LECTURE OUTLINE AND LECTURE NOTES
CHAPTER OPENING PROFILE
The Forbes 400 (Text pages 450-451)
The collective net worth of the nation’s richest individuals is $1.54 trillion. Thomas Stanley and William Danko co-authored a study of these individuals, The Millionaire Next Door: The Surprising Secrets of America’s Wealthy. They found that the majority of millionaires are entrepreneurs who own one or more small businesses. Self-employed people are four times as likely to be millionaires as people who worked for a paycheck. Stanley and Danko also found that these individuals became millionaires because they saved their money, owned modest homes, and bought used cars.
	Lecture outline 




lecture notes

	
I.
Introduction to Personal FInance


A.
To become rich, you need to get an education, work hard, save your money, and make purchases carefully.
	PowerPoint 14-1
Chapter Title
(Refers to text page 450)
PowerPoint 14-2
Learning Objectives

(Refers to text page 451)


	
II.
Why Plan Personal Finances?


A.
The secret to success in a capitalist country is to have capital.


 
1.
Money management is not easy.


 
2.
You have to earn the money, then save, spend, and invest it wisely.


 
3.
Financial planning begins with making money.


 

a.
The first step is to find and keep a good job.



 

b.
Having a good education is one of the best assets in finding a well-paying job.


 
4.
Lifetime income:


 

a.
For people with no high school degree: $630,000



 

b.
With a bachelor’s degree: $1,667,700



 
5.
Unless you save and invest, you could reach retirement with little money.


 
6.
Less than 10% of the U.S. population has accumulated enough money by retirement age to live comfortably.



 

a.
Getting rich means savings and investing properly.


 

b.
Less than half of all households have a retirement account.


B.
Steps to Controlling Your Assets
Learning objective 1
Describe the six steps to successful financial management. (Text pages 453-458)


 
1.
The key to saving is to make more than you spend.


 
2.
Step 1: Take an inventory of your financial assets


 

a.
First, develop a balance sheet for yourself.


 

b.
A balance sheet starts with the formula:





Assets - Liabilities = Owners’ Equity


 

c.
Assets include anything you own, and should be evaluated based on their current value, not purchase price.


 

d.
If the value of your liabilities exceeds the value of your assets, you need more financial discipline in your life.


 
3.
Step 2: Keep track of all your expenses


 

a.
If you often run out of cash, write down every single penny you spend each day.


 

b.
The only way to trace where the money goes is to keep track of what you spend by keeping a journal.


 

c.
Develop categories for expenditures, based on what is important to you.


 

d.
You need to monitor the “miscellaneous” category, which can add up quickly.


 
4.
Step 3: Prepare a budget


 

a.
Your personal budget (revenue and expenses) is your financial plan—you will have to make choices on how to allocate your resources.


 

b.
What you spend now reduces what you can save later.


 

c.
Running a household is similar to running a small business—it takes careful record keeping, budgeting, control, and the need to borrow funds.


 
5.
Step 4: Pay off your debts


 

a.
Use any extra money to pay off your debts.


 

b.
Start with the debts that carry the highest interest rates.


 

c.
The savings rate in the U.S. is at an all-time low.


 

d.
Americans are avoiding saving any money and are also getting into debt.


 
6.
Step 5: Start a savings plan


 

a.
Each month save some for large purchases in a separate account.


 

b.
Accumulating savings for a significant down payment can reduce loan financial charges and lower your interest rate.


 

c.
The best way to save money is to pay yourself first—take money out of your paycheck for savings, and then plan what to do with the rest.


 
7.
Step 6: Borrow money only to buy assets that have the potential to increase in value or generate income.



 

a.
Don’t borrow for ordinary expenses.


 

b.
Ideally, you should save six months of earnings for contingency purposes in highly liquid accounts.




c.
You should only borrow for very unexpected expenses.




d.
Instead, you can try to produce more income.





e.
However, borrowing money for education expenses or to purchase a home is a good type of borrowing.



 

f.
Borrowing money to buy a car may be necessary, but it is a bad investment because cars depreciate in value.



 
8.
Never charge more on a credit card than you can pay off at the end of the month.



 

a.
The only way to prevent yourself from overspending is by resisting the urge to spend.



 

b.
The key is to cut down on wants and focus only on needs.
SELF Check Questions (Text page 458)
1. What is the role education plays in your lifetime income?
2. Write down the six steps to controlling your assets. Which ones are you good at? Which may need improvement?
	Lecture link 14-1

Millionaire Women Next Door

Thomas J. Stanley and William D. Danko, the authors of the book, The Millionaire Next Door, undertook a three-year study of wealthy women with some interesting findings. (See complete lecture link on page 14.28 of this manual.)

PowerPoint 14-3
Why Plan Personal Finances? (Refers to text pages 452-453)
Bonus Case 14-1
Becoming Financially 
Secure
This case focuses on a married couple who have used the money management concepts discussed in this chapter to become financially secure. (See complete case, discussion questions, and suggested answers on page 14.49 of this manual.)
PowerPoint 14-4
Steps to Controlling Your Assets (Refers to text pages 453-455)
TEXT REFERENCE 

Real World Business Apps

Margie Keen is working or earning her Associates’ degree in business. She is worried that even after she finishes school, she won’t have enough money to pay for her kids’ education and her retirement. (Box in text on page 453) 
critical thinking 

exercise 14-1

Preparing a Personal 
Balance Sheet

This exercise asks students to calculate the assets, liabilities, and owners’ equity for a couple. (See complete exercise on page 14.40 of this manual.)
PowerPoint 14-5
Steps to Controlling Your Assets (Refers to text pages 456-458)
\
critical thinking 

exercise 14-2
Developing a Spending Plan

This exercise asks students to develop a monthly budget and judge the impact of an increase in monthly rent. (See complete exercise on page 14.45 of this manual.)
lecture link 14-2
Preventing Identity Theft

How to reduce identity theft and what to do when it happens. (See complete lecture link on page 14.29 of this manual.)
TEXT FIGURE 14.1 

Possible Cost-Saving Choices (Box in text on page 459) 
TEXT FIGURE 14.2
How Money Grows (Box in text on page 456) 
TEXT FIGURE 14.3
How Money Grows with Monthly Deposits (Box in text on page 457) 
FIGURE 14.4
Who says College Doesn’t Pay? (Box in text on page 457) 
bonus internet

exercise 14-1
Finding the Best Car Loan

This Internet exercise asks students to use online financial sites to find the latest interest rates for car loans and calculate the monthly payment. (See complete exercise on page 14.36 of this manual.)


	
III.
Managing Credit and BUilding a Financial Base
Learning objective 2
Explain strategies for building a financial base. (Text pages 458-464)


A.
Accumulating capital takes discipline and careful planning.


 
1.
Savings can help you to become an entrepreneur, one of the fastest ways to wealth.


 
2.
A capital-generating strategy may require a frugal life style.


 
3.
Couples need to discuss financial goals to reduce future conflict.


 
4.
Ideally, the couple should live on one income and save the other.



5.
The first investment might be a low-priced home.



6.
Through the years, homeownership has been a wise investment.



B.
Real Estate: A Relatively Secure Investment 


 
1.
Home ownership is a good investment.


 

a.
It is the only investment that you can live in.



 

b.
The payments are also relatively fixed.



 

c.
Paying for a home is a good way of forcing yourself to save.



 

d.
As capital accumulates, people can sell their first home and then buy different homes or purchase investment properties.



 
2.
The ownership-vs.-rental analysis also applies to other large purchases.


 
3.
Tax deduction and home ownership


 

a.
Interest on home mortgage payments is tax-deductible, as are real estate taxes.



 

b.
Almost all of the mortgage payments in the first few years goes toward tax-deductible interest.



 
4.
Amortization is the gradual elimination of a liability.


C.
Where to Put Savings


 
1.
One of the worst places to keep your long-term investments is in a bank or savings and loan, even online banks.


 
2.
However, it is important to have about six months of savings in the bank for emergencies.


 
3.
One of the best places to invest over time has been the stock market.


 
4.
The stock market will rise and fall, but over time has been a good investment.



5.
Times of financial crisis may be the time to invest.



 

a.
The greater the risk, the greater the return.


 

b.
Low stock prices may be an opportunity to invest in the stock market.


 

c.
The average investor buys when the market is high and sells when prices are low.


 

d.
The CONTRARIAN approach, purchasing stock when others are selling, lets you invest in the stock market when stocks are low.


 
6.
Bonds have traditionally lagged behind stock as a long-term investment.



D.
Learning to Manage Credit



 
1.
The finance charges on credit cards (plastic) are 12-20% annually.


 

a.
Credit card purchases are much more expensive than those paid in cash.



 

b.
It is good financial management to pay on time and save the money.



 
2.
Even if they are rarely used, having credit cards is important.




a.
Some merchants require credit cards as a form of identification. 





b.
Credit cards help keep track of purchases.




c.
It is easier to write one check at the end of the month than to carry cash.





d.
Credit cards are safer than cash–you can cancel a stolen credit card.





e.
Using a credit card is more convenient than cash or checks.



 
3.
If you do use a credit card, pay the balance in full each month during the period when no interest is charged.


 
4.
Choose a card, like Discover, that pays you cash back or gives you purchase credits or frequent flier miles.


 

a.
The value of these givebacks can be from 1-5%.


 

b.
Some cards charge an annual fee–others do not.


 
5.
The dangers of credit cards are:





a.
You may buy goods and services you normally would not buy.





b.
You can pile up more than you can repay.





c.
If you have trouble sticking to a budget, it may be better not to have a credit card at all.


 

d.
Credit cards are convenient, but they can be a financial disaster if you don’ have fiscal restraint.



 

e.
More than half of the debtors seeking help at the National Consumer Counseling Service are between 18 and 32 years of age.



E.
Credit Reports


 
1.
Every person should get a credit report at least once a year.



 
2.
An amendment to the Fair Credit Reporting Act requires these credit companies to provide credit reports at no cost, once a year.



 
3.
Information on a credit report includes:



 

a.
The names of the companies that have checked your credit score;


 

b.
The names of the companies to whom you owe money;


 

c.
A FICO score, a credit score assigned by the three major credit reporting bureaus.



4.
FICO is an acronym for Fair Isaac Corporation, a company that provides the most well-known credit model in the U.S.



 
5.
The FICO score—the information that predicts how likely you are to default on a loan—determines how much interest you pay.

SELF Check Questions (Text page 465)
1. Why is investing in real estate a good way to invest?
2. What are the advantages to staying out of credit card debt? What are the short-term payoffs?
	PowerPoint 14-6
Managing Credit and Building a Financial Base
(Refers to text pages 458-461)
TEXT FIGURE 14.5
Types of Home Mortgages (Box in text on page 460) 
TEXT FIGURE 14.6
How Much House Can You Afford? (Box in text on page 460) 
bonus internet

exercise 14-2
Choosing the Right Mortgage Loan

How much would the monthly payment be to purchase a $95,000 house? It depends on the interest rate, type of loan, and down payment. (See complete exercise on page 14.38 of this manual.)
TEXT FIGURE 14.7
Sample Amortization Schedule (Box in text on page 461) 
PowerPoint 14-7
Where to Put Savings
(Refers to text pages 461-463)
Bonus Case 14-2
The McFarlane Companies: It’s My Money (Video Case)
Todd McFarlane is an entrepreneur who has used his own money to expand the business, instead of borrowing or issuing stock. (See complete case, discussion questions, and suggested answers on page 14.51 of this manual.)
TEXT REFERENCE 

Ethical Challenge: Credit Card Offers 
(Box in text on page 464) 
Credit card companies are targeting college students for free credit card offers. If your job is to urge students to sign up for credit they can’t handle, what would you do? 
PowerPoint 14-8
Credit Reports (Refers to text pages 463-464)
lecture link 14-3
Discredit Report

Maybe you’ve never seen your credit report, but dozens of strangers have. (See complete lecture link on page 14.29 of this manual.)
lecture link 14-4
Know Your Credit Score

Your credit score determines the interest rate you are changed for credit. This Lecture Link gives some practical tips for improving your score. (See complete lecture link on page 14.33 of this manual.)


	
IV.
Buying Insurance
Learning objective 3
Define the different types of insurance and how they can protect your financial base. (Text pages 465-469)


A.
Purchasing insurance helps deal with the financial havoc of unexpected losses.


 
1.
INSURANCE is a written contract between the party being insured and the insurer where the financial responsibility for losses transfers to the insurer up to a specified limit.


B.
Auto Insurance


 
1.
Most states require auto insurance.


 
2.
Liability insurance means that if you hit someone else with your car, your insurance would pay for the repair to the other vehicle, not your vehicle.


 
3.
Full coverage means the insurance would pay for both your car and the other person’s car.


 
4.
Uninsured motorist coverage pays for damages to your car if you are hit by someone who does not have insurance.


C.
Life Insurance


 
1.
The death of one spouse can mean a sudden drop in income for the survivor.


 
2.
To provide protection from the loss of a spouse or business partner, you should buy life insurance.


 
3.
TERM INSURANCE is pure insurance protection with no savings feature for a given number of years that typically costs less the younger you buy it.


 

a.
The costs increase as your age does.



 

b.
With term insurance, the price is fixed for the term of the policy.



 

c.
Before buying, check out the insurance company through a rating service.



 
4.
Calculating how much insurance you need is complicated. 


 
5.
WHOLE LIFE INSURANCE is life insurance where some part of the money you pay goes toward pure insurance and another part goes toward savings, so you are buying both insurance and a savings plan.



 

a.
This type may be right for people who have trouble saving.



 

b.
A universal life policy is a permanent insurance plan that allows flexibility in your insurance and savings amounts.



 
6.
VARIABLE LIFE INSURANCE is form of insurance that invests the cash value of the policy in stocks or higher-yielding securities; it is vulnerable to stock market dips.


 
7.
An ANNUITY is a contract to make regular payments to a person for life or for a fixed period.


 

a.
You are guaranteed to have an income until you die.


 

b.
Fixed annuities are investments that pay the policyholder a specified interest rate.


 

c.
Variable annuities provide investment choices identical to mutual funds; they are becoming more popular.


 

d.
Variable annuities are more risky–be careful choosing the insurer.


 
8.
Before buying any insurance, it is wise to consult a financial adviser.



D.
Health Insurance



 
1.
Individuals need to consider protecting themselves from losses due to health problems.


 

a.
Many have health insurance coverage through their employer.



 

b.
If not, you can buy insurance from a health insurance provider, a health maintenance organization (HMO), or a preferred provider organization (PPO).


 
2.
Deductibles and co-insurance


 

a.
Some insurance requires you to meet a deductible, the amount that must be spent on health care before insurance companies will cover the remaining expenses.



 

b.
A co-payment is an amount paid when medical services are rendered.



 

c.
Another consideration is whether or not doctors will accept your health plan.



 
3.
It is financially dangerous not to have health insurance.


 

a.
You should also have disability insurance because the chances of becoming disabled at an early age are higher than your chances of dying from an accident.


 

b.
Disability insurance is insurance that pays part of the cost of a long-term sickness or an accident.


E.
Homeowner’s or Renter’s Insurance



 
1.
As you accumulate possessions, you need insurance to protect against their loss.


 
2.
Apartment insurance or homeowners insurance covers loss of your possessions.


 

a.
It is best to get guaranteed replacement cost insurance, which means the insurance company will give you whatever it costs to buy things new.


 

b.
Another option is to buy insurance that covers only the depreciated cost of the items.


 
3.
Most policies do not cover expensive items, such as jewelry and silver.


 
4.
You need to buy a rider, supplemental insurance; this also means an amendment to a contract.
SELF Check Questions (Text page 469)
1. What types of insurance should you consider purchasing now? What insurance might you need in the future?
2. What is the difference between a variable life insurance policy and a term policy?
	PowerPoint 14-9
Buying Insurance
(Refers to text pages 465-467)
TEXT FIGURE 14.8
Reasons for Buying Insurance (Box in text on page 465) 
TEXT REFERENCE 

Study Skills: Keep a 
Journal 
(Box in text on page 467) 
An additional exercise and discussion is on page 14.27 of this manual.
PowerPoint 14-10
Buying Insurance 
(Refers to text pages 467-469)
lecture link 14-5
Flood Insurance: A Good Investment

A federal program exists to provide low-cost flood insurance, but few vulnerable homeowners use it. (See complete lecture link on page 14.34 of this manual.)


	
V.
Planning for Retirement
Learning objective 4
Describe strategies for effective retirement planning. (Text pages 469-477)


A.
Successful financial planning requires long-range planning, including retirement.


B.
Social Security


 
1.
SOCIAL SECURITY is the common name for the Old-Age, Survivors, and Disability Insurance program established by the Social Security Act of 1935.


 
2.
By the time students retire, there will huge changes in the Social Security system.


 
3.
Part of the system may also be made private.


 
4.
The number of people retiring and living longer is increasing while the number of workers paying into the fund is declining.



5.
The result is likely to be cuts in benefits, later retirement age, or higher Social Security taxes.




6.
Don’t count on Social Security to provide you with all your funds for retirement–save funds now.


C.
Individual Retirement Accounts (IRAs)


 
1.
An INDIVIDUAL RETIREMENT ACCOUNT (IRA) allows a person to save a percentage of income tax-free. 


 

a.
A traditional IRA allows people who qualify to deduct from their reported income the money they put into an account.


 

b.
Tax-deferred contributions are retirement account deposits for which you pay no current taxes, but the earnings gained are taxed as regular income when they are withdrawn at retirement.


 

c.
A traditional IRA is a good deal for an investor because the invested money is not taxed.


 
2.
The earlier you start saving the better, because your money has the chance to double and double again.



 

a.
Saving the maximum IRA contribution at 11% interest will yield $1 million in 35 years.



 

b.
The actual rate of return depends on the type of investments you choose and can vary widely over time.



 

c.
The earlier you start, the faster you will accumulate retirement funds.



 
3.
Savings basics:



 

a.
Future value is the value of an investment at some future point in time.



 

b.
Present value is the worth of an investment right now.



 
4.
A ROTH IRA is an investment that does not get up-front deductions on taxes, but the earnings grow tax-free and are tax-free when they are withdrawn.



 

a.
Traditional IRAs offer tax savings when they are deposited.


 

b.
Roth IRAs offer tax savings when they are withdrawn.


 
5.
You cannot take the money out of an IRA until you are 59½ years old without paying a 10% penalty and paying taxes on the income.



 

a.
You cannot tap the fund for impulse purchases.



 

b.
All IRAs are different, and the IRS rules change often.



 
6.
A wide range of IRA investment choices is available.


 

a.
Banks, savings and loan, credit unions, and insurance companies all have IRA savings plans.


 

b.
If you can accept more risk, put your IRA funds into stocks, bonds, mutual funds, or precious metals.


 

c.
Mutual funds have multiple options and allow you to switch from fund to fund.


 
7.
Opening an IRA account may be one of the wisest investments you make.



D.
401(k) Plans


 
1.
A 401(k) plan is a saving plan that allows you to deposit pretax dollars and whose earnings compound tax free until withdrawal, when the money is taxed at ordinary income tax rates.




a.
401(k) plans now account for 49% of America’s private pension savings.





b.
Only 72% of eligible employees make any contribution–a huge mistake.



 
2.
401(k) plans have three benefits:




a.
The money you put in reduces your present taxable income.




b.
Tax is deferred on the earnings.





c.
Employers often match part of your deposit.



 
3.
More than 80% of 401(k) plans match your contribution–often 50¢ on a dollar.


 
4.
You should take advantage of your 401(k) by depositing at least as much as your employer matches.


 
5.
You can usually select how the money is invested (stocks, bonds, and real estate).


 

a.
Don’t invest all your money in the company where you work–it could collapse as Enron did.


 

b.
As with any investment, it is best to diversify your 401(k) funds.


E.
Keogh Plans



 
1.
There are retirement plans for small-business people who do not have the benefit of a corporate retirement system.


 
2.
A Keogh plan is similar to an IRA but designed for entrepreneurs with higher maximum contributions.


 
3.
The maximum amount you can invest in Keogh plans, $40,000 per year, is higher than for an IRA.


 
4.
Like IRAs, Keogh funds are not taxed until withdrawn, nor are the returns the funds earn.


 
5.
As with IRAs, there is a 10% penalty for early withdrawal.



F.
Financial Planners


 
1.
Financial planners are people who assist in developing a comprehensive program that covers investments, taxes, insurance, and other financial matters.


 
2.
Many people claim to be financial planners; find one who is a Certified Financial Planner (CFP) a licensed person who manages investments.


 
3.
One-stop financial centers, or financial supermarkets, provide a variety of financial services in one place.


 
4.
Most financial planners begin with life insurance, usually term insurance, and add health insurance plans.


 
5.
Financial planning covers all aspects of investing, all the way to retirement and death.



G.
Estate Planning


 
1.
The first step is to select a guardian for your minor children, someone with a genuine concern for your children.




a.
You should leave sufficient resources to raise your children, often through life insurance.





b.
Choose a contingent guardian in case the first choice is unable to perform the functions.



 
2.
The second step is to prepare a will.




a.
A will is a document that names the guardian for your children, states how you want your assets distributed, and names the executor for your estate.





b.
The executor is a person who assembles and values your estate, files income and other taxes, and distributes assets.



 
3.
A third step is to prepare a durable power of attorney.




a.
This power of attorney is a contract that gives signing power from one person to another to make decisions.





b.
A durable power of attorney for health care delegates power to make health decisions for you.




4.
A financial planner can help you do the planning needed to preserve and protect your investments and your children and spouse.




5.
There are many paths to wealth, but the most common ones are entrepreneurship and wise money management.
SELF Check Questions (Text page 477)
1. What is the difference between a Roth and a traditional IRA?
2. What is a 401(k) plan and why is it a good idea to participate in one?
3. What tasks do financial planners perform?
	PowerPoint 14-11
Planning for Retirement
(Refers to text pages 469-473)
lecture link 14-6
How Much to Save for Retirement?
Most people have only a vague idea of how much they need to save for retirement. The bad news? It could be up to 12 times your salary. (See complete lecture link on page 14.35 of this manual.)
TEXT FIGURE 14.9
Traditional Versus Roth IRAs (Box in text on page 472) 
PowerPoint 14-12
401(k) Plans (Refers to text pages 473-474)
TEXT REFERENCE 

Career Spotlight: So, You Want to Be … Financially Secure for Your Future

(Box in text on page 476) 
TEXT REFERENCE 

Career Development: 
Winning Résumés … It’s All about You! 
(Box in text on page 474) 
An additional exercise and discussion is available on page 14.25 of this manual.
TEXT REFERENCE 

Thinking Critically: 
Credit Card Debt
Students today use only 42% of their purchases. Over 60% of college seniors have their own credit cards. But college students are also three times as likely to be delinquent on their credit cards. (Box in text on page 475) 
PowerPoint 14-13
Financial Planners
(Refers to text pages 474-478)
TEXT REFERENCE 

Career Spotlight: So, You Want to Be … Financially Secure for Your Future.

(Box in text on page 476) 
TEXT REFERENCE 

Real World Business Apps

Margie Keen and her partner have decided to cut down on expenses and invest in a traditional IRA. She has also begun developing budgets and spending scenarios for when she finishes school. (Box in text on page 477) 


	
VI.
SUMMARY
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