply. 

** The Prime Rate used to determine your APR is the rate published in the Wall Street Journal on the 10th day of the prior month. 
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Activity 18:  Evaluating a Credit Card Offer 
 
Youôve received the following credit card solicitation in the mail.  
Read the solicitation disclosure and answer the following questions: 

A. What interest rate are you charged on your purchases if you donôt pay your full outstanding balance at 
the end of the month? 

B. Is this interest rate fixed? 

C. How is the interest computed? 

D. What are you charged on cash advances? 

E. Besides the interest rate, what other charges will you incur if you have an outstanding balance? If your 
payment doesnôt clear? 

F. Assume you had an average daily balance of $500 for the month. Calculate what interest rate and 
other fees you would pay. 
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