


Introduction

Introduction by the Dean

Welcometo theBYU Marriott projecton personafinance.A solid understandingf basic
financial principlesandthe ability to managdinanceswisely areimportantfactorsin the well-
beingof individualsandfamilies. This projectis oneof our manyeffortsto increasehefinancial
literacyandself-relianceof our studentsaswell asof families andfriendsoutsidethe University.

As youwork throughthis course] hopeyou will takethetime to dothreethings.

First, readandstudythe material. Eachchapterffersvaluableinformationthatwill enrichyour
understandingf personafinance.Thechaptes havebeencarefullyreviewedby thefaculty and
staffatBYU Marriott. We think theyareinformativeandclearlywritten. Theyareorganizedo
be usefulto youngpeoplewith little financialknowledge peoplewho haveextensiveexperience
in financialmattersandeveryonen between.

Secondasyou read,focuson the principlestaughtin the course We emphasizerinciples
becaus@rinciplesd o rcldahgeovertime. Typesof financialassetsinvestmentwehicles,and
evenfinancialtheoriesmay changeput principlesdo not. This focuswill helpyou stayon
courseasyou makefinancialdecisiondor yourselfandyour family over time, even as the
financial environment around you changes

Finally, applytheseprinciplesto your life by developingyour own fiPersonaFinancialPlano
SpencelV. Kimball hascounseledfi T lmesureyour life will befull andabundantyou must
planyourl i {Eastgn May 1974,86). Think throughandwrite downyour vision andgoals,the
thingsyou wantto achievein life. Developa financial planto helpyou accomplishyour goals
andthenwork to implementyour plan. Suchplanningmaybe the mostimportanttool for
achievingyour personabkndfinancialgoals.

Thankyou for your interestin this course May this bethe startof evengreateldearningand
understandingsyou work towardgreateifinancial self-reliance.

Sincerely,
Brigette C. Madrian

DeanandMarriott Distinguished Professor
BrighamYoungUniversityMarriott School of Business
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Aut hMNoted s

Welcometo this manualandthe accompanyingvebsiteat http://personalfinance.byu.edum
PersonaFinance We havecompiledinformationon what we considethe mostimportantareas
of personafinancefor studentsindividuals,andfamilies. We havedeveloped principles and
applicationsbasedrameworkthatwe hopeis clearandconcise andthatappliesthe best
practicesusedin theindustry While theremaybe differencesof opinionasto whatarethe best
practicesn theareadliscussegthis platformwasdevelopedo facilitate reviewanddiscussion
of thosepractices.

Theideaspresentedn this manualwerewritten for a Christianaudiencenith membershipn

The Churchof JesuChristof Latterday Saint however the principlestaughtcanbe extended

to memberf anyChristianfaith. Readersvho arenot of the this faith mayencounteia few
unfamiliartermswithin this text. While thesetermsmay providevaluableinsightsto membersof

the Churchof Jesus Chrisathoroughunderstandingf thesetermsis notrequiredto understand
thefinancial principlestaughthere.lf you havequestionsaaboutanyof theseterms,feel freeto
contactmeat personalfinance@byu.egdor visit The Churchof JesusChristof LatterdayS ai nt s 0
website(http://ChurchofJesusChrist.ditgpics for moreinformation.

This manualandwebsiteareupdatedeveryyearfor newinformation,changedo tax laws,
improvementsn teachingmethodologiesetc As such | would appreciatefeedbacko help
makethe manualandwebsitebetterandmoreuseful While | havetried to presenthe materialin
asfair andbalancecd frameworkaspossibleandamincorporatingchangesastheybecome
apparenttheremaybeerrorsof omissionor commissionWhile this personafinancemanual
andthewebsitehave beenapprovedoy BrighamYoungU n i v e Marriott $cbo®l of
Businesdor distribution,theyremainthework of theauthor.Any errorsaresolelymy
responsibilityandarenot theresponsibilityof the Marriott School of Businesshefaculty, or
BrighamYoungUniversity.

BryanL. SudweeksPh.D.,CFA
August2019
How This Coursels Different

DaveRamseya nationallysyndicatedadiotalk showhost,commentedfi P e r d$imanceis|
morepersonathanit is finance:it is morebehaviorthanit isma t (KNMBR, May 23,2007).
Learningaboutpersonafinancerequiresmorethanlearningthelanguage®f financeandmath
andmorethanjustachangean spendinchabits it requiresachangen behavior.Thefour
characteristicthatmakethis coursedifferentfrom othercourseson personafinancecanhelp
effectthis changen behavior
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First, we takea different perspectiveon personafinance.Perspectivé thewaywe look at
thing® influencesourfinancialself-reliancebecausé influencesthe choiceswe make.
Concerningoerspectivethe historianWill Durantwrote,i Waeedd tseizethevalueand
perspectivef passinghings.. . . We wantto knowthatthelittle thingsarelittle, andthebig
thingsbig, beforeit is too late; we wantto seethingsnow astheywill seemforeve® ¢ ithe
lightofet er Ai ty. 60

Our perspectiven this manualis unique It is thatpersonafinanceis not separatérom our
Christianlives. Rather,personafinanceis simply partof our Christianlives, andpartof living
thegospelof Jesu<Christ.In this coursepur perspectiveon personafinanceis basedonalong
termview of whattruly matters whichwill guideyou asyou makefinancialchoices.

Secondye takea principles, doctrines and applicatiehasedapproactto personafinance
This helps us change our perspective oatwie are doingJnlike investmentheory,
investmentvehicles,andfinancialassetsprinciplesand doctrinesieverchangeA sound
understandingf the correctprinciplesand doctrinesf personafinancewill actasacompasgo
guideyou asyou work towardachievingyour personabndfamily goals.RichardG. Scott
commented:

[The] inspiredstatementfi teachthemcorrectprinciples,andtheygovernt he ms el ves, 0
still applies.ThelLord usesthatpatternwith us.. . Your consistenadherencéo principle
overcomeshe alluring yet falselife-stylesthatsurroundyou. Y our faithful complianceto
correctprincipleswill generateriticism andridicule from others yettheresultsareso
eternallyworthwhilethattheywarrantyour everysacrifice?

In this courseyou will learnhow principles doctrinesand applicatiomelateto everyaspecbf
your personafinancesUnderstandingorrectprinciplesand doctrines helps increase our
motivationto actandmakest easietto follow andapplythe conceps discussedh this manual
andwebsiteto our personalives.

Third, we dondét |just t apldnsaadistatediestahelptyoummou c an
creating your own personal plans i ifnportant areasSesing what others have done and are

doingin specific areasangive youideas and strategies on hgau cancreateyour visionin

those areas.

Finally, we takeanapplicationsbasedr creativeapproacho personafinance.Application is an
invitation to learn and creaté/e discuss the crea@process terms othow we are all creators
of ourvision, goals and livedt is notenoughto know whatyou wantto do in our lives and
familiesd we mustdoit. Accordingly,thefinal differenceis thatwe applythethingslearnedn
this manualin the creationof your individual or family PersonaFinancialPlan.Thisis partof
EzraTaftB e n s adwiéet® fi P | yaunfinancialfuture early,thenlive your pland®

To helpyou applyyour learningandplanning we offer a multi-disciplinarycompanionvebsite
athttp://personalfinance.byu.edfs one of the advanced lesson#dudesthis book,
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PowerPoinpresentationdearningtools, videosof personaffinanceclasstaughtat BYU, and
otherpersonafinancemanualscompiledanddevelopedy the faculty andstaff at Brigham
YoungUniversity. Thesetoolswill helpyou catch your visionsetgoals,and develop plansnd
strategieso help youcreatea budgetwork towardgettingout of debt,evaluatedifferent
investmentsbuy ahouseor a car,investwisely, savefor retirementandmore.You will also
receiveextensiveanstructionsfor developingyour own PersonaFinancialPlan,including
helpful examplef completedinancial plans.

We believethatby changingyour perspectivelearningthedoctrines, principles arapplications
thatsupportsuccessfufinancialmanagemengiving examples of visias) goals and strategies in
each key am@® and therhaving youapplythis knowledgeto your ownlif e in creating your own
personal Financial Plan withetoolsw e 6 progided will increaseyour financialliteracyand
motivation,andwill helpyou achievethevision andgoalsthataremostimportantto you and

your family. If you do this thoughtfullycarefully and prayerfully, it will help change behavior
Bestof luck to you asyou beginthis wonderfuljourneyto increasedinancial self-reliance.

SpecialThanks

| expressappreciatiorto the Rollins Centerfor eBusines®f the Marriott School oBusinesdor
its helpandsupportin maintainingthewebsite theH. Taylor Peeryinstituteof Financial
Servicesatthe Marriott Schoolfor its helpandsupportwith the contentandthe BYU Centerfor
TeachingandLearningfor its helpwith websitehosting,designandimplementationThanks
alsoto LauraDearderfor the coverphotes anddesignof the printedversions

| particularlywantto thankthe wonderfulprofessorsandstaff who havehelpedin this process
specificallyJim Brau, GrantMcQueen SteveThorley, Bernell Stone ScottSampsonBrent
Wilson, BarrettSlade Andy Holmes,CraigMerrill, Jim EngebretserBruceBurgon,Skip
Koller, Mike Pinegar SteveNadauld,DeanLongmore,Hal Heaton,Phil Bryson,Bob Crawford,
Keith Vorkink, Brian Spilker,andJoanYoungof the Marriott School of Busines#ladison
Sowell,BYU HonorsProgramDirector; E. Jeffrey Hill, Ashley LeBaron an@raig Israelserof
the Schoolof Family Life; ToddMartin andMarilyn Miner of BYU FinancialAid; MichaelC.
Johnso, DaveEgbert,BlakeHerzinger,LynneAllred, David Hellewell, AndreaVelasquezand
David Evesof Centerfor TeachingandLearning;Michael OrmeandSteveSandbergf the
BYU Legal DepartmentDannBattistoneof theBYU Athletic DepartmentandMelvin Thorne,
LauraRawlins,Kim SandovalTaylor RouanzionChristinaChampenoisDeniseRemy,Camille
Hartwig, Katie Newbold,andJenniferMcDaniel of the BYU FacultyEditing Servicefor their
helpandguidance.

| alsoappreciatéhethoughtfulcommentof Jim Seaberg, Lodestar Capit&tanBenfelof
BeneficialLife; ClaralynHill, attorneyatlaw; Rick Hutchinsof NovogradagFredHockenjosof
BJ AssociatesJasornPayneof PayneFinancialManagementCreedArchibaldandPhil
Sudweek®f FarmerdnsuranceDanWilson of the Church of Jesus Christ of Latiday Saints
Tyler Vongsawadf NorthwestMutual, andDavid Clark of IntermountairHealthcare.
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| amthankfulfor all the hardwork andsuggestiongrom my manyteachingassistantaind
studentsvho havehelpedon this project,including Dallin Anderson SteveAshton,Josh
Ashworth,HannahBallard,JohnBeck, Will Beck,Mark Bohne,DanBrown, CraigBench,
JamonClark, Hunter ChristensemerekCollette,Mark Cope,Steve ForsythRandy Francis,
Nick Greer,ArmandoGutierrez Joshud-lade,Steve ForsythBenjaminHafen,SpenceHafen,
Brian Harris, SamHawkins,Matt Herbert,Tanner HiattGregandHeathemirschi, Lindsay
JohnsonCharlotteLarson,April LindgrenJonesJoseph Lunt, Grayland MartiNathan
Mickelson,MeganPalmer JamedPearceRandy FrancisMonte Schaffer,PrestonTaylor, Jeff
Willson, BreckynWoodand Daniel Xul amalsovery appreciativeof the manystudentsvho
haveaddeddeasandcommentghathavehelpedimprovethis manua) classesndwebsite

Finally, specialthanksgoesto my wonderfulwife, Anne, andour sevenchildren Kimberly (and
Lane Logan Ryan and Marcudldrich), Natalie(andTaylor, Halle, Dylan, Jordan and Wesley
Barret), Laura(andDevin Dearden)Clinton (and Abby) Emilee,Ashley, andKaili, for all their
love andsupport.Theyhavebeenwonderfulto put up with adadwho askstoo manyquestions
andmakestoo manycommentson thetopic of personafinance Withoutthemandtheirlove and
supportthis projectwould not havebeenpossible.

Copyright and Other Restrictions

We havepreparedhis manual,course andwebsiteasfreeresourceso help studentsfaculty,
andfamiliesbothinsideandoutsidethe Universitybecomemorefinancially self-reliant. As
such,we encourageiseof thesematerialsunderthefair useclauseof the 1976 CopyrightAct
(SeeSection107 of Chapterl of the CopyrightLaw of the United Statesof America).Unless
otherwisenoted theindividual imagestext andobjectsfrom the websiteareavailablefor non
profit andeducationapurposessuchasresearchteachingandprivatestudy.For thesdimited
purposesyou mayreproduceprint, download,or makecopiesof) thesematerialswithout prior
permission.

We alsoencouragehe free useof thesematerialsby educational non-profit, andother
institutions Pleasdeel freeto downloadandcopythesepersonafinancemanuals]earning
Tools,PowerPoinpresentationsgndall othermaterialsfrom the websiteasneededor your
schoolsandcollegesWe havealsoincludedlessonplansandPowerPoinpresentationsn the
websitethatareusedhereat BrighamYoungU n i v e mMariiott $chowl of Busined® helpin
theteachingof thesematerials

Useof a particularitem for othe purposesincludingcommercialpurposestequiresprior

written permissionMaterialsandcontentcontainedn this manualandwebsitemaybe protected
by U.S.copyrightlaw (Title 17,U.S.C.)and/orby the copyrightor neighboringrightslaws of
othernations. Additionally, thereproductiorof somematerialsmayberestrictedoy privacy
and/orpublicity rights.

Unlessotherwiseindicated the materialon this siteis copyright(c) Bryan Sudweeksandis
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sharedwith you underthetermsof the CreativeCommonsAttribution-NoncommercialShare
Alike license

You arefreeto share copy, distributeandtransmitthe work aswell asto remix or adaptthe
work underthefollowing conditions:

T Attribution - You mustattributethework in the mannerspecifiedby the authoror
licensor(but notin anyway thatsuggestshattheyendorseyou or your useof thework).

1 Noncommercial- You maynotusethis work for commercialpurposes.

1 ShareAlike - If youalter,transform,or build uponthis work, you maydistributethe
resultingwork only underthe sameor similar licenseto this one.

Foranyreuseor distribution,you mustmakeclearto othersthelicensetermsof thiswork. The
bestwayto dothisis with alink to the Copyrightweb pageof thewebsite Any of theabove
conditionscanbewaivedif you getpermissiorfrom the copyrightholder.Nothingin thislicense
impairsor restrictstheauthor'smoralrights.

1 The Story of Philosophyew York: Simon and Schustel 927, 1
AThe Power of (EasignMay1993P32i nci pl es, 0
SEzra Taft Benson, fAToEnsighdov®894erly in the Church, o

Vi
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Chapter 1. Building &trong Foundation: Another Perspective on Wealth

1. Building a Strong Foundation: Another Perspective on Wealth?

Introduction

Personafinance Thesetwo wordscanbring eitherfearor excitemeninto the heartof the
reader Why suchvariedresponse$o a simpletwo-word phrase herearemanydifferent
reasons.

Oneof themostprevalents alack of educationlt is hardto makeimportantdecisionsvhenyou
feelyou arein uncharterederritory. Otherresponsefavebeenduetofi mi s g unfodnatidro
Someindividualsandcompaniedhaveusedpersonafinanceasatool to earnhugecommissions
onsellinginsuranceandinvestmenproductswithout regardto the needf theinvestorshey
supposedlgerve resultingin poorperformancdor theinvestorsanduncertaintyover missed
goals.Still othershavemadeunwisedecisionshasedn solelyacquiringassetandinvestments,
butto thedetrimentof their spousesfamilies,andreal successwhile theymayhaveacquired
financialsecurity,theyhavelost thethingsthatwill bringthemwhattheydesiremost happiness
andjoy. Othershavelearnedhow to bring Christ into their finances, learrtbdir available
options,determinedhekey doctrines principlesand applicationsappliedthemin a creative
procesgo their financialhabitsandgoals,andhaveaccomplishedhevision andgoalsthatthey
havesetfor themselvesandtheir families,includinghappinesn thislife andeternal lifein the
world to come.The purposeof this manualandthe accompanyingvebsiteis to helpyou cometo
understandhe procesf personafinanceor financial planningfor yourselfandthoseyou love,
and to apply it in your lives

Objectives

A. Understand how to bring Christ into your finances

B. Understandheimportanceof perspectiveandour perspectivdor this course

C. Understanabur framework for learning: doctrines, principles and application
D. Understandheimplications of thatearning framework

ERemember thao ALife is Good

Understand how to bring Christ into your finances

As we have read and studied scriptures, it is apparent that Jesus Christ wants to be a greater part
of our lives and finances. He will not barge in agidlus what to do; He cannot, as He will not

violate our moral agency. But He will plead, exhort, counsel and guide us back to our Father if

we will allow Him more into our lives and finances.
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Why do we want to bring Christ more into our financks"Rus®ll Ballard reminded usiin my
judgment, we never will have balance in our lives unless our finances are securely under
control dChrist can help us bring balanaed controinto our lives and finances. How do we
bring Christ more into our lives andéinces?

Seek to learn and love the Savior and His atonement Warstudy, pray, learn more about
Him, and contemplate His amazing atonement and what it means in our lives.k@sistis
by name andbves us perfectly, and has designetttailed individual, and customized
curriculum (called life) exactltailored to our needs, mission and destiianaging our
financess one of the pieces of that curriculuyamdpersonal finances simply part of thegospel
of Jesus Christ.

Striveto changealaily and become more likdim.God 6s gr ace, repentance a
Jesus Christ are perfect tools to help us change and to become more like ouHgavasr

given us everything we need to become more like Him. He has taught through His servants that
Afad pattern to change behavior is to understa
confirmed by the SpirtBoy d K. Packer sraersoodchangesatstudes@mdt r i n e
behavior. The study of the doctrines of the gospel will improve behguioker than a study of

behavior will improve behavior.. That is why we stress so forcefully the study of the doctrines

of the gosped® However, it is not enough to know the doctriiese must understand them as

wel | . David A. B e dent #ackecda manteach tledsimplyikRawiagstriue

doctrine changes us. Rather, doctrine must be understood. . . Thus, true doctrine confirmed in the
heart as true by the witness of the Holy Ghost changes attitudes and b&hbMi@lso reminds

usi T lamswers are always in the doctrines and principles, and the doctrines and principles need

to be in ug’

Learn toapply His words andreateour lives more closely with HirmAs we strive to develop

and grow, application is an invitation to learn and e@&ats we do, we become creators with

God of ourselves, our families and our lives. M&@nimportant lessons from the creatighat

we can use in our lives as we rememberfin@r eat i on i .8°Weweaeborm i tual gi
creators, and had our first $ess in creation when as geistent spirits we helped create the earth we

live on1! We create each day in our prayers, families, the environment in our homes, budgets,

goals and our livedVe are all creators, and learn besien we learn and followhe Master

Creator, even Jesus Christ. Not only does He know the way, He is tHé way.

Always remember HimWe need Chri st dés inspiration and gu
our families to His presence We al ready covenant tweekfndheways r
Sacrament. We must strive to keep those and our other covenants. We must remember that our
conduct on our journey is as important as our final destinatidfe must, like the pioneers,

make fia covenant and a proosmiaredt ot & t'topwead 1 t
daily remember the Savior and follow the covenant path.
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To bring Christ more into our finances, we must bring Him more into our lives. If we want to
have balance in our lives, we must bring our finances securely umnitenlc We can do this best

wi t h Ch rWesbting €hridt iatb qur. finances as sexk to learn and love the Savior and
His atonement more, work to change and become moreliikglearn toapply andcreate with

the Creator of the WorJdandalways emember HimThen with His help, we can accomplish all
things.

Understandhe Importanceof Perspectiveand Our Perspective for this Course

Thedictionarydefinesperspectiveasii o n goimt®f view, the choiceof a contextfor opinions,
beliefs,ande x p e r i¥Thehist@ian/ill Durantwrote of the humanneedsi t seizethe
valueandperspectivef passinghings.. . We wantto know thatthelittle thingsarelittle, and

the big thingsbig, beforeit is too late; we wantto seethingsnow astheywill seemforeve® 6 i n
thelightofet er Ai t y. 60

Thechallengehenis to seethingsin a consistenperspectiveastheywill beforever.NealA.
Maxwell wrote of thosewithout this perspective Living without Godin theworld bringsa
functionallack of consistenperspectivelf therewereno eternaltruths,to whatprincipleswould
mortalslook for guidance?f notaccountabléo God,to whomarewe ultimately
accountabled*’

Our perspectivd howwe look atthing®d makesa differencein the choiceswe make.Do we
recognizeour differencein perspectiveaswe look attheworld aroundus?Do we recognizethe
implicationsof our differencesn outlook, the differencesof our eternalperspectiveaswe go
aboutour daily lives? Neal A. Maxwell commented:

We seetheworld andthe peoplein it differently, becauseasC. S. Lewis observedit is
by thelight andillumination of the gospelthatwe seeeverythingelse.. . Thegospelis
like thelensof a cosmickaleidoscopéehat,insteadof showinglife, man,andtheuniverse
assenselesgjnconnectedragmentsshowsus pattern beauty,andpurposellt is this
visionthatcangive usaspecialsenseof proportionaboutthethingsin life thatmatter
most.. . This perspectiv&eanmakeso manydifferencesn somanywaysthat,
unintentionally we maybeunconsciou®f theimplicationsof our differencein

outlook!®

Thepurposeof this sectionis to articulatefi a n o tpdrspactiveon wealth,aneternal
perspectiveThis perspectieis critical for usto understandandit hasa majorinfluenceon how
we makechoices.

In this manualandwebsite we takea differentview from theworld. We disagreawith thebelief
thati mo rbaygh a p p i Themesiacontinuedo bombarduswith theillusion thatwe have
to spendmoneyto be contentor thatto be happy,a persormustbe beautiful,sexy,thin, rich, or
whateveiit is theyaresellingatthemoment.
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Most of usarenot consciousof the effectsof our perspectivesn our everydaylives. Whenwe
havea properperspectiven life, thereis pattern beauty,andpurposdansteadof senseless,
unconnectedragmentsAlong with thatknowledgeof the purposeof life, it is importantthatwe
understandorrectprinciplessothatwe canmakegoodchoices.

Onthesubjectof choices SpenceiV. Kimball said:

We hopewe canhelp our youngmenandyoungwomento realize,evensoonerthanthey
do now, thattheyneedto makecertaindecisiononly once. . . We canmakeasingle
decisionaboutcertainthingsthatwe will incorporatan our lives andthenmakethem
oursd withouthavingto broodandre-decidea hundrediimeswhatit is we will doand
whatwe will notd o . My youngbrothergdandsisters],f you havenotdonesoyet,
decideto decide’®

Thepurposeof this seriess to helpyou in your understandingf perspectivasit relatesto
personafinanceandthento helpyoufi d e doddeec itobewssein the managementf your
personafinances Whenwe havean eternalperspectiveywe understandhingsdifferently, view
eventdifferently, andmakechoicesdifferently with respecto ourfamilies, friends,work and
finances.

Our perspectivas simple:Wisemoneymanagemens simplyliving the gospelof JesusChrist It
is putting Christfirst in our lives, not our pocketbooksfi B seekye first thekingdomof God,

andhis righteousnessandall thesethingsshallbeaddeduntoy o 3°dt.is thetemporal
application of eternal principles.

Understanaur Framework for Learninddoctrines Principles and Application

Our learning framework for this class is uniqée use the framework for learning used by

David A. B e d nnareaseiinn_eamingsl tb d sk bfased on,doctrines
principles (the Awhat s.ibringsklande tatipeghingssvadoi on (t h
Bednaral | s it, AA flexible tool that can be used

useful aid as we apply the principles of prayerful inquiry &eddattern of asking, seeking, and
knocking??

Too often when we encounter problems in life, we are drawn to application as the way to make
life better But is it the best wa/Bednar writes:

Somehow we seem to be drawn to application as the primaryway 6 f i X 06 t hi ngs,
life better. . . And far too often we emphasize applicationawitthe necessary

understanding and divorced from the doctrinal content. . . Whatever the reasons,

emphasizing the application to the exclusion of fundamental dostume principles

does not produce spiritual power, protection, and direction. . . Appropriate applications

are necessary but can never stand alone. What is needed is a balance among doctrines,
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principles and application. The answers always are in theatrines and principles
And the doctrines and principles need to basf?

This learning framework is uniquk.asks three critical questions that can lead us to learning and
life. They are:

1. Why should weearn and become better at personal finéh¢et hi s i s a Awhyo
doctrine question)

2. What are the principles on which how gern and become better at personal finance
arebase@ (this is a Awhato or principles ques"’

3. How do welearn about and become better at personal fin@ntlisis&i h owo or
application question)

Doctrines or iWhyso of Personal Finance

Doctrines are the truth about ourselves, our lives, our history, and our relationship to our Father
in Heaven and his Son Jesus Christ. Boyd K. Packeyi§aiue doctrine, understood, changes
attitudes and behavior. The study of the doctrines of the gospel will improve behavior quicker
than a study of behavior will improve behavior. . . That is why we stress so forcefully the study
of the doctrines of thgospel %8

David A. Bednareminds us

President Packer did not teach that simply knowing true doctrine chandather,
doctrine must be understaothe word understanding in the scriptures frequently is
linked to and associated with the heart and sef@ia revealed result or conclusidhus,
true doctrine confirmed in the heart as true by the witness of the Holy Ghost changes
attitudes and behavidknowing true doctrine is necessary but is not sufficiént

Why should we learn doctrine®octrinesare critical as they give us the perspective, motivation
and strength to do the right things even when they are difficult.

We have been counseled to ungbselotesunChrist he Awhy
Dieter F. Uchtdorf said:

Seekoutthenaj esty, the beauty, and tdospelefxhi |l ar a
JesusChrist AThe oO6whatoé and 6éhowdé of obedience |
path. The oOwhyodéd of obedience sanctifies ou
majesic. It magnifies our small acts of obedience into holy acts of coasect®

Beforewe candecidemoreaboutwise moneymanagementye mustunderstanéndanswerthe
guestion Wiiy should we learn and become better at family finange
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While therearelik ely manydifferentfi w h ylet mae;shareafew thoughtson doctrinesof why

we believeGodwantsusto learnpersonafinance Sinceperspectives soimportant,this
guestionrmustbe addressefrom manydifferentperspectivesPossibleperspectivesclude
spiritual,temporal family, andpersonalWhile thereareaninnumerablenumberof perspectives,
thesefour seemto beimportantandwill beaddressetiere

Spiritual: Personalfinance can help bring usto Christ. Froma spiritual perspectivethe
ultimatepurposeof everythingwe do,andGoddoes,is to bringusto Christ.Becausés 0 d 0 s
work andglory is to bringto passthefi i mmo rahdatermalify of ma R®andtheonly way
we canhaveeternalife is throughJesusChris£’, thenthe purposeof all mortalexperiences to
bring usto Christ, who then brings us to the Fatheearningto manageour financesaccording
to gospelprincipleswill helpusgrow spiritually aswell ashelpbuild up our familiesandthe
kingdomof God.

C. Max Caldwellsaid:

Whatevetthe problemmaybein ap e r slife@ faikure to paytithing, breakingthe
Word of Wisdom,casualkhurchattendancdor, | add,poorfinancialhabits,theld real
issueis faith in Jesu<Christ. If we canhelppeopleobtainthe gift of faith in Christ,good
workswill follow. Theendpurposeof anylaw of Godis to bringusto Christ. And how
well will thelaw work? It depend®nwhatwe think of the Author of the law.?®

We havealsobeencommandedby prophetsandthe scripturego befinancially wise.

[We] havebeencounseledor manyyearsto preparegor adversityby havingalittle
moneysetaside Doing soaddsimmeasurablyo securityandwell-being.Everyfamily
hasaresponsibilityto providefor its own needgo the extentpossible. . . If youhave
paidyour debtsandhavea financialreservegventhoughit be small,you andyour
family will feelmoresecureandenjoygreaterpeacdan your hearts May the Lord bless
youin your family financial efforts2°

Perspectivalsoaddssignificantlyto motivation Whetherwe view this counselon being
financiallywiseasanicething to do or acommandmendf Godwill provideagreatdifference
in our motivationto do thesethings

Temporal: Personalfinance can help us becomewiser stewards Fromatemporal
perspectivemanagingesourcess a skill thatHeavenlyFatherwantsusto developduring
mortality.i F dawhois faithful andwisein time is accountedvorthyto inheritthe mansions
preparedor him of my Fatherd®

Personalfinancehelpsuslearnto bewiserfinancial stewardoverthethingswith whichGodhas
blessedis.Joel. Christensersaid,ii O uasourcesreastewardshipnotour possessiong.am
confidentthatwe will literally be calleduponto makeanaccountingoeforeGodconcerninghow
we haveusedthemto blesslives andbuildthek i n g dlo m. 0
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| believea critical questionatjudgmentdayfrom our Saviorwill notbe, Hdw muchmoneydid
you make® Rather,it will be, Hdiv well did you usetheresources blessed/ou with in the
serviceof your family and €llowme n ? 0

Family: Personalfinance canhelp usreturn with our families back to Heavenly Fatherds
presence Thethird perspectives family. An eternalperspectiveon financeshelpsuskeepour
prioritiesin order. David O. McKay remindedus Ndthersuccessancompensatéor failure
intheh o m& . 0o

We showour love for our Savioraswe payour tithesandofferings We areexamplego our

childrenaswe putthe Lord first andsacrificethroughservice hardwork, churchandtemple
attendanceWe build our communitiesandnationaswe seekopportunitiesor serviceto our
family, friendsandfellowmen

We will bedisappointedn life if we gainthew o r Irichésandloseour spousesandfamilies.
We mustlearnto betterapplypersonafinancein theL o r way,sisingHis planandobeying
His commandmentdn short,aneternalperspectiveon financescanprepareusfor eternal
marriage strengtherexistingmarriagesandbe a conduitfor positiveparenting.

Individual: Personalfinance can help us prepare for and accomplishour divine missions
Thefourth perspectives individual. We all havedivine missionsto performhereon earth,and
personafinancecanhelpuslearnthe lessonsanddevelopthe skills we needto accomplistithose
missions Many of our missionswill requiredmaterialresourcesGeneR. Cooksaid | bar
testimonyof thefactthatif you keepthecommandmentd;e nourishes/ou, strengthensou,
andprovidesyou meandor accomplishingall thingsnecessaryo faithfully finish your divine
missionhereone ar h . 0

We areall atanimportanttimein our lives, regardles®f our age.Ask yourself Ddil really
believethatl havea missionhereon earthto performandam| performingit?0

Clearly, perspectives important,andby looking at manydifferentperspectivesve can
understananorefully i w hwe should learn and become bettefiaatily f i nance. 0

Soif moneymanagemens part of the gospel of JesagChrist,arethereprinciplesuponwhich
wise moneymanagemeris base@® Let me proposea few principlesthatarethe foundationupon
which this perspectives based! call thesemyfi Pr i nafk iph &@rsce . 0

Principles or AWhatdso of Personal Finance

Principlesarefundamentalaws or doctrineswhich, if understoodwill allow usto live or act
accordingto truth. RichardG. Scottcommented:

[The] inspiredstatementfi teachthemcorrectprinciples,andtheygovernt he ms el ves, 0
still applies.The Lord usesthatpatternwith us You will find correctprinciplesin the
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teachingf the Savior,His prophetsandthe scripturesWhile easyto find, true
principlesarenot easyto live until theybecomeanestablisheghatternof life . . . Yet, as
you resolutelyfollow correctprinciples,youwill forgestrengthof characteavailableto
youin timesof urgentneed Your consistenadherencéo principleovercomeghe
alluring yet falselife-stylesthatsurroundyou. Your faithful complianceo correct
principleswill generateriticism andridicule from others yettheresultsaresoeternally
worthwhilethattheywarrantyour everysacrifice*

Whatarethoseprincipleso r i w o whiclbvee imustadherevhoseresultsaresoeternally
worthwhilethattheymerit our everysacrificé? Let me proposea few principlesthatrelateto
understandingndusingwealthwisely.

Principle 1: Ownership. Everythingwe haveis theL o r .d'lée Bsalmistwrote, Th@earthis
theL o r a@rdlthefullnessthereofitheworld, andtheythatdwellt h e r3¥ThempostlePaul,
writing to the Corinthians statedthe samemessage FoiitheearthistheL o r @r@thefullness
ther3®of. o

We know from scriptureghatthe Lord wasthe creatorof the eart¥’, the supplierof our breatt®,
thegiver of our knowledgé®, the providerof our life*®, andthe giver of all we haveandare®*

Nothingwe haveis ourownd it isall G o d Asssuch,thereshouldbeno feelingof pridefor the
thingswe haveor are.Thesethingsdo not belongto us, butareon loanfrom aloving Heavenly
FatherandHis Son,JesusChrist Theseblessingshouldencourageisto demonstratgreater
obediencdo G 0 d ddremandmentsAs we realizethatall we haveandall thatwe havebecome
aregifts from a generoudHeavenlyFatherandSon,we will find gratitudeandobedienceather
thanpride.

Principle 2: Stewardship. We arestewardsoverall thattheLord has,is, or will sharewith us A
stewards onewho activelydirectsthe affairs of another.TheapostlePaulstated Lefiamanso
accounwf us,asof the ministersof Christ,andstewardf the mysteriesof God.Moreoverit is
requiredin stewardsthatamanbefoundf a i t *hAThelord statedfi listexpedienthatl, the
Lord, shouldmakeeverymanaccountableasa stewardoverearthlyblessingswhich | have
madeandpreparedormyc r e at®®ur es . 0

Beingblessedvith materialthingsin life shouldnot be seenonly asablessingoutalsoasa
responsibility. We will berequiredto give anaccouniof our stewardshifgo HeavenlyFather.n
orderfor usto bewise stewardsit is our responsibilityto learneverythingwe canaboutour
stewardshipowe canmanaget to the bestof our abilities. The purposeof this manualand
websiteis to helpyou understanédindmanageyour stewardshigetterasit relatesto personal
finance.

Principle 3: Agency. Thegift of i ¢ h ois s & mrostpreciousnheritance PresidenThomas
S.Monsontaught Wiienwe cameto the earth,we broughtwith usthatgreatgift from Godd
evenour agencyln thousand®f wayswe areprivilegedto choosdforo ur s €t ves . 0
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TheprophetJoshuacounseledhe peopleaboutagencywhenhesaid Chooseyou this day
whomye will serve.. .. butasfor meandmy housewe will servetheL o r% . 0

David O. McKay wrote, Nextto thebestowalf life itself, theright to directthatlifeisGo d 6 s
greatesgift to man. . . Freedonof choiceis moreto betreasuredhananypossessioearthcan
give®

We shoulddo everythingin our powerto thankGodfor this wonderfulright to chooseandthen
usethatagencyaswisely aswe can.

Principle 4: Accountability . We areaccountabldor everychoicewe make includingour
financialchoices We havebeenblessedvith the gift of agencyputwe will alsobeheld
accountabldor its use.The Lord counseledii F @ is requiredof the Lord, atthe handof every
stewardto renderanaccountof his stewardshipbothin timeandine t er%i t y . o

Theblessingof agencyis anunconditionakift of God,andhow we usethatgift showshow
muchwe love Him andHis SonJesusChrist. Thefirst threeprinciplesoutlinedaboveareGo d 6 s
gift to us. Thefourth principleis our gift to God. We can,throughour wise choicesshowour
HeavenlyFatherhow muchwe love Him by obeyingHis commandmentand covenantand
striving to becomemorelike His Son.

Thesefour principlesestablisha spiritualfoundationfor understandingvealththatis basedn
ourdependencen Godandour needfor financial self-relianceto fulfill His purposes.

Neal A. Maxwell putthingsof this world into a correctperspectivevhenhetaugt:

Thesubmissiorof o n endll $s really theonly uniguelypersonathing we haveto place
on G o dahtar. Themanyotherthingswefi g i ‘brethedsandsistersareactuallythe
thingsHe hasalreadygivenor loanedto us. However,whenyou andl finally submit
ourselvesby letting our individual wills be swallowedupin G o dwvalls thenwe are
really giving somethingo Him! It is theonly possessiowhichis truly oursto give!*®

Everythingwe haveis G o d ansdthethingswe receiveareall blessinggrom Him. Theyarenot
ours,buttheyhavebeengivento usasa stewardshigor which we canmakechoices We should
choosewell, aswe will beheldresponsibldor whatwe chooseanddo.

Application or the iHowdso of Personal Finance

Once we understarttie doctrines and principles of finance, it is important to understand how to
apply what you are learning to your daily livésall this application or the creative process.
Question 3hen becomeB How do we | earn about aned?dbecome b

In 2019 we took 24 BYU students to Europe for a Global Finance Investment Inter@stapof
the companies we visited in Germany was a large sport and apparel manufbhataser
i mpressed with their mar k*Theirpgnt\sab weglhate fiCal | i n
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creators, which we truly are.

On the importance of creation, Elder McConkie saldhi&threepillars of eternity,thethree
eventspreeminenandtranscenderdboveall others arethe creation thefall, andthe

at on e fhwhyis it $o important that we understand the cre&tidielieve it is because this
knowledge will help uso be better creators ourselvest me shareightlessons thathave
learnedfrom the creationYou will likely have your own lessons from yorgading and study.

God is creative The creation shows that Heavenly Father and His son are very creative beings
We are taught in the scriptures that we are created in the image of Heavenly parents and in Their
likeness As such, we should also very crigatbeingsWe were meant to create, and this

capacity is Godyiven.

Christ worked under the direction of the Father. The restored gospel has helped us to know
thatJesuChristcreatedhe heavensindthe earthunderthe directionof the Father Likewise

when we create, we should be under the direction of the Father asavwedhlly accomplish all
we need to in this life, weill needHis help.

The earth was created from existing matterThe earth was created, not from nothing, as many

suppose; ratheit, was organized from existing mattéiLikewise, when we create, we are not
starting from nothing. We take our existing vision, education, talents, skills and abilities, and
match those with the resources and materials we have in our home, neighbashouodnity or
nation.

Creation is a two-step processThe Lord speaking to Moses saiéoiil, the Lord God,created
all things,of which | havespoken spiritually, beforetheywerenaturallyuponthefaceof the

earthd>? Once He created things spiritually, then came the physical creation of everything on the
earth We likewise must create things spiritually through our vision, goals and plans, and then we
can create it physicaldly andwe can create with confidence

There is an order in creation Notice that there is an aedin creation, first the worlaias
organized, and then light came into the woNext the waters were divide@learly there is
order in creation and in the univert&ewise, there is order in our @gve processes, and we
must learn what that order is.

Creation takes time The creation of the earth did not happen overnight, but took six creative
periods. How long those periods were has not been revealed, but we do know it was a long time.
Likewise, when we create, we should realize that this is adonsuming process.

Creation was a planned eventThe creation was planned from the beginning under the

direction of Heavenly ParentEhe creation, fall and atonement of Jesus Christ were all part of

the Fatheroés pl an, it o br i nYofHischipransWe shokide i mmo
make sure, as we go through our lives, that we to have a plan on how we will live our lives, so

that we can, under the direction of the Father, support His same work and return to His presence
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We create every day of our livesSome @ not think they create; however the reality is that we
create every day of our liveBerhaps a few creations can help make the point.

Prayer David A. Bednar commented on our spiritual and physical creation of each day. On the
subject of prayer, he said,

We learnfrom theseverseghatthe spiritual creationprecededhetemporalcreation.In a
similar way, meaningfulmorningprayeris animportantelementn the spiritual creation
of eachdayd andprecedeshetemporalcreationor the actualexecutionof theday. Just
asthetemporalcreationwaslinked to anda continuationof the spiritual creation,so
meansi?gfuImorningandeveningprayersarelinked to andarea continuationof each
other:

Family. We are cecreators with God in the creation of our familié§e work with Him as

creators of our marriages and in which ohbildren are raised. We should make sure, as we work

to create the environment in our marriages and in which our children sed,rtnat we do it as
cocreators with Heavenly Father. We are remind
and serenity. Relieve suffering. Create enduring testimonies of eternal truths in ourselves and

ot hé&rs. o

Vision and Goalswhen we set and wk toward our vision and goals, it is again the spiritual
creation followed by the physical creation. Alma uses different words to describe this spiritual

creation, such a®fibD®oygoul ealritcoswarfai wiht h an
youimagi ne t o “%CoouwrdésseluMes .mate goal for us is to
physical creation process so we live in such a way as we, with our families and through the

Saviords atonement, can return to |live with H

FinancesRegarding our financesthe preparation of our budgei@n be envisioned dise

spiritual creation first, followed by the physical creation second as we spend the money

President Kimball saii Ever y f ami |y s Rdivihgenabadgetdoesndiudget .
mean that you do not spend money; rather, you spend money on things tlahaes for (the

spiritual creation) and that aienportant to you

Ourselves Finally, the reality is that we create ourselves in every day and in everythidg
Our life thenis the sum of each of our daily individual creatiois such, we recognize the
importance of our dailgreations in the creation of our overall lives

Creation is a wonderful subject for additional studie were born creators, and had our first

lessonsn creation when as pexistent spirits we helped create the earth we livi Bravid O.

McKay taught, ASculptors of I|ife are we, with
car vi n g°Tlaat we might help create and carve ours and oth#s sell isour prayer for

each of you.

The application or the creative proc&stow we go from the spiritual creation to the physical
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creation It entailsfive steps Each of these sps s important to the process, and this process can

be applied to all areas of our livé&hile it is possible to create without thinking through the

creative process and many do exactly that, if we understand and apply this process it can help us
to accomplif more and to be even more creative in our lives and our finances.

The Lord speaking to Joseph Smith said, Al wi
be de c®®DaviceAdBednar reminds us,

Il nterestingly, the elLoorpdatgtaevren ufso rii aadl la ntdh innog
the Lord is suggesting with the | anguage 0
pattern to be used in every situation. Rat

that can be employed to achiediéferent spiritual objectives:
Let me share one possible pattern.
The Creative Process

Vision: We Catch our Vision. The scriptures teadih Wh elrereis no vision, the people

p e r P2§Vhy.is@vision soimportan® Vision is a critical precursor teffective goals, planning,
writing, and accomplishing our personal and family goBthe best vision is from the longest
perspectivePatricia T. Holland said Out prayers ought to be to see as God sees, to adjust our
minds so we may see things from a@real perspective. If we listen too often to the voices of

the world, we will become confused and tainted. We must anchor ourselves in the spirit and that
requires daily vigilanceé®

Goals We Develop our GoalsGoalsare tools to help useep us focusednoour vision Robert
D. Hales gave advice on your choice of golls recommended:

| would like to suggest a few of the most important goals in life that will give you joy as
you fulfill your mission on this earéh eternal goals that will help you returnttvihonor

to your Father in Heaveihey include: Marry in the temple and cultivate eternal family
relationships by prayerfully balancing the many facets of life, such as family, occupation,
continuing education, hobbies, and entertainmfesathfully andobediently live your

religion and be true to the baptismal and temple covenants, always treasuring up the good
things of life. Hold on to the eternal perspective, remembering that the things of the
kingdom are eternal and the things of the world are teahpotemporary. Remember to

give dedicated service throughout your life and always care for the needy who may
require your love and other suppéft.

Plans and StrategiesWe Make our Tactical Plansand Strategies He continued and said

fiMaking thesegoaiss not enough; we must ®nGadtsarethe pl an t o
destination, where we want to,l@d ar plans are the process by which we will fgetn where

we are now to where we want to. Mée need to be detailed in our plans to accomplisigoals

and hence our vision
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Constraints: We Determine our Constraints Whereas goals are the clear objectives for what
you want to accomplistandyour plans are how you will accomplish those goals, then your
constraints are given conditions or circumstss that your solution must satisfyhese are

things that must be taken into account as these constraints can have a major impact on your
ability to accomplish your goals and vision.

Accountability : We Share our Vision with Accountability Partners Who Can Help.
Accountabilityis the process by which we make known our vision, goals and plans ta others
This could be fortireereasons

1 It may be because we need their moral or personal help to accomplish our goals and
vision. Sharing your goals with yowpouse and children is a good way to get help in
accomplishing your goalsiaving others help you be accountable for your goals is a
great motivatar

1 It also may be because they are part of our creative process and necessary to help us
accomplish our goalMentors and friends can help when we fall short and help us know
what to do to improve.

1 As we share our vision with others, we give others permission to catch their ows.vision
Regardless of the reas@tcountabilityis an important part of the creation process

ForexampleHe avenl y Fat hhappihess anexatatian of his childterilis goal is

to Abring to pass the i MHispldnisthe Plan ofSavdtioreor e r n a |
the Plan oHappinessHe has no constraints as his plan is for all pe@idHe communicates

his plan with His children through prophets, apostles and scripflusisas He has a vision, goal,

plan, constraints, andccountabilityso we should too.

The manual wi shareconcretedeas and experiences on how you can applgrtb&tive process
to thepersonal finance arehow you can create your visiofiwhat you want to becomset
goals, develop a plan, work on constraints, and then communicate it to helgcgowypéish your
vision. This process is applicable to all areas of yaensBnal Financial Plan

Ezra Taft Bensoreminded ust® P| an y o u rurefedrly) then tive your pl&ifd As
part of planning your financial future, you will develop your dersonal Financial Plan (PEP)
Your PFP include$6 differentPlans, includingyour:

Plan for Life {/ision, Goals andPlars)
Saving, Income and Expense P{&udget)
Tax Plan

Cash Management Plan

CreditPlan

Consumer Loanand DebtPlan

= =4 =4 -8 -4 -9
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Insurance Plan

Family Financial Plan
Investment Plan

Retirement Plan

Advance Plan

MissionPlan

Education Plan

Housing Plan

Auto/Toy Plan
Individual/family Giving Plan

=4 =4 =4 -8_9_9_95_4_2_-2

Our Conduct on the Dburney isas Important as our Destination

As Anne and Bryan Sudweekgere driving home from our service in Nauvibds year they

were | istening to the Rkodk tihE&BSEBERAigHammn o ni n Co
Young wa with the vanguard company in Winter Quarters, lowa, and was praying for

inspiration to get the Saints to the weshis section waguidanceby the Lord on how to

organize the Saints for their trip from Nauvoo to the Great Salt Lake.

As theythought abouthis inspired documentheywondered if there was more to this section
than a standard orgaatzonal chart. Did it have greater meaning that extendeselyond the
lessons for 1847Thad M. Ortorwrote:

Some have assumed that the revetats a simple howo guide for organizing pioneer
companies and have underestimated the role it played in refocusing Brigham Young and
the Church. By helping the Saints remember that their conduct on the journey was as
important as their destination, trevelation helped transform the westward migration

from an unfortunate necessity into an important shared spiritual expeffence.

Could the Lord be not only letting us know what Brigham needed to do, but also giving us a
pattern that we can use in duranciallives as welP

Some have said, AThe end justifies the means,
i mportant that any method, even %Hemmb&l |y bad
136the Lord is saying that the means is as important as the end.

Brigham Youngds vision and goal was simple, n
people, institutions, and culture in thistbry of the United States. To do this, the Lord inspired
Brigham to organize the Saints Ainto companie

commandments and statues of the Lordo (v. 2) .
had been disessed by the prophet Joseph. However, that combined with the covenant of
rio ghteousness was an inspired addition. Orto
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rather than simply blazing a trail that others would follow, the 1847 vanguard company was
establ i shi ng °Hekoewthat theusands waultl e foBowing their path and
direction, so inspiration was crucial. As the Saints kept their covenants and walked in the
ordinances of the Lord, they had the help of heaven as they worked tbeiardeistination.

Likewise, how we conduct ourselves on a-tlagay basisn our financess as important as the

final destinatiorof financial selfreliance or saving moneyhe important thing is what we learn

and become from owxperiences with adinances not just the amount saved, and the

i nspiration of heaven is critical. Our <chall
are important. As we work toward our vision and goals of greater financiakbatice, we

should likewise berganized and prepared, as well as make that same covenant that we will
Afkeep all the commandments and statues of the
the Lordo (v. 4). As we do these thrngs, we
journey to our financial and other goals.

What should our conduct entail? Thankfully, the Lord shared three important points.
Follow the prophet and stay on the covenant patks soon as Brigham received this revelation,

he and the other apostlesnked to ensure that the Saints knew what the Lord expected af them
The results were instructive and impressiasea Stout observed that following the revelation

would bring needed calm and wunity i ncethdhe f ace
wild bickeringo that had ¢RichardE. Beanetendtedithates j o ur
they followed the prophet, the exodus becéimeh e most carefully orchest

planned, and abundantly organized hefsiraration] in all of American history’?

As the pioneerkept all the commandments and statutes of the Lord (folRwed the prophets
(v. 3), and walked in all the ordinances of the L{rd4), the Lord blessed them that they would
be able to get to their dasation. Likewise, as wkeep the commandments and statlis®n to
the prophet andstay on the covenant path, ve® will get to our destinatios) whether it is
budgeting, investing, retirement planning, or othetivities

Be wise stewards over dhie Lord has freely given yourhe Lord reminded the saints that they
were His agents and the blessings they had received were from Him and should be used to
prepare for what and who were coming later (v. 7, 9). They were to use their intellect,egsourc
and property to help others (v. 10), be honest in their dealings, not covet (v. 20), return things
borrowed (v. 25), return what they find to their rightful owners (v. 26), and be diligent in
preserving what they have (v. 27). They were counseledsagaintention, pride (v. 19), taking
the name of the Lord in vain (v. 21), speaking evil one with another (v. 23), drunkenness, and
unedifying conversations (v. 24). As they did these thivitfs pure heag, they were promised

Al ¥ shall be blessed; yohall beblessedn your flocks, and in your herds, and in your fields,
and in your houses, and in your famifes ( v. Likewide)as we are wise stewards over our
financial resources and work to avoid contention, we too will be blessed in the thiags we
striving to achieve.
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Remember the poor and neeaaty your journey While the Saints were to be wise stewards, they

also had a covenant responsibility to share an equal proportion for taking care of the poor,
widows, and fatherless (v. 8Likewise, & we work toward our financial goals, we also must
remember our covenant responsibilityéonember the poor and the needy along our aveiyto

bear our fAequal proportiono through our fast

Because obothorganization andighteousconduct, the pioneers were able to make the journey
to the west They established not only a physical but a covenant path as well, a path we can
follow today. The Lord reminded thefats that theiconduct on the journewas as important
theirdestination Likewise, how we do the things we need to do as we work toward our financial
goals is as important as what we do.

The Lord then shared what that conduct should include. They allest the prophets anstay
onthe coenant pathbewise stewards over all the Lord has freely givemd emember the poor
and needy otheirjourney. As the Saints followed this inspired guidance and improved their
conduct, they made progress toward their ultimate goal in the west. ké&edbat guidance has
relevance to us today. As we remember the importance of our conduct and these same three
areas of concern, the Lord will likewise help us in our financial vision, goals and destinations.

By emphasizing the importance of what de our condugiand what we have, our blessing®

tie everything, including our financdsack to the gospel of Jesus Christ. Moreover, we
transform our finances from an unfortunate necessity to an impsharedspiritual experience
as we work togéter with our spouse and families to accomplish our financial vision and goals

Understandhe Implicationsof this LearningFramework

This learningframeworkis important forsix specific reasons.

1. This framework helps us ask the important questionstaowmiives and oufinances, such as
AWhat doctrines and principles, if understoo
1 Change my attitudes and behaviors toward
1 Teach my children the place ofdhenegysfo
1 Better |ive the commandments to |ive on
xact in my record keeping?9

1]

D St D

Understanding doctrines and principles can help us ask important questions that can be used to
enhance our learning as we askl aeek deeper answers to the difficult questions of life.

2. This framework reminds us where the answers reall\Badnar remindsusi Appr opri at e
applications are necessary but can never stand alone. What is needed is a balance among
doctrines, principles and application. . . The answers always are in the doctrines and principles.
And the doctrineand principled need to be in us.?o
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3. This framework allows us to lift our perspective and vision, which can help us gain greater
motivation By finding our higher purpose (or doctrines) in what we are doing, we gain greater
motivation to do the things that we need to @ed Callister remindgsii Wi t h i ncr eas ed
comes increased motivatigr

4. This framework encourages us to takergrtermeternal perspective rather than a checklist
approachP a u | decl ared fAiln the dispensation of the
in one all things in Christ’> How do we gather together in one all things and how does this

framework help?

David A. Bednar wrot e, AThe principle of gath
conventional checklist [of family finance] into a unifiedtegrated, and complete whole in
receiving the transforming powe&%Forméstofuseur gos p e
lives revolve around the checklist of things necessary for us to do including living on a budget,
getting out of debt, savg for longterm goals, etc. These things are often considered separately,

rather than in relation to each other and in relation to our overall lives. As we gather together in

one, we put all these things together and see that these things, includingmees, are simply

part of the gospel of Jesus Christ and hence we know what is necessary for us to do. We must
ifobey the cdmmandimenns Poperf pamsevasy oword of
exacthiesstsr,iop our s e®frivoef§f cearf Jawhoprei de@euds s an ¢
and fiendur® to the end. o0

5. This framework reminds us of the importance of Christ and our daily condighot

enough to know these things and even to have a testimony of their truthfulness, we merst do th
everyday. It is crucial that we daily stay on the covenant path daily andiwexchieve our
destination

6. Finally, this frameworkhelpschange our thinking/Nhile principles and application keep us

on the right track, understanding the doctrinas principles allows us to transform those hourly

and daily mundane acts of obedience we must do in our finances into the majestic purposes that

our Heavenly Father has planned forug magni fi es, as Dieter F. Uc
of obediencé nt o holy acts of conse.toaigeiyoRosont o our S
reminds usi flwe only hat do our work we will have no pleasure, if we do it from a sense of

duty we will have no joy, but if we feel .thatour Father in Heaven has fek to be worthy . .

and that we can carry this work when it is here to do, then we will haé joy.

Summary

We must strive to bring Jesus Christ more into our lives and finances. To do that, weakust s
to learn and lovéhe Savior and His atonement mos&ive tochangedaily and become more

like Him, learn toapply His words andreateour lives more closely with Him, andinays
remember Him Our learning framework supports each of those activities.
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Perspectivés importantin studyingpersonafinance.Our perspectives thatpersonafinanceis
simply living the gospelof JesusChrist;it is putting Christfirst in ourlives. Our view of the
Savior,thewaywe look atlife, atothers and ourselvesll haveanimportantimpacton howwe
utilize the blessingsve havebeengivenby God. It is critical thatwe havea correctperspective
with our lives and financesasperspectivenfluencesour choices.

We shared oumportant learning framework of doctrine, principles and applicatidoctrines
are revealed trutiThefirst critical questiorwas fiwhy should we learn and become better at
family financeé? Fourkey concepts constitute the doctrineachrelatedto a different
perspective

1. Spiritual To bring usto Christ

2. Temporal To help usbecomewiserstewards.

3. Family- To help usreturnwith ourfamiliesbackto HeavenlyF a t hpeesedcs.
4. Individuat To helpusaccomplishour divine missions.

Principles are guidelines for the proper use ofagehdye second question was
principles on which how we learn and become better at personal finance areHmsdey
conceptonstitutetheprincipleso r i w dnavhioh thi®perspectie is basedTheyare:

PwpNPR

Ownership None of what we have is ours.
StewardshipWe are stewards over all God has blessed us with.

Agency The gift of choice is one of Godds most

Accountability We will be accountable for all our choic&ssluding our financial
choices.

Applicationis how we accomplish whatwenedthe t hi rd question was
about and become better at personal or family fimambés application or the creative process is
critical to our accomplishing all weeed to in life The five key concepts are:

1.

5.

Vision- Our vision is what we want to become or how we want to live our. livesour
ultimate destination and what we want to be like.

2. Goals Goals constitute our destination or where we want to get tayi=oar vision.
3.
4. ConstraintsThese are the conditions or circumstances that are critical for us to

Plans Plans are our tactical strategies or plans that will allow us to accomplish our goals.

accomplish our goals.
Accountability Finally, accountabilityis how we let others know what we are trying to
accomplish and how we enlist their help in our process.

In summary, our learning framework was designed to help us bring Christ into our finances.

1 We must sek to learn and love the Savior and His atonement.nfs we do, we

realize the personal finance is simply part of the gospel of Jesus Christ.
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1 Westrive tochangedaily and become more likdim. We know that doctrines and
principles, confirmed by the Spirit, change behavior.

1 Welearn toapply His words ad createour lives more closely with HimFor we know
that application is an invitation to learn and create.

1 Weaways remember HimAs we do, we remember our conduct on our journey is as
important as out destination

It is our responsibilityto befinanciallywiseand use the resources we have been blegited
blessing the lives of our families and othé&k& do that best when vemily bring Christ more
into our lives and financesl he purposeof this manualandaccompanyingvebsite PowerPoints
andlearningtoolsis to helpyou accomplisithatpurpose.

Assignments
Financial Plan Assignments

Think aboutthethingswe havediscussedegarding he doctri nes (fAwhydso),
(Awhat 6s0), and application (fihowéso) of pers
different? What things will this framework help us understand? These are the reasons we should

be learning this material and waue a process on how to do it. With this framework we can
change, as Dieter F. Uchtdorf states, Aour sm
c 0 n s e ¢ ¥ Withithis ondeystanding, we can avoid the problems that come withoithd@d s
differentperspeates on wealthi generallyincorrectones To becomeruly wealthy,we must

first havea correctperspectiveandunderstandhe key doctrines angbrinciplesfor usingwealth

wisely. Thescripturesstate FoiiGodsolovedtheworld, thathe gavehis only begotterSon,
thatwhosoevebelievethin him shouldnot perish,but haveeverlasting i € €his s thetrue

kind of wealth.Think aboutwhatis necessaryo havethis correctperspectiveon wealth.

Readanddiscusghefollowing threeimportantchapterghathelp uswith perspectiveon wealth
andour understandingf its key principles:1 Timothy § Jacob 2andDoctrine and Covenants 6
Thesechaptersareavailableonline at http://scripture<ChurchofJesusChrist.otg

As you begin your PFP, start by filling our yd@iFP Introduction Templai{gT01-01). What
will happen i f you dondét prepare carefully th
the benefits of putting together a thoughtful Plan.

Learning Tools
Thefollowing LearningTool will alsobe helpfulasyou prepareyour PersonaFinancialPlan:

Personal Financial Plan (PFP) Table of Cont@dnf®1)
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Thisis arecommendethbleof contentdor your PersonaFinancialPlan.It
includes the 16 separate plans which make up your PFP.

ReviewMaterials

Terminology Review
Accountability. This is a principle is that states we are accountable for every choice we
make. We do not make choices withaamsequences or accountiyp; rather, we will
be held accountddfor the decisions and choices we make.
Agency. This principle is that we have choice in our lives. We are agents of will, who can

make choices consistent with our beliefs and values. Moeeo , t he gi ft of A
mands most precious inheritance, and we sh
Application. Appl i cation is the Ahowdé of how we

doctrines and principles in our lives.

Constraints. Constraintsare given onditions or circumstances that must be satisfied in

order to enable us to accomplish our goals.

Accountability. Accountability is the process of letting othétsow what your vision,

goals, plans, and constraints are to enlist your help in the crpatieess. It can also be

enlisting others in helping accomplish your goals as you need their help for certain

specific parts of your plans and strategies.

Creative Processlt is the way we get from an idea or vision to its eventual

accomplishment. It hasve critical areas: vision, goals, plans, constraints, and

accountability.

Doctrines. Doctrines are the reasons behind why
guestions of our lives, which are generally the most difficult questions to answer.
Goals.Goalsare tools to help us keep our vision in faclisey are intermediate stepping

stones that will take us to our eventual vision of what we are trying to accomplish.
Ownership. Thi s is the principle that everything
own the things we have and are. It is based on scripture and helps us to see our blessings

as gifts on loan from a loving Father in Heaven.

Perspective Perspective is how we look at things. It is important because it influences

choice. We can take many diffeteperspectives in our view of different aspects of our

lives, with the best perspective being the perspective that last the bragesternal

perspective.

Plans.Tactical plans are the roadmaps by which we will accomplish our goals. It is how

we will get from where we are now to where we want to be to accomplish our goals.

Principles. These are doctrinally based guidelines for how we should live our lives.
Whereas doctrines answer the 6whyo questio
i.e., what & the things and guideline we should be following and doing.

Stewardship. This is the principle that we are stewards over all that the Lord has, is, or

will share with us. This view helps us realize the things we have are a gift and we should

take care othem.

Vision. This is the act or power of seeing or imagination, where we come to solidify in
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our minds who we are and what we can accomplish. It is a creative work through which
the power of thought, imagination, and effort combine to help us thoughthrkider
possible future events that may come to pass.

Review Questions

1. Why is it important to fidecide to decid
2. Why does God want us to learn wise money management?

3. What is our perspective and why igniportant?

4. What are the four key principles on which that perspective is based? Why are they
important? What can we do to incorporate these principles into our lives now?

5. Some have asked, Al f wealth i scossay bad,
about this question in Jacob 2i18? What should we seek for first?

6. What are the benefits of this doctrines, principles and application learning framework?

Case Studies

Case Study 1
Data

Brenda came from a family that had few worldly goduig,there was a lot of love in the
home. She has come to talk with you about her finances because she respects you for the
wonderful example you have set at work.
Application
She asks you, AWhat is the purpose of weal

Case Study 1 Answes
You have lots of good ideas, but you share the following: Jacob shared with us one view
of the purpose of wealth in our lives. He counseled us that if we seek wealth, we should
do it for the right reasons, and it is OK to do so @itgrwe seek the kigdom of God.
The purpose of wealth is not to build ourselves up, and its possession does not allow us to
think we are better than other people. Rather, it is to help us bless our families, serve our
fellow men, and build the kingdom of God.

Case Study 2
Data

Brenda continues to ask you questions regarding your perspective and principles for
using wealth wisely. She asks if there are principles that you know and have lived that
have made a difference in your life.

Application
Share the four key principlésr using wealth wisely discussed in this chapter. Why is
each principle important? What can we do now to incorporate each principle into our
lives now?

Case Study 2 Answers
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There are several good answers for these questions. You might respond with:

Our perspective is that personal finance is simply living the gospel of Jesus Christ. That
perspective is based on four key principles:

1. Ownership: Everything we have or are is a gift from God.

1 Itis important because the things we have are not ours boih doan from a
loving Father in Heaven.

1 We can incorporate this principle into our lives by learning that when we share
with others, we are only giving back to God what was His in the first place.

2. Stewardship: We are stewards over the things the lawdlessed us with.

1 Itis important because we must learn to be better stewards over our blessings
because we will be held accountable for what we do with these blessings.

1 We can incorporate this into our lives by learning as much as we can about the
things we need to do so we can become the best stewards we can over the
blessings our Heavenly Father shares with us.

3. Agency: The gift of feithrcea. ce o0 i s mandés m

1 Itis important because we need to use this gift wisely so we can return and live
with God eternally.

1 We can incorporate this into our lives by studying all areas of our decisions and
decisionmaking processes so we can have the informatiotetket® make the
best decisions possible.

4. Accountability: We are accountable for our choices, including our financial choices.

1 We are the final decisiemakers in life.

1 Itis important because we must learn to choose wisely.

1 We can incorporate this mour lives by setting good goals and then by making
wise choices to help us attain those gdajeals that our Heavenly Father would
have us seek.

Case Study 3

Data
Brenda was concerned as one of her friends was blessed with material riches, and made
poorchoices which caused him to lose his testm@&f e as k s : Al f weal th
should we seek for riched?

Application

What did the prophet Jacob in Jacob 2188say about this questi®kVhat should we
seek for first?

Case Study 3 Answers
The prophel acob said seeking for riches is OK
and if we seek riches for the right intefar righteous purposes
But before ye seek for riches, seek ye for the kingdom of @oul after ye have
obtained a hope in Christ ghall obtain riches, if ye seek them; and ye will seek them
for the intent to do gootb clothe the naked, and to feed the hungry, and to liberate the
captive, and administer relief to the sick and the afflicted (Jacobl®)18

3t
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First, we should seek for the Kingdom of God and doing His will. Then we can seek for
riche® but with the intent to do goodsordon B. Hinckley saidiThe Lord will love us,

| think, to the degree to which we lift and bless those in distidsslieve that with all my
heart, mind, and soul'he accumulation of means is not a bad endeavor when those
means are used to bless the needy of the.8rth
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2. Your Personal Financial Plan: Planning Your Financial Future

Introduction

Onceyou havea correctperspectiven wealthandunderstandhis important framework for
learning, includingloctrines(the fiwhys0), principles(the fiwhais0), and application (the

A h o w,bhen@Xtimportantstepis to beginyour PersonaFinancialPlan(PFP)andto plan for
your financial futureEzraTaft BensoncounselediiPlanyour financialfuture early; thenfollow
theplanot

My purposes to helpyou planfor your financialfuture, catch your vision of who and what you
will become setmeaningfulgoals,develop detailed planandthen encourage/outo accomplish
thosegoalsthrough the creative process this chapter| will shareafew stepsl havefound
helpfulasl haveconsideedmy own life and vision | hopethesesuggestionsvill be usefulin

your life.

Catching the vision for your lifesnot simply writing alist of goalsyouwouldfi | itk e 0
accomplishRather it is aprocesf understandingourself,who you really areyour
aspirationsdesiresyalues and what you want to become and accomplisien it istrying to
understandvhat God wantsyou to accomplish your divine mission or destinnceyou have
determinedhesethings,you mustthencombineyour understandingf yourselfandwhatGod
desiredor youinto a planof actionto helpyou becomeyour bestself. Marvin J. Ashton
commentedfi T r happinesss notmadein gettingsomethingTrue happinesss becoming
somethingThis canbedoneby beingcommittedto lofty goals.We cannotbecomesomething
without commitmenty

Objectives
Therearefour objectivesfor this chapter

A. Understandheimportance of planning your financial future agdur PFP

B. Under st and hlanorlkifed cr eate your AP
C. Understand how toatchyour vision of whatyouwantto accomplishn life and the
differenttypesof goals

D. Understandandapplythe principlesof effectivegoal setting
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Understand the Importance of Planning your Financial Future and your PFP

The pupose of financial planning to help youplan for yourfinancialfuture What are the most
important thingsve should do in our livésAs you ponder this question, it naturatlyngs us
back toour previous discussionurfi w h yod dodirines of financelThey are, from an eternal
perspective:

1 Spiritual To bring us to Christ

1 Temporal To help us be wiser stewards

1 Individual To help us accomplish our divine missions

T Famiy-To hel p us return with ousrpredeaceni | i es b a

What are the principl es aswepldhvohoartfifascial futufdat we s
Again, they &e the principles we discussamvnership sewardship agency and @countability

Il f, as David A. Bednaristahesdodt hehassaedspa
s h o u bud studybegin here first as we pldar our financial future’Additionally, we have

been counseled,

Plan for your financial futureAs you move through life toward retirement and the

decades which follow, wavite all . . . to plan frugally for the years following fiiine

empl oyment . Be even morehcasthemses, mort qé
investing in uncertain ventures. Proceed cautiously so that the planning of a lifetime is

not disrupéd by one or a series of poor financial decisions. Plan your financial future

early; then follow the plaf.

Ezra Taft Bensods counsel above from neaB@ years ago warned us against living
frugally, not planningfor retirement getrich quick schem& mortgaging homesnvesting in
uncertain venturesand naking poor financial decisions

So row do you plan for your financial futu?é&/ou do financial planningts purpose is to help
you become a wiser stewardenthe blessings God has blessed you with, so you can achieve
your personal mission and individual and family vision and gdals determining where you
are, helping you catch your vision and goals of where you want to be, and helping you detalil
your plans and constraints for how you will get there

Will Financial Planning help you make more moaéymay not, but it will help you in your
stewardship and accountability areas to:

Set your vision and goals high

Develop better plans and strategies

Be bette and more informed stewards

Make wiser personal and financial choices

Make sure to get to the end of your life and Y@el successfubecause you did those
things that were most important.

= =4 =4 -8 -9
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Your ultimate goal in personal financgnceit is simply pat of the gospel of Jesus Christ, is to

show, with every dollar you spend, that you have chosen to take an eternal and Christian
perspective rather than tTheesooneoyol rdabze thisnthe er i al i
sooner and greater your moti@tito obey the commandments to get your financial house more

in order

Your PersonaFinancialPlan(PFP)is adocumenthataccountdor all critical areasof your
personafinanciallife. It is yourindividual roadmagor achievingyour personabndfamily
goals.It includes your vision, goals, tactical plamenstraints, andccountabilityto achieve
those goalslt includes your plans for budgeting, taxes, cash management, debt reduction,
insuranceinvesting, retirement and estate plannib@cludesplans for your home and auto
decision, planstohejpay f or your chil dr éyodsocheasaiteahelpi on an
Finally, it includes your giving plan on how you will give back, to halgke the world a better
place All of this is acritical partof EzraTaftB e n s adméngionto fiplanfor your financial
future early,andthenfollow the plars.?® It requiresyou to catchyour vision of who you areand
whatyou want,determinewvhereyou arenow, setgoalsfor whereyou wantto be,developa plan
to getyouthere,andthencreating your futurevith confidenceéoy implemening andrevisng the
planasneeded.

| recommendh six-stepprocesdor creatingyour PersonaFinancialPlan:
Step1: Catch Your Vision for your Life

Someonesaid D & ntéltmewhatto do,teachmewho | am Oncel knowwho | am,| will

knowwhatto d o° Db you really knowwho you are? Understandingvho you areis critical in
understandingndhavingavisionfor yourlife. A At a training session for
the question was asked AHow can we&Eldkeel p t hose
Russell M. Nel son st ood daenndt irteyp |ainetid ,t hiieTiera cphu rtp

You aremorethanjust matterand90%water. You areafi ¢ haf G a o .A$such,you needto
decide who you areywhatyou want whatis importantto you, andwhat Godwould haveyou
accomplishThesedecisionsexpress/our corevaluesandbeliefs. Think throughthethingsthat
you needto decide Whatis truly importantto you?Whatdo you feel HeavenlyFatherwantsyou
to door be? What is your mission in life

Look aheadHow would you like to beremembereavhenyou leavethis life? Whatdo you want
to accomplishwith your life beforeyou leavethis eartt? Theseareprobablythe mostimportant
guestionsyouwill everaskandanswer If we canpreparewith vision earlyin our lives, it will be
somucheasierto setthosegoalsandplansto helpuscreatethatvision through accomplishing
our personal and family goals

Step2: Decide How You Will Evaluate Your Life
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Decidethe criteriafor how you will evaluate your liféVhat is truly important to you®Vill it be

possessins, power, prestige, or prominenc@dll it be faith, family, service andelationships?

What measure will you use to determine if your life isa sucd@ss? car ef ul , Afor wh
treasure is, there will your heart be at8A good read for this secin is Clayton Christensen,

fiHow Will You Measure your Lifé'°Decide what is important to you, and make that your

measure of success so that when you leave this life, as we all will do, you will judge your life a
success.

Step 3:Create your Plan for Life, your Personal and Family Goals

Once you have your vision for your life, know what is important to you and whberarg

financially, it is critical to define your personal and family vision and goals. You will achieve

what you set your mind to, and you will accomplish the vision and goals that are important to

you. Think of your vision as what you want to do or beepyour goals as your destination, and

your plans and strategies as what you need to do to create your vision and accomplish your goals.

Once you determine your goals, write your goals down. Attach a cost to each goal. Remember,
there are more costs tharsf financial costs. What are the true costs of your goals in terms of
time, money, and effort?

It is also important to determine potential constraints or obstacles. By identifying the constraints
or obstacles early in the analysis and determining howwbavoid them, you increase your
ability to plan for, avoid, and overcome those obstacles.

Set a date for when your goals are to be completed. In what time frame can the goal be
reasonably accomplished? Make your goals SMARTER: specific, measurabdeahddi
reportable, timéound, evaluated, and reassessed often. Then, share them with others so they
may hold you accountable for your goals.

Step 4:Evaluate Your Financial Health

Evaluatingyour financial healthhelpsyou determinewvhereyou arefinancially. If youdo not
know whereyou are,how canyou determinehow to getto whereyou needto be?To evaluate
your financialhealth,developabalancesheetanincomestatementandabudget,andcalculate
your financialratios.Determinewhereyou arefinancially right nowi areyou financially
healthy?Are you solvent(do you havesufficientcashin yourwalletor in your checkingaccount
to payyour bills)? How muchdebtdo you have?How muchareyou savingeachmonthand
year?

Step5: DevelopYour Plansand Strategies Constraints, and Accountabilityin each of the
15 Areas

Onceyou haveyour vision andyour goals,you mustdevelopyour tacticalplanson how you will
achievethosegoalsandwhen.Your planshouldbe:
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Flexibled it shouldbeableto changeasyour situationin life changes.

Liquidd it shouldhavethe ability to convertnoncashassetsnto cashwith relativeeaseand
without excessiveostsshouldthe needarise

Protectivé it shouldbeableto meetunexpectedargeexpensesvithout difficulty for the
inevitablechallengeghatwill come.

9 Taxefficientd it shouldpaythegovernmenbnly thatwhichis owedandnotapennymore.

= =_2=4

Think longtermandconsiderfuture needsYou will develop B separatglans for this course

Developa Saving, Income and Expense P(afso called dudge} anduseit wisely. Planfor

big-ticket purchasessuchashousesandcarstoys, and develop a plan for being wise in these
areasPlanfor managingcredit anddebt andremembethatdebtis the enemyto growth.Decide

now whatyou will gointo debtfor andwhatyou will notgo into debtfor. Planfor insuranceand
protectyourself.Determineandwrite your InvestmenPlanandfollow thatplan on how you will

invest your assets for lortgrm goalsPlanfor the expensesf children,includingmissionsand
educationPlanfor retirementP| an f or how you wi llalnMgstve back,
importantly,planyour financialfuture early; thenlive your plan

Step6: Implement Your Plan and Revise as Necessary

Onceyou haveyour plan,implementit and begin creatingJsecommonsenseandmoderation
in thethingsyou do. Setwise goalsandwork towardthemeachday.

Usewisdomin your plan,andstaypositive.Remembethatyour planis a goalto setyour sights
on, notastick with whichto beatyourself.Realizethatdetourswill come,but stayon track after
thedetours We all encountedetoursput goodthingscometo thosewho hangin there!

Revisionis animportantpartof your plan.Remembethatpeopleandgoalschangé you need
to accountfor this. Reviewyour goalsannuallyat a minimum,andmakesureyour planstill
matchesyour goals.If necessaryfine-tuneyour plan.Rememberyour planis etchedn paper,
notin stone.

Much of your planis personakndchallengingasyou try to understangourself,your family,
andthethingsyouwantto accomplishThe purposeof this coursess to helpyouidentify critical
areasandmakeimportantdecisionsin this ourse we will help you d8teps T 4.

Understand How to Catch Your Vision and the Different Types of Goals

Once you have a correct perspective and understand the key doctrines, principles and

application, the next step is to catch yourvision Wegsves66our definition
act or power of seeing, something seen in a dream. . . that conveys a revelation, the act or power

of imagination, Yand something seen. 0
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Thescripturegeach i Wh ehereis novision, thepeoplep e r i2¥ikian tanges from the

simple effort of observation to the diligent, challenging, and creative work through the power of
imagination and the Holy Ghost to thoughtfully visualize and imagine past and future events. But
is vision only for prophets? We believe haywision is for all of us.

Why is vision soimportan®? Whatshouldwe havea vision of, andwhatwill havingvision allow
usto do? Theseareimportantquestionghatshouldbe answeredespeciallyasvision is
necessarpeforewe beginplanning,writing, andaccomplishingour personabndfamily goals.

Thescripturesencourageisto haveavision for our lives. Paulspeakingof therighteousnesef
thefaithful, wrotefiTheseall diedin faith, not havingreceivedthe promisesput havingseen
[visualized]themafaroff, andwerepersuadedf them,andembracedhem,andconfessedhat
theywerestrangersindpilgrims onthee a r ' Aimaadmonishedhis peopleto havevision for
thefuturewhenheaskedfi D ge exercisdaith in theredemptiorof him who createdyou?Do

you look forwardwith aneyeof faith [with vision], andview this mortalbodyraisedin

immortality, andthis corruptionraisedin incorruption,to standbeforeGodto bejudged

accordingo the deedsvhich havebeendonein themortalb o d ¥ Rthier,sadfor the unbelief

andlack of vision of his peoplewrote fi A ntadameto passthatEtherdid prophesygreatand
marveloughingsuntothe people which theydid not believe becaus¢heysaw|visualized]
themnoto'®And laters peaki ng of the faith of the righteo
faith was so exceedingly strong, even before Christ came, who could not be kept from within the
veil, but truly saw with their eyes the things they had beheld with an eye of faitlal[zed],

and t hey wearlg hagingactkarsion of what may happen ithefutureis a skill
thatmanyhavedevelopedandhaveusedto accomplishgreatthings

We have been encouraged to develop this iskdur day M. RussellBallard said:

Over the years, | have observed that those who accomplish the most in this world are
those with a vision for their lives, with goals to keep them focused on their vision and
tactical plans for how to achieve them. Knowing where you are going angidwow
expect to get there can bring meaning, purpose, and accomplishment‘o life.

Since we all want meaning, purpose and accomplishment in our lives, we should work to
develop that vision for our lives.

Your Vision, Mission and Values Statements

To aid youwith catching your vision, we have prepared an assignment to help you work on your
vision, mission and valuek may be helpful to put together before you begin working on your
goals and plantr your PFP.

Begin your hinking with theVision, Mission, and Values (VMVAssignmen{LT38). It is
simply a tool to help you develop and create each of these statements.
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Write your Vision $atementWhat is it you want to beco®h at t hi ngs do you b
an eye of faho'® but have not seen yet with your natural eyescommend youeparate it into

four different perspectives and write a visioatstentlike wehave done in previous sections,

for spiritual, temporaj family, and hdividual perspectives.

Then work on your Mission statemeWWh at i s your | i f2Yoscapur pose al
separate it into the four perspectives if desiféudnk through these imptant questions:

1 What is your divine mission?
91 Do you have a purpose here on earth?
1 What do you want to accomplish before you leave this life?

Finally, work on youwvalues What values willyou live by to help you accomplish your vision

and missiofd This is only a starting poinou can also include other things such as family

mottos, family mission statements, what you stand forNgite that these will change as you

think them through and work on them carefullyn e Spi rit t eac Rmsasus Al i n
he desthe prophets

Onceyou havethatvision for your life of whatyou wantto becomeaccomplishranddo, the next
stepis to setgoals If visionis youroverallplan,thengoalsareyour intermediatedestinations
EzraTaft Bensonspokeon theimportanceof goalswhenhesaid:

Everyaccountablehild of Godneedgo setgoals,short andlong-rangegoals.A man
whois pressingorwardto accomplishworthy goalscansoonput despondencynderhis
feet,andonceagoalis accomplishedptherscanbe setup. Somewill becontinuing
goals.. . Now thereis alifetime goab to walk in his stepsto perfectourselvesn every
virtue ashehasdone,to seekhis face,andto work to makeour calling andelection
sure?®

To bestunderstandjoals,we mustlook to the Masterandask Wiiatis G o d witimategoalfor
His childrend As we readandstudy,His ultimategoalfor usis eternallife.?! We all likely have
asimilargoab eternallife for ourselvesandourfamilies So we haveour first andoverallgoal,
eternallife with ourfamilies Therestof our goalsarethenintermediategoalsto helpusto our
overallgoal

A philosophewoveracenturyagosaid Wéarenothumanbeingshavinga spiritualexperience.
We arespiritual beingshavinga humanexperience??> Thekeythenis to keepboththe spiritual
andthetemporalbalancedn our personabndfamily goals

As we think of goals,| like the framework by Steven Wheelwright thia¢rearethreedifferent
typesof goalswe shouldbe awareof: goalsrelatedto identity, integrity, andtemporal
measure$® Identitygoalsaregoalsthatrelateto our long-termview of how we seeourselves
Thesegoalshelpusbebetterin our long-termview of whatwe areandwhatwe wantto become
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Weareof di vine pareernidgéParemtdHOo
Wearefi athelchildrenof Godby faithinJesusChr st 0

We maybespouses

We maybe parentdo children

Regardlessye mustneverlosesightof whowe are

= =4 =4 -8 9

Integrity goalsrelateto the characteristiceandstandardyou wantto achievein thework and
serviceyou provide Thesegoalsrelateto:

O u rdivirie missionanddestiny?®
How we will work

Whatwe will andwill notdo
Characteristicandskills we wish to attain

= =4 =4 -4

We muststriveto haveintegrity in all we do, regardles®f thetemptationsandenticements that
besetus We mustalwaysbewilling to acceptresponsibilityfor our choicesandto be held
accountable

Temporalgoalsrelateto thetemporalmeasuresf successhatwe hopeto accomplishThese
goalsrelateto:

1 Moneyititle, or fame
1 Influence,rankor power
1 Assetsjnvestmentspr possessions

We mustbevigilant astemporalgoalsare generallythe mostvisible andeasilymeasureaf our
goals,andhencemaybeworkedon morethansomeof the moreimportantgoals.

Understandinghe differenttypesof goalscanhelpusto havebalancen our goals Balances

important Temporalgoals,if uncheckedmight overridemorelastingandeternalgoalsof

identity andintegrity. Theyalso,if notbalancedmayleadto tradeoffs, suchasworking longer
hours,spendindesstime with family, or takingassignmentsconsistentvith personalvalues

duetoil e x t e rciocamstantep If you arenot careful,life caneasilybecomeani unendi n g
streamof extenuatingircumstances?’ Goalsin otherareascould alsocauseconcernif not
workedtowardin abalancednanner.

We havebeengivencounselo helpusin our procesf settinggoals

First, align your goalsregardingyour personaldentity with thosethe Lord hasfor each

of usasabelovedsonor daughteiof God,andthenpursuearighteoudifestyle consistent
with thatidentity. Secondsetstandard$or your own efforts,endeavorandwork that
areconsistentvith theintegrity exemplifiedin thelife of our Savior. Third, seek
heavenlycounselandguidanceasyou makechoicesregardingemporalgoalsand
accomplishment8Be diligentin "seekingthe Kingdomof Godfirst,” servingtheoneand
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only truemasterand"laying up treasuresn Heaver?®

Havingbalancean thetypesof goalsyou setcanbehelpfulin understandingndsettingyour
goals.

Understand and Create your Fan for Life

Animportantpartof your PersonaFinancialPlanis to plan your life througtseting your
personabndfamily goals Understandinghe creatre processs oneof the biggestchallengesn
life, andunderstandindpow to setgoodgoalsis evenmorechallengingM. RussellBallard
indicatedpossiblepitfalls of not settinggoals:

| amsothoroughlyconvincedthatif wed o rsétdoalsin ourlife andlearnhowto
masterthetechnique®f living to reachour goals we canreacharipe old ageandlook
backon our life only to seethatwe reachedut a smallpartof our potential. Whenone
learnsto masterthe principlesof settinga goal, hewill thenbeableto makea great
differencein theresultsheattainsin this life.2°

Thechallengethen,is learningto masterthe principlesof settinga goaland the principles of
living to reach our goal$n my own experiencel havefoundthefollowing nineprinciples
helpfulin catching our vision ansgettingrealisticandeffectivegoal® goalsthatwill makea
greatdifferencein theresultswe attainin thislife.

1. Know Yourself, and Catch Your Vision and Goals

i Wh ehere is no vision, the people petfi What is your visiorfor your life? M. Russell
Ballard said:

Over the years, | have observed that those who accomplish the most in this world are
those with a vision for their lives, with goals to keep them focosettieir vision and
tactical plans for how to achieve them. Knowing where you are going and how you
expect to get there can bring meaning, purpose, and accomplishment‘o life

Sincewe all wantmeaning purposeandaccomplishmenin our lives, whatshout thatvision for
our lives entail? Let ussharea few ideason vision: of who you are,of whatyou cando, of what
you canaccomplishandof whatGodwould haveyou do or become

Of whowearee Russel |l M. Nelson said, pUdedbstand whce
Understanding who we are is critical to under
are to prosper rather than perish, weé must ga

The scriptures, prophets and the Holy Ghost remind tisvinare of divine parentage with

i He av e n| y*WPaar athdlcisildrénof Godby faith in JesusC h r gachii viat h
divine missionandd e s t 3¢ Paurendndsus fi A nifcchildren,thenheirs;heirsof God,and
joint-heirswithChr #’st . 0
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We areliterally sons and daughteos$ a living God,andthatopensmmensepossibilities How

power f ul is the statement, Al am a child of G
tempted by Satan responded, i Whwmthagsnglitudelofou ? Fo
his Only*®*Begesteasponse to all of Satands tem

knew who he really was, a son of God.

Why is this correct vision of who we are so important? Because it motivates us to improve.

Bruce R. McConkie taughtfi N doctrineis morebasic,no doctrineembraces greaterincentive

to personatighteousness. . asdoesthewondrousconcepthatmancanbeashisMa k €% . 0o
Thomas S. M oWiesiresonsanddaughtet®f aliiing God, in whoseémage we have
beencreated hi nk of that trut h: WeCaneomihcerelyhaldthist he 1 ma
convictionwithout experiencinga profoundnewsenseof strengthandpowerd® Donald L.

Hal | st r Dhimdostraneiskqbasit,sooft statedandsoinstinctivelysimplethatit can

seento beordinary,whenin reality it is amongthe mostextraordinaryjknowledgewe can

obtain.. . Further,it providescontinualmotivationfor usto makeandkeepourindispensable
eternalcovenantsy*!

Once we know our identity, it will help motivate us become that vision and accomplish that
destiny. Boyd KPackemwrote,

You areachild of God.He is thefatherof your spirit. Spiritually you areof noblebirth,
theoffspringof theKing of HeavenFix thattruth in your mind andhold to it. However
manygenerationsn your mortalancestryno matterwhatraceor peopleyou represent,
the pedigreeof your spirit canbewritten on asingleline. You area child of God*?

We love the poem my MarianiWilliamson that shares the importance of that one single line
when she writes,

Ourdeepestearis notthatwe areinadequate.

Ourdeepestearis thatwe are powerful beyond easure.

It is our light, not our dakkness, tht mostfrightensus.

We askourselveswho am | to be brilint, gorgeoustalented and fabulous?
Actually, who areyou notto be?You area child of God.

Your playingsmdl does nd seve the world.

Thereis nothing erightenedabout shrinking so ttat other peope won'tfed insecure
aroundyou.

We are allmeantto shine, aschildrendo.

We werebornto make manifest th glory of God that iswithin us.

It's notjustin someof us;it's in everyone.

And as we let our own light shine, we unconscigggsle other peope permisson to do
the sane.

As we areiberatedfrom our own fear, our presenceutomaticallyliberatesothers #3
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Tad R. Callister related, Al would Iike to di
may become. At a recent training session for Génerddut hor i ti es, the quest
can we help those struggling with pornography [or any challenges in life]? Elder Russell M.

Nel son stood and replied, ATedch them their i

Of what we cando. Somethink thatin orderto believesomethingheymustfirst seeit. The
prophetEthertaughtusdifferently, we will seeit whenwe believeit. iAnd it cameto passthat
Etherdid prophesygreatandmarveloughingsuntothe people which theydid not believe,
becaus¢heysawthemn o #° Thépeopleweresohardin their heartsthattheycouldnot
imagineor visualizethesewonderfulthingshappeningsotheydid not believethattheycould
happenLaterin thatsamechapter Ethersharesaboutotherpeoplewho believedit first andthen
sawit. Hewrites i1 A ntieereweremanywhosefaith wassoexceedinglystrong,evenbefore
Christcame who could not be keptfrom within theveil, buttruly sawwith their eyesthethings
which theyhadbeheldwith aneyeof faith, andtheywereg | & %As we catchthevision of
whatwe cando, if we will believeit andwork towardit, we canseeit cometo pass.

TadR. Callisterasked Wiiy is it socritical to havea correctvision of this divine destinyof
godlinessof which thescripturesandotherwitnessesoclearlytestify? Becausevith increased
visioncomesincreasedno t i v & Nat anlg wilbit helpusunderstanavhatwe cando, it will
help motivateusto becomebetterandto accomplishmoreof what God andwe would haveus
accomplish

Of what we want to accomplish Oncewe havethe vision of who we areandwhatwe cando,
our challengeghenbecome®neof decidingwhatit is we wantout of life. Do you havethat
vision of whatyou wantout of life soyou cansetgoalsto accomplishit? Haveyou thought
aboutyour desiresandgoals whatyou wantto accomplisf? Haveyou thoughtaboutthosethings
thatyouwill doto makethisworld a betterplace,howyouwill give back? Haveyou prayed
aboutyour desiresandgoalsto makesuretheyareonesthatHeavenlyFatherwould haveyou
accomplisf? Haveyou readandponderedyour patriarchablessingandotherblessingsand
ponderedandprayedto understands o d phasfor you?

If your vision requiresfinancial considerationshaveyou thoughtabouthow muchyou will need
to saveeachmonthto do thethingsyou haveplannedMostimportantly,areyou willing to
sacrificefor them?NelsonMandelasaid Oritea persons determinedo helpthemselvesthere
is nothingthatcanstopt h e “fAs our vision of whatwe wantandwantto becomencreases
andbecomesnoreclear, ourwillingnessto setthe goalsandthendo thethingsnecessaryo
achievethosegoalsandvisionincreasesiswell. | love the poemfrom JesseRittenhousehat
says:

| bargainedwith Life for aPenny,andLife would payno more,
Howeverl beggedat eveningwhenl countedmy scantystore.
For Life is ajustemployer,He will give youwhatyou ask,

But onceyou havesetthewageswhy, you mustbearthetask.

| workedforame n i taré, dnly to learn,dismayed,
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Thatanywagel hadaskedof Life, Life would havewillingly paid®

Wewill getoutof life whatwe arewilling to havea vision for, seta goalfor, andthenwork to
achieve We will notgetmorethanthis. Oncewe haveour visionfor ourselvesyve canthen
work on settingour goals Melvin J.Ballardsaid | bBlievethatoneimportantkeyto happiness
is to learnhowto setour own goalsandestablishour own planswithin the frameworkof our
HeavenlyF a t hetemdlptan. If we focuson this eternalpath,we will inevitablyqualify to
returnto His presencer®

Of what God would haveus do or become(our divine missionor destiny). Correctly
understandingvho you areis critical to understandingour destinyandwhatyou canbecome
TheProclamatioronthe Family states Allihumanbeing® maleandfemale,arecreatedn the
imageof God Eachis abelovedsonor daughterof heavenlyparentsand,assuch,eachhasa
divine natureandd e s t °t How do we cometo know whatthatdivine destinyis?

TadR. Callistersaid It if this doctrineof identity thatdefinesour potentialdestinyof godhood.
If onedoesnot correctlyunderstandhis divine identity, thenhewill nevercorrectlyunderstand
his divine destiny.Theyare,in truth, inseparabl@artnersy>?

H. Burke Peterson wrote:

Do youthink for amomentthatHeavenlyFatherwould havesentoneof His childrento
this earthby accidentwithout the possibilityof a significantwork to perform?. . . If you
will let Him, | testify thatour Fatherin Heaverwill walk with you throughthe journeyof
life andinspireyou to know your special purpose here.

Russell M. Nelson said,

Find and fulfill your mortal missions. My dear friends, premortgy and | were each

given wonderful missions to fulfill while we are here on earth. We have opportunities to
fulfill our mortal mi ssions, but we donot
agency to choose how we spend our time and energy, our t@hehtesources. In fact,

what we choose to do is actually part of our testing. The choice is yours and mine. Will

we choose to do whatever it takes to fulfill the wonderful missions for which we were

sent to earth?

Finding out what Heavenly Father wouldve us do or become is not easy, nor does it happen in

a short amount of time. But we can come to kn
seek it. We have been promisedsi, andit shallbe givenyou; seek andye shallfind; knock

andit shal beopeneduntoyou. %

| have also found that if we do what Heavenly Father wants us to do first, He will help us
accomplish what we want to do, and we will do it better because we have His help.
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| made this discovery as a newly married PhD studentashigton, D.Cl was attending
school fulttime in the afternoon and evenings, working figne at the Capital Markets
Department of the World Bank, and trying to be a good husband and father. The |leader of
local congregation askedeto teach seming, an early morning scripture study class for high
school students each weekday morning at 6 bremember discussing this withy wife and
thinking how easy it would be to justify declining the request to teachwBatso realized that
if wewanted @ d 6 s h myRhD pragranmwe needed to serve where He wantsdSowe
accepted the calling.enjoyed teaching seminary and getting to know those amazing young
people, and whiléfilled this callingwi t h G o dvassablent@domppletay PhD prgram

in less than three years.

In addition, @ we cometo understanavho we are,we canbeempoweredhroughthe enabling
powerof theatonemenbf JesusChristto accomplishall thatGodwould haveusdo. David A.
Bednarwrites:

| suspecthatmanyChurchmembersaremuchmorefamiliar with the natureof the
redeemingandcleansingpowerof the Atonementthantheyarewith the strengthening
andenablingpower.lt is onething to know that JesusChristcameto earthto die for usd
thatis fundamentalndfoundationako the doctrineof Christ.But we alsoneedto
appreciatehatthe Lord desiresthroughHis Atonementandby the powerof the Holy
Ghost,to live in usd notonly to directusbut alsoto empowers>®

Without the vision of knowingwho we are,whatwe cando, whatwe wantto accomplishand
whatGodwould haveusdo, we cannotsetcorrectandcritical goalsandthendevelopthose
specificplansandactionsto accomplisthem Without knowingwho we truly are,we cannot
knowwhatwe cando. Without knowingwho we areandwhatwe cando, we cannotwe know
whatwe canandareableto accomplish And without knowingwho we are,whatwe cando, and
whatwe canaccomplishwe cannotknow our divine destiny-our missionin life. Only with
havinga correctvision of who we really are,whatwe cando, whatwe wantto accomplishand
ourdivine destinycanwe truly setthe goalsanddevelopthe plansthatwill allow usto bring
meaning purmpose,andaccomplishmento our lives.

2. Decide How you willEvaluate Your Life

What is your purpose of being here on €2y are you her@What are you to ddThese are
important questions that you must understand.

How will you determine that your life is a succe3sistoois an important decisioecide
now the criteria that you will live by to determine succes¥l then strive for it.

Will it be power, prestigegr privilege? Will it be service to your spouse and farf@ilyill it be
striving to become like our SavidHow will you plan on judging your lifevhen you are at the
end of i? Live so that wheryou leave for the other side, you wilhve beesuccessfulD o n 6 t
lose this critical perspective.
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Clayton Christensen shared his metoicjudging his life He wrote:

This past year | was diagnosed witmcar and faced the possibility that my life would

end sooner than I 6d planned. Thankfull vy, i
experience has given me important insight into my lifeave a pretty clear idea of how

my ideas have generated enormmsenue for companies that have used my resghrch

know | have had a substantialimpact But as |1 6ve confronted thi
interesting to see how unimportant that i m
metric by which God willassessym | i f e i sndét doll ars but the
|l i ves | 6lvet htionuk hteldat 6s t he way it will wor k

level of individual prominence you have achieved; worry about the individuals you have
helped become better peepllhis is my final recommendation: Think about the metric

by which your life will be judged, and make a resolution to live every day so that in the
end, your life will be judged a succeds

3. Seek Receive, and Act on the Spirités Guidance

We have ben promisetl oAskiiand it shall be given you; seek, and ye shall find; knock, and it
shall be openeduntoyo® We wer e al so t ol d t>atlbaptismaed ve t he
given the right to the constant companionship of the Holy Ghost, based on worthiness

God would love to help us with our vision, goals, and developing plans for achieving those
goals However, we must ask and stay wortRgrsonal revelatiois critical to seeing who we
truly are and setting real personal goals to accomplish our vidam do you receive revelation
for your goals?

The key is acting on spokea of BysAimaHelsaida Nodw sy onp | ma y h
suppose that this feolishness in me; but behold | say unto you, that by small and simple things
are great things brought to pas$

What are t he A s M@rhdse aseithd thisgbatmyelmast do regutartyisich |
believe willbring about great thinggventhe guidance of the Holy Ghodthese include:

1 Scripturesi Feast wupon the words of Christ; for &
all things ye should dof?

1 Sabbath observance and church attenddnéee me mber t he Sabbath day
holy.0°? i Achthat thou mayest more fully keep thyself unspotted from the world, thou
shalt go to the house of prayer and offer up that sacraments upon my hotd day

1 Prayerandfastingi Al so | give unto you a commandment
and fastingrom this time forth?®**i Sear ch diligently, pray alw
al | things shalll wor k together for your go
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1 Tithingin And verily it is a day of sacrifice, a
that is tithed shall ndie burned at his comiri®
1 FEather's, Priesthood and Patriarchal Blessiignd again, verily | sa\
bless | will bless®
1 Eamily history and temple attendanteT her ef or e, renounce war an
seek diligently to turn thedarts of the children to their fathers, and the hearts of the
fathers to the childrecf’
Godwould like to helpusunderstanavhatHe would haveusdo. Thescripturesnoteit T r in s t
theLord with all thine heart;andleannotuntothine own understandingn all thy ways
acknowledgéiim, andheshalldirectthy pathso® As we do the fdAsmall and s

will direct our paths.
4. Start with the End in Mind

Whenl readStepherR. C o v ebpakBhe7 Habitsof Highly EffectivePeople,l particularly
liked the habitfiBeginwith theendin mi n &tartby writing your obituary.How do you wantto
beremembered®o you wantto berememberedor your moneyandfame,or for your integrity?

Next, pretendyou haveonly aweekleft to live. Whatwould youwantto do?Would it beto work
morehoursattheoffice?Wouldit beto buythatnewcar?Wouldit beto renewanold friendship?
Wouldit beto finish your personahistory?How would you spendhatlastweek?

Now, pretendyou haveonly a monthto live. Whatwould you do differently todayif you knew
you hadonly onemonthto live? Now pretendyou haveonly a yearto live, five yearsto live, and
finally alife to live; write downwhatyouwould do in thattime. Startingwith theendin mind
will helpyou prioritize your goalsandrealizewhatthingsarereally importantto you.

5. Write Your Goals Plans, Constraints and Accountabilitywith Prayer

As acommonadagestatesfi Agoalnotwrittenisonlyaw i s Writeddownyour goalsasyou
think aboutthem.Whatdo you enjoydoing?Whatdo you like doingwith your family and
friends?Whatmakesyou really love life? Write thesethingsdownandbeginworking on them.

| remembereadingin high schoolabouta manwho wrote down 150 majorgoalsin high school
andaccomplisheaver130of themduringhis lifetime. Eachgoalwascarefullythoughtout, and
throughcontinuougseviewandplanning,the manwasableto accomplishmostof his goals.

Onceyou havewritten downyour goals,think andprayaboutthem.Are theywhatyou should
beworkingtoward?If not, reviseyour list andcontinuethinking andprayingaboutthem.Once
you haveallist of goalsyou feel goodabout,putfire anddesireinto them.You mustbewilling to
work towardyour goals,which is probablyoneof the mostdifficult thingsyouwill do.

-40- 2019-2020 Edition



Chapter 2. Your Personal Financial Plan: Planning Your Financial Future

6. Make Your GoalsSMARTER

We haveall heardaboutSMART goals Yoursshouldbe SMARTER SMARTER is anacronym
thatmayhelpasyou striveto seteffectivegoals.

S = Specific.Goalsshouldbe specific. Theyshouldanswerthe questionf who, what,where,
when,andwhy. A generalgoalwould beto getin shapeA specificgoalwould beto runthree
milesthreetimesaweekat5:30a.m.on Monday,WednesdayndFriday mornings

M = MeasurableGoalsshouldbe measurableYou mustbeableto track progressowardyour
goal.A nonmeasurablgoalwould beto savefor retirementA measurablgoalwould beto
haveanannuitythatpaysyou $50,000peryearin retirementor to havea savingsgoal of 20% of
your grossincomeeachyearsavedn retirementor othersavingsaccounts.

A = Achievable.Goalsshouldbe achievableAchievablegoalsaregoalsthatyour attitudes,
abilities, skills, andinteress canhelpyou accomplish

R = ReportableReportablegoalsaregoalsthatyou canandarewilling to reporton eachperiod:
to yourself,to a spouseor friend, andto God Whenwe shareour goalswith others,it increases
dramaticallyour likelihood of working towardthem.

T = Time-bound.Time-boundgoalshavea specifictime frame.A goalis time-boundif you seta
specificdateit is to beachievedyy. A nori time-boundgoalwould beto gainaneducationA
time-boundgoalwould beto earnab a ¢ h edegoeandair years.

E = EvaluatedIn the procesf goalsetting,your goalsshouldbe evaluatedften You should
judgethe effectivenes®f the goalandits impactandability to bring you towardyour higher
goalsoften.

R = Reasses®vertime youwill needto evaluateyour goalsandreassesthe goalasyour
situationchangesGoalsarewritten on papernotin stone As such,theyneedto beevaluated
andreassessepkriodicallyto makesureyou areworking towardwhereyou shouldbe working.

7. ReviewYour Vision and GoalsOften T They May Change

Thatwhichwe remembeandreviewoften,we aremorelikely to accomplishWrite downyour
goalsandreviewthemoften.l recommendhatyou setasidetime to periodicallyreviewand
updateyour goalson eithera daily or aweeklybasis.The moreimportantthe goal,the more
oftenwe shouldreviewit. Generally settinga specifictime eachweekto work on your goals,
i.e., Sundayeveningsat 8:30p.m.is amuchbetteroption.

| alsorecommendhatyou write downyour goalsandplacethemwhereyouwill seethemoften,
perhapsontherefrigeratordooror bathroommirror. The moreoftenwe areremindedof our
goals,the betterour chance®f achievingthem
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Timeschangeandsowill you.Thatd o e sneadithatgoalsettingis auseles®r unimportant
exercisé@ it simplymeanghatyour goalsmustbeflexible, justlike you. Keepyour majorgoals
in mind, andremembethatsomeof themwill changeovertime. If you alwayskeepyour major
goalsin mind andwork towardthem,youwill be ableto accomplisithem.

8. Remember,Succesds Not Measuredby Achievement,but by Striving

While goalsareanimportantpartof life, we shouldbe carefulnot to makethe achievemenof
goalsouronly criteriafor successMarvin J. Ashtoncounseled:

Setyour goal® without goalsyou cannotmeasureyour progressButd o noécome
frustratedoecausehereareno obviousvictories.Remindyourselfthatstriving canbe
moreimportantthanarriving. If you arestriving for excellencé if you aretrying your
bestdayby daywith the wisestuseof yourtime andenergyto reachrealisticgoal$ you
areasuccess$®

Finding Balance

As we work through the principles of successful goal setfinding balance among doctrines,
principles and applicatiols important in not only deciding what to do, but also in motigatin
ourselves that the goals are worth working for and working tavizaidw are a few ideas for
doctrines on which these principles are based.

As we discuss vision and goalge make an intesting observatiothat the major principles in
determining your vision and goal settimglife relates to stewardship and accountabilliyis is
consistent, considering we are here in mortality to act, and not be acted upon.

From this point on, | wilhot discuss the doctrines in detail; rather, | will state them and leave
them to your own personal studdthough they will not be discussed further in this manual, |
strongly recommend you make them a part of your daily study.

Principles Doctrines
Prepare your life with vision Identity

Seek receive, and actonthe Spiris g u i d a n ¢ ©bedience
Start with the end in mind Stewardship
Write down your goals Accountability
Keep your goals SMARTER Accountability
Review your goals ofteasgoals may change Stewardship
Set fun goals Accountability
Success is measured by striving Accountability
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From Obedience to Consecration

Setting effective goals not just an activity to be checked off each day; rather, it is part of a
lifetime of continual improvement and following the Mastastead ofiwe aresetting goal®y i t
is,

We arechildrenof Heavenly Parents (identity), endowed with the abilitydioaad not

just be acted uporagency , wi t h an under s ouagiednalng of God:¢
happiness (Plan of Salvatig@nd striving to live worthy of the Spiobedience)Using

our God-given talents and abilitiggdentity), we areliving sowe canhave the guidance

of the Spirit (obedienceyVith that guidancewe can planour liveswith vision

(stewardship), useur available resources and talents wisagyve set goals and develop

our plans and strategi€éaccountability) wisely think throughour constraints that could

keepusfrom ourvision (agency) share that vision witbur accountability partners, so

thatwe canaccomplishour personal missiagin life (Plan of Salvation) andur personal

and family vision and goals.

Key Doctrines

| f d&n$Hhwers al ways ar e i nthehteimpraveur financesrsd and pr |
change behavior we must understand tlposeeiples andloctrines. Below is a short summary

of the key doctrines, which, if understood and confirmed by the Spirihalarus be better at

our finances. We will discuss these here for this chapter only, and in later chapters, we will only
share the key doctrines.

Identity. The doctrine ofdentityis whowe really are we are children of Goddentity involves
theway we seeourselvesaswell astheway we perceiveourselvego be seerby others.ldentity
is notaconceptwe arebornwith; rather,we find our identity througha procesghatcontinues
throughouturlives.

Questionsuchasiit Wham!| ?foWhamnlh e r e Wh iamy purposen| i frecdtical to
understandingnddefiningourselves.Thescripturedeachwe arefi athelchildrenof Godby
faithin Jesu<C h r "*®aulremindsus,fi A nifcthildren,thenheirs;heirsof God,andjoint-
heirswith C h r i"”?8ruceR. McConkiesaid,fi N doctrineis morebasic,no doctrineembraces
agreatelnincentiveto personatighteousness. . asdoesthewondrousconcepthatmancanbe
ashisMa k €% . 0

TheProclamatioronthe Family remindsus,i A humanbeing® maleandfemale arecreated
in theimageof God.Eachis abelovedspirit sonor daughteiof heavenlyParentsand,assuch,
hasadivine natureandd e s t 't As ghildéenof heavenlyParentsye areknownby nameand
lovedunconditionally.For Godsaid,fi T hig ng/ work andmy gloryd to bringto passthe
immortality andeternallife of ma n’> 0
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As childrenandheirsof all God has,we canaccomplishanythingthatthe Lord commandsus
includingobeyingthe commandmentto live within our meansstayout of debt,andto savefi | t
is this doctrineof identity thatdefinesour potentialdestinyof godhood.If onedoesnotcorrectly
understandhis divine identity, thenhewill nevercorrectlyunderstandhis divine destiny.They
are,in truth,inseparable a r t ff RussellMoNelsonsaid,filf the Lord werespeakingo you
tonight, He would urgeyou to understangouridentityd to knowwho youreallyared’’

ObedienceThe doctrine of bedience is the source of divine guidance and power in our lives. As

we choose to obey Goddés commandments and | i st
guided in all we do, including our financial choicéso s e p h F . Smith dirati d, A O
| aw of “Aesachdtshouwd be a critical component of our doctrine and understanding.

The scr i pThereisakkw, isrevecablydecre@dn heaverbeforethefoundationof this

world, uponwhich all blessingsarepredicated And whenwe obtainanyblessingirom God, it

is by obedienceo thatlaw uponwhichit is predicatedd’® Blessings are predicated or built upon

our obedience. When we fail to obey the comma
|l eads to diminished ha¥piness and forfeited b

Obediencas a misunderstood doctrine. Spencer W Kimball gélitie very first thing before
beginningour world herethelLord said,6 | @§aingto give youyour. . .agencyl wantmenand
womenthatarestrongbecausét is right to bestrong.l d o nMantweaklingswho arerighteous
only becaus¢heyhavetober i g h t % Dale &..Rénlund reaffirmed this when he said,

OurHeavenlyF a t hgealirdpsrentings notto haveHis childrendo whatis right; it is

to haveHis childrenchooseo do whatis right andultimatelybecomdike Him. If He

simply wantedusto be obedientHe would useimmediaterewardsandpunishments$o

influenceour behaviorsBut Godis notinterestedn His childrenjust becomingrained
andobedienfipet so who wi | | not chew on MNd s slipp
GodwantsHis childrento grow up spiritually andjoin Him in the family busines$?

Stewardship The doctrine of stewardship statesthetwar e al |l t he Lordds st ey
we have and are. We are the Lorddés hnamhds here
t hi Bve. are to fimake use of t*maccomplshingout he Lor d
finances and other challenges. As His stewards, we need to be wise in how we spend the time

and resources in our car e. Waatwhickeisomworth,el ed t
nor your | abor f or %Waretdtowhderstand tooaerthingstof etermal ang f y .
true value and work toward them.

There argreatblessinggpromisedio wise stewardsii A nwthosois founda faithful, ajust,anda

wise stewardshallenterinto thejoy of his Lord, andshallinheriteternallife. A And he t hat
faithful and wise st%Sulyttisisawardérful docthine and akeya | |t
to our understanding and being wise stewards oveblessings.
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Agency A g e n ctlye abily anid privilege God gives people to choose and to act for

thems &TweslLord said, fABehold, | gave unto him
agent unt®@hei msepbhed Joshua wrote, AAnd i f it
choose you this day whom ye will serve; . . . but as for me and my house, we will serve the

L o r °8As we serve the Lord, we become more like Him.

Whenwe werecreatedspiritually, we weregivenknowledge andin the Gardenwe weregiven
ouragencyfi T hLard saidunto Enoch:Beholdthesethy brethrentheyarethe workmanshipof
mineown handsandl gaveuntothemtheir knowledgejn theday| createdhem;andin the
Gardenof Eden,gavel untomanhis agency %

As we cometo understandgencywe will learnthatwe must use it correctly or we will lose it
We canchoosego takedrugsandalcohol,but the comingaddictionsreduceour agencyin the
future,especiallyour agencyto choosevhatwe wantto do andbecomeWe canchooseto
disobeythelaw of chastity,butthe comingguilt, diseaseandbrokenrelationshipdimit our
choicedater,includingour chancdor aneternalfamily. We canchooseo notlive onabudget,
butthe coming lack of savings for future needs sammissionsgeducatiorandretirement
cannot be avoided hereareconsequences our choicesPerhapgshatis why the Lord reminds
us to take an eternal perspective wherséld:fi H e a yelkodhesewords.. . Treasurethese
thingsup in your hearts,andlet the solemnitief eternityrestuponyour minds %

Accountability The doctrine of ecountability is how we are accountable to God for our choices.
ThesecondArticle of Faithremindsusthat,iWe believe that men will be punished for their own
sins, and not f o%TheMpaestiedchn undestoos gltimats axcountability

and wrote, AAnd | saw the dead, small and gre
and another book wagpened, which is the book of life: and the dead were judged out of those
things which were written i®h the books, accor

Al ma expands our under st andi nBoroarwordswil account a
condemrus, yea,all ourworks[including how we manage our financed]l condemrus;we
shallnot befoundspotlessandour thoughtswill alsocondemruso®

The Lord sai d t dtistwisdomifPmeghereferéacammandnpehtgive éinto
you, thatye shallorganizeyourselvesandappointeverymanhis stewardshipThateveryman
may give anaccountunto me of the stewardshipvhichis appointecunto him.o*

David A. B e d n a Thegospeis sandushmaoretharna hoatinechi@cklistof
discretetasksto be performedyather,it is amagnificenttapestryof truth i f if tr lay¥ et o
woventogetherdesignedo helpusbecomdike our HeavenlyFatherandthe Lord JesusChrist,
evenpartakerof thedivine nature¢®®

Summary

We have been counseled to ptan financial futures early then follow the plaile cannot do
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this unless we have a plan in plathis chapter has discussed a process for doing just that.

We used the learning framework of principles, doctrines and application to approach how we
approabt planning our financial futur&Ve are not just planning our financial future, we are

Children of God with a divine mission and destiny (identity), agents unto ourselves, to act
and not be acted upon (agendie are here on this earth not by chanceblyuthoice

(Plan of Salvation), and we use our agency wisely as we plan for the future and anticipate
future constraints (agency). We plan effectively to show wevese stewards over all

God has owill bless us with (stewardship), and we use these thmgscomplish our
individual and family vision and goals.

Since personal finance is simply part of the gospel of Jesus @ristltimate goathenis o
show, with every dollawe spend, thatve have chosen to take an eternal perspective rather than
the worl dés materialistic perspective

We discussedhethreetypesof goals: identity, integrity andtemporalgoals,andhow we needed
balancen our goals We thendiscusseahine principlesof effectivegoatsetting:

Know yourself, and creatgur visionand goals

Decide how you will evaluate your life

Seek, receive and act on the Spiritdos guid
Startwith theendin mind.

Write your goals plans, constraints and accountability with prayer

Make yourgoalsSMARTER.

Reviewyour goalsoften-your goalsmaychange.

Have somdun goals.

Remembersuccesss not measuredby achievementhut by striving.

CoNoOrWNE

We shared the doctrines behind effective goal setting, and how by taking a principles and
doctrines approach, we can go from obedience to consecration

As you developyour PersonaFinancialPlan,think aboutyour future Catch your vision ofvhat

youwantto accomplishin everyaspecof your lifed notjustthefinancialaspectsThink about

how you wil|l me as ur e vdegidethe gradirfig eriteriaafor @ suctessfub t | e t
life for you. Putthoughtandprayerinto it. Write your vision in greatletailandthenyour goals

aspartof your PersonaFinancialPlan.While it maynot seenmvery pertinenf determiningwhat

you wantto accompli$ in life will probablybe oneof themostimportantexerciseyou will do

in this series Then determine what things could keep you from accomplishing your goals, your
constraints, and determine how you will avoid these roadhl&ahkally, determine whgou will

share your vision and goals with, your accountability partiérsse can be great motivators to

help you accomplish your vision and goals.
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Assignments

Financial Plan Assignments

Get astandardinder with a clear covefGenerally, 1Y% to thches is fine. | prefer a three hole
punch, but whatever is available is fine. We would prefer a new binder, as this is a new plan.

Make this binder yoursset a family picture or one of you doing something you enjoy and put it

on the coverPersonalizé¢ hi s binder with a heading, i.e. AP
put your name. Print out yolFPTable of Contents (Roashp (TTO01), which is a summary of

all the sections your PFP will include. As you review this Roadmap, primteRitBinder Tahs

16 tabs for eachf the 16sectiors of this Roadmap Label the tabsand we prefeprinted and nb

handwritten or numbered tab&yery 11453, 11417, or 23285 printable tabs are good,

inexpensive and easy to jise

As you work on your PFR would download th@®FP Vison and Goals Templa(&T01-02).
This will help you as you put this section together.

Vision and Goals Next, think through your visig goals, and your plans for accphshing your

vision and goals. This is not a shtetm assignment, and it is likely the most important part of

your entire financial plan. The purpose of this assignment is to write down your vision, goals and
plans for your future and determine where yeant to be in the next day, week, month, year, or

in 50 years. Thomas S. Monson stated, fAWhen w
but when we deal i n s p e*tBe Veiy specific witle thervisionandy h av e
goals you set.

As a help, start with youvision, Mission and Values Statement assignnent38). This is not

an easy or simple assignment, sodbt expect to have it done in a
vision for your I|ife. Who ar e WhabdoYouWémtaada do y o
accomplish?

Start with your vision in the four key areas: spiritual, temporal, family and individuate Ere
various parts of that assignment that can help you determine your vision for your life.

As you work on your vision, bring in the Lord to help expand your mind. The scriptures remind

us ABehold I am Jesus Chr i lsesethingsuginydwa kears,r of t
and |l et the solemniti es! @rdceywuhave gourtvigionrttees t  u p o n
think what your goals should be to create that vision. Recotmezeany different ways to

organize your goals. You can organizenthiey time frame: shoiterm, less than one year;

mediumterm, more than one year and fewer than 10 years; anddomg more than 10 years.

You can organize them by responsibility: family, work, education, church, and so on. Or you can
organize them by porities, with your highespriority goals first.
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Write about your top three goals in detail. Goals and house plans are very similar: the more
detailed the house plan, the closer the completed house will be to the planned house, and likely,
the better théouse. Likewise, the better and more thoumlttthe goals, what you actually

become will be much closer to the vision of what you planned to be.

Along with your goals, think about how you will judge your life to be a success. Will your
criteria for succesbe money, fame, position or power? What will it be? This is critical as you do
not want to get to the end of your life and find you were chasing the wrong things?

Next, answer the question: What do you think God wants you to do or become? The ciallenge
to come to understand His will for us and to try to become that. While it often takes a lifetime to
truly understand what He wants for us, we can know, through study, prayer, and hard work,
some important information about the direction our lives shiakié. Learning about your

mission will be a lifetime activity.

Next, write your obituary. What do you want to be remembered for? If we think about how we
want to be remembered, we can better live our lives in that direction.

Learning Tools
The following ae examples of some goals to help you set your personal goals:

Complete Personal Financial PIT2A12017)

Complete Personal Financial PIT2Ci 2012)
These are examples of completed Personal Financial Plans. They includes an
example of vision and goals from students who took this course previously. There
are many more on the websitenatw.personalfinace.byu.eduand Learning
Tools.

Vision, Mission and Values Assignme(ih{T 38)
This assignment is to help you put together yourdvisMission and Values
statement as a tool to help you determine your vision, goals and tactical plans.

Review Materials

Terminology Review
Action Plan. This is your plan to accomplish our individual and family goals.
Financial Planning. This is the procesof helping yourself and others to use their
resources more wisely to achieve their personal and family goals. It should help
determine where you are, where you want to be, and how you will get there.
Goals These are things we would like to accomplisheylare often divided by time,
i.e., shoriterm, in the next 12 months; meditterm, from 210 years; and lorterm,
beyond 10 years. They may also be divided by type, i.e., identity, integrity, and temporal
goals. They will take effort and resources, &g things that are important to us and are
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what we want to accomplish.

Identity goals These are goals that relateytur longterm view of whoyou are and

how you seeyoursef. These goals helpou be better inyour longterm view of whoyou

are and whayou want to become.

Integrity goals Integrity goals relate to the characteristics and standards you want to
achieve in the work and service you provide. These goals relate to how we will work and
live, what we will and will not do, and chataristics and skills we wish to attain.

Mission Statement This can be your individual and family purpose and passion. It can
also include other things such as family mottos, family mission statements, what you
stand for, etc.

PersonalFinancial Plan. This is a document that contains all critical areas of your
personal financial life. It is your individual and personal roadmap for achieving your
personal and family goals. It entails 6 steps: 1: Decide What You Want, 2: Evaluate
Your Financial Health, 3Define your Personal and Financial Goals, 4: Develop a Plan
of Action, 5: Implement Your Plan, and 6: Revise Your Plan as Necessary.

Real Goals These are goals you really want to accomplish, and are willing to work hard
and seek Heavpamatcgmphshingthemr. 6s hel

SMARTER Goals SMARTER is an acronym for helping you as you strive to set
effective goals. It is: S = specific, M = measurable, A = assignable, R = realistic, T =
time-bound, E = evaluated, and R = reassessed.

Temporal Goals The® are goals that relate to the temporal measures of success. It
could be money, title, fame, positions at work or in industry, include influence, rank or
power, or assets, investments, or possessions.

Values Statement These are the values you will livg to help you accomplish your
vision and mission.

Vision Statement This is your vision of whayou want to become. It is seeing or

visualizing with your mindds eye what you
four areas depending on four diéat perspectives: spiritual, temporal, family and
individual.

Review Questions

1. What is the role of financial planning in your life? What can it help you achieve?
2. Why is it so important to set goals? What does setting goals help you do? Why is it
important to write down your goals?

3. What is the difference between a vision, goal and a wish?

4. What are two basic things required to complete an accurate financial plan?

5. Why is recordkeeping an important part of completing an accurate financial plan?

6. What are the different costs associated with setting a goal?

7. According to M. Russell Ballard, what are
1iTo t he EI der EngigniNav. 198964, itdlibsaddedh , 0
2AiThe Word | s EnGigniNowv. 1988g6m.t , O

-49- 2019-2020 Edition



Chapter 2. Your Personal Financial Plan: Planning Your Financial Future

3 Bednar, p. 170.

‘EzraTaftBensorfi To t he EI der by ENeJ ¥80e4, itdlinsiaddedn

5 |bid.

6 Anonymous.

“Tad R. Callister, AOQur |l dentity and our Destiny, o BYU Speect
8 Galatians 3:26.

° Matt 6:21

cl ayt on CHowiWltyeurMeasure youiilife 6 Har var d BuR.org &ujAuglRtee@®lD.e w HB
IwWebster s Onl littpsg/wwivimertiaimeebster.cgm/dictionary/vision

12proverbs 29:18.

B Hebrews 11:13.

14 Alma 5:15.

15 Ether 12:5.

16 Ether 12:19

7m. Russel |l Ballard, fiReturn and Receive, 0 General Conferenc:
18 Ether 12:19.

192 Nephi 28:30.

XEzra Taft BensoIEnsigiiNdw 19%4pa5. Despair, o

21 Moses 1:39.

22 pjerre Teilhard de Chardin.

#2See Steven C. Wheel wright, @Seltanuayl1lW0rlt hy Goal s, 0 Devoti on.
24 Gordon B. Hinckley Préclamation on the Famijlyd 1995
25 Gal. 3:26.

26 Gordon B. Hinckley Préclamation on the Familyd 1995 .

2’Clayton M. Christensen, i Hlarvard®isihdss Réviewulyegass2010.e Your Li fe, o
28 |hid.

2% preadh My Gospelintellectual Reserve, Inc., 2004, 146, italics added.

30 Proverbs 29:18.

M. Russell Ball ar cnsigfiNkag20i7r n and Receive, 0

2Robert Onder@emkWho YoiAre, 0 BYU Speeches, Mar, 21, 2006.

330. Vi nc e nHavindlthd Visiorktg D@Ensign May 2012.

34 Gordon B. HinckleyfiThe Family: A Proclamation to the World&nsign November 1995.

35 Gal. 3:26

36 Gordon B. HinckleyfiThe Family: A Proclamation to the Worldgnsign November 1995.

3" Romans 8:17

38 Moses 1:8-16.

39Bruce R. McConkieThe Promised Messiah: The First Coming of Chi&lt Lake City: Deseret Book, 1978), 133.

““Thomas S. Canhoigs with Gray ot Their Wingd Ensign or Liahona, June 2010, 4;
“Donal d L. |&malChild of GamynsigiiMay 2016.

“2Boyd K. T&¥ouonk Wanen aiid Men Bnsign May 1989, 54.

43 Marianne WilliamsonA Return to Love: Reflections on the Principles of a Course in Mirdd@per Collins, 1992, pp. 190

191.

“Tad R. Qarllderititg dn@ our,Desdling, BYU Speeches, Aug. 14, 2012.

45 Ether 12:5.

46 Ether 12:19.

““Ted R. Callister, fAThe Pé&amigyMay2013t he Pri esthood in the Boy, 0O
48 Nelson Mandela.

49 Quoted inThink and Grow RichNapoleon Hill, 1960, p. 40.

50M. Russel |l Bal |l ar d, AfiReturn and Receive, 0 Gener al Conferenc
51 Gordon B. Hinckley Préclamation on the Familyd 1995
2Tad R. Callister, fAOur Identity and Our Destiny, o0 BYU Speec
SBAYour Life HavwEraaMapl®79,mp.d5e , 0
“AHope of Israel, o Worldwide Youth Devotional, Salt Lake Ci't

55 Matthew 7:78.

%pDavid A. Bednar, fAThe At oneHEnsgnMay20i2l t he Journey of Mortalit:
57 fiHow Will You Measure Your Life Blarvard Business Reviewuly-August 2010.

58 Luke 11:9.

-50- 2019-2020 Edition


https://www.lds.org/scriptures/nt/matt/6.21?lang=eng
https://www.dropbox.com/s/tzd4ekib13m54pr/How%20Will%20You%20Measure%20Your%20Life%20-%20Christiansen%20%202010.docx?dl=0
https://www.merriam-webster.com/dictionary/vision
https://www.lds.org/scriptures/bofm/ether/12.19?lang=eng
https://www.lds.org/study/ensign/1995/11/the-family-a-proclamation-to-the-world?lang=eng
https://www.lds.org/study/ensign/1995/11/the-family-a-proclamation-to-the-world?lang=eng
https://speeches.byu.edu/talks/robert-c-oaks_understand/
https://www.lds.org/study/ensign/2012/05/sunday-afternoon-session/having-the-vision-to-do.html?lang=eng#title1
https://www.lds.org/study/ensign/1995/11/the-family-a-proclamation-to-the-world?lang=eng
https://www.lds.org/scriptures/nt/gal/3.26?lang=eng
https://www.lds.org/study/ensign/1995/11/the-family-a-proclamation-to-the-world?lang=eng
https://www.lds.org/scriptures/nt/rom/8.17?lang=eng
https://www.lds.org/scriptures/pgp/moses/1.13-16?lang=eng
https://www.lds.org/general-conference/1973/04/yellow-canaries-with-gray-on-their-wings?lang=eng
https://www.lds.org/study/ensign/2016/05/saturday-morning-session/i-am-a-child-of-god?lang=eng
https://www.lds.org/study/ensign/1989/05/to-young-women-and-men?lang=eng
https://speeches.byu.edu/talks/tad-r-callister_our-identity-and-our-destiny/
https://www.lds.org/study/ensign/1995/11/the-family-a-proclamation-to-the-world?lang=eng
https://www.dropbox.com/s/tzd4ekib13m54pr/How%20Will%20You%20Measure%20Your%20Life%20-%20Christiansen%20%202010.docx?dl=0
https://www.dropbox.com/s/tzd4ekib13m54pr/How%20Will%20You%20Measure%20Your%20Life%20-%20Christiansen%20%202010.docx?dl=0
https://www.dropbox.com/s/tzd4ekib13m54pr/How%20Will%20You%20Measure%20Your%20Life%20-%20Christiansen%20%202010.docx?dl=0
https://www.dropbox.com/s/tzd4ekib13m54pr/How%20Will%20You%20Measure%20Your%20Life%20-%20Christiansen%20%202010.docx?dl=0
https://www.dropbox.com/s/tzd4ekib13m54pr/How%20Will%20You%20Measure%20Your%20Life%20-%20Christiansen%20%202010.docx?dl=0

Chapter 2. Your Personal Financial Plan: Planning Your Financial Future

592 Nephi 31:13.

60 Alma 37:6.

612 Nephi 37:2.

62 Exodus 20:8.

63D&C 59:9.

64D&C 88:76.

65D&C 64:23.

66 D&C 132:47.

67D&C 98:16.

68 Provebs 3:56.

A Choose t hd&nsigmpMagdlo®tadr t , o

70David A. Bednar|ncrease in Learnindeseret Book, 201p, 170.

1 Gal. 3:26

2Romans 8:17

73Bruce R. McConkieThe Promised Messiah: The First Coming of Chi&lt Lake City: Deseret Book, 1978), 133.
“Spencer WThelkamiybARrdclamation to the Worldd 1995 .

> Moses 1:39

%“Tad R. Qarlderititg dn@ @ur Destinyd BYU Speeches, Aug. 14, 2012.
"Russel|l Ndentitid, @1iostyy and Ble$singso BYU Speeches, Devotional, Sep. 10,
8JoseptF. Smi t h, DasbretdNewvd)ow 121878, 644.

79D&C 130: D-21.

%Dal e G. GheosdYeTfhisDayd Ensi gn, November 2018.

81 SpenceiV. Ki mbal |, in Brisbane Area Conf eChoose¥e THsDEy®, EhS,i gas quo
Nov. 2018.

82fiChoose you this Dayd E n evi 2018, N

83D&C 58:26

84 Alma 60:21

852 Nephi 9:51

86 D&C 51:19

87D&C 78:22

8Gui de to tMgncgcri ptures, i

89D&C 29:35

% Josh.24:15

%1 Moses 7:32

92 |talics addedD&C 43:34

BAOfF1:2

94 Rev.20:12

9% Alma 12:14

9% D&C 104:1212.

97 Ephesians 2:21

%8B e d n BExceedind Great and Precious Promisésisign Nov. 2017.

®ASeven Steps to Success Endighfeb AT 22ni ¢ Priesthood Youth, o
100pgC 43;34.

-51- 2019-2020 Edition


https://www.lds.org/scriptures/nt/gal/3.26?lang=eng
https://www.lds.org/scriptures/nt/rom/8.17?lang=eng
https://www.lds.org/topics/family-proclamation?lang=eng&old=true
https://www.lds.org/scriptures/pgp/moses/1.39?lang=eng
https://speeches.byu.edu/talks/tad-r-callister_our-identity-and-our-destiny/
https://speeches.byu.edu/talks/russell-m-nelson_identity-priority-blessings/
https://www.lds.org/scriptures/dc-testament/dc/130.20-21?lang=eng#p12
https://www.lds.org/general-conference/2018/10/choose-you-this-day?lang=eng
https://www.lds.org/general-conference/2018/10/choose-you-this-day?lang=eng
https://www.lds.org/general-conference/2018/10/choose-you-this-day?lang=eng
https://www.lds.org/scriptures/dc-testament/dc/58.26?lang=eng#25
https://www.lds.org/scriptures/bofm/alma/60.21?lang=eng
https://www.lds.org/scriptures/bofm/2-ne/9.51?lang=eng
https://www.lds.org/scriptures/dc-testament/dc/51.19?lang=eng
https://www.lds.org/scriptures/dc-testament/dc/78.22?lang=eng
https://www.lds.org/scriptures/gs/agency?lang=eng&letter=A
https://www.lds.org/scriptures/dc-testament/dc/29.35?lang=eng#34
https://www.lds.org/scriptures/ot/josh/24.15?lang=eng#p14
https://www.lds.org/scriptures/pgp/moses/7.32?lang=eng#31
https://www.lds.org/scriptures/dc-testament/dc/43.34?lang=eng#33
https://www.lds.org/scriptures/pgp/a-of-f/1.2?lang=eng#p1
https://www.lds.org/scriptures/nt/rev/20.12?lang=eng#p11
https://www.lds.org/scriptures/bofm/alma/12.14?lang=eng#p13
https://www.lds.org/scriptures/dc-testament/dc/104.11-12?lang=eng#p12
https://www.lds.org/scriptures/nt/eph/2.21?lang=eng#20
https://www.lds.org/general-conference/2017/10/exceeding-great-and-precious-promises?lang=eng




Chapter 3. Saving, Income and Expense Planning: Giving Every Dollar a Name

expense@lan lecordsexpectedsaving,incomeandexpensesor thefuture,generallyfor amonth
orayear.l like saving,income antgexpenselanning better than simply budgeting, as it
emphasizes the importance of planning not only expensesatng andncome as well
However, due to the universal use of the term budgeting, | will use them interchangeably.

A balancesheetrecordsyour assetgwhatyou own) andliabilities (whatyou owe) at a specific
pointin time, usuallyatthe endof a month,quarter,or year.An incomestatementecords
spendingpvera specificperiodof time, generallyamonthor a year.A budgetis planningfor
futurespendinga balancesheets arecordof your spendingasrepresentetdy your assetand
liabilities) as of the present time, and an income statement is a record of your past spending.

Public companies are required by law to prepare financial statements, and most do sa monthly
Successfully companies use financial statements to determin®manage themselves better,
so as to achieve their sharehol dersd goal s
use financial statements to their advantage to help them understand where they are financially
and to help them meet their visiand goals.

Understand Family Record Keeping

In planning budgeting and measuring your financial health, record keeping is cidiff@rent
records should be kept for different periods of ti@ertainrecords shoulthe keptforever,
othersshould be kep forever and updatas neededthers should be keps long ashe
contract ign force or you are the ownasthers should bgavel for at least 7 yearsand all
records should be stored carefully.

Records toUpdate and Keep Forever

Records you keeforever includeAdvanceDirectives (living wills wills, and advance
healthcare directivg@sfamily and personal journal&amily and personal photos, videos, audio
recordingshousehold inventory (via videpljfe histories (Family Searchpassword liss;
Powers ofAttorney, safe deposit box inventoiyf you have one); and yoBocialSecurity
statementfpr thecurrent year)

Recordsto Keep ad_ong as inForce or You are theOwner

Records to keep as long as you are the omoirde anycontracts home purchase and
improvement recordsife insurance policiedoan documeniseal estate deegseceipts for
items under warrantyeceipts for large purchasgmd for tax purposes3ervice contracts and
warrantiesstock and bond certificatdsf you sill have these)yehicle titles vaccinationrecords
andwills.

Records you save for at least 7 years
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Records you save for 7 yeangludes aything that could be used in an I.R.S. autdix
deductible receipts (e.g., endyear contribution receigiven to you by ward clerk)
Donationsin-Kind receiptsdonation receipts from Deseret Industriascess to bank
statementsbrokerage accounts, aockdit card statementnedical receiptsW-2 forms and any
other documents for deductians

Where Should you Store Y our Records?

Storage is an important topi€or valuables, aafe deposit boxfor less valuable but important
items a ireproof storage safeligital copies withcloudback upfor secure online storagand
multiple hard copies to relativesagies to executor of the estaté€he key is thatfiit is not
replaceablghave a copy somewhere else!

Understand the Principles of Successful 8ving, Income and Expense Planning

In this manual, w talk ofsaving,income and expense plangiand budgetinghterchangeably
The reason we emphasigaving,income and expense planning is tlat many peoplevhen
they think of budgetinghink only ofrecording their expens@éghey leave outwo critical pars.
Saving andrcome planningrealsoimportant ares for everyone to consider.

For most individuals, sing asaving, income and expense pédfectively will likely have a
greater impact on whether or not you will achieve your firdmgoals than any other change you
could make to your financial habitén addition to keeping a record of expected saving, income
and expenses for the coming month or year, a budget is a way of making sure your financial
resources are being used for thimgs that matter most to yduour personal and family goals.

While it is fairly easy to create your saving, income and expense plans, it takes discipline and
sacrifice to actually follow through on the plans you outlined. While not easy, the results ar
apparent. Research has shown that those who effectively budget accumulate more wealth than
those who do not.

Savings Planning

Much has been written on the importance of saving for retirement and othéetongoals.
While we have been counseled toesahe recommend percentage remains elusiveom
Perrysaid:

After payingyour tithing of 10 percento the Lord, you payyourselfa predetermined
amountdirectly into savings.Thatleavesyou a balanceof yourincometo budgetfor
taxes food, clothing,shelter transportationetc. It is amazingo methatsomanypeople
work all of theirlives for thegrocer,thelandlord,the powercompanythe automobile
salesmanandthe bank,andyetthink solittle of their own effortsthattheypay
themselvesothing o
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Th e r adod of debateaboutii t magicnumbed usedto describenow muchmoneyyou needto
saveof your incomeo live afinancially comfortableretirementlt is an individual decision as a
financially comfortable retirement means different things to different people. However, few
people have complained when they have too much money at retirement

As a starting point in this bookrecommend to studentsé others that they save 20% of gross
income, with 15% allocated for retirement and the remainder for othetdéomggoalsAs you

go through this course, you will see additional reasossipporthis percentagd-or additional
support, seélow Much Should | Save: Insights into the Recommended. R¥gardless of your
chosen percentagéhe principle is to get and stay in the habit of saving each month.

There are many ways we can increase our sayiwggh is the difference between our income
and our expenseBor starters, the purpose of a budget is to help you save, not just record your
expenses. Do not make the mistake of not having a saving planteggfrdor manyakey is
getting the company matdiom a 401k or 403b retirement plafith a majority of company
retirement plangf employees will save a specific percentage, i.e., 6%, the company will match
that with a specific amount, i.e., 4%our total savings is your contribution plus the company
match.

Income Planning

Income plannings where we plan for our incomerhichwill likely not be static We should be
continually improving and getting better at whatever we choose, tandloour inome will likely
increase as wellChange and improvement are part of the gospel of Jesus. Clikesto think of
repentance as fcontinual i mprovement. o0

There are many ways for income planning and increasing our in€mamples include:

1 Increased edudan, i.e.,associatehachelors, mastedegreesetc. and increased
certification, i.e., @rtified Public Accountant (CPA)Certified Financial PlanneCFP),
Chartered Financial AnalysCFA), etc These should tie into your Education Plelmich
we will discuss later in the course.
1 Increased ability to do the job bettérrough spending time with more experienced
workers who have been there longer and understand the process better.
Increased ability to workaster,throughthought,automation andomputerization.
Improved attitudeand an ability to motivate our coworkers.
We shouldbepraying daily that we carfiwork beyond our natural abilitiegnd that we
can fdworwthahsers.one o0
| mproved willingness to figlmtigekpectedxt ra mil e
Improving ourjob resume tdielpusbemore attractive to other employers
Keeping our attitude positive andmembengii y our boss ovamises t o gi v
You just need to show them why they should dnd continue getting bettat what you
do.

= =4 =

= =4 =4
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Expense Planning

Having an expense strategy is crititkaving and accomplishing your goalsis not only the
process of recording what you spend, but also planning your spending and striving to reduce
your expensesdeas include:

| will record every dollar that | earn and spend

| will minimize fixed expenses, and keep them low

| will only spend on things in my SIE Plan

| will ensure the cares of the world will not impact spending and hence reduced saving
| will have patience andave for purchases instead of going into debt

| will not make large purchases that are not in our SIE Plan and not without prayer and
fasting

1 1 will not sell my birthright for a mess of pottage

E

Principles

With our learning framework, we start with priples The principlesof effectivesaving,income
and expense planniragesimple:

1. Know yourself. This includes understandingyr vision, goals, and planshese have
to be important for you if you want t@ork towardthem What do you want out dife?
What are you willing to do to accomplish it?

2. Seek, receive and act on the Spirités guidance. This includes seeking diligently
through study and prayer, and | iving worth
once it is received.

3. Understand key areas of saving, income and expenséiderstand each of these
three key areas, and become proficient at.e€Bebome a wise consumigrat if focused
on your vision and goals

4. Have a saving strategy-spendlessthan youearn.S o me o n e ysudindd , A i f
yoursel f in a2 hiedritical to sndeyspanddhatg gviserstgward does not
spend more than they earn, and will save for future expenses.

5. Keep goodrecords for spending,taxes and other purposes These will be needed to
helpyou minimize your tax payments to the government.

6. Usea budgeting method that meetsyour individual and family needsand
objectvesTher e is not one #Aright wayo to budget

7. Eliminate (unproductive) consumer debt and minimize (productive) mortgage
and education debt As discussed earlier, debt is an enemy to growth.

Doctrines
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As shared earlier,ne you have the principles, the next step is to determine the doctrines that go
with those principlesHere are a few ideas.

Principles Doctrines

Know yourself, your vision and goals Identity

Seek, receive, and ac ODbedieancet he Spiritods gui
Understand key areas of budgeting Agency

Savespend less than you earn Stewardship

Keep good records for spending, tavads, Stewardship

Use a mdtod that meets your needs Accountability

Eliminate unproductivelebt Stewardship

From Obedience to Consecration

From the principles and doctrines, we can see that we are not just living on a budget, which is an
application,

We ae dildren ofHeavenly parents with an unlimited potenidentity); striving to

live worthy of the Spiri{obediencefand beingvise stewards over the things that God

has blessedswith (stewardshijy andkeeping good records, 8¢ can minimizeour
payments to th&overnmen{accountability) We areusing a method that most meetg
needgaccountability) sowe can do it as quickly and as accuratelyvaan

(stewardship)so we can accomplish what God would have us do, including attaining our
personamission ad ourindividual and family and vision goals.

Saving, Income and Expense Methods and Process

Therearefive maintypesof SIE budgetingnethodgo help meetyour needsandobjectives
There are different requirements &ach methodWhatevemethodyou chooseijt should
accomplisttheabovefive principles

1. TheEnvelopeMethod

2. The60%Rule

3. Spreadsheets

4. BudgetingSoftware

5. DNAH-ial Methods(Do NothingandHope)

TheEnvelopeMethod Therequiremerg for this methodarefew andinexpensiveYou prepare
envelopedor eachcategory Thelogic is to planyour spendingor eachmonth,takethe money
plannedor eachcategoryandplacethatmoneyin individual envelopesOnceabill comestake
themoneyfrom the correspondingnvelopeandpaythebill. Oncethe moneyis gonefrom one
envelopeandyou needmore,you mustshift moneybetweerotherenvelope®r makedo with
whatyou have Thekeyis thereis no gettingmoneyoutsidethe system It is simpleandvery
effectiveif donecorrectly.
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The60% Solution This methodrequiresajournalor spreadsheefThelogic is to determineyour
grosssalaryeachmonthandthentake60% of thatamountandonly spendthatamounteach
month.You thentake20% of your salaryandsaveit for long-termgoalsand20% of your salary
andsaveit to payyour taxesat yearend Onceyou havespentyour money,you cannotgo
outsidethe methodfor moremoney While not aseffective,aslong asindividualsstick to the
60%rule it canhelpsignificantlyin the savingsprocess.

Spreadshed¥lethods This methodrequiresa computerandspreadsheet3 helogic is to
determineyour grosssalaryandtakehomepay eachmonthaftertaxesandotherdeductionsYou
thendeterminespendingoy categoriegrows)anddates(columns),andpreparea budgetfor each
categoryAs bills comein, you paythebills andinput the spendingon eachdate(column)and
row (category) If donewell, you planin adequat@mountdor afinancialreserveandfor long
termgoals This methodcanbe usefulif it is updatedegularlyandreviewedoften.

ComputerSoftwareMethods Therequirementgor this methodaremoreexpensiveThey
requirea computerandpersonafinancesoftware ,suchasMint.com (free), Quicken,Mvelopes
etc. Thelogic is to determineyour grosssalaryandtakehomeeachmonthafter taxesandother
deductionsThenyou determineyour spendingoy categoryandbudgeteachcategoryin the
softwareprogram You alsodetermineyour savingsandbudgeteachperiodfor savings Thekey
is to work within your budgetfor eachspendingandsavingcategory As the softwareobtairs
receiptsandcreditcardinformationfrom financialinstitutionsdirectly via the Internet you
categorize¢heinformation You canplanin adequat@amountdor afinancialreserveandfor
long-termgoals If setup correctly,this methodcansavesignificanttime andeffort andcanbea
greattool to helpyou achieveyour goals.

DNAH-ial Methods(Do NothingandHopé. Thisis the methodusedby mostindividuals,andit
is thecheapesandleasttime consuminglt requiresnothing.Individualsdenythereis aconcern,
andhopethingswork out. Theyonly respondvhenthingsgetsobadthattheyhaveto act The
downsidess thatthereis no planning,no preparatiorfor long-termgoalsandobjectivesand
likely nosavings.

In summary, bdgeting is a broad term that can mean different things to different ptagple

simply income and expense planniAgbudget is more than a record of your income and

expense8i t 6s a tool to hel p vyodplaasHoweveptoimang your
use budgets for record keeping and nothing dlsat is not a budgeit is an income

statemerd@ which is a record of your spending

Whichis thebestbudgetingmethod?n my experiencethe bestplansarethosethat

1. Are low costandrelativelyeasyto use
2. Allow s downloadingof bills from banksandcreditcardcompanie8 it makesdata
entryeasier
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3. Allow s adequateategorizatiorof spendingor income,spendingreportingandtax
purposesand
4. Minimizes thetime spentin doingfinances(l spendroughly1-2 hoursperweek)

Individualsandfamilies shouldusewhatevemethodis bestfor them.As record keeping helps,
whatl recommendor mostindividualsandfamiliesis Mint.comfor thosestartingout (they use
military grade encryption so they are very sgépyeadsheefsr thefew Excelwizardsamong
us andQuickenfor moreadvancedisers

Thereis aprocesgo creatinganeffectivesaving, income and expense plarbodget:

1. Know whatyou wantto accomplish

2. Trackyourincome savingandexpenses

3. Developa cashsaving,income and expense plan

4. Implementyour plans forsaving,income and expenses

5. Compareyour actual income to planned, actual expensesarmed actual saving to
planned andmakechangesvherenecessaryo achieveyour goals

An exampleof asaving,income and expense pl@afoundin Chartl. In addition,examplesf
moredetailedbudgetingspreadsheetsanbefoundin the LearningTools sectionof thewebsite

Chart 1. Monthly Saving, Income and Expense Plan

Monthly Plan for the Month of 20XX

Income: Budget Actual Difference
Wages/Salaries (After Taxes)
Other Income
Total Income
Expenditures
Tithes and Offerings
Total Savings

Food

Mortgage or Rent
Utilities
Transportation
Debt Payments
Insurance

Medical

Clothing

Other

Total Expenditures
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Income minus Expenditures

Certain methods of payment are easier to track than others. Checks and credit cards, for example,
leave an automatic papeail that is easy to examine at the end of a week or a month. Cash, on

the other hand, is more difficult to track because an automatic physical record is not created each
time it is used. To accurately track all expenses, you must keep a notebookhryadnrecord

all expenditures paid for in cash, or, better yet, record them electronically.

Step1: Know What You Want to Accomplish

Thefirst stepin creatinganeffectivebudgetis to know whatis importantto you andthenwrite it
downin theform of your vision andjoals.In the previoussection,you thoughtaboutwhatyou
wantedout of life, andyou wrote downyour vision andgoals.Y ou shouldbeworking toward
thesegoals It is not enoughto justwantto savemoneyd you shouldknow whatyou aresaving
for. Your goalsmustbe SMARTER: specific, measurableachievablereportabletime-bound
evaluatedandreassessed.

Step2: Track your Saving,Income andExpenses

Thesecondstepin creatingan effectivebudgetis generatinga statementhataccuratelyreflects
yourincome expenseand savindgor amonthor for anotherspecifiedperiodof time.

Budgetingsoftwaremayalsobe helpful asyou track your expensesSoftwaresuchasQuicken,
YNAB, andthefree Mint.com canreducethetime necessaryo follow your financesSuch
softwareis especiallyusefulif it is tied to your bank,creditcardcompanieser investment
accountghroughthe Internet.Budgetingsoftwareis a greatinvestmenthatcansaveyou time if
it is setup andrunsproperlyandin atimely mannerputit is notrequiredto becomefinancially
selfreliant.

Step 3: Develop a Caslsaving,Income and Expense Plan (A Better Way)

The third step in creating an effective budget is to develop a cash budgeth Audges a plan
for controlling cash inflows and outflows. Its purpose is to balance income with expenditures and
savings.

To developa cashbudget,you mustfirst determineyour annualincome.Onewayto dothisis to
examindasty e atotdl iscomeandmakeadjustmentsor the currentyearfor anyadditional
expectedvork or sourcesof income.You shouldalsoestimateyour tax liability for thecurrent
yearandyour monthlytakehomepay.

Next, you mustdetermineyour expensesl o completethis step,referto therecordyou made
while trackingyour expensedrirst, identify all fixed expensesBe sureyour fixed expensesare
truly fixed expensesFixed expensesreexpenseshoseyoud o rdidettly control;theyareoften
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(butnotalways)monthly or semiannuaéxpensesExamplesof fixed expensescludemortgage
paymentsrent,tuition andbooks,andlife andhealthinsurancecosts.While somemight
considercableTV or cell phoneplansfixed expensesheyaregenerallyariableexpenses.

After you haveidentified your fixed expensedsdentify your variableexpensesvariable
expenseareexpenseshoseyou havecontrolove® you canmodify or eliminatetheamount

you spendon thesethings.Variableexpensemcludethingslike food (to adegree),

entertainmentfuel, clothing, magazinesubscriptionsandcableTV (contrarytosomep e o p | e 6 s
beliefs,you canlive without cableTV, theinterneta cell phoner aniPad).

If reviewingyour fixed andvariableexpenseshowsthatyour expendituregxceedyourincome,
or if youfind thatyou live monthto monthanddo not put moneyinto somesortof savings
accountjook for waysto reduceyour fixed expensesandreduceor eliminateyour variable
expenses.

Oneof theworstusesof your hardearnedncomeis payinginterest particularlyon creditcard
andconsumetoans.Carefully considethow creditcardor loanpaymentswill impactyour future
income.Payoff your creditcarddebtandavoid consumerdebt! You wantto be earninginterest
oninvestmentsnot payingit on debts.HeberJ. Grantsaid:

If thereis anyonethingthatwill bring peaceandcontentmeninto thehumanheart,and
into thefamily, it isto live within[ o n enéass|And if thereis anyonethingthatis
grindinganddiscouraginganddisheartening is to havedebtsandobligationsthatone
cannotmeet?

The Old Way | would like to recommendh betterway to budget.Many individualsdetermine
how muchtheywill saveaccordingo how muchmoneyis left attheendof eachmonth.They
receivetheir paycheckspaytheir tithesandexpensesandthensavewhattheydo not spend
duringtherestof themonth.This is anincorrectpatternfor budgetingmonthlyincomebecause
individualsarepayingthemselvesast. The old method for preparing a cash budget is found in
Chart 2. | recommendh differentpattern.

The Better WayAfter you havepaidyour tithesandofferingsto the Lord, payyourselfa
predeterminecmountdirectly into savingsandthenbudgetandlive ontheremainingincome.
Usingthis patternwill helpyou keepyour prioritiesin order(seeChart3). GordonB. Hinckley
stated:

In managinghe affairs of the Church,we havetried to setanexample We have,asa
matterof policy, stringentlyfollowed the practiceof settingasideeachyeara percentage
of theincomeof the Churchagainsta possibledayof need.| amgratefulto beableto say
thatthe Church. . . is ableto functionwithout borrowedmoney.If we cannotgetalong,
we will curtail our programsWe will shrinkexpenditureso fit theincome.We will not
borrow?
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From my work with students, | have found that the average student cannot account for about 20
percent of what he or she spends each month. Many students are mdiagusimportant to

them, so they spend money on many different things in an attempt to find out what makes them
happy. Once they understand what is important to them, write down their goals, and begin
working toward those goals, they find that savingveein 10 and 20 percent of their income is

not a difficult challenge. They begin spending their money on things that reallydntitiegs

that take them toward their personal and family vision and goals.

Chart 2. Budgeting: The Old Way

Budgeting: The Old Way

A vailable for
Savings

( Personal Goals —>

L. Tom Perry suggested something similar to this new pattern for budgeting when he wrote:

Income — Tithing e Expenses —

After paying your tithing of 10 percent to the Lord, you pay yourself a predetermined
amount directly into savings. That leaves you a balance of goamie to budget for

taxes, food, clothing, shelter, transportation, etc. It is amazing to me that so many people
work all of their lives for the grocer, the landlord, the power company, the automobile
salesman, and the bank, and yet think so little of then efforts that they pay

themselves nothing.

| strongly recommend that students, after graduating, set a goal to save between 10 percent and
20 percent of every dollar they make after college. My wife and | set that goal nearly 30 years
ago, and it hmmade a significant difference in the life we live today.

Step 4: Implement Your Saving,Income and Expense Plan

The fourth step in creating an effective income and expense plan is to try it for a month. Record
all income and expenses in their propategories; accurate recekdeping is a crucial part of

good budgeting. Add up all the amounts listed in each category, and make a note of how much
you have left over in each category at the end of each week. Be financially pradenh 6t b uy
thingsyouda 6t need or havendét budgeted for.
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Adjust your plan as necessary to make it work for you. Try to be financially prudent, and use
each month as a learning experience to help you do better the next month.

Chart 3. Budgeting: The Better Way

Budgeting: The Better Way ’

Pay the Pay Exo | | Other
Income |— I . ord — | s=svirasetel — PRPenses |= | gsavings

4 4

( Personal Goals )

Chart 4. Saving, Income and Expense Plan Example with Differences
Bill and Suzy Smith
Monthly Budget for the Month of September 20XX

Income: Budget Actual Difference
Wages 2,875 2,760 -115
Taxes 375 360 15
Wages/Salaries (After Taxes) 2,500 2,400 100
Other Income 200 250 50

Total Income 2,700 2,650 -50

Expenditures

Tithes and Offerings 325 318 -7
Total Savings 405 398 -7

Monthly Living Expenditures
Food 300 320 20
Mortgage or Rent 700 700 0
Utilities 300 325 25
Transportation 180 165 -15
Debt Payments 50 50 0
Insurance 150 150 0
Medical 40 40 0
Clothing 150 100 -50
Other 100 75 -25

Monthly Living Expenditures 1,970 1,925 -45
Total Expenditures 2,700 2,641 -59
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Total Income minus Expendites 0 9 -9
For income and taxes, negative is under budget and positive is over budget.

If youc a riguite outwhereyou are,thebestmapin theworld c a rnélptyou getwhereyou
wantto go. A well-developedudgetthatis basedon your currentfinancial situationcanbe your
bestroadmapto financialfreedom.Marvin J. Ashtonstated:

Someclaim living within abudgettakesthefun out of life andis too restrictive.But
thosewho avoidtheinconveniencef a budgetmustsufferthe painsof living outsideof
it. The Churchoperatesithin abudget.Successfubusinessgunctionswithin abudget.
Familiesfree of crushingdebthavea budget.Budgetguidelinesencouragebetter
performanceand management

Step5: Compare Your Actual Saving,Income and Expensedo Plan and Make Changes
Where Necessary

The fifth step in creating an effective budget is to compare your budget to your actual income,

saving and spending (see Chart 4). As necessary, adjust the amounts you have budgeted for

di fferent expenses to create a more effective
payments to God or to yourself.

| recommend, after you have your budget, actual and differences, that you look over those
differences and try to understand whiis is where the learning takes plaités not enough to
just record and categorize the data, you must use it to make decisions and to be better stewards.

Creatinga Saving, Income and Expense PiaalearningexperienceYou will notcreatea
perfectbudgetright away,but you canrefineit aftereachmonth If your budgetingplanfails
repeatedlythefi e n v ely & fd reaymrk.

Calculate Your Net Worth Using a PersonalBalanceSheet

Thesecondhing you mustdo to determinewvhereyou arefinanciallyis to calculateyour net
worth usinga personabalancesheetwhich is a snapshoof your financial positionon a given
date,usuallytheendof a monthor year.lIt lists thedollaramountsof your liabilities (whatyou
oweto others)andof your asset§whatyou own of monetaryalue).

How do you calculateyour networth?Your networth (alsoreferredto asequity) is the
differencebetweernyour assetandyour liabilities.

Therearemultiple waysto appraisesachtype of assebr liability. Calculatethevalueof each
assebr liability correctly,becauséf you do not, you will haveanincorrectview of your
financial position.Havinganincorrectview of your financial positionmayresultin makingbad
financialdecisions.
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An exampleof abalancesheets foundin Chart5. In addition,a balancesheetemplatecanbe
foundin Budget,Balance Sheet and Income Statements tem{lld@4) andBalance Sheet and
Ratios(LT04B).

Chart 5. Balance Sheet Example

Bill and Suzy Smith
Balance Sheet as of: March 15, 20XX

Assets: Amount Liabilities: Amount
Current (or Monetary) Assets Current Liabilities
Cash and Checking $1,000 Current Unpaid Balanc&200
Savings/CDs 5,000 Visa/MasterCard 500
Other Assets 0
Investments
Stocks/Bonds 0 Long-Term Liabilities
Mutual Funds 2,500 Mortgage Loan 0
Other Investments 0 Auto Loans 500
Retirement Plans College Loans 3,000
401(k), 403b, 457 Plarts200 Other Debts 0
IRAS 500
Housing
Primary Residence 0
Automobiles
Automobiles 3,500 Total Liabilities 4,200
Personal Property
Misc. Assets 750
Total Assets $14,450

Net Worth (Assets minus Liabilities) $10,250

Housing or real estate assetsiclude tangible assets such as land, dwellings, vacation homes,

and rental properties. For many people, housing assets represent the bulk of their savings. These
assets are often, but not always, the place where you live and will eventually retire. d?&sopl
purchase housing assets to fulfill personal goals or to earn capital appreciation and income. The
value of a housing asset is based on its current market value or its appraised value; the appraised
value is established by an independent appraibertakes into account similar houses in the
neighborhood or city.

Automobiles and other vehicle assetsiclude tangible assets such as cars, trucks, and
recreational vehicles, which typically must be inspected and licensed. 83sests provide
transportation, recreation, and other benefits. The value of a vehicle asset is based on its current
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market value or its book value. The value of this type of asset usually depreciates each year.

Personal property assetsnclude tangible assets such as boats, furniture, and clothing that are
purchased to meet specific individual needs or wants. The value of a personal property asset is
determined by its current market value, which typically depreciatesyeach

Other assetdnclude any other tangible or intangible assets, such as business ownership,
collections, and hobbies. These assets differ greatly, but they are all generally used to fulfill
specific personal or business objectives. The value of #essts is usually calculated according
to current market value or appraised value; however, because of the individual nature of these
assets, they are often difficult to appraise and may have value only to their owner.

Add up the values of all your diffent types of assets to determine their total dollar value.
Assets:What You Own

Your assetarenotlimited to thetotal amountof moneyyou haveon hand;rather,theyinclude
all thevaluablegoodsyou own. Their valueis basedn theassumptiorthatyou couldsell these
goodsandreceivetheir marketvalue.Assetscomein manyforms,includingmonetaryassets,
investmentssetsandretirementassetsassetalsoincludereal estateyehicles personal
property,andsoon.

Assetscanbe subdividedinto four categoriesincomegeneratingassetsappreciatingssets,
depreciatingassetsandincomeconsumingassetsincomegeneratingassetsarethe besttype of
assetsTheseassetgieneratencomeor capitalgains,which mayeventuallyallow you to have
incomewithout havingto work. Includedin this categoryarefinancialassetsuchasstocks,
bonds,or mutualfunds;rentalpropertieghatarestructuredvell; andevensometypesof
insurance.

Appreciatingassetarethosethatmayhavehistoricallyappreciatedn value.Examplesnclude
your home educationandcertaintypesof businessassets.

Depreciatingassetslepreciaten value.Often,the minuteyou takeownershipof theseassets
(e.g.,drive acaroff thelot), theydropin value.This categoryincludesassetsuchas
automobilesrecreational/ehicles boats etc.

Finally, incomeconsumingassetarethosethatrequirea constaninfusion of cashto keep
operative Examplesncludeautomobilegwhich requiremaintenancefuel, andinsurance),
homeg(propertytaxes repair,upkeepandinsurance)andrecreationapropertieqproperty
taxes repair,upkeepandinsurance)etc.

Differenttypesof assetgulfill differentneeddor anindividual or family, suchasliquidity,
protecton, andcapitalappreciation.
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Monetary (or current) assetdncludecashandotherfinancialassetshatcaneasilybe
convertednto cash.This characteristiés knownasliquidity. Liquidity is importantin caseof an
emergencyecausdét meanghatfundscanbeaccesseth arelativelyshortperiodof time.
Examplesof monetaryassetsncludecash,savingsaccountsgertificatesof depositmoney
marketdepositaccountsandotherfinancialassetthatcanbe easilyaccesseth timesof need.
Thevalueof amonetaryasseis usuallycalculatedaccordingto its currentmarketvalued the
priceatwhichit couldbesold.Monetaryassetarealsocalledcurrentassets.

Investment assetsaresimilar to monetaryassetsn thattheycanberedeemedor cash;however,
theyaregenerallylessliquid andareusedto savefor a particularlong-termgoal. Theseassets
provideintermediateto long-termcapitalappreciatiorfor theinvestor.Examplesf investment
assetsncludestocks,bonds,andmutualfundsthatanindividual or family purchasesow with
thehopethattheinvestmentwill beworth morein thefuture. Thevalueof aninvestmentsset
is usuallycalculatedaccordingo its currentmarketvalue.

Retirement assetsarea particulartype of investmentissein which moneyis specificallyset
apartto be usedafterretirementTheseassetareusedbothto saveandto earnareturnfor
retirement.Theyaredesignedo providefundsthatwill allow youto live comfortablyafteryou
retire.Be awarethattherearesignificantpenaltieqi.e., taxesandfees)if you usetheseassets
beforeyou turn retirementageasdefinedby the governmen{59%zfor qualifiedretirement
plans).Examplesof retirementassetsncludecompanypensions|RAs, andtraditionalandRoth
401(k)plans.Thevalueof aretirementasseis usuallycalculatedaccordingto its currentmarket
value.

Liabilities: What You Owe

While liabilities alsocomein manyforms, therearetwo majorformsof liabilities: currentand
long-term.

Current liabilities aredebtsthatmustbe paidoff within the nextyear;theyareusuallydebtsfor
theshorttermexpensesf your homeor businessCurrentliabilities includedebtsrelatedto
creditcardsutility bills, tuition andbooks andnon-mortgagehousingexpensesrThesdiabilities
shouldberecordedon your personabalancesheetat the currentamountowedplusanyaccrued
interest.

Long-term liabilities aredebtsthatmustbe paid off at a datefartherawaythanoneyearfrom
now, thesedebtsaretypically usedto coverlong-termexpensessuchasstudenioans,auto
loans,andhomemortgagesThesdiabilities shouldberecordedn your personabalancesheet
atthecurrentamountowed.

Chart 6. Income Statement Example, Bill and Suzy Smith

Monthly Income Statement
for the Monthof January, 201X
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Income: Actual
Wages/Salaries (After Taxes) 2,400
Other Income 250

Income Available for Living Expenses 2,650
Expenditures for Donations/Savings

Tithes and Offerings 318
Savings 398
Expenditures for Living Expenses
Food 320
Rent 700
Utilities 325
Transportation 165
Debt Payments 50
Insurance 150
Medical 40
Clothing 100
Other 75

Total Expenditures for Living Expenses 1,925
Total Living Expenses and Offerings/Saving$41
Total Income minus Expenditures 9

The answers tthese questions often depend on the stage you are at in life. For example, if you
just graduated from high school or college, you are most likely in the accumulation stage of your
life; therefore, your net worth should be growing. If you are retired, tbarare probably using

your savings for retirement expenses. In this case, your net worth is likely decreasing. Ask
yourself these important questions:

A Am | reaching my personal goals?

A Am I planning for emergencies?

A Do | have adequate liquid assets?

A Am | out of credit card and consumer debt (other than using my credit card for
convenience and paying off the balance each month)?

A Am I saving sufficiently for retirement and for my other financial goals?

If you can answer each of these questions affirmati y, you are | ikely fina
However, remember that we all éaand should improve!

Net Worth: What You Are Worth Financially

Thedifferencebetweenyour asset@andliabilities is knownasyour equity, or networth. Do you
owemorethanyou own?If so,you aretechnicallyinsolvent!

Whatis a goodlevel of networth? Theword goodis relativewhenit comesto networth. Your
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optimallevel of networthwill dependonyourage,your goals,andwhereyou arein the stages
of yourfinanciallife. Thesestagesncludethewealthhraccumulatiorstage the approaching
retirementstage andtheretirementstageof your life. As agenerakule,agoodlevelof net
worth meanghatyour asset@aregreaterthanyour liabilities. As you age thedifferencebetween
your assetandliabilities shouldincreasewith your assetalwaysbeingthe greaterof the two.

Thequestionof whereyou arenow versuswhereyou shouldbeis a personafuestionthatyou
mustansweifor yourself.As you try to answetthis, askyourselfthefollowing questions:

A Whatdoesmy balancesheetshow?
A Is my networth growing?

Develop a Personal Income Statement and U&atiosto Analyze Your Spending

A personal income statemastike a financial motion picture of your cash inflows and outflows.
This type of statement is based entirely on actual cash flows, not accruals. An example of an
income statement is found in Chart 6. If the statement looks familiar, it is because the incom
statement is just the fAactual 0 column of your

Income: Cash Inflows

Income includes cash inflows such as wages, tips, royalties, salaries, and commissions. Income is
the amount you earn, which is not necessarily equal to the amount you reb&\is.because

some expenses, such as taxes, health costs, 401k contributions, and so on, are deducted

from your check before you receive it.

Expenditures: Cash Outflows

As discussed in the Chapter 2 diedapensemre fiDevel
expenses that you daoabléexpedsesre¢hose thatyoe lmavetcantool , and
over.

There may be differences of opinion concerning what constitutes a fixed versus a variable
expense. For example, while one spouse might condades each weekend a fixed expense,

another might consider it a variable expense. Be careful that variable expenses are not considered
fixed expenses. Realize also that most fixed expenses are variable over longer periods of time;

for example, you can buy smaller house or get by with a used instead of a new car.

Using Ratios to Analyze Your Spending
Once you have completed your personal balance sheet and your personal income statement, use

your financial statements to answer the followihigee questions. They will help you understand
where you are financially. To answer these questions you will calculate six financial ratios.
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To answer these questions, all it takes is a balance sheet and five pieces of information

1. How much are you sawj each period?

2. How much are your period living expenses?

3. What is your period income less taxes?

4. How much are your period lostgrm debt payments?
5. What is your gross period income?

A useful tool to help you calculate yosix financial ratios iBalance Sheet and RatiisST04B).
Your periodcanbe eithemonthly or annuallyThese questions and ratios can tell you much
about how well you are doing financially.

Question1: Do | haveadequateliquidity in caseof emergency?Two ratioscanhelpyou
determinewhetheror not you haveenoughmonetaryassetdo payfor alarge,unexpected
expenser to tide you overin caseof a periodof reducedor eliminatedincome the currentratio
andthei mo n livinghespenses o v e mat®.d 0

Thecurrentratio tells you how manytimesoveryou could payoff your currentliabilities with
the cashyou haveon hand.To calculateyour currentratio, divide theamountof your monetary
assetgyour currentassetspy the amountof your currentliabilities. The moretimesyou canpay
off your currentliabilities, the betteroff you arefinancially. A ratio greaterthantwo is
recommendedlrackthetrendof thisratio;if i t goisgdown,you needto makechangedo
improveyour financialsituation.

Thesecondmportantratiois thefimo n t lihirly €xpensesovered ratio. This ratio tells you
how manymonthsyou could survivefinanciallyif youlostall currentsourcef income.To

calculatethis ratio, divide theamountof your monetaryassetdy the amountof your monthly
living expensesRealizethatyour living expenseshouldnotincludecharitablecontributions,
taxes,or savingspecauséf you lostyour job, youwould not havetheseexpensesr savings.

A ratiothatallowsyouto payyourliving expense$or threeto six monthsis recommendedlhe
ratio shouldbe equalto atleastasmanymonthsasit would taketo getanewjob if youlostyour
currentjob. Again, trackthetrendof this ratiod it shouldbeimproving.If it isnd, tyou needto
makesomechangedo improveyour financialsituation.

In the exampleabove the currentratio is calculatedascurrentassetslivided by current
liabilities. Bill andSuzyhave$6,000in currentassetslividedby $700in currentliabilities, or a
currentratio of 8.57.Bill andSuzycouldpaytheir currentbills 8.6 timeswith themoneythey
havein their savings.Theyarewell abovetherecommendedatio.

Theirfimo n t lihiry £xpensesovered ratio is calculatedasmonetaryassetslivided by
monthlyliving expensesBill andSuzyhave$6,000in currentor monetaryassetslivided by
$1,925 whichis their monthlyliving expensespr aratio of 3.1times.Bill andSuzycould pay
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3.1 monthsof living expensesvith their existingmonetaryassetsTheyarewithin the
recommendedangeof threeto six months althoughtheyareon thelower side.

Question2: Can | meetmy debt obligations? Thedebtratio andthelong-termdebtcoverage
ratio canhelpyou determinewvhetheror not you canmeetyour currentor long-termdebt
obligations.

Your debtratio tells you whetheryou could payoff all your liabilities if you liquidatedall your
assetsThisratiois equalto your total liabilities divided by your total assetandrepresentshe
percentagef assetshatarefinancedwith borrowedmoney.Trackthis trend;this ratio should
godownasyou grow older.

Your long-termdebtcoverageatio tells you how long you could continueto makepaymentn
your long-termdebtbasedn theamountof moneyyou havefor living expenseslo calculate
thisratio, divide theamountyou haveavailablefor living expensesi.e., wagesninustaxeg by
theamountof your long-termdebtpaymentsThe higherthis ratio, the better;a higherratio
indicatesthatyou could coveryour debtpaymentdor alongerperiodof time. Trackthistrend;
thisratio shouldgo up overtime.

In the exampleabove Bill andS u z gebtgtiois $4,200divided by $14,4500r 29 percent.
Roughly29 percentof their asset@arefinancedwith borrowings,andmostof thatis with student
loans.OnceBill andSuzybuytheir first home thisratiowill likely increaseA goodgoalis to
makethis ratio zeropercentmeaningyou havepaidoff all your liabilities, includingyour
mortgage.

Theirlong-termdebtcoverageatiois $2,650divided by $50, or aratio of 53times.Theyhave
very little debtandaredoingwell. Debtcoverageatiosshouldbe higherthan2.5. Becausahey
arerentingandd o rhé@veamortgagethisratiois verylow.

Theinverseof thelong-termdebtcoverageatiois calledthe debtserviceratio. The debtservice
ratiois long-termdebtpaymentgdivided by monthlyliving expenseddeally, this ratio shouldbe
verylowd atleastlessthan40 percentln Bill andS u z gaéegheirlong-termdebtpayments
are$50dividedby moneyavailablefor monthlyliving expensespr $2,650.Theirratiois 1.9
percentOnly 1.9 percentof theirincomegoesto paying long-termdebts.Takingonedivided by
thelong-termdebtcoverageatio of 53 givesthe sameresult.

Question3: Am | savingasmuch asl think | am? Thenetsavingsratio andthe grosssavings
ratio canhelpyou determinevhetheryou aresavingasmuchof yourincomeasyou think you
are.

Your netsavingsratio tells you whatproportionof your aftertaxincomeyou aresaving.To
calculatethis ratio, divide theamountof incomeyou saveby theamountof incomeyou useto
coverliving expensedn the United Statesthe averageatio hasrangedoetweemegative2
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percentand8 percenthoweveryour ratio mayvary from this averagedependingn your
currentfinancial stageandyour personaboals.As always,trackthetrendof thisratiod if it is
decreasingnakethenecessarghanges.

Your grosssavingsratio tells you whatproportionof your beforetaxincomeyou aresaving.
Thisratiois equalto your total savingsdivided by your totalincome.l recommendhat,ata
minimum,this ratio shouldbe 10 percent For moststudents| recommendetweenl0and20
percentAs you getolder,this savingsratio shouldalsoincrease.

In theexamplegiven,Bill andS u z gefsavingsratiois calculatedastheir monthlysavings
divided by their totalincomeaftertaxes,or $398divided by $2,650,giving aratio of 15 percent.
Theyaresavingl5 percentof their netpay.

Bill andS u z gr@sssavingsatiois calculatedasthe monthlysavingsdivided by their total
incomebeforetaxes,or $398dividedby $2,760,0r 14 percent.Theyaresavingl4 perceniof
theirtotal pay. While 14 percentis good,| recommend/ou seta goalto save20 percentof your
grossincome,if possible.

Understand and Create Your Saving, Income and Expense Plan

In creating your Saving, Income and Expense$lierearetwo parts, the framework and the
data The framework is in the traditional form, with your vision and golthe data an be in any
of the means discussed, as long as it includes planned, actual and differences

There are also sherérm monthly or weekly, and lortgrm annual plans. Both are important
for your lives and financed-ollowing are a few ideas that may bagful as you create your
own Plars.

Vision
T This should be f r0O®therigaeasimcludePl an for Life
o Through proper use of my financial resources, | will have sufficient to accomplish
my individual mission and our individual and family vision ayuls
o We will save 20% gross after college, and will save it for retirement, education,
missions and other goals

Goals
1 Savings| will keep monthly records of my saving, income and expenses, along with a 1
year annual plan
| will not purchase anything ajor unless it is in my SIE Plan
Income | will grow my income by 1% above inflation through hard work and careful
study and prayer
91 1 'will work to be the best employee | can be, and | will pray daily that | can work beyond
my natural abilities

= =4
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1 Expensesl will be a wise steward over the resources | have been.given
1 1 will never spend more than $20 (or whatever amount you determine) without my
spousebs approval

Plans and Strategies
Savings
1 1will always pay the Lord first and myself second
1 [Iwill always get the company match
T 1 wi | | save 20% of i ncome, 15% f or retirem
3% mortgage
1 I'will have specific bank accounts for specific goals and children
1 [I'will start saving in Roth accounts as soon as possible
Income
1 [I'will get as much education as | possibly can
1 I'will work on gaining accreditation (CFA, CFP, CPA) to keep me more marketable in
my field.
| will read 2 books a month in my area of work
| will pray each day to work beyond my natural abilitsesl can be more effective at
work and so my employer will want to pay me more to keep me
1 [I'will find additional ways to make money for my family
1 I'will continue to network in my area of expertise
1 1 will keep my resume current and improve it dail
Expenses
1 [Iwill live cheap
1 I'will carefully divide my expenses into fixed (those that cannot be changed except over
long periods) and variable expenses
I will try to limit my fixed expenses by not going into debt
If married, we will discuss any spendiover $50 before we make the purchase
| will not buy anything that is not included in my annual Saving, Income and Expense
Plan
1 [ will barter for services with others in our same financial condition, i.e., trade
babysitting, etc.
1 I'will remember that hgpiness is not bought with money

E

= =4 =

Constraints
1 Loss of the Spirit will cause me to lose perspective on what is really important in life
1 Focusing on the things of the world instead of what is really important
1 Being impatient and not saving for Higket purchases can have a significant negative
effect
1 Not being careful with the little things, the pennies, can have a major impact

Accountability
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1 ['will share my vision, goals and plans and strategies with God and my spouse and
children

Summary

Beforeyou canattainyour goals,you mustfirst understanavhereyou arefinancially. To do this,
you mustpreparethe variousfinancial statementslescribedn this chapterand keep important
family records Family record keeping is important if you are to dodydinancially and if you
want to minimize youtax payments to thgovernment.

Of thesefinancial statementghe mostimportantis your budgetor income and expense plan
Following your budgetis critical to living within your meansYou mustknow whatincomeyou
havecomingin andwhatincomeyou arespendingLiving on a budget and saving is the single
biggest contributoand constrainto individuals and families achieving their financial and other
goals.

In this chaptey| haverecommendedii b e w & wbbudgetinglnsteadof savingwhatis left
overattheendof themonth,l havesuggestedhatyou determineyourincome paytheLord
first, payyourselfsecond recommend®0 percent) andthenbudgetandlive ontheremainder.
This practicewill helpyou savefor your goalsmuchmorequickly andwill greatlyimproveyour
chanceof attainingthem.

| alsoexplainectheimportanceof usingyour personabalancesheeto createa snapshoof
whereyou arefinancially andto helpyou calculateyour networth. Rememberyour networth
will changedependingon whereyou arein life, andideally, it shouldgetbetterovertime.

Finally, | touchedon the personaincomestatemenandexplainedspecificratiosthatcanhelp
you seehow well you aredoingwith regardto liquidity, debt,andsavings.ldeally, theseratios
shouldalsobeimprovingovertime.

JoseplB. Wirthlin commented:

| adviseyou to be patientin financialmatters Avoid rashor hurriedfinancialdecisions;
suchdecisiongequirepatienceandstudy.Getrich-quick schemeseldomwork. Beware
of debt.Be especiallycarefulof easilyobtainedcreditevenif theinterestis tax
deductible.You youngcouplesshouldnot expectto beginyour marriedlives with homes,
automobilesappliancesandconveniencesomparabldo thoseyour parentshavespent
yearsaccumulating’
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Assignments
Financial Plan Assignments

While the previous chapter helped you determine your vision and where you wanted to be, this
chapter helps you see where you are nighwt. Financial statements help you understand your
current financial position. | recommend you useRR€® Financial Statements Tentpld TO1-

03) to put together your Saving, Income and Expense Plan and prepare your financial statements.

If you are not already living on a budget, your assignment is to begin today. Begin keeping a
record of all your expenses, using the recording methgdw choice. Your income and
expense plan or budget is probably the simgtest important tool that will help you attain your
goals. Use it wisely and refer to it often. It is important to remember that recording expenses
alone is not budgeting. Recordiexpenses is just recekgeping. You need to give every dollar
a name and plan where your money should go and then see that you follow your plan.

Your budget is a record of your planned expenses, your actual expenses, and the difference. One
possible sppadsheet is th&imple Saving, Income and Expense Plan SpreaddiE@4C) or the

more detailedudget, Balance Sheet and Income Statements ten(pk@d). Your budget is

your spreadsheet that documents your planned, aotdalifferences in your saving, income and
expenses. Your budget template is where the thinking and analysis takes place. What did you do
well during the month? Where did you do poorly and why? It is not enough to just record your
expenses and income. Yowst use that information to be a better steward.

You can use any of the first four useful methods (sorry but the DMRHethod is no longer
useful). We encourage you to use programs such as Mint.com or Quicken, or spreadsheet
programs such &imple Saving, Income and Expense Plan SpreaddhiE@4C), Budget,
Balance Sheets, and Income Statem@rt®4), Debt Free Planning Spending Spreadsheet
(LT31) or one you prepare yourseBtart by determining the catega@i®r your spending, such
as Auto, Charity, Education, Family Activities, Gifts, Groceries, Household, Insurance,
Investments, Kids, Lunches, Medical, Tax, Utilities, Vacation, etc. Then have your days in a
specific column, which sum to your total. The k®yumns are your budget, your actual (also
called your income statement), and the difference.

In addition to making a budget, put together your own personal or family balance sheet. Be
conservative in evaluating your assets, and be exact in evaluatintigyilities. Follow the
methods discussed in this chapter and see where you are financially.

Finally, calculate your financial ratios regarding liquidity, debt, and savings. Are your assets as
liquid as they should be? Are you reducing debt as youdhdre you saving as much as you
should?A useful tool to help you calculate your financial ratioBa&ance Sheet and Ratios
(LTO4B). You can ge monthly or annually for your perioalthough | recommend monthly.
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After you have put together your balance sheet, it only takes 5 pieces of infortoatadoulate
your ratios

Learning Tools
The following Learning Toamay be helpful as you prepayeur personal financial statements.

Simple Saving, Income and Expense Plan SpreaddiEe4C)
This is the mossimple of the excel budgeting spreadsheets on the website.

Budget, Balance Sheet and Income Statements tenfpleQd)
This is an excel spreadsheet that includes ayeae budget, a twperiod balance
sheet, an income statement, and financial ratios for determining where you are
financially.

Balance Sheet and Rati@sr04B)
This tool helg you create your balance sheet and key financial ratitis.fhkée
additional pieces of information from your income statement, you can calculate
your six key ratios tdielp you understand how you are doing financially.

Debt Free Planned Spending Spreadsfige31A)
This is avery detailed excel spreadsheet that includes ayeaebudget. It also
includesDebt FreePlanned Spending InstructioflsT31B) for putting this
together.

Financial Calculator TutorigL. T0O3)
This document is a financial calculatatorial about most of the major financial
calculators. It also includes the financial formulas if you would prefer to program
your own calculator.

Excel Financial Calculatqt-T12)
This Excel spreadsheet is a simple financial calculator for those who prefer to use
spreadsheets. This tool can perform most of the functions of a financial calculator,
including present value, future value, paymemiterest rates, and number of
periods.

Review Materials

Terminology Review
60% Solution Budgeting Method. A process of budgeting where yoetermineyour
grosssalaryeachmonth take60% of thatamountandonly spendthatamounteach
month Do notspendbeyondthatamount This leave0% of your salaryfor long-term
goalsand20% of your salaryfor taxesat yearend
Appreciating Assets Theseareassetsvhich mayor which havehistoricallyappreciated
in value.
Assets These are things that you owrat have value.
Automobiles and Other Vehicles These areepreciatingassetssuchascars,trucks,
andRVsthatnormallymustbeinspectedandlicensed
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BalanceSheet(personal) This is a finasial snapshoof your financial positionona
givendate

Budgeting Process These are the steps you take to create your budget. It incliides:
Know whatyou wantto accomplish2. Trackyour spendingyour expenses)3. Develop
your cashbudget 4. Implementyour budget 5. Comparat to actualexpenseshenmake
changesvherenecessaryo achieveyour goals

Budgeting the Better Way. This is a budgeting process where you pay the Lord first,
and yourself second, then pay your bills. This makes paying yourself a higher priority.
Budgetingthe Old Way. This isa budgeting process where whatever was left at the end
of the month went into savings. The challenge is that there is never anything left at the
end of the month.

Computer Software Budgeting M ethod. This process uses commercially available
budgetingsoftware such asushasMint.com (free), Quicken,Mvelopes or others.
Determineyour grosssalaryandtakehomeeachmonthaftertaxesandotherdeductions
determinespendingoy category andbudgeteachcategory Work to within your budget
for eachspendingcategory You will obtainreceiptsandcreditcardinformationdirectly
via internetfrom financialinstitutions

Current ratio. This is your mnetaryassetdivided by your arrentliabilities. Thisratio
tells you how manytimesyou could payoff your currentliabilities with your liquid cash
onhand

Debtratio. This is your otalliabilities divided by yourtotal assetsThis ratio tells you
whetheryou could payoff all yourliabilities if you liquidatedall your assetsThis
representshe percentagef your assetsinancedwith borrowing

Depreciating Assets Theseareassetsvhich depreciateOften,the minuteyou take
ownershipof theseassetsi.e. drive theseasset®ff thecarlot, theydropin value

DNAH -ial Budgeting Method. This is a method many people use. It stands for DNAH
ial - Do nothing and hope. It is not recommended.

EnvelopeBudgeting M ethod. A process of budgeting where you prepavwide
spendingeachmonthinto categoriescreate Bvelopedor eachcategoryof spending, and
onceabill comestakethe moneyfrom the correspondingnvelopeandpaythenbill.
ExpensesThis is where gur moneygoes There arevo typesof expensesfixed
expenseswhich are gpensegoud o rdidettly controt and \ariableexpenss, which

are epensegou cancontrol

Financial Ratios. These are ratios that can help yourtalgzeyour ending

Gross SavingsRatio. This is your ncomefor savingsdivided by your gossincome
Thisratio tells you whatproportionof your totalincomeis beingsaved.

Housing. These arepreciatingangibleassetssuchasland,dwellings,vacationhome,
or rentalpropertyused for personal goals or capital income.

Income Statement(personal). This is afinancialrecordyour inflows andoutflows of
cad. It is onacashbasis The statemenis basedentirely on actualcashflows, not
accruals

Income-consumingAssets Theseareassetperhapdistedabovewhich requirea
constaninfusionof cashto keepoperative
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Income-generating Assets Thesearethe besttype of assetsTheseassetgenerate
incomeor capitalgainswhich mayeventuallyallow you to haveincomewithout your
havingto work.

Investment Assets These ssetdncludestocks bonds mutualfundsthatareinvestedfor
thefuture Theseare also incomgroducing assetssedto accumulatevealthto satisfy
specificgoals

Liabilities . This is whatyou owe to othersLiabilities comein two majorforms: current
liabilities, liabilities thatmustbe paidoff within the next year, anehgtermliabilities,
liabilities thatextendbeyondoneyear.

Long-term Debt CoverageRatio. This is your ncomeavailablefor living expenses
divided by bngtermdebtpaymentsThisratio tells howlong you could makemonthly
paymenton your debtbasedon theamountof moneyyou haveavailablefor living
expense$whichis wagedesstaxes) Theinverseof thisratiois the DebtServiceratio.
Monetary (or Current) Assets This is @shor otherassetshatcanbe easilyconverted
into cash Thesemaybe alsoincomeproducingassetsThey povide necessarjiquidity
in caseof anemergency

Monthos Living ExpensesCoveredRatio. This is your nonetaryassetsdivided by your
monthly living expensesThis ratio tells you how manymonthsyou could survivein the
eventof thelossof all currentincome Your living expenseslo notincludecharitable
contributionstaxesor savings

Net Worth or Equity. This is the difference between your assets, the things you own of
value, and youriabilities, whatyou oweto others.

PersonalProperty. These areeapreciatingangibleassetssuchasboats furniture,
clothing, etc.

Retirement Plans. These arenicomeproducingassetssuchaspensions|RAS, 401Ks,
Roths, SEPstc.by you or employerusedto accumulatevealthfor retirement
SavingsRatio. This is your ncomefor savingsdivided by your income available for
living expensesThis ratio tells you whatproportionof your aftertaxincomeis being
saved.

SpreadsheeBudgeting M ethod. Using a computer and sgadsheets,edermineyour
grosssalaryandtakehomeeachmonthaftertaxesandotherdeductionsDetermine
spendingoy categoriegrows)anddates(columns),andbudgetfor eachcategory As
bills comein, input the spendingon eachdate(column)androw (category)

Review Questions

1. Why is it necessary to understand financial statements? Why is it necessary to create
your own personal financial statements?

2. According to Spencer W. Kimball, who should have a budget? Why?

3. What is the process of criewgt an effective budget?

4 . What i1is the main difference between the
(see Chart 1 and Chart 2)? Why is this so important to the success of your financial
plan?
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5. Why is it important to calculate your net worth? Withaeés your net worth say about
your financi al position? What is a figoodo

Case Studies

Case Study 1
Data

Steve and Mary Jo, both 35 years old, own a house worth $150,000 and have a yearly
income of $50,000, monetary assets of $5,000, two cath %20,000, and furniture
worth $10,000. The house has a $100,000 mortgage, they have college loans of $10,000
outstanding, and the cars have outstanding loans of $10,000 each. Bills totaling $1,150
for this month have not been paid ($1,000 is to payheff redit card that they use for
bills). They are requesting your help.

Calculations
Using the data above, create a balance she
How are they doing?

Case Study 1 Answers
The balance sheet for Steve and Marghould look like this:

Assets
Primary Residence $150,000
Monetary Assets $5,000
Automobiles $20,000
Furniture $10,000
Total Assets $185,000
Liabilities
Current Bills $1,150
First Mortgage $100,000
College Loan $10,000
Automobiles (2 * $10,000) $20,000
Total Liabilities $131,150
Net Worth (Asset$ Liabilities) $53,850

Generally, they are doing OK. While they have a positive net worth, most of that value is
from the equity of their home. Using Balari8eeet and Ratios (LT4B),
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Case Study 2

Personal Balance Sheet (LT4B) for Steve and Mary Jo
Jamary 31. 2019
Directions: Fill in the green cells with your data. Be carsfulnot to modify the bue cells. Key inputs
for ratio: myour budget and income statements for the n Frequency
Month: January Day 31 Year 2019
I Assets 1 [ Liabilities or Debis |
Current Liabilities
Unpaid Other Balances 1,150
Unpaid Credit Cards
| 5000 Other Credit Cards
L Total current liabilities 1,150
E o
e 150,000
Other Housing - Automobiles 20,000
D. Total Housing (at market value) Other vehicle loans
Vehicles K. Total Automobile Loans
Automobiles 20,000 Other Loans
Other vehicles, ATVs, RVs, ete Students Loans 10,000
Other bamowings
L. OtherLoans 10,000
roperty 10,000 M. Total Debt/Liabilities 131,150
Other assets
Other assets Net Worth
F. Personal Property & Other | 10,000|  N. Total Assets
©O. Less: Total Debt
H. Total Assets (A+B+C+D+EAF) P Equals: Net Worth

Data

Steve and Mary Jo, who make $50,000 per year, calculated their average tax rate at 15

percent. They contribute 12 percent of their income to charity and pay themselves 10

percent of their income. They have 2&aggeand $100,000 remaining on thepdrcent
mortgage ($7,730 per year), three years and $20,000 remaining onpleecent auto

loan ($7,410), and 10 years and $10,000 remaining on tpeircgént college loan

($1,160). In addition, utilities and prapg taxes were $2,270 per year, food was $6,000,

insurance was $1,500, and other expenses were $5,430.
Calculations

Calcul ate their i
nearest $10. How are they doing?

Case Study 2 Answers
Their income statement should look like this:

Annual Income

ncome

Wages $50,000
Taxes (15%) 7,500

Income for Living Expenses42,500

Paying the Lord (12%) 6,000

Paying Yourself (10%) 5,000
Total Income $31,500

Expenses

Mortgage $7,730
Utilities, Taxes 2,270
Food 6,000
Insurance 1,500
College Loan 1,160
Car Payment 7,410
Other Expenses 5,430

statement us

ng
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Total Living Expenses $31,500
They seem to be doing OK; they are saving money, and it appears that theyare liv
within their income. We need more information though.
This is the way Steve and Mary Jo calculated their annual expenses. (For information on
using a financial calculator, sé&gancial Calculator Tutorigl TO3) andExcel Financial
Calculator(LT12).

MortgagePV = $100,000] = 6%,N =25* 12,PMT =?* 12 = $7,730
College Loan PV = $10,000, | = 3%, N =10 *12, PMT =? * 12 = $1,160
Car PV =$20,000, 1 = 7%, N=3*12, PMT =? * 12 = $7,410

Case Study 3

Data
Steve and Mary Jo would like you to help them understand where they are financially.
You have Steve and Mary Jobs balance sheet
prepared earlier.
Calculations
They ask for help to calculate each of the six key diqyi debt, and savings ratios.
Application

Using the data and calculations, comment on how well they are doing. What can and
should they be doing to improve?

Case Study 3 Answers
Liquidity Ratios
Current ratio = current assets / current liabilities
$5000/ 1,150 = 4.35 times

Mont hés | iving expense covered ratio = mon
$5,000/(31,500/12) =$5,000/2,624[M+F+1+CL+CP+O0OE)/12]=1.9
months (Living expenses do not include charity, taxepaging yourself because
if you were not earning money, you would not pay these expenses.)

Steve and Mary Jo are somewhat liquid. They have a good current ratio (>2) but could

only cover annual living expenses for less than two montli@Bonths is much

better). They need to cut expenses and reduce debt.

Debt Ratios
Debt ratio = total liabilities / total assets
$131,150/ 185,000 = 70.9%

Long-term debt coverage ratio = income available for living expenses (wadgess or
W1 T)/longterm debt paymas (debt you would not pay off in 12 months)
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$42,500 (Wi T) /(7,730 + 1,160 + 7,410) (M + CL + CP) = $42,250/ 16,300 = 2.6
times

Their debt service ratio or inverse of the lérgn debt coverage ratio is $16,300 /

42,500 = 38.6%They have lots of d#d 71 percent of their assets are financed, and their
long-term debt ratio is 2.6 times, just above the 2.5 times caution level. -fimey

percent of their total income available goes to cover just debt payments. Justttiepk
could be investing that omey instead of paying it!

Savings Ratios
Savings ratio = income available for savings and investment / income available for living
expenses
$5,000 (PY) /42,500 (W T)=11.8%

Gross savings ratio = income available for savings and investment / Jeygs sa

$5,000 / 50,000 = 10%
They are saving 11.8 percent of their income available for living expenses, and 10
percent of their gross salary. This is OK, but it should be the minimum amount. | hope
students taking this class will save much more, perhapgi2@nt of their gross salary.

Ratio Summary

Overall Situation Actual Recommended
Liquidity

Current Ratio 4.4 Times >2

Mont hés LEC Rat ii 6+ 1.9 Ti mes > 3
Debt

Debt Ratio 70.9% 0% (See Note 1)

LT Debt Cov. Ratio 2.6 Times > 2.5
% Inc. to Pay Debt 38.0% 0% (See Note 1)

Savings

Savings Ratio 11.8% > 10%

Gross Savings Ratiol0.0% 10% Min (See Note 2)
Notes:

1. It depends on your age. Ideally, it should decrease to zero.
2. While the minimum is 10 peent, it should increase as the situation allows.

Using Balance Sheet and Ratios (LT4B), it is
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Annual Financial Ratios for Steve and Mary Jo
as of January 31, 2019

6 Key Ratios Differences

Q. Savings - Annual 5,000

(How much did y ou save this period? - 1S)

R, Living Expenses - Annual

(What were y our living expenses? - IS)

(What was y our income less taxes? - IS)

T. Longterm debt pay ments - Annual 16.300

(Sum of all LT debt payments? - IS)

50.000

S.  Income less Taxes - Annual

U.  Gross Income - Annual

1. Current Ratio (%): 435
(Mon. Assets (A)/Current Liabilities(I))

2. Month's Living Exp. Cov. Ratio (x): 1.90
(Mone. Assets (A)/Living Exp. (Q))

3. Debt Ratio (%):
(Total Liabilities (M )/Total Assets (N))

4. Long-term Debt Coverage Ratio (x): 261
(Tnc. after Taxes (S)/LT Debt Pmts (T))
Debt Service Ratio (1/ LTDCR)

5. Net Saving's Ratio (%):
(Savings (Q)Inc. after taxes (S))

6. Gross Savings Ratio (%)
(Savings (Q)Gross Income (U))

70.9%

38.3%

11.8%

10.0%

(How much did y ou make this period? - IS)

-Page 1 of 3-

Recommendations:
Liquidityd Steve and Mary Jo are somewhat liquid, but they do not have enough

monetary assets. They need to significantly increase theietauy assets by saving

more. They should set a goal to have an LEC ratio of at least three to six times. To

conserve cash, they need to reduce spending, and perhaps sell some assets. They are

paying so much on debt payments that they cannot build thvaligsaand emergency
fund. They likely need a stricter budget.

Deb® Steve and Mary Jo are carrying way too much debt. Sexsrtypercent of their

assets are financed by debt. They are very close to the danger range of a debt coverage

ratio of 2.5 times. Grrently, 38 percent of their income is used for kbaign debt
payments. While they have equity in their home, that is where most of their net worth

currently residesAs such, lhey should cut expenses, reduce their debt, and perhaps sell

their expensivears and purchase cheaper ones.

Saving® Steve and Mary Jo are saving 10 percent of their income, which is good.
However, their total investment assets are only $5Jd80ing $5,000 in monetary assets

at a savings rate of $5,000 per year means they only began saving within the last year.

Whi | e

they canot

do anything

about

they need to save more now. | would encouragetto reduce their spending and
increase their savings goal to 20 percent, if possible. After atibhse month
emergency fund, | would help them to take additional funds and use it to pay off debt.

L.
2Evan

Tom Per ry,-RdIBensgmNav.d995 64l f
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4. Credit: Understanding and Using It Wisely

Introduction

Creditis awonderfultool thathasallowedmanypeopleto achievegoalstheymight not have
otherwisebeenableto achieve suchasbuyingahomeor payingfor highereducationHowever,
credithasalsobeenthe downfall of manypeoplewho havenot usedit wisely. Understanding
boththe positiveandnegativeaspect®f creditwill helpyoubewiseasyou pursueyour
financialgoals.

Thecreditcardcanbecomeavery destructivefinancialinstrumentf not carefullywatchedand
controlled.If creditcarddebtgetsout of control,it cancausenotonly financialtroublesbut
personaheartach@aswell. GordonB. Hinckleysaid,ii D edartbeaterriblething.It is soeasy
to incurandsodifficult to repay.Borrowedmoneyis hadonly ata price,andthatprice canbe
burdensome*

Objectives

This chapterfocuseson thefollowing four objectivesto helpyou betterunderstandredit, credit
reportsandcreditcards:

A. Understand cratlbureaus, credit reportstedit scoring and thgrinciplesof using
creditwisely

B. Understand the correct usescoéditcards

C. Learnhow creditcardswork andhow to manageredit

D. Understand and create ydoredit Plan

Learn About Credit Bureaus, Credit Reports, Credit Scoresand the Principles of Using
Credit Wisely

Creditreportsare files of information that credit bureaus compile about specific individuals.
Most individuals who have any type of credit (credit cards, checking accounts, loans, etc.) have a
credit report.

Theinformation on your credit report is very detailed. It includes personal demographics, such as
your age, social security number, previous addresses, employment history, and criminal
convictions. The report also includes information about your creditrpjsteluding a list of

any inquiries you have made about your credit in the last two years. Factors that determine your
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credit worthiness include your annual income, how long you have lived at your current
residence, how long you have been employed at giauient job, and how many bank accounts

and credit cards you have. Other factors that determine your credit worthiness include your age,
your employment history, and your credit history.

Although the information gathered by the credit bureaus is aboyitymay not always be
correct. It is estimated that 70 percent of Americans have at least one negative remark on their
credit reports, and almost half of all credit reports contain incorrect or obsolete information.

You have specific rights related toyrocredit reports. If you are ever denied a line of credit, you
can request a free copy of your credit report from each of the credit bureaus. If you would like to
review your credit report, you can request a free copy once a year from each of the jinree ma
credit reporting agencies (Equifax, Trans Union, and Experian) by going to
www.annualcreditreport.comnd filling out several forms.

You should review your credit report from each credit bureau ogearao make sure there are

no mistakes on it. Even simple mistakes can result in a lower credit score, which may prevent
you from getting a mortgage or a consumer loan; these mistakes may even increase the cost of
your auto insurance.

When you are reviewqg your credit report, look for open lines of credit that you were not aware

of and other indications that someone may be committing fraud by using your information. If

you think there are mistakes on your credit report, you need to have them invesiiigated.
investigation does not clear up a mark on your credit report, but you still disagree with it, you
can add a personal statement of up to 100 words to your credit report explaining what happened
with a specific creditor. When you apply for credit,gutal lenders can see your explanation of
what happened and consider it when they make their lending decisions.

Creditbureausare private companies that collect and report information from creditors, public
records, and various institutions. There are over 1,000 different credit bureaus; the three major
ones are Equifax, Experian, and TransUnion.

Creditevaluationis the process potential creditors use to determine whether or not an individual
desrves to begjiven credit. Thigs based on an analysis of specific financial information from
various sourcewhich results in a credit scoréinancial institutions developed credit scores as a
way of determining which borrowers are most likilyepay their loans. While for students a

GPA is based on grades, for borrowers a credit score is based on factors such as credit history,
length of credit, repayment history, and types of credit owed.

Your credit score takes into account specific facsorsounding your debt and debt habits. You
are assigned a single score that lending institutions use to base their decisions on whether you
qualify for credit. Your credit score also determines what interest rate you will pay on the credit
an institutionoffers you. Generally, the higher your credit score, the lower the interest rate you
will have to pay.
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One of the most important investments that may be affected by your credit score is a loan for a
new home purchase. Your credit score can have a signifropact on whether or not you get

this type of loan: nearly 75 percent of all mortgage loans are sorted according to credit scores.
Your credit score may also affect the cost of your insurance. For these and many other reasons,
understanding credit andammtaining a high credit score are important to your overall financial
health.

Research by f0an showed the following statistics on how credit scores affected what interest
rate consumers paid on loans (see Table 1).

Table 1. Credit Scoresand Interest Rates Paid?

Credit scores above 760 paid 3.27 percent.

Credit scores from 700 to 759 paid 3.49 percent.
Credit scores from 680 to 699 paid 3.67 percent.
Credit scores from 660 to 679 paid 3.88 percent.
Credit scores from 640 to 659 paid 4.31 percent.
Credi scores from 620 to 639 paid 4.86 percent.

For a $300,000, 39ear loan with monthly payments, the difference in how much someone with
a credit score of 760 (3.27 percent) paid in interest compared with how much someone with a
credit score between 620cai39 (4.86 percent) paid was significant; there was an increase in
interest payments over the life of the loan of $99,275 on a $300,000 loan. There is a direct
correlation between your credit score and the interest rate you pay.

What Is a FICO Score?

The most common type of credit score iSO score which was developed by Fair, Isaac,

and Company of San Rafael, California. Fair, Isaac, and Company is not the only credit scoring
company, but lending institutions use FICOresomore often than the credit scores provided by
other companies. Lenders usually base your interest rate on your FICO score, which can range
from 300 to 850. Generally, the higher your FICO score, the lower the interest rate leiders w
charge you. Therare twamain FICO scores, including FICO Scorenhich is the most widely
used) and th€ICO Score 2, which is used for mortgage lending

Before 2001, consumers were not allowed to see their credit scores. However, in March 2001,
new legislation allowed the public to access their credit information for a price. You can now
purchase a copy of your FICO credit score fromw.myfico.comor purchase credit scores

from other credit scoring and reporting companies, such as Experian, TransUnion, and Equifax.
You may also be able to get it free from your credit card company or other agency. | generally
recommendyetting your FICO credit score as these are most used in the industry.. Getting a
copy of your credit report and credit score does not affect your credit score.

How Is Your Credit Score Determined?
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Thereareanumberof differentinstitutionsthatcalculate credit scores. Since the FICO score is
the most common, this chapter will discuss how your credit score is determined based on the
FICO scoring methodology.

About 35 percent of your credit score is based on younpayrecord. This is why it is

important to pay your bills on time. Do what the scriptures and our leaders have counseled: do
not get into debt in the first place, if possible. If you are in debt, make timely payments, and get
out of debt as soon as younca

Another 30 percent of your credit score is based on the total amount you owe as a percent of
your available credit or credit limit. Generally, try to keep your usage of credit below about 15
percent of your available credit limit. Keep your balances kEspecially on revolving debt. If

you are hoping to get a mortgage loan in the future, it may be wise to pay off your revolving
credit every week so that the amount you owe is a small percentage of your total available credit.

Around15 percenbf your creditscoreis basednthelengthof your credithistory. You shouldkeep
your oldestaccount®penwhenevelpossibleto showyou havelearnedo managecreditovera
longerperiodof time. However,you do notwantto havetoo manyaccount®penatonetime.

Approximately 10 percent of your credit score is based on your application history. Do not apply
for credit too often. If you are applying for a new credit card every quarter, the question arises as
to what you are doing with your available creffibr most people, one to three credit cards is
generally sufficient. Realize that each time you apply for credit it is noted on your credit report.

Finally, 10 percent of your credit score is based on a credit mix. You do not want to have too

many ofthesme ki nd of card. Having a Seards, Nords:i
bring down your credit score because they are all similar stores. Be cautious of retail stores that

offer a 10 to 20-percent discount on your first purchase if you apply for tieire credit card.

These types of cards can have negative effects on your credit score.

Which Credit Score Should You Get and How Do You Get It

There are a number ofedit score providers inclity FICO,VantageScore, PLUS Score, .etc

The most used crdadscore is from FICOMost loans are sorted based on FICO scores, and there
are different FICO score8Vhile | recommend a FICO score, any score will fulfill the
requirements for your PFP.

You can go éur routes for your credit score. | would recommenddwmit for free if you can.

1. FICO ScoresDiscover offers your FICO score for free, you can check it often as it is

updated monthlyGo tohttps://www.discover.com/freereditscoré and you camget a

free FICO scoreYoucanalsog t o Googl e.com, and search f .
codeo ( g-80¥e,thanigd tg wiwMyFico.com and order a standard credit

report and FICO score for $19.95 less discount
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2. Other Credit Scas. You can use fesites to get yowantage or other scoresd to
monitor it regularly. While not FICO sca,at can help you if you see your trending
score Sites includevww.CreditKarma.com (with an appphdwww.Creditsesame.com

3. You may be able to get a copyyafur credit score from your bank or credit card
provider (it may or may not be a FICO scoi@pntact them and see what they have
available.

4. If you go to Mint.com, you can also get a free copy of your credit score from them
You need to have alreadym®your budgetio get it.

Regardless of how you get your credit score, you will view and print off your credit report and
credit score and put it in your PFP

What Should You Do Regarding Your Credit Score?

Just as you manage your assets carefully, youldmanage your liabilities carefully. You must
take an active role in managing your credit score. Ideally, you should review your FICO score
every two years and review your credit reports annually; do these things more often if you are
planning to take dua loan for a house within the next 12 months. By planning ahead, you can
resolve any inaccuracies on your credit report before you apply for a loan; planning ahead can
help you get the highest credit sadrand the lowest interest rétgossible.

Principles of Using Credit Wisely

Properunderstanaf the principlesof usingcreditwisely canhelpusto bewiserconsumersf
credit Following area few principlesof usingcreditwisely which maybe helpful asto try to
minimizethe useof credit.

1. Know what you want out of life. Know yourself,your vision, goals, plans andalues
It is importantthatyou haveanideaof whatyou aretrying to accomplishsothatyou can
slowly becomehatvision of yourself Make surethateverythingyou dois consistent
with thethingsyou aretrying to accomplishandthevaluesyou hold dear.

2. Seek, receive and act on the Spiritds guidance. This includes seeking diligently
through study and prayer, living worthy oftS8ep i r i t 6s gui dance, and
once it is received.

3. Understand the key areas of credit and credit reportslt is critical that you
understand how our financial system works in regards to cteditn how things work
and how you can improve yostanding with lenders.

4. Know whereyou are financially . Thisis especiallyymportantin regardgo your
budget,assetandliabilities. Hide no bills from your spouseandmakesureyou
understanall assetandliabilities.
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5. Keep current on all bills. Payoff all creditcardsandotherdebtmonthlyd you do not
needabalanceo build credit Seta goalto notgo into debtexceptfor thosethingsthat
the prophetsandapostleshavecounseledWork hardto not spendmoneyyoud o réave.

6. Make only planned purchasesfrom your budget Only makepurchaseshatarein
your budgetandthatareplannedfor, particularlylargepurchasesUsethis planningtime
eachquarteror monthto wisely determineyour needsandwants,andthento plan
accordingly

7. Bewisein your useof credit and debt. D o ngd into debtexceptfor amodesthome
andmodesteducationDo notfall for themonthly paymentdrapthatsaysyou canpaya
certainamounteachmonth.

8. Reviewyour credit scoreand credit reports annually. Thisis to ensurecorrectness
andno identity theftwhich is becomingmoreprevalentWork to improveyour credit
reportsandraiseyour creditscoreto above750if possible.

Finding Balance

As you work on managing credit, finding balance amdogtrines, principles and application is
important in helping you become bettéfe have shared some ideas for principles, although |
am sure you can find others that are important to Below are a few ideas for doctrines on
which the principles are bad

Principles Doctrines

Know yourself your vision, goalsind budget Identity

Seek, receive and act Oledentceche Spirités guid
Understand the key areas of credit and reporting\gency

Know where you are financially Stewardship

Keep currenbn allbills dondt go iAocbuotabilitg w debt
Make only planned purchases Stewardship

Be wise in your use of credit Accountability

Review your score ancreditrepors quarterly Stewardship
From Obedience to Consecration

From the principlesind doctrines, you can see that you are not just working on being wise with
your use of credit, which is an application; rather, from a higher perspective, or increased vision,

We are childreof God (identity) striving to live worthy of the Spiritobedence) acting
on our ability to choose (agency), who understands the benefits and dangers of credit
(stewardship) and who uses credit only for those items recommended (accountability).
We understand the credit industry (stewardship), use it to our adeslnyageeping your
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credit score high (accountability), 8@ can get the lowest cost on needed credit products
(stewardship), swe can eliminate our interest costs and save money to accomplish our
individual missions angersonal and family vision and geal

Identify Appropriate Usesfor Credit Cards

Credit cards are essentially open lines of cré&fiedit cards can be eithér the single most
destructive financial instrument in the history of the world?.catool to help us reach our
personal and faryi goals It depends on udf we use them to borrow money and get further

into debt, they are destructiMéwe use them to achieve our personal and family goals, they can
be helpful

Therearefive mainbenefitsfor usingcreditcards:

1. Emergencies Creditcardscanbeusefulwhenyoud o rha@vecashon handandneedto
payfor somethingmmediately,suchasanautorepairor aninsuranceco-payment.

2. Reservations Creditcardscanbeusedto guarantediotelrooms,rentalcars,andother
rentalitems.Thisis animportantuse,especiallyif youtravel.

3. Convenience With acreditcard,you canbuythingsoverthe phoneor onthe Internet
Creditcardsmakepurchasinghingsvery easy.Theyalsoprovideyou with arecordof
everythingyou spend animportantbookkeepingenefit.

4. Cashflow and timing: If somethings on sale,andyou know you havethe cashcoming
in aweek,you canactuallybuytheitem beforeyou payfor it. In thisway, you cantake
advantagef salegbutrememberyou do not savemoneyby spending).

5. Freeservices Often,creditcardsoffer rewards suchasextendedvarrantiestravel
insuranceairplanemiles,gasolinerebatesandcashrebate8 all of which canreducethe
overallcostof someitems.

While therearebenefitsto usingcreditcards therearedrawbacksaswell. Creditcardsmustbe
usedwiselyto avoid problems.Thefollowing is alist of someof the problemsassociateavith
usingcreditcards:

Increasedspending Peopled o rntakdasmuchtimeto think abouthowmucht h e gp&ndiag
whentheyusea creditcard.Researcthasshownthat,on averagepeoplespend30 percentmore
with acreditcardthantheydo with cash.

Losing track of spending | t edssto losetrack of whatyou spendwith your creditcard. It
requiredisciplineto trackthe charges/ou make.

Interest and other costs Interestchargesanrangeanywhererom 8 percentto 25 percentin
additionto theseinterestchargesyou musttakeinto accounttompoundingperiods,annualfees,
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andothermiscellaneou$ees,suchascashadvancdeesandbalancdransferfees.Often,the
costsof usingcreditcardsaredoubleor triple the costsof usingothertypesof loans.

Obligations on future income Mostimportantly,whenyou usecreditcards,you put
obligationson futureincome.As you takeon moredebt,you not only obligatefutureincome,but
you alsolimit futureflexibility shouldemergenciearise.

Using a Credit Card Effectively

Thefollowing aresomeimportantkeysto usingyour creditcardeffectively:

1. Know your personaland family vision and goals Whatdo youwantto accomplish
individually andasa family? Whatdo youwantto accomplishfinancially?If you can
develop good habitspsteadf payinginterestyou can earn it.

2. Spendmoneyonly on things planned for in your budget If you understangour
goals,andif your budgetis consistentvith your goals,youwill buy only thingsyou have
plannedfor in your budget.If expensegouh a d plabrtedfor ariseandyou decidethey
arenecessargxpensesyouwill haveto go backandreviseyour budgetto makethem
work.

3. Donot gointo debt. It is wiseto notgointo debtexceptfor ahomeor aneducation.
Follow this adviceandavoid creditcarddebtwheneveipossible.

4. Usewisdomin decidingwhat to buy. Usewisdomin your expendituresLearnto get
awayfromthefi b umagw, payl a tmemtadity,andadoptthefi s anevebuyl at er 0O
mentality.

Learn How Credit Cards Work and How to Manage Credit

Companiesssuecreditcardsto earnmoney.Annualfeescanbe anywhererom $0 (nofee)to
$300ayear.Interestratesarehigh: someareashigh as25 percentbeforecompoundingBalance
transferfeescanalsobevery highd theycanstartat 3 percentandincreasewith eachtransfer.
Cashadvancdeesusuallystartat 4 percentandcango higher.Often,thesefeesc a rbépaid
backuntil the original, lesscostlydebtis paid back;this resultsin evenhighercoststo you.
Penaltyratessometimeexceed5 percentandlate feesarealsohigh. All of thesechargesare
addedontopof al.5to 5 percentchargeto merchants.

How Credit Cards Work

A creditcardis onetype of opencredit. Opencreditis anagreemenyou makewith afinancial
institution (in this casea creditcardcompany)hatallowsyou to borrowmoneyup to a specific
limit; it is expectedhatyou will paybacktheloanata specificinterestrateandpayother
attachedeesaswell. Many factorsdeterminehow muchopencreditwill costyou annually:the
balanceowed,theinterestrate,the balancecalculationmethod the cashadvancecosts the

-91- 2019-2020 Edition



Chapterd. Credit: Understanding and Using Credit Wisely

annualfee,andthe additionalpenaltyfees.

By understandingpow opencreditworks, you canavoidthe pitfalls this type of creditcan
presentThereareseverakey factorsyou shouldunderstan@boutopencreditbeforeyou apply
for this type of loan:

Interest rate: Creditcardcompaniestatetheinterestrateasanannualpercentageate or APR.
Thisis thetrue,simpleinterestratethatis chargedoverthelife of theloan.However,the APR
doesnottakeinto accounttompoundingperiodsor thetime valueof money.You shouldalso
watchout for teaserates.Teaseratesareintroductoryratesusedto attractnew customergsome
areaslow as2.9 percen} buttheserateschangeaftera specifiedperiodof time.D o nb@ t
fooledd readthefine print.

Compounding period: Thecompoundingperiodis how ofteninterestis chargedo your
accountMost creditcardcompaniecompoundnterestdaily. | t itesestingo notethatwhen
you savemoney,interestis compoundeanonthly, but whenyou borrowmoney,interestis
compoundedlaily. Any time you borrowmoney,remembethatyou arepayinginterest,not
earningit.

Balancecalculation methods You shouldunderstandhatcreditcardcompaniesisethreemain
balancecalculationmethodsaveragedaily balancepreviousbdance,andadjustedbalanceThe
mostcommonlyusedmethodof calculatingyour balances the averagedaily balance This
methodaddsup your averagedaily balancedor eachdayduringthe month,dividesthetotal by
thenumberof daysin the month,andmultipliestheresultby your monthlyinterestrate (your
APR dividedby 12). The previousbalancemethodis the mostexpensivenethod.This method
takesthe previousbalanceyou owedlastmonthandmultipliesit by your monthlyinterestrate.
Thelastmethod the adjustedbalancemethod is theleastexpensiveThis methodtakesyour
previousbalancesubtracts/our paymentsandmultipliesthetotal by your monthlyinterestrate.

Cashadvances Avoid usingcashadvancesCashadvancesreanextremelyexpensivavayto
borrowmoney.Interestbeginsto accrueassoonasyou geta cashadvancebecause¢heyarenot
consideredhormalcreditcardchargesGenerally theinterestratechargedon cashadvancess
higherthantheinterestratechargedon purchasedn addition,thereis usuallya cashadvancdee
of betweerntwo andfour percentof the cashamountadvancedMoreover,somecardsrequire
youto paythepurchaséalancebeforeyou canpaythe cashadvancebalancesothatthe credit
cardcompanyearnghehigherinterestratefor alongerperiodof time.

Grace period: A graceperiod,or periodoverwhich you do not payintereston new purchases,
normallylastsfrom 20to 25 days.The graceperiodexcludescashadvancesndoftend o e s n 6 t
applyif you carryoverabalancerom a previousmonth.If you do notowe a balancdor the
previousmonth,agraceperiodmeanghatyou couldavoid payingfor a purchasdor nearlytwo
months.However,you needto watchout becauseot all creditcardsoffer agraceperiod.

Credit card philosophy: Beforeyou applyfor opencredit,you shoulddetermineyour personal
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creditcardphilosophyWhatkind of creditcarduserwill you be?Therearethreemaintypesof
creditcarduserscreditusersconvenienceisers andcombinedconveniencandcreditusers If
you useyour creditcardto borrowmoneyyoud o rhéve,you areacredituser Creditcardsare
oneof themostexpensivavaysto borrow. Creditusersypically carryabalancerom monthto
month.If you area credituser(it is notagoodideato beone, look for acardwith alow APR.

If you useyour creditcardonly because t conwenientyouareaconvenienceiser
Convenienceisersgenerallypay off their creditcardbalanceeachmonth.If you area
convenienceiser,look for creditcardsthatoffer low annualfees,longinterestfreegrace
periods,andfree benefits.

Combinedconveniencandcredituses needto balanceheinterestrateandthe annualfeeto
obtainthelowestoverall costfor the card.Find the cardthatbestmatches/our needs.

Understand and Create Your Credit Plan

Open credit can be either good or bad, depending on how you use it. There are five keys to
managing your opecredit.

Managing Open Credit

1. Reduce Your Balancelf you have a balance, commit to reducing it each month. Do not take
on any additional debt. You need to set a goal to reduce your balance and then just do it. Commit
to remaining debfree.

2. ProtectYourself against Fraud You should save your credit card receipts. At the end of the
month, compare your receipts to your statement. Once you have done this, you can destroy the
receipts. Use caution when giving out your credit card number, especiallthey@tone. In

addition to these precautions, be aware of where your cards are at all times. Never leave a store
without your credit card.

If your credit cards are lost or stolen, there are a number of things you must do, and you must do
them quickly. Fir§ you should call your credit card company immediately. Make sure you have

a photocopy all of your credit cards, front and back, and keep tHeglhumbers for your

credit card companies handy so you can report any loss or theft. Put your creditocardtion

in a safe place.

Second, you should immediately file a police report in the jurisdiction of the loss. This shows the
credit card company that you are serious, that you are diligent, and that you are trying to find
your credit card.

Third, you $iould call the three national credéporting organizations and the Social Security
Administration to place a fraud alert on your name and social security number. The phone
numbers for all four organizations are listed below:
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Equifax: 888-766-0008
Experian: 888397-3742
TransUnion: 800-680-7289

Social Security Administration fraud line: 8002690271
3. Be Aware of Signs of Trouble in Credit Card SpendingConsider the following questions:

1 Do you make onl the minimum payment each month?

1 Have you reached your credit limit on any of your cards?

1 When you dine with friends, do you pay the entire bill on your credit card and then have
your friends reimburse you with cash?

1 Do you wait for your monthly billa determine how much you have charged?

1 Do you get cash advances because you do not have enough in your checking account to
pay bills or other expenses?

1 Have you been turned down for credit or had a card canceled by a credit card company?

1 Have you withdawn money from savings to pay off credit card bills?

91 Do you think it is too much trouble to figure out how much of your credit card bill is

interest?
1 Does your stomach start churning when you get your credit card bill?

| f you answer dabe qugstosspyou nay be hayingedme trouble managing your
credit card spending.

4. Control Your Spending Part of controlling your spending is committing to always live on

less than you earn. If you have problems doing ttaplastic surgery, i.ecut up your credit

cards. If nothing else works, use the envelope method of budgeting. The envelope method
involves placing money for each budget category in an envelope. When the cash in the envelope
for a particular budget category is gone, you have ngtinore to spend in that category.

5.0ptOut.One final option is to fAopt out. o Do you
applications in the mail? There is a national creditaftnumber you can call to take your name

off the mailing lists of all four major credreporting agencies. Diat838567-8688 (1888

50PTOUT). You will be asked for your home telephone number, name, and social security

number. You will then be sent a form to fill out and sign. After doing yleig,will have much

less junk mail. You can also opt out on the Internet by goimgixer.optoutprescreen.camfter

you fill out the information on the site, you will be immediately removed from the mailing lis

for credit card applications for five yeaf3pting out is easy and painless and can also help

eliminate some types of credit card and identity fraud.

Creating Your Credit Plan

How you use credit can have a major impact on how you accomplisipgmanal and family
vision and goalsNot living on a budget, not understanding your needs versus wants, and buying
on credit are significant constraints that have derailed many wonderful family visions and goals
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As such, it is important that you develajCreditPlan for how you will manage credit need
not be long, but it needs to be thought étlowing are a few ideas.

Vision
f From your A Plan for ©bife. o0 Other ideas ma
1 We will have the necessary financial resources to be able to acebmpfipersonal
mission and my individual and family vision and goals
1 We will use credit wisely in that we will not pay a dollar of interest for-mantgage,
non-student loan debt
Goals
1 We will watch our Credit Reports and Scores quarterly to ensumeajay changes and
no fraud
1 We will not go into debt except for those things specified by the prophets: a modest
education and home, and perhaps a first car.
1 We will use credit wisely and to our advantage, and will not pay interest.
1 We will not buy car®n debt after the first car
1 We will pay off all credit cards monthly
1 We will not pay any credit card or auto interes
Plans and Strategied’
Overall
1 We will live on a budget and save 20% (or your amount) and save 15% for retirement
1 We will not buy anthing with credit cards unless we have the money to pay it off at the
end of the month
T 1f we have spending problems, we wil/| per f
cards
1 We will save for all auto and toy purchases, and will pay cash for altlestand toys.
Credit Cards
T We will maintain our Emergency Fund of (

1 We will use credit cards, but use them wisely and only for planned items in our budget.

1 We will use debit cards carefully as the risk of loss is higher

1 Wewill pay cash for all our vehicles. We will save $300 each month (your amount) for
new vehicles.

Credit Reports

1 We will Opt Out of all mailing lists for credit cards

1 We will pull one credit report every four months to make sure there are no changes

1 Wewill check our Credit Report each time to make sure there are no mistakes or fraud
Credit Scores

1 We will Opt Out of all mailing lists for credit cards
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1 We will keep our credit score above 760 so we can get the lowest rates for a mortgage
and insurance

1 Wewill pull our free FICO Credit Score annually to make sure there are no major
changes

1 We will watch our VantageScore monthly via the CreditKarma or CreditSesame app to
ensure no major changes

Constraints
91 Our biggest hurdles to accomplishing this wal b
0 bot living on a budget and not saving money.
0 being impatient and not saving for our vehicles, toys, and other large purchases.

0 Losing the Spirit and not keeping an eternal perspective by having scripture study

each day, FHE each week, and attendingehwle regularly.
o Notwatching our spending on the little things so we can do the big things.

Accountability
T From your APl an for Life. o0 Other ideas
o | will share my vision, goals and plans with God each morning in prayers
o | will share theseigion and goals with my spouse and kids so they can keep me
accountable

Summary

We havediscussedreditevaluationsgreditreports,andcreditscoresUnderstandindgiow these
matterampactyouis critical, especiallyif you arelookingto buy ahouse.Your creditscorenot
only influenceshow muchyouwill payfor amortgaggor othertypesof credit) butit also
influencesyour insurancecosts.

We shared the key principles and doctrines of using credit wisely. As we follow the principles
and understaihthe doctrines, it changes our perspective for the better.

Thereareappropriatausesfor creditcards,andtheycanbeusefulin helpingyou attainyour
personaboals.Creditcardscanbe usedfor emergencieggeservationsgonveniencegashflow,
andfreeservices.

Thereareseveradrawbackgo havingcreditcards Whenyou havecreditcards,you aremore
likely to spendmore losetrack of spendingpayhigherinterestratesandfees,andobligate
futureincome.You needto bevery carefulif you usecreditcards.

Beforeyou applyfor a creditcard,considertheinterestcost(or APR), compoundingperiod,
balancecalculationmethod costsfor cashadvancesandgraceperiod.Dependingonthereasons
behindwhy you usecreditcards,you areeithera credituser,onewho usesthe cardfor
borrowing;a convenienceaiser,onewho usesthe cardonly for conveniencegr bothacreditand
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aconvenienceiser.

We sharedhow to manage your open credit ghd importance of having a Credit Plan on how
you will use credit during your liteOpencreditcanbe eithergoodor bad,dependingpn how
you useit. Thefive keysto managingyour opencreditare

1. Reduceyour balance.

2. Protectyourselfagainstraud.

3. Bewareof troublesignsin creditcardspending.
4. Controlyour spending.

5. Optout

Understandingreditandusingit wisely, and having a CredRlanareimportantpartsof the
modernfinancialworld. We shared concrete ideas on how to put together your credit plan.

Assignments

Financial Plan Assignments

Your assignment is to put together your Credit Plan. | recommend y&RFEiSEredit Use
Template(LT01-07). This will help you evaluate how you are doing in managing credit wisely.
Since credit evaluation and credit scoring are important tools in the acquisition of a home and
other important purchases, it is important that you understand whereaypou st

Vision. What is your vision for Credit? Again, this need not be long.
Goals What are your goals for using and managing credit wasely

Plans and StrategiesFor Credit Cards, answer the following for each credit card you have

(bold items are requiregsee Chart 1: Credit Card Rates). If you have no credit cards, state that
you have no credit cards and complete your action plan on views of future debt and perhaps your
plan to obtain a credit card.

Credit ReportGet a copy of your credit report. If yawe from the United States, you can, by

law, obtain one free copy of your credit report each year from one of the major credit report
suppliers (Experian, TransUnion, or Equifax). Gevtew.annualcreditreprt.comand supply the
necessary information. You will select one of the major providers and input the necessary
identification information, and the credit reporting agency will provide you a copy of your credit
report online.

Once you have your creditgert, read it thoroughly and ensure it is accurate. If there are
problems, follow the process we discussed to improve your score and remove inaccuracies from
your credit reports.
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Credit ScoreFinally, go and obtain your credit score. This score is useddmy industries to
determine the type of credit risk you are. While we prefer a FICO score, which is used by 85% of
the industry, you are welcome to go to free locations, sualwascreditkarma.conneview your

credit score (they actually use VantageScore 3.0). it can give you an idea of how others see your
credit usage. They generally will use either the TransUnion or Equity credit data to calculate
your score.

Read through your credit score report in detailit®\elown the things you can do to improve

your credit score and work on them as part of your Plans and stratéuggs. your Action Plan,
what are the things you are going to do to improve your credit usage and to be better at wisely
managing credit?

Finish by writing yourconstraintsandaccountability

Chart 1: Credit Card Rates

Annual Percentage Rate for Purchasefixed or variable) %
Cash Advance APR (fixed or variable) %
Balance Transfer APR (fixed or variable) %
Overdraft Advance APR (fixed or variable) %

Variable Rate Information (Index is )

Purchase And Balance Transfer APR (Index + | %
Cash Advance APR (Index + - %
Default APR (Index + . %

Grace Period(in days)
Method of Computing Balance for Purchase
Annual Fee
Minimum Finance Charge
Transaction Fee for Balance Transfers
Transaction Fee for Cash Advances
Late Payment Fee
Overthe-CreditLimit Fee
International Fee
Credit Limit
Date Openedif available)

Learning Tools

The following Learning Tools may be helpful as you prepare your PerSoraadcial Plan:

Credit Card Repayment Spreadsh@4dtl8)
This Excel spreadsheet helps you determine how long it will take you to pay off a
specific credit card or loan based on the balance owed, annual percentage rate,
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compounding periods, and payments per month.

Debt Amortization and Prepayment Spreads(ieED9)
This Excel spreadsheet is a debt amortization and prepayment schedule to help
you reduce and eliminate your debt.

Debt Elimination Schedule with Accelera{@T20)
This spreadsheet allows you to input your different debts and interest rates. It then
prioritizes that debt based on interest rates and creates a repayment plan based on
the minimum payments due each montbu can choose pay highest interest
ratesfirst;,onsi stent with Marvin J. Ashtonos
Moneyp or smallest payff first, consistent with Dave Ramseékhis spreadsheet
also allows you to include an accelerator amount and an amount in addition to
your normal monthly payments; you will be able to see how long it will take you
to pay off your debt.

Review Materials

Review Questions

1. What is the difference between a credit evaluation and a credit report?

2. How can you obtain one free credit report per year from each of the three credit
bureaus (Equifax, TransUnion, and Experian)?

3. What should you do if you find amror on your credit report?

4. What are the benefits of having and maintaining a high credit score?

5. What are the five most important factors in determining your credit score?

Case Studies

Case Study 1

Data
Steve and Adrianna Tanner recently graduated from college and started their first jobs. Based
on their combined salary of $90,000, the bankgpproved them for a home loan, and they
found the perfect house. However, when they went in to finalize thetlteanwere told they
did not qualify for the loan because of their low credit scores.
Application
A. What didnét this couple do?
B. What should they have done?
C. What can they do to remedy the situation?

Case Study 1 Answers
A. Steve and Adrian Tamn did not determine their credit score before applying for a
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loan. Do not leave things to chance! If you know your credit score, you may be able
to get a lower rate for your loan.

B. They should have reviewed their credit reports and tried to resoly@alolgm areas
before applying for a loan. They also should have gotten their credit score to see how
they were perceived by the financial community.

C. They can get their annual credit report free from each of the three agencies we
discussed, and they cpay to get their credit score. They should then work to
improve their credit score so they can get the lowest rate possible for a loan.

Case Study 2
Data

Steve carried an average daily balance of $600 this month. His balance last month was

$1,000, and henade a $900 payment on the 15th of this month.
Calculations

Calculate the monthly interest charges for credit card accounts that charge interest rates of 10

percent, 16 percent, 18 percent, and 24 percent.

Fill in the following chart:

10% 16% 18% 24%
Average daily balance $5.00

Application

Since the average daily balance is the most commonly used method of calculating balance,

how important is it to get a low interest rate?

Case Study 2 Answers
Calculations

The formula forcalculating your finance charge is your average daily balance multiplied by

the interest rate divided by 12 months.

10% 16% 18% 24%
Average daily balance $5.00 $8.00 $9.00 $12.00

Application

If you use credit cards to finance spending (wlschot recommended), it is important that

you get a low interest rate on your card.

Case Study 3
Data

Bill was reading about the importance of keeping a high credit score and got his FICO score
of 690. He heard a rumor that to improve his FICO scoreebdad to reduce the number of
cards in his name. Bill canceled three of his five credit/bank cards that he had not used in a
long time. The next time he got his FICO score he discovered it had dropped by 40 points.
Analysis
A. List three possible reasonfiywhis score may have dropped.
B. What should he have done to make sure the canceled cards helped, and not hurt, his
score?
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C. What might he do to improve his score?

Case Study 3 Answers
A. There are three possible reasons his score may have dropped:

1. History: One of the cards he canceled had the longest history. His score may have
dropped as his time with credit was lessened due to the dropped card.

2. Available credit:Each of the canceled cards had a large amount of available credit.
When these wereanceled, they decreased his total available credit and increased his
percentage usage each month, resulting in a lower score.

3. Mix: Perhaps the cards canceled resulted in a mix of credit that was biased toward one
type of card. This may have lowered bore.

B. He should have done the following to make sure his score did not drop:

1. History: He should have made sure the cards he canceled did not have the longest
credit history.

2. Limit: Before dropping the cards, he should have gone to his existing credit/bank card
companies and requested an increase in credit limit, at least to match the amount he had
previously. If they would not increase the limit, he should have kept the old cards.

3. Mix: Even though the cards may not have been used, if they had given a better mix, it
may have been wise to keep them. He should have avoided having too many of the
same types of cards.

C. The following are things he might do to improve his credit score:

1. Payment recordTighten his budget and save 20 percent of his income. Pay bills on
time and dondt miss!

2. Amount owedUse that 20 percent and any additional money to pay down debt (after
he has started his emergency fund). This will reduce his amaad and his usage of
available balances.

3. Limits: Call his credit card companies and request an increase in credit limits. This will

help his use of available balances.

4. Credit history:Ask his parents to include him on one of their credit cards(hot

sure | would do this).This will increase his credit history (this is called piggybacking,
and it works only for families, not individuals).

5. Application history:Do not apply for new cards. Generally, | recommend between two

to four cards for moshdividuals. Do not get new cards just for store credit.

6. Credit mix:Do not apply for too many of the same type of cards.

Case Study 4
Data

Bethany, a BYU student, was reading about the importance of having a high credit score. She
went towww.annualreport.corbut found she has no credit history. She pays her bills on
time, has a checking account, and has a debit card.
Questions
A. Why might she not have a credit report?
B. What can she do to imprewer credit history?
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C. Does a debit card help build credit?

D. If banks will not allow her to get a credit card, what could she do?
E. How could she get a secured credit card?

Case Study 4 Answers

A. She may not have credit history because she hdsadanuch credit. Even though she
pays her bills on time, the bills may be
international student without a social security number.

B. Shecouldtry to getacreditcard.This would be helpfulto herin improving hercredit
history.

C. A debit card does not help build credit.
D. If she cannot get a credit card, she should (carefully) look into a secured credit card. If
she can find one with low fees, she will put money into the card and can charge up to

the amouhof money on the card. Credit reporting agencies cannot tell the difference
between a credit card and a secure credit card.

E. She should check with her bankworw.bankrate.confior a card that does not charge
an application or insurance fee and that has a low annual fee

1" Thou Shal tEnsiyrpMar. 60y4e t , O
2 http://myfico.com 2 May 2012
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5. Loans: Avoiding Consumer and Minimizing Student/Mortgage
Loans

Introduction

Formanyyears,inspiredreligiousleadershaveurgedtheir followersto getout of debtandlive
within theirmeansGordonB. Hinckley spokedirectly to membersf the Churchof JesuChrist
of Latterday Saintsin the Octoberl1998conferencavhenhesaid:

| amsuggestinghatthetime hascometo getour housesn order.. . | amtroubledby the
hugeconsumeinstallmentdebtwhich hangsoverthe peopleof the nation,includingour
own people.l recognizehatit maybenecessaryo borrowfor ahome,of course But let
usbuy ahomethatwe canafford andthuseasehe paymentsvhichwill constantlyhang
overour headswithout mercyor respitefor aslongas30years.. . | urgeyouto look to
the conditionof your finances| urgeyouto be modesin your expendituresgiscipline
yourselvesn your purchase$o avoid debtto the extentpossible Payoff debtasquickly
asyou can,andfree yourselvesrom bondagé.

As GordonB. Hinckley pointsout, excessivealebtis oneof thefinancialproblemsthatmany
peoplestruggk with today. This chapteraimsto explainexactlywhatconsumedebtis. This
chapteralsoofferstipsto helpyou bettermanageconsumedebtthroughoutyour life.

Objectives
Whenyou havecompletedhis chapter you shouldbe ableto do thefollowing:

A. Understandonsumer loangrinciples characteristicandcosts
B. Understand mortgage loan typebaracteristicsand costs

C. Understand the key relationships for borrowing

D. Understandand create your @sumer Loans and DebiaR.

Understand Consumer Loans,Principles, Characteristics and Costs

Consumetoansareloansyou obtainto payfor itemsthatarefairly expensiveandthatyou
usuallyd o méetl(atleastnot urgently).Suchitemsincludeelectronicsautomobilesfurniture,
andrecreationalehicles.Consumetoansarevery expensiveandshouldrarelybeused.They
encourage/ou to buy now ratherthanto savefor thefuture. Committingfuture earninggo

t o d onsumptiormaykeepyou from achievingmoreimportantlong-termpersonaboals.
Consumetoansalsoreducetheamountof moneyyou cansavefor your goalsbecausé¢heyrequire
youto payinterestwith moneyyou might otherwisehavesavedandinvested Mostimportantly,
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loansarealmostalwaysunnecessamynlesgheir purposas to payfor aneducatioror ahome.

Dangers of Consumer Loans

When should you obtain a consumer loan? The following are a few questions to ask yourself if
you are thinking of borrowing suing a consumer loan:

1.

Do I really need to make this purchase? Is this a need or a want? Separate these two
categories.

Is this item in your budget and/or your financial plan? Most items should be saved for,
not borrowed for.

Can | pay for this item without borrowing? Whathe aftertax cost of borrowing versus
the aftertax cost of using savings and losing your return on those savings? Compare
these two alternatives.

What is the total cost of this loan, including interest costs, fees, and its impact on your
other goals? @n you maintain sufficient liquidity and still achieve your other goals?
Choose wisely.

Will this purchase bring you closer to your personal goals or take you further away from

them? If the purchase brings you closer to your goals, including your gola¢dience to

Gododos commandments (including the commandm
pur chase. I f the purchase takes you furthe

If you answer these questions honestly, it will be much easier to determine wioetls&ioyld
take out a consumer loan or not.

The pinciplesof effectiveconsumetoanusearethe same as the principles of effective loan use

1. Know yourself, your vision, goals,and plans. What is important to you, ngust

now, but in the futureWhat do you want to accomplish with your #f@/hat is the

vision of what you want you and your family to bec@iiée key is to hvethevision of

your biggeril y eirstliefutureso you can say no to the current temptatiorsptnd.

iwWhere there is no?vision, the people peri

2. Seek, receive and act on the Spirités guidance. This includes seeking diligently
through study and prayer, I|living worthy of
once it is received.

3. Understand the key areas of debt andkow where you are financially This
including your assets, liabilities, spending and incafmaarried, do not hide any
liabilities or assetdrom each otherHow much do you owe, and what are your aSdets
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order tobe able to get where you want to go, you must know where you aréHave a
realistic idea of your income, spending, debt and investment proGretssn your budget
and plan for the things you want to accomplish

4. Resolve not to go into debexcept br a modest home or educationDecide now the
things you will do and what you will not do with debt? Make those decisions now, so you
wonot h-devide timeafter time. Strive to learn from your experiences, the
experiences of your family, and othefhankfully, we have the teachings of leaders and
scriptures who have given us counsasolveto notgointo debtexceptfor amodest
homeandmodesteducationBe wisein your expenditures.

5. Finally, pay as you goYou cannot spend yourself infimancial securityLive within
your meansand do not spend that which you do not have, and follow your goals and
decisions

If you arein debtadd let me add a few points which will be discussed in the next chapter.

6. Prioritize your debts. Which arethe most importaftlf you cannot pay them allj\ge
priority to secureddebtsfor houseor car. If the time comes that you cannot pay all your
debts, determine which are most important, such as a roof over your head and food and
transportation.

7. Devel a debt repayment plan Automateit and follow it closely A debt repayment
plan is how you will pay back your deb¥ou must be able to continue to meet your
current needs for yourself and your family, and have sufficient to repay the debt when it
comegdue

8. Do not take on any new debtDebt stops growth, both physically and spiritualdy
not add to your debt burden as you strive to pay off your debts.

9. Once out of debt, continue paying yourselfThis will help to catch up with your
savings.

Finding Balance

As you work on managing consumer loans, finding balance among doctrines, principles and
application is important in helping you become beetow area few ideas.

Principles Doctrines
Know yourself, your vision, goals and budget Identity
Seek, receive and act Oledentehe Spiritds guid

Know where you arénancially Accountability
Use abtonly for a modeshome and education Agency
Live within your meansand avoid debt Stewardship
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If you are in debt, add:

Developa debt repayment plan Stewardship
Do not take on any new debt Accountability
Once out of debt, continue paying yourself Stewardship

From Obedience to Consecration

From the principles and doctrines, we can see that we are not just working on Iseingttvi
consumer loans, which is an applicatiBather, from a higher perspective, or with increased
vision,

We are childremf a King (identity),striving to live worthy of the Spiritobedience)
usingour agency wisely (stewardship) a® follow the prophet and scriptures in
deferringour wants (agencyWe canwait to pay cash for specificonsumeitems
(stewardship) so thate arewiser stewardover the things thatie have been blessed
with, so we have the resources amcomplishour personal missiosmand our individual
and family vision and goals

Explain the Characteristics and Costsof ConsumerLoans

It is importantto understandhatdifferentconsumetoanshavedifferentcharacteristiod there
i s jusidnetypeof consumetoan.Someof the differenttypesof loans,which we will
compareanddiscusdn thefollowing paragraphancludesinglepaymentandinstallmentioans,
securedandunsecuredoans,variablerateandfixed-rateloans,andconvertibleloans.The
following is alist of thesedifferenttypesof consumeftoansandtheir characteristics:

Singlepaymentloans Thesearealsoknownasballoonloans Normally, thesdoansareused
for shorttermlendingof oneyearor less.Theymayalsobe usedto temporarilyfinancea
purchasauntil permanentlong-termfinancingcanbearrangedthisis why theseloansare
sometimesalledbridgeloansor interim loans This typeof loanis repaidin onelump sum,
includinginterest,atthe endof the specifiedtermd for example attheendof oneyear.

Lendinginstitutionscalculateintereston a single paymentioanusingthe simpleinterestmethod.
With the simpleinterestmethod the principalandinterestareduewhentheloanmatures.
Simpleinterestis equalto your averageamountborrowedmultiplied by your interestrate
multiplied by thetime (in years)thatyou hold theloan.Your averageamountborrowedfor a
singlepaymentoanis the sameasyour principal. If thereareno fees,your APR andyour simple
interestratearethesame The APR formulais:

APR = [(Interestpaymentst+ fees)/ numberof years]/ Averageamountborrowed

Supposeyou takeouta $1,000loanfor oneyearfor 12 percent Assumeyou payfeesof $20for
acreditcheckand$20for a processindee. Your interestrateis 12 percentHowever,your APR
=[($120in interest+ $40in fees)/ 1 year]/ $1,000(your averageamountborrowed)= 16
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percentNotice how theimpositionof feesraisesyour APR.
Now supposehisloanwasfor two years Would your APR bedifferent?The calculationwould be:

APR = [($240in interest+ $40in fees)/ 2 years]/ 1,000= 14 percentThe APR is lower with a
two-yearloanbecauseou areallocatingthat$40in feesbetweertwo yearsinsteadof only one.

Installment loans Theseareloansthatarerepaidatregularinterval® for examplegvery
month.Eachpaymentincludespartof the principalandsomeinterest.An installmentioan
amortizesoverthelengthof theloan,which meanghatwith eachmonthly paymentyou make,
moreof your paymenigoestowardpayingoff the principalandlessgoestowardpayingfor
interest.Theamountof interestyou payeachmonthis calculatedbasedon simpleinterest.
Installmentioansaretypically usedto financepurchasesf housescars,appliancesandother
expensivatems.

Because of the complexity of this type of loan, it is best to calculate your payments using either a
financial calculator or a spreadsheet progréhe Credit Card Repayment Spreadsh&dtl18)

can help yowetermine your payments and interest costs. With this spreadsheet you can also
calculate how long it will take to pay off a specific credit card or loan based on the balance

owed, annugbercentage rate, compounding periods, and payments per mbatbebt

Amortization and Prepayment Spreadst{e&09) can help you calcuta how long it will take to

pay off your debt as well.

For example, assume the same $1,000 loan as above, but instead of pagimgiat, we will

pay for it monthly. How do you calculate the APR for installment loans? The formula is the
same. From your spadsheet, | will build a simple loan amortization table from which you can
calculate two different items: average amount borrowed and interest rate paid (see Table 1).

Secured loansThese loansise one of your assets, swasha home or a car, as collateral to
guarantee that the lending institution will get the amount of the loan back, even if you fail to
make payments. Examples of secured loans include home equity loans and car loans. Because
these loans are backed by ctdlal, they usually have lower interest rates.

Unsecured or signature loansThese loanslo not require collateral and are generally offered
only to borrowers with excellent credit histories. Unsecured loans typically have higher interest
rates, which may range between 12 and 26 pe¥ceninetimes even higher.

Fixed-rate loans.These loanmaintain the same interest rate for the duration of the loan. The
majority of consumer loans are fixedte loans. Normally, lenders charge higher interest rates
for fixed-rate loans than they do for varialsbge loans. Thi is because lenders can lose money
if market interest rates increase, leaving the loan rate lower than the current market interest rate.

Variable-rate loans.These loankavean interest rate that is adjusted atefidint intervals over
the life of the loan. There is usually a maximum interest rate, or cap, that can be charged on the
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loan as well as a maximum amount that the interest rate can increase each year. The interest rates
on these loans may change monthlynismnually, or annually. The interest rate is adjusted

based on an index, such as the prime rate or thmaemnth Treasury bill, as well as on an

interestrate spread. Lenders usually charge a lower interest rate up front for vasigbieans

because thlender will not lose money if the overall market interest rates increase.

Chart 1. Secured Versus Unsecured Loans

Secured versus Unsecured Loan

12.0%

10.0% -~ TSV —————— _—

6.0%
4.0%
2.0%

0.0%

Table 1.SimpleInterest Method

Amount $1,000 StatedInterest 12%
PIY 12 PMT Using Excel Function
Years 1 Payment $88.85
Remaining
Amount PaymentInterest Principal  Principal
1 $1,000.00 $88.85 10.00 $78.85 $921.15
2 $921.15 $88.85 9.21 $79.64 $841.51
3 $841.51 $88.85 8.42 $80.43 $761.08
4 $761.08 $88.85 7.61 $81.24 $679.84
5 $679.84 $88.85 6.80 $82.05 $597.79
6 $597.79 $88.85 5.98 $82.87 $514.92
7 $514.92 $88.85 5.15 $83.70 $431.22
8 $431.22 $88.85 4.31 $84.54 $346.68
9 $346.68 $88.85 3.47 $85.38 $261.30
10 $261.30 $88.&% 2.61 $86.24 $175.07
11 $175.07 $88.85 1.75 $87.10 $87.97
12 $87.97 $88.85 0.88 $87.97 $0.00
Average= $551.55 Total Interest=$66.19 Actual APR =12.0%

Thetotal paidis $66.19interestand$40in fees Thisis dividedby oneyearandthen
dividedby $551.55 the averageamountborrowed.This calculationgivesusan APR of
19.3percent.

Convertible loans Theseareloansin which theinterestratestructurecanchangeFor example,
aconvertibleloanmaystartoff havinga variableinterestrateandthenswitchto havinga fixed
interestrateat somepredeterminedme in thefuture;the oppositeprocessnayoccuraswell.
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The Loan Contract

Theloancontractis the mostcritical documenbf theloanprocesslit describesvhatthelender
requiresof you onceyou aregrantectheloan.Wheneveryou borrow, you put your futureinto
someones | shanidlsthereforeyou needto know whatyou aredoing. Readthe entirecontract
andmakesureyou fully understandhe detailsof theloanbeforeyou signtheloanagreement.

Oneof the mostimportantthingsyou shouldrememberboutloancontractss thatnoneof the
clausesn thecontractarein yourfavor.L e ttaik aboutfour clauses/ou shouldbe awareof:

1. Theinsuranceclauserequiresyouto purchasdife insurancehatwill payoff yourloan
in theeventof your death.It benefitsonly thelenderandincreaseshetotal costof the
loan.This clauseis oftenusedin mortgagdoans.

2. Theacceleratiortlauserequires youto payfor theentireloanin full if you missjustone
payment.This clauseis oftend butnotalway® disregardedf you makea goodfaith
effort to catchup on your missedpaymentbut it is still arisk.

3. Thedeficiencyclause stipulateghatif you do not paybacktheloan,andthe company
takesyour collateral,you mustpayanyamountin excesofthec o | | awvalaesthasl 6 s
clausetakeseffectif the moneyearnedhroughthe saleof your collateraldoesnot satisfy
theloan.You mustalsopayanychargesncurredby thelenderthatareassociateavith
thedisposalbf your collateral.

4. Therecourseclauseallowsthelenderto collectanyoutstandingalancevia wage
attachmentandgarnishmentsThis clausemayalsoallow thelenderto putlienson other
propertiesyou own (thesepropertiescanactassecondaryollateral)shouldyou fail to
repayyourloan.

SpecialTypesof ConsumerlLoans

Thereareanumberof specialtypesof consumetoansthataredifferentfrom traditional
consumetoans.Thesencludehomeequityloans,studentioans,andautomobileloans

Home equity loans These loanarealsoknownassecondmortgagesin a secondnortgage,
you usetheequityin your house(i.e., thedifferencebetweenwhatyou paidfor the houseand
whatfor the houseis worth today)to secureyourloan.

Thebenefitsof ahomeequityloanarethatyou canusuallyborrowup to 80 percentof the equity
in your home,andtheinterestpaymentsnaybetax-deductible With thistype of loan,you can
alsogetalowerinterestratebecauseéhe houseis securé it ¢ a rbéntoved.Onedisadvantage
of thistypeof loanis thatit limits your future financialflexibility becausgiou canhaveonly one
outstandinghomeequityloanatatime. Moreover,a homeequityloanputsyour homeatrisk: if
you defaulton a homeequityloan,you canlosenot only your high creditscorebut your homeas
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well.

Home equity lines of credit(HELOC) . This line of credit isalsoa second mortgage that use the
equity in your home to secure your loan. These are generally adjustable rate notes that have an
interestonly payment, at least in the first few years of the note. These have lower rates of
interest than other consumer loans.

The benefit of these loans is that the interest may bdddwctible, reducing the cost of

borrowing. The problem is that these loans will often keep people from making the hard financial
choices to curb their spending. Why worry about spending whenayoget a home equity loan

or HELOC to pay off your credit cards each year? These loans also sacrifice future financial
flexibility and put your home at risk if you default.

Chart 2. Home Equity and HELOC Loans

Current home equity interest rates
3-month trends Home equity loan 30K HELOC
1/30/2019 591% 6.78%
/2312019 5.92% 6.73%
1/16/2019 5.89% 6.73%

1/9/2019 5.94% 6.73%

1/6/2018 5.90 6.23%
10/31/2018 5.96% 6.23%

10/24/2018 595% 6.20%

Student loans.Student loankave low, federally subsidized interest rates; these loans are often
used to pay for higher education. Examples of federal student loans that are available to parents
and students include fedewditect loans, pluslirect loans, Stafford loans, and Staffglus

loans.

One benefit of federal student loans is that some have specific advantages, such as subsidized
interest payments and lower interest rates. Also, you can defer payment of figeetdbans

and Stafford loans until six months after you gratg or discontinue futlime enrollment. The
disadvantages of these loans are that there is a limit to how much you can borrow, and, like all
debts, you must pay these loans back.
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Automobile loans These loanare secur@ by the automobile the loan is paying for. This type
of loan usually has a term of two to six years.

Theadvantag®f anautomobildoanis thatit usuallychargesalower interestratethanan
unsecuredoan. Thedisadvantages thatyou mustmakeinterestpaymentsandsincevehicles
depreciateyuickly, you areoftenleft with avehiclethatis worth lessthanwhatyou oweonthe
loan.

Payday loans.These loans are scafjheyare shordterm loans of one or two weeks and are

secured with a postdated check. The postdated check is held by the payday lender and cashed on
the day specified. These loans charge very high interesd ratese payday loans charge more

than 500 percentroan annual percentage rate basis (APR). | recommend you avoid using these
loans completely.

Chart 3. Auto Loan

Current auto loan interest rates

Dates 60-month newcar ~ 48-monthnewcar  36-month used car
1/30/2019 4.77% 471% 5.34%
1/23/2019 4.77% 471% 5.35%
1/16/2019 4.74% 4.69% 5.33%
1/9/2019 4.77% 47% 5.35%
1/2/2019 4.95% 4.90% 5.48%
1219/2018 4.96% 4.90% 5.53%
12/12/2018 4.93% 4.86% 5.54%
12/5/2018 4.90% 4.84% 5.54%
11/28/2018 4.93% 487% 5.58%
11/21/2018 4.94% 4.88% 5.57%
11/14/2018 4.95% 4.89% 5.60%
11/6/2018 4.93% 4.87% 5.57%
10/31/2018 4.93% 487% 5.57%
10/24/2018 4.90% 4.83% 551%

The APR s equalto thesimpleinterestpaidoverthelife of theloan. The APR takesinto account
all costsfor ayear,includingtheinterestrate,the costof pulling creditreports,andall otherfees;
thetotal costmaybessignificant.To calculatethe APR for anyloan, multiply the amountof
moneypaidin feesandinterestby the numberof periodsin a yearto getthe annualcostof the
loan;thendivide theannualcostby the amountborrowed.

Forexample suppose/ou paid $20to borrow$100for two weeksby writing a postdateadheck
for $120.Thereare26 two-weekperiodsin a year.Thusthe equationfor finding your annual
paymenftor thisloanwould be $20* 26 = $520.1n otherwords,youwould pay$520dollarsin
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interestfor a $100loan: Considerthat$520/$100resultsin 520percentnterest.Thatis very
expensivecash!Do not usepaydayloans!

Chart 4. Consumer Loan Types2019

Consumer Loan Comparisons 2019
MBA 620/Fin418/Fin200 Financial Planning (2/14/19)

Type: Security: Rate Type: Home Related: Specialty:
Loan: Single Payment  Installment Secured Unsecured Fixed Rate Variable Rate Convertible Home Equity HELOC Student Auto Payday
Description: Loan paid off Loans that |Loans that Loansthat |[Loansthat Loansthat Loansin Second Loans Loans by Loans Short-term
in one are repaid at|are secured are not maintaina have an which the mortgages  secured by |studentsto secured by loans of 1-2
payment. It regular by a tangible secured by |constant interest rate interest rate |which use thethe equity in {pay for highe the vehicle weeks
may also be :intervals, i.e.|asset, such aany asset aniinterest rate that is tied to structure canjequity in yourhome for a |education the consumeisecured by &
balloon or  each month. |a car or boat,are based onfor the entire an index and change, from/home to specific costs and mais purchasing post-dated
other loan  Payment that will be  the credit  |term of the that can a fixed or secure the amount and |have Because it is check, and
used to includes sold if the  worthiness of|loan. change variable rate |loan. term. Federally  secured, the worst kin
finance a interest for |loanis not the borrower| depending orloan to the |Borrowers  Generally  [subsidized interest rates of borrowing.
purchase untthe period |repaid. market opposite. use these forused like a |interest ratesare lower. ~ AVOID
more plus some  |Because it is conditions consumer  credit card |AVOID THESE
permanent principal,  |secured by and a spread purchases  with a PRIVATE LOANS LIKE
financing is  which the asset, revolving line EDUCATION THE PLAGUE
. ) ) . LOANS
available.  increases |interest rates of credit.
each period |are less.
Annual 5-20% 4-20% 4-12% 12-25+%  |4-20% 4-20% 4-20% 3-6% 3-6% 6.8% for 5-14% 500-700%
Percentage depending or depending orjdepending or depending orjdepending or depending or depending orjdepending or depending or{subsidized  depending or APR
Rate (APR):  |where you where you |the secured who you where you where you where you |equity in the equity in the |loans, and 1Cthe type of depending or|
borrow, your borrow, your |asset, your borrow from, |borrow, use borrow, use borrow, use |home, your home, your [24% for auto, who yoryour credit,
income and income and |income and your income, |of the of the of the income and income and |unsubsidized borrow from, income,
your credit  your credit |credit loan use and|proceeds ancproceeds ancproceeds anfthe your the your private loans how long, ancwhere you
your credit |your credit your credit  your credit |credit credit depending or your income borrow and
where you and credit  for how long
borrow
Amount owed |Doubles Doubles Doubles Doubles Doubles Doubles Doubles Doubles Doubles At 6.8% Doubles Doubles
doubles every |every 3.5 every 3.5 every 6 yearsevery 3 yeargevery 3.5 every 3.5 every 3.5 every 12 every 12 doubles everevery 7 yearsevery 1
"X" Years (at |years years years years years years years 10 years, at month
highest rate): 24%, every 3
years
Rate Type: Variable or  Generally  |Variable or Variable or |Fixed Rate, Variable Variable or |Variable or Variable or |Fixed for Variable or  Fixed, single
Fixed Fixed Fixed, Fixed, can be either Rate, can be Fixed, Fixed, Fixed, subsidized  Fixed, payment
generally generally installment or either generally generally generally and fixed or generally
installment installment |single installment orinstallment |installment installment |variable for installment
payment single unsubsidized
payment installment
Cost [(Interest + Amortization [Amortization Amortization [Can be eitheiCan be eitheiCan be eithe{Amortization Amortization [Amortization Amortization [(Interest +
Calculations:  |fees)/years]/ctable table table installment orinstallment orinstallment ortable table table table fees)/years]
vg. borrowed single single single avg.
payment payment payment borrowed

Understand the TypesCharacteristics and Costsof Mortgage Loans

Mortgageloansareusedto financethe purchasef ahomeor investmenproperty. Therearea
numberof differentthingsyou shouldconsidemwhendecidinghow to financea home.Your
choiceof loansshouldbe basedn four key concepts:

1. Your time horizon:How long do you expectto havethe mortgageandhow certainare
you of thattime horizon?
2. Your preferencdif any)for low requiredpaymentsHow importantarelower
paymentsn theinitial yearsof theloan?
3. Your tolerancdor interestraterisk: Are youwilling to assumeheinterestraterisk of

theloan?
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4.Your work status:Are you or haveyou beena memberof the armedforces?f so,you
may qualify for specialmortgagegorograms.

Typesof Mortgage Loans

Thereis basicterminologyyou mustunderstandbeforewe discusamortgages.

Conventionalloans These loansreneitherinsurednor guaranteedl heyareloanswith
amountselowthe maximumamountsetby the FederalNationalMortgageAssociationFannie
Mae)andthe FederaHomeLoanMortgageCorporation(FreddyMac) for a singlefamily loan
(seeTable?2). FannieMae andFreddyMac arethe major purchasersf mortgagesrom theloan
brokersor originators,sotheysetthe standardasto thetype of loanstheywill purchaseThis
maximumamountchange®vertime. ConventionaloansrequirePrivateMortgagelnsurance
(PMI) if thedownpayments lessthan20 percentPMI guaranteepaymento thelendershould
you fail to makepaymentsBorrowerscaneliminatePMI by havingequity greatetthan20
percent.

Jumbo loans Jumbo loansire loans in excess of the maximum eligible for purchase by the two
Federal Agencies. Some lenders also use the term to refer to programs for even larger loans, such
as loans in excess of $500,000.

Table 2. Conventional Loan Limits for Fannie Mae and Freddie Mac (Single Family)

Year Loan Limits
2015 $417,000
2016 $417,000
2017 $424100
2018 $424,100
2019 $484,350

Loanlimits are50 percenthigherin Alaska,Guam,Hawaii, andthe U.S. Virgin Islands.

Piggybackloans These loanaretwo separatéoans,onefor 80 percentof thevalueof the
homeandonefor 20 percent.The secondoanhasa higherinterestratedueto its higherrisk; it
is usedto eliminatethe needfor PrivateMortgagelnsurancethe costof which canbe
substantial.

Thereareeightmaintypesof mortgagdoansavailablein the United Statesfixed-ratemortgages
(FRMs),variable or adjustableratemortgagegARMS), variableor fixed interestonly
mortgageglO), optionadjustableratemortgagegOption ARMS), negativeamortization
(NegAm),balloonmortgagesteversemortgagesandspecialloans.

Fixed-rate mortgages(FRMs). FRMshavea fixed rateof interestfor thelife of theloan.These
aretheleastrisky types of mortgageéromtheb o r r opwistof Giesv becaus¢helender
assumeshe majorinterestraterisk. For manyyears this wasthe mostcommontype of
mortgage.
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Thebenefitsof fixed-ratemortgagesncludehigherinitial monthlypaymentga greater
percentagef eachpaymentgoesto paydownprincipal), norisk of negativeamortizationand
interestraterisksthataretransferredo thelender.Therisksincludehigherinterestrates(lenders
mustbe compensatetbr increasednterestraterisk) andhighermonthlypaymentghataremore
difficult to pay, particularlyfor thosenotonaregularsalary.

Chart 5. Fixed Rate Loans

Today’s Mortgage Interest Rate

3-month 30-year fixed 15-year fixed

trend
1/30/2019
1/23/2019
1/16/2019
1/9/2019
1/2/2019
12/19/2018
12/12/2018
12/5/2018
1n/28/2018
1/21/2018
1/14/2018

11/6/2018

rate

4.62%

4.62%

4.59%

4.63%

4.68%

4.75%

4.83%

4.90%

5.01%

5.01%

5.10%

5.10%

rate

3.96%

3.99%

3.98%

4.07%

411%

4.13%

4.21%

4.33%

4.40%

4.41%

4.47%

4.46%

Variable- or adjustable-rate mortgages(ARMs). ARMs havea rateof interestthatis pegged
to aspecificinterestrateindexthatchangegeriodically.Generally theinitial interestrateis
lower thanthatof afixed-rateloanbecausehe borrowerassumesnoreof theinterestraterisk.
However,dueto therisk of rising futureinterestrates ARMs mayresultin significantlyhigher
interestratesin thefuture. ARMs mayhavea fixed ratefor a certainperiodof time; afterthis
periodends theinterestratebeginsto adjuston a periodicbasis.

Thebenefitsof variablerateloansincludelower initial interestratesthatvary with national
interestrates Jower monthly paymentgbecaus®f the lower interestrateg, andno risk of
negativeamortization.Therisksincludeapossibleii p a y m & o tf iktérestratesrise,perhaps
beyondwhatborrowersareableto pay,andsomewhatighermonthlypaymentghatmaybe

difficult for thosenotonaregularsalary.

Interest-only options on FRM or ARM loans These loanare FRMs or ARMs with an option
that allows the borrower to make interesly payments for a certain nunrbe years; payments
are then reset to amortize the entire loan over the remaining duration of the loan. Some
borrowers will take out an intereshly loan to free up principal to pay down other, more
expensive debt. However, once the integady periodhas passed, the payment amount resets,
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and the increase in payment can be substantial.

Chart 6. Adjustable Rate Mortgages (ARMS)
Bankrate Current Home Mortgage Rates

PRODUCT INTEREST RATE
30-year fixed mortgage rate 441%
15-year fixed mortgage rate 372%
5/1 ARM mortgage rate 405%
71 ARM mortgage rate 415%
30-year fixed jumbo mortgage rate 444%
30 Year FHA mortgage rate 402%
1011 ARM 442%
20-year fixed mortgage rate 431%

30-year VA mortgage rate 405%

The benefits of fixed or variable interastly loans include lower initial monthly payments and
greater flexibility; thesdenefits may be helpful if the borrower could better use his or her

money elsewhere. Because borrowers only pay interest costs (and not principal), they can afford
higher loan amounts to buy more house, with the expectation that they may move before the
payments increase. The risks of these kinds of loans include a substantial increase in monthly
payments when the interestly period ends and the fact that there is no amortization of

principal during the initial interesinly period. For example, if a bomwver takes out a fixechte
interestonly mortgage with a t§ear interesbnly option, the borrower pays interest for the first

10 years. In year 11, however, the borrower must pay substantially higher payments as the loan
now must amortize over 20 yeanstead of the normal 30 years. The borrower must assume
appreciation of the house to make money. The main risk of irt@mgstoans is that many

borrowers do not have the discipline to invest savings from principal, so they spend it. In
addition, theras the risk of borrowing too much money because of the lower initial payments.

Option adjustable-rate mortgages(option ARMs). Option ARMshaveinterestrates that
adjustmonthlyandpaymentghatadjustannually Therearefi o p t brdhe gagmentamount,
oneof whichis aminimum paymenwoption,which maybe smallerthantheinterestonly
payment.The minimum paymentoptionoftenresultsin agrowingloanbalancgtermednegative
amortization. Thelenderspecifiesa specificmaximumbalanceor theloan,i.e., 110percentor
125percenftof its original value Oncethis maximumis reachedpaymentsareautomatically
increasedTheloanbecomedully amortizedafter5 or 10 yearsregardles®f theincreasan the
amountof principalandinterestpayments.

Thebenefitsof option ARMs includelower initial monthlypaymentsandgreaterflexibility;
thesebenefitsareespeciallyappealingf borrowershavebetterusefor their moneyelsewhere.
Borrowerscanafford morehouse andtheymay movebeforethe paymentsncreaseTherisks of
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optionARMs includemajorfi p a y ® @& 0 whedthe negativeamortizationor optionperiod
endsandthe paymentis reset.Thereis therisk thatthe borrowerwill borrowtoo muchmoney.
Thereis alsotherisk thatthe minimum monthlypaymentswill beinsufficientto coverprincipal
andinterestcosts,andthedifference callednegativeamortizationwill beaddedto theloan
principal. Thistype of loanshouldbe avoidedasit is highly risky for borrowers.

Negativeamortization mortgages(NegAms). NegAmsareloansin which schedulednonthly
paymentsareinsufficientto amortize or payoff, theloan. Interestexpenseshathavebeen
incurred but not paid,areaddedo the principalamount;this processncreaseshe amountof the
debt.SomeNegAmloanshavea maximumnegativeamortizationthatis allowed.Oncethatlimit
is reachedpaymentsncreaseautomaticallyto ensurehatinterestis sufficientto not exceedhe
limit.

A benefitof NegAmmortgagess thatborrowersdo not haveto makefull paymentsonthe
loans,andhencetheyconservecash.Therisk is thatborrowersmayfind themselvestthe
negativeamortizationlimit, wherepaymentsaareautomaticallyresetto alevel higherthanthe
borrowerscanafford.

Balloon mortgages Balloonshaveschedulednterestandprincipalpaymens thatwill notresult
in theloanbeingpaidin full attheendof theterm.Thefinal paymentor balloon,to payoff the
loancanbeverylarge.Theseoansareoftenusedwhenthe debtorexpectdo refinancetheloan
whenit approachematurity.

Thebenefitof balloonmortgagess thatborrowersdo not haveto makefull paymentsonthe
loans,andhencetheyconservecash.Therisk is thatborrowersmaygetto theendof the
paymentperiodandnot be ableto comeup with therequiredballoonpayment.

Reversemortgages Reverse mortgagdsmveproceedshataremadeavailableagainsthe

h o me o waguity. |6 essenceafinancialinstitutionpurchasethes e | Ihameahdallows
thesellerto stayin thehomeuntil heor shedies.Reversanortgagesretypically usedby cash
poorbut homerich homeownersvho needto accesshe equityin theirhomesto supplement
theirmonthlyincomeat retirement.

Thebenefitof thesemortgagess thatthe homeownerfiaveanincreasedncomestreamto use
for retirementandtheycanstayin theirhomesuntil theydie. Thedisadvantages thatif death
occurssoonaftertheloanis closedthelenderhaspurchasedhehousefor averylow cost.

Specialloans These loansareinsuredor guaranteednsuredoansareissuedoy othersbut
insuredby a United Statedederalagency.The FederaHousingAdministration(FHA) doesnot
originateanyloansbutinsurestheloansissuedby othersbasednincomeandother
gualifications.With anFHA loan,thereis lower PMI (1.5 percentof theloan), butit is required
for theentirelife of theloan. While therequireddown paymentis very low, the maximum
amountthatcanbeborrowedis alsolow.
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Guaranteed Loans Guaranteed loans are issued by others but guaranteed by a federal agency.
The Veterans Administration (VA) guarantees loans issued by offtezse loans are only for
ex-servicemen and women as well agsh on active duty. These loans may be for 100 percent of
the home value.

Chart7. FHA andVA Loans

Understand the Key Relationships to Reduce Borrowing Costs

If you have consumer loans, the key is keeping your costsTlogleastexpensiveaypesof
corsumeroansareobtainedirom parentsor family (generally) homeequitylendersand
securedoanlenderg(includingmortgagdenders).

More expensiveeonsumetoansareobtainedirom creditunions,savingsandloaninstitutions,
andcommerciabanks.

Themostexpensivaypesof consumefoansareobtainedfrom creditcardcompaniestetail
storesfinancecompaniesandpaydaylenders.

Thekeyis to only purchasehosethingsyou really needandto payaslittle for the privilege of
borrowingasyou can.ldeally, you shouldsaveyour moneyfirst andthenpurchasevhatyou
needwith cash.

Reducing Your Borrowing Costs
Listedbelowarefour waysto reduceyour borrowingcosts:

1. Understandthe key relationshipsin borrowing. Thetotal interestcostof yourloanis
directly relatedto theinterestrateandthe maturitylength.Keeptheinterestratelow and
the maturity short. Theamountof your periodicpayments inversdy relatedto boththe
maturityandinterestrateof yourloan.Keepbothlow. Finally, somesourcesf lending
arecheapethanothers.Generally parentsarecheapetendershanbanks.
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2. Understand the key clausesfor consumerand mortgageloans. Rememberall clausesare

inthel e n dfaver,amslveryfew, if any,areintheb o r r ofawerrY@usareputtingyour

futurein someonee | shan@lsvhenyouborrowd youarecommittingfutureearninggot oday 6 s
consumptionUsewisdomin your decisionsandknow whatyou aredoing beforeyou doit. Read
documentwery carefullyandunderstandhembeforeyou signthem.

3. Know the stepsto reducing consumercosts.First, if possibled o myétinto debtin thefirst
place.Remembewnhatreligiousleadershavesaidaboutmanaginglebtandstayingout of debt.
In emphasimg how burdensomelebtcanbe,J. ReuberClark Jr. saidthe following:

Oncein debt,interestis your companioreveryminuteof the dayandnight; you cannot
shunit or slip awayfrom it; you cannotdismissit; it yieldsneitherto entreatiesgemands,
or orders;andwheneveryou getin its way or crossits courseor fail to meetits demands,
it crushesyou. 2

Secondrememberour goalsandbudget Remembethatignorancecarelessness,
compulsivenes, pride,andnecessitycanbe offsetby wisdom,exactnesgliscipline,humility,
andselfreliance.lf youreally needsomethingplanandsavefor it; d o rborrowfor it.

Third, compareheaftertax costof borrowingwith the aftertax costof usingsavingsandlosing
your return.It makedittle senseo borrowat a high interestratewhenyou havesavingsearning
alower rate.Usethefollowing formula:

After-tax lostreturn= nominalinterestrate* (171 taxrate)
Tax rate= federal,state andlocal marginaltax rates

Forexample assumeyou arelooking to purchasea newtelevisionset.You have$500in savings
earning4.0 percentor you canborrow$500from thetelevisionstoreatan APR of 14.5percent
for two years.If you arein the 25-percentfederalmarginaltax rateand7-percentstatemarginal
tax rate,your aftertax lost returnis 2.7 percentor .04 from your savings accoubfl- (.25+
.07)). Clearlyit would be betterto takeyour savingsandpurchasehetelevisionsetthanto pay
14.5percentinterest.

Finally, maintaina strongcreditrating. Themoreyou do to increaseyour creditscore themore
attractiveyou will beto potentiallendersandthelowertheinterestrateyou will haveto payon
yourloan.

4. Reducethe lenderds risk. If you canreducetherisk of theloanto yourlender,yourlender
maybeableto offer you alowerinterestrate.You canreducethel e n drigkinGsumberof
ways:

1 Useavariablerateloan. If youchooseo useavariablerateloan,thelenderis not
penalizedf marketinterestratesincreaseBe awarethatby choosinga variablerateloan,
you reducetherisk to thelenderbutincreaseherisk for yourself.While | preferfixed-
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ratemortgagesteducingthel e n driskmmaysesultin alower rate(atleastinitially).

1 Keeptheloantermasshortaspossible Theshortertheterm,thelesstime thelenderis at
risk.

91 Providecollateral for theloan. If alenderhascollateralfor aloan,thereis lessrisk for
thelenderbecausé¢he collateralcanbe soldif you cannotpaybacktheloanaspromised.

1 Putalarge downpaymenbntheitemto befinanced.Lendersealizethatthe greateithe
amountof moneyyou havealreadypaidfor anitem, thelesslikely you areto walk away
from your loan.Lendingyou moneybecomedessrisky for lendersf you arewilling to
makea largedownpayment.

Understand and Create your Consumer Loan and Debt Plan

Following are a few ideas as you put together your Consumer Loans and DeBePdarare
thatwe have yet to discuss some of these areas, so we will have more suggestions in specific
areas later in the course.

Vision
1 From your Plan for Life. Other ideas may include:
o We will not pay any interest ever on consumer loans anenmwigage onon
student loan debt
o0 We will defer our wants and always pay cash for our wants
o Debt will not be an option or a concern

Goals

1 We will always live on a budget and save 20%

1 We will shop around for best rates on necessary debt and avoid unnecesskkg thedbt
plague
Consumer loansVe will never go into debt for consumer products, including autos
Student loansVe will only use subsidized Student loans and will repay them quickly
Mortgage loans. We will pay off our home by age 45, and we will nattgaetirement
with mortgage or other debt

= =4 =

Plans and Strategies
Consumer Loans
We will separate needs from wants
We pay cash for all consumer purchases
We will pay off all credit cards monthly
We avoid debt like the plague
We keep our emergendéynd at 4 months and rebuild it quickly once it is drawn down
We defer all wants until we can pay cash for them

= =4 =4 -8 -8 -9
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1 We may have to borrow for our first car, but after that, we will pay cash for all
transportation needs
1 We will never buy toys with debt

Student Loans

1 We will spend loan money only on education

1 We will seek scholarships as much as possible

1 We defer all wants until we can pay cash for them and after we have paid off our student
loans

1 We will not buy toys until our student loans are all pafid

1 We will understand our employment options to help pay off our student loan debt

1 We build our emergency fund to 3 months and then use the 20%+ to pay down non
subsidized and then subsidized laans

Mortgage Loans

We strive to have a 20% down paymentéduce the need for PMI

We ensure all housing payments are within the frand backend ratios recommended
We avoid debt like the plague

We keep our emergency fund at 4 months and rebuild it quickly when it is drawn down
We defer all wants until wean pay cash for theraxcept for student and mortgage

loans

1 We will not borrow against the equity in our hame

= =4 =4 -8 A

Debt Reduction

1 Once school is out, put enough in the company 401k for the match, then save 20%
minimum to build our emergency fund.

1 After that, | will use 2630% to pay of debt as quickly as possible paying the highest
interest rate first (LT20)Once debt is paid off, continue to pay 20% into savings

1 Continue to live like a student after college, build my emergency fund, then pay 30%
eachmonth against my debt using the debt snowball method until debt is alllguilie
then keep paying myself 20% into saving and investing.

Constraints

1 Key is living on a budget and saving 20%

1 One half of all unexpected money (bonuses, tax refundsyelid)e put toward paying
down principal (after our emergency fund)

1 Do all required maintenance and plan on replacing key housing machinery as kéeded
will also not skimp on required maintenance.

1 Do most of the household work ourselves as a farailg, will learn as we go, we will
bring in experts in areas outside of our proficiency.

1 We will stay strong in the gospel, keeping our covenants, attending the temple and
serving
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Accountability
1 We will share our vision and goals with our children
1 Children will have daily and weekly indoor jobs, as well as weekly yardwork
1 Home is where we teach our children to wdrkey will learn to use all landscaping and
woodworking tools as we work together on our modest and model. home
1 We will rotate the jobs wekly so all children will have the opportunities to work
throughout the home and will become proficient on all tools.

Summary

Inspiredreligiousleadershaveurgedtheir congregatioato getout of debtandlive within their
meansWe needto heedthatcounselln this chapterwe discussedhe dangerof consumer
loansandhow thesdoanscankeepyou from achievingyour goals.We alsoidentified
characteristicef specifictypesof consumetoansandlearnedhowto calculatethe costsof
borrowing.Finally, we outlinedthe typesof consumetoansaccordingo their costand
discussedvaysyou canreducethe costsof borrowing.

Consumerloanspayfor itemsthatarefairly expensiveyouusuallyd o méetithesetems(at
leastnot urgently).Suchitemsincludeelectronicsautomobilesfurniture,andrecreational
vehicles.

Consumetoansarevery expensiveandshouldrarelybeused.Theyencourage/ou to buy now
ratherthanto savefor thefuture,a practicethatmaykeepyou from achievingmoreimportant
long-termpersonafjoals.Consumetoansalsorequireyou to payinterestwith moneyyou might
otherwisenvestfor your goals

It is importantfor you to understandhatdifferentconsumetoanshavedifferentcharacteristics.
Know whatyou aregettinginto beforecommittingto aloan.

Mortgage loansareusedto financethe purchasef ahomeor investmenproperty.Your choice
of mortgagdoansshouldbebasedn threekey factors:time horizonandhow certainareyou of
thattime horizon preferencs (if any)for requiredpaymentsandtoleranceor interestraterisk.

Therearefour mainwaysto reduceyour borrowingcosts:

1. Understandhekey relationshipsn borrowing

2. Understandhe key clausedor consumetoansandmortgagdoans
3. Know the stepsto reduceborrowingcosts

4.Reducehel e n driskr 6 s
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Assignments
Financial Plan Assignments

Your assignment is to put together your Consumer Loan and Debt Plan. | recommend you use
thePEP Loans Templai&T01-08) as a starting point. Think through the purpose of any

consumer, student and other loans you may have. Are they necessary? Could you have gotten by
without them2Nhat is your view on loans and debt?

Develop your vision and goals for loans and debt? It need not be long.

Begin working on your plans and strategies as part of your action plan. Start with where you are.
If you have consumer loans outstanding, write dtivencosts of those loans in terms of interest
rates, fees, grace period, balance calculation method, and any other fees or expenses.

If you are in debt, what can you do to pay off these loans quickly and get back on the path to
debt elimination? Resolvgow not to get into debt except for a home or educaildrat is your
debt reduction strate@yHow long will it take for you to get out of debt (I recommend you use
Debt Elimination Schedule with Accelera{@T20) as a possible topIMost importantly, what

are your views and goals ortdwe debt?

Learning Tools

The following Learning Tools may be helpful as you prepare your Personal Financial Plan:

Credit CardRepayment Spreadsh€ei18)
This Excel spreadsheet helps you determine how long it will take you to pay off a
specific credit card or loan based on the balance owed, annual percentage rate,
compounding periods, and payments per month.

Debt Amortization and Prepayment Spreads(ieED9)
This Excel spreadsheet is a debt amortization and prepayment schedule to help
you reduce and eliminate yodebt.

Debt Elimination Schedule with Accelera{@T?20)
This spreadsheet allows you to input your different debtsrderkst rates. It then
prioritizes that debt based on interest rates and creates a repayment plan based on
the minimum payments due each month. This repayment plan is consistent with
Marvin J. Ashtondés plan in theeebalsda i cl e
allows you to include an accelerator amount and an amount in addition to your
normal monthly payments; you will be able to see how long it will take you to pay
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off your debt.
Review Materials

Terminology Review
Auto Loans. Auto loans are consumierans that are secured with an automobile.
Because they are secured, they have a lower interest rate than an unsecured loan or credit
card. They normally have a maturity length of 2 to 6 years. The risk is that you will often
be left with a vehicle thasiworth less than what you owe on it.
Balloon Loans These are loans which payments including interest and principle are not

sufficient to pay off the | oan at the end
payment at some point in the futurefudy pay off. This type of loan is not

recommended.

ConsumerLoans. Consumer loanare loans you obtain to pay for items that are fairly
expensive and that you wusually dondédt need

electronics, automobiles, furniture, and recreational vehicles. Consumer loans are very
expensive and should rarddg used. They encourage you to buy now rather than to save
for the future Consumetoansalsoreducetheamountof moneyyou cansavefor your goals
becaus¢heyrequireyouto payinterestwith moneyyou might otherwisehavesavedand

invested.

Convertible Loans These loans begin as a variatdée loan and can be locked into a
fixed-rate loan at the then current interest rate at some predetermined time in the future
(for a specific cost).

Fixed-rate Loans Have the same interest rate for the duraticth@loan. Normally

have a higher initial interest rate as the lender could lose money if overall interest rates
increase. The lender assumes the interest rate risk, so they generally add an interest
premium to a variable rate loan

Home Equity Linesof Credit (HELOC). Home equity lines of credit are basically

second mortgages which use the equity in your home to secure your loan. These are
generally adjustable rate notes that have an interest only payment, at least in the first few
years of the note. Intest rates are variable and are generally interest only in the first few
years. They have lower rates of interest than other consumer loans.

Home Equity Loans. Home equity loans are basically second mortgages which use the
equity in your home to secure ydoan. Normally can borrow up to 80% of your equity

in your home

Installment Loans. Installment loans are loans which are repaid at regular intervals and
where payment includes both principal and interest. These are normally used to finance
houses, car@ppliances, and other expensive items. These loans are amortized, which is
the process of the payment going more toward principal and less toward interest each
subsequent month. These may be secured or unsecured loans, vatéabidixedrate

loans.
Payday Loans. These are shoterm loans of 2 weeks secured with a pefdted check
which is Aheldo by the | ender and then cas
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and fees, APR > 720%. Typical users are those with jobs and checking accourite but w
have been unable to manage their finances effectively.

SecuredL oans Secured loans are guaranteed by a specific asset, i.e. a home or a car,
and typically have lower interest rates.

Single Payment (or balloon) Loans These are loans that are repaidmty one

payment, including interest. These are generally deam lending of one year or less,
sometimes called bridge or interim loans, often used until permanent financing can be
arranged. These may be secured or unsecured.

StudentLoans. These are lns with low, federally subsidized interest rates used for

higher education. Examples include Federal Direct (S) and PLUS Direct (P) available
through the school; Stafford (S) and PLUS loans (P) available through lenders. Some are
tax-advantaged and havewer than market rates. Payment on Federal Direct and

Stafford loans deferred for 6 months after graduation.

UnsecuredL oans Unsecured loans require no collateral, are generally offered to only
borrowers with excellent credit histories, and have highesraf interest 12% to 28%

(and higher) annually.

Variable-rate Loans Have an interest rate that is tied to a specific index (e.g., prime

rate, Bmonth Treasury bill rate) plus some margin or spread, i.e. 5%). Can adjust on
different intervals such asanthly, semiannually, or annually, with a lifetime

adjustment cap. Normally have a lower initial interest rate because the borrower assumes
the interest rate risk and the | ender wono
Mortgage Terminology

Balloon Mortgages These are mortgage loans whose interest and principal payment
wonoét result in the | oan being paid in ful
balloon, can be significantly large. These loans are often used when the debtor expects t
refinance the loan closer to maturity.

Conventionalloans These are loans that are neither insured or guaranteed. They are
below the maximum amount set by Fannie Mae and Freddy Mac. They require Private
Mortgage Insurance (PMI) if the down payment ssléhan 20%.

FHA Loans. These are Federal Housing Administration (FHA) Insured Loans. The FHA
does not originate any loans, but insures the loans issued by others based on income and
other qualifications. There is lower PMI insurance, but it is requinethéentire life of

the loan (1.5% of the loan). While the required down payment is very low, the maximum
amount that can be borrowed is also low.

Fixed rate mortgages(FRMs). These are mortgage loans with a fixed rate of interest for
the lfeofthdd oan. These are the |l east risky from
lender assumes the major interest rate risk above the loan rate. These are-the most
recommended option for new home buyers.

Interest Only Option Loans These are FRMs or ARMs with aption that allows

interest only payments for a certain number of years, and then payments are reset to
amortize the entire loan over the remaining years. Some will take out an interest only
loan to free up principal to pay down other more expensive Qgloe the interesinly

period has passed, the payment amount resets, and the increase in payment can be
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substantial. These are generally not recommended.

Jumbo Loans These are loans in excess of the conventional loan limits and the
maximum eligible for prchase by the two Federal Agencies, Fannie Mae and Freddy
Mac, of $424,000 in 2018 (some areas have higher amounts). Some lenders also use the
term to refer to programs for even larger loans, e.g., loans in excess of $500,000.
NegativeAmortization Mortgages(NegAm). These are mortgage loans in which
scheduled monthly payments are insufficient to amortize, or pay off the loan. Interest
expense that has been incurred, but not paid is added to the principal amount, which
increases the amount of the debt. 8d¥@gAm loans have a maximum negative
amortization that is allowed. Once that limit is hit, rates adjust to make sure interest is
sufficient to not exceed the maximum limit.

Option Adjustable Rate Mortgages (Option ARMs). This is an ARM where interest
rateadj usts monthly, and payments annuall vy,
a minimum payment which may be less than the intenglstpayment. The minimum
payment option often results in a growing loan balance, termed negative amortization,
which has a specific maximum for the loan. Once this maximum is reached, payments are
automatically increased and the loan becomes fully amortizing after 5 or 10 years,
regardless of increase in payment and must be repaid within the 30 year limit. These are
not recommended.

PiggybackL oans These are two separate loans, one for 80% of the value of the home
and one for 20%. The second loan has a higher interest rate due to its higher risk. The
second loan is used to eliminate the need for PM Insurance. With dadgpan, PMI

is not needed, but these are much harder to get now.

ReverseMortgages These are mortgage loans whose proceeds are made available
against the homeownerds equity. Financi al
allow the seller themtion to stay in the home until they die. Once they die, the home is
sold and the loan repaid, generally with the proceeds. These are typically used by cash
poor but homeich homeowners who need to access the equity in their homes to
supplement their mohly income at retirement.

VA Loans. These are Veterans Administration (VA) Guaranteed Loans. These loans are
issued by others and guaranteed by the Veterans Administration. They are only for ex
servicemen and women as well as those on active duty. Lognisenfar 100% of the

home value.

Variable or Adjustable Rate Mortgages (ARMSs). These are mortgage loans with a rate

of interest that is pegged to a specific index that changes periodically, plus a margin that
is set for the life of the loan. Generally tinéerest rate is lower compared to a fixed rate
loan, as the borrower assumes more of the interest rate risk. The may have a fixed rate for
a certain period of time, then afterwards adjust on a periodic basis.

Review Questions

1. What are seven differenfpes of consumer loans?
2. What is the most critical document of the loan process? Why?
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3. What are the three concepts that should be considered before obtaining a home
mortgage?
4. What are the benefits of getting a fixede mortgage? A variablatemortgage?

Case Studies

Case Study 1
Data

Matt is offered a $1,000 singfgayment loan for one year at an interest rate of 12 percent.
He determines there is a mandatory $20-patessing fee, $20 credit check fee, and

$60 insurance fee. The calculatiam tletermining your APR is (annual interest + fees) /
average amount borrowed.

Calculations
A. What i s Mat tydasloa &Rumihgprincipahaed irderest are paid at
maturity?
B. What i s Mat t 6 syeaAl®aRwith principdand snteresa maid anly atw o
maturity?

Case Study 1 Answers
Mattdés interest cost is calculated as prin
A. The APR for the ongear loan is:
Interest = $1,000 * 0.12 * 1 year = $120
Fees are $20 + $20 + $60 = $100
His APR is (1® + 100) / 1,000 = 22.0%
B. The APR for the twayear loan is:
Interest = $1,000 * 0.12 * 2 years = $240
Fees are $20 + $20 + $60 = $100
His APR is
[(240 + 100) / 2] / 1,000 = 17.0%.
Since this is a singlpayment loan, the average amount borrowed isdhee over both
year s. Note that Mattébés APR is significant
the fees charged. He should be very careful of taking out this loan.

Case Study 2
Data

Matt has another option with the same $1,000 loan at 12mtefiar two years. But now
he wants to pay it back over 24 months and he has no other fees.
Calculations
Using the simple interest and monthly payments, calculate:
A. The monthly payments
B. The total interest paid
C. The APR of this loan
Note: Thesimple nt er est met hod for install ment | oans
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amortization function.

Case Study 2 Answers

A. To solve for simple interest monthly payments, set your calculator to monthly
payments, end mode:

PV =-1,000, =12%,P/Y =12,N =24, PMT=?

PMT =$47.074
B. Total interest paid = 47.074 x 241,000 = ?

$129.76
To calculate the APR, it is [(interest + fees) / 2] / average amount borrowed (which
changes each year as you pay it down in an amortized or installment loan). The averag
amount borrowed of $540.68, which is the average of the monthly principle outstanding
(see Table 3). The APR is calculated as ($129.76 / 2 years) / $540.68 = 12%.

Case Study 3
Data

You are looking to finance a used car for $9,000 for three yearspatrdé@nt interest.
Calculations

A. What are your monthly payments?

B. How much will you pay in interest over the life of the loan?

C. What percent of the value of the car did you pay in interes

Case Study 3 Answers
A. To solve for your monthly payments, set PV equabtd00, | equal to 12, N equal to
36, and solve for PMT.
Your payment is $298.93 per month.
B. To get your total interest paid, multiply your payment by 36 months. $298.92 * 36 =
$10,761.44 9,000 =?
$1,761.44
C. To determine what percent of the car
cost of $9,000 = $1,761.44 / 9,000 = 19.56%
You paid nearly 1/5 the value of the car in interest. Why not save next time and
buy a nicer car (or saveme of that money)?
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Table 3. APR Calculation

Calculated rate using Excel “"Rate ™ Functomn: 12 000246
Ammouni 1,000 [Stated Interest 12%
FiY 12 [Paymemnt $47.07
Years 2 |PMT = from loat calculator
Asmount Received: 1,000 Remaining
Amouni| Paymeni Inierest Principle Frinciple
1.000.00 $47 .07 10.00 $37.07 $962 93
$962 93 $47.07 2E3 37 A $925 48
$025.42 $47.07 025 3782 $257.66
$257.66 $47.07 =88 35,20 $240.47
A9 47 $47.07 2.49 $38 58 $210 89
$210 82 47 .07 &.11 F38 08 F771 .92
$771.0% $47.07 7.7z 3035 $732.57
$732.57 $47.07 T.33 $39.75 $592 82
692 22 $47.07 695 $a0.15 $652 68
$652.62 $47.07 &.53 F40.55 $612.13
$612.13 $47.07 6.1z F40.05 $571.1%
$571.18 $47.07 571 $11 35 $529 82
F529 52 F47 .07 530 441 7R F488 04
Fa58.04 $47.07 a4.38 Faz.19 [ EELE-L
$a45 25 $47.07 .45 $az.62 $403 23
$403 23 $47.07 <4.03 $45 .01 $360.19
$360.19 $47.07 .60 F43.47 $316.72
$316.72 $47.07 317 F43.01 $272.81
272 81 $47.07 273 F14 35 $228 47
$228 47 $47.07 228 $14 7R $183 68
18362 $47.07 1.54 Fas 24 135 .44
$138.44 $47.07 1.38 a5 .69 $92.75
$92.75 $47.07 0.93 $a5.15 FaA5.651
Fas .61 47 .07 0.47 a6 .61 $0.00
54068 Total Ini— 12976 |Aciual APR - 12000

Case Study 4
Data

Bill is short on cash for a date this weekend. He found he can give a postdated check to a
payday lender who will give him $100 now for a $125 check that the lender can cash in
two weeks. The APR equals the total fees divided by the annual amount borfbwed.
effective annual rate = [(1 + APR / period¥¥% - 1.

Calculations
A. What is the APR?
B. What is the effective annual interest rate?

Application
C. Should he take out the loan?

Case Study 4 Answers
A. The APR is the amount paid on an annual bdisised by the average amount you
borrow.
APR = ($25 * 26 tweweek periods) / $100 = $650 / $100 = 650%
B. To solve for your effective annual interest rate, put it into the equation for determining
the impact of compounding.
The effective annual interesdte is
(1 +[6.5/ 26 periods])"26 periodsl = 32,987%
This is a very expensive loan.
D. No. It is just too expensive.

Case Study 5
Data

Wayne is concerned about his varialdée mortgage. Assuming a period of rapidly
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rising interest rates, how much could his rate increase over the next four years if he had a
6-percent variableate mortgage with a-@ercent annual cap (that he hits each year) and
a 6-percent lifetime cap?
Application
How would this affect his monthiyayments?

Case Study 5 Answers
Assuming rates increased by the maximum 2 percent each year, at the end of the four
years it could have reached its cap of 6 percent, giving a 12 percent rate. Nearly doubling

the interest rate would significantly increa&a y ne 6s mont hly payment .

Case Study 6
Data

Anne is looking at the mortgage cost of a traditional 6.0 percepe&0amortizing loan
versus a 7.0 percent 3@ar/10year interesbnly home mortgage of $300,000.
Calculations
A. What ar e A mergsdos eachdoantfan theyfirstal@ years?
B. What is the new monthly payment beginning in year 11 after the interlgsperiod
ends?
Application
C. How much did Anneds monthly payment ri

Case Study 6 Answers
A . A rmorehly payments are
Traditional: The amortizing loan payment is:
PV =-300,000) =6.0%,P/Y =12,N = 360,PMT ="?
PMT =$1,798.65
Interestonly: The payment would be $300,000 * 7.0% / 12 = $1,750.00
B. After the 10year interesbnly period, her newgyment would be (she would have to
amortize the 3@ear loan over 20 years):
PV =-300,000] =7.0%,P/Y =12,N = 240,PMT =7?
PMT = $2,325.89
C. The new payment is a 33% increase over the intendgiperiod in year 10.

Case Study 7
Data

Jon took out $300,000 3@ear Option ARM mortgage for purchasing his home, which
had a 7 percent mortgage. Each month he could make a minimum payment of $1,317
(which did not even cover the interest payment), an interdgtpayment of $1,750, a
payment of $1,99ehhat included both principal and interest, or an additional amount. The
loan had a negativemortization maximum of 125 percent of the value of the loan. Jon
was not very financially savvy, and for the first 10 years made the minimum payment
only. As a resltl, at the end of year 10, he was notified that he had hit the negative
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amortization maximum and that his loan had reset.

Calculations
A. What is Jonb6bs new monthly payment begin
amortization limit?

B.Howmuchdi Jonds monthly payment rise over tF
previously?

Case Study 7 Answers
A. After the negativeamortization limit is hit, he must now amortize the loan over 20
years instead of 30. His new loan amount is not $300,000, butd®®7&00,000 * 125
percent) due to the fact he did not pay enough to even cover interest payments:
PV =-375,000/ =7.0%,P/Y =12,N = 240,PMT =?
PMT = $2,907.37
B. His minimum payment was $1,317, and his new payment is $2,907.
It is a 121percentmcrease over the minimum payment period.

Notes
Other good sources of information on mortgages are available at:
www.mtgprofessor.com
www.bankrate.com

1 Ensign,Nov. 1998, 5254
2 Proverbs 29:18.
3J. Reuben Clark Jimprovemengra, Jun. 1938, 328
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6. Debt: Avoiding Debt Like the Plague

Introduction

Attitudestowarddebthavefluctuateddramaticallyoverthelast50 years.Many who lived
throughthe 1930svowedneverto gointo debtagain.Yet graduallypeoplegrewto seedebtasa
tool to obtainwhattheywantednow. In thelateninetiesin particular,thestockma r k wgpwabds
trendencouraged@onsumers$o acquiresignificantadditionaldebt Then whentheeconomy
faltered peoplerealizedonceagainwe live in atime of greateconomicuncertainty.Thedecline
in the stockmarketandthe slowingeconomyduringthoseyearsled to amajorincreasen
bankruptcieshroughouthe United States.

Advertisinghasbeeninstrumentaln promotingtheview of debtasatool, Gdiwhatyouwa nt , 0
theadvertisementsay.fi G & how,andpayonly $80amo n t fhB uagarwith zerodownand
makeno paymentdor the next12 month$o Getwhatyou wantnow andpayit off overthe next
15yearsSomeone said fiwe borrow money we donot
i mpress peopl gWilhRogersstimnmabzedhexarengconditionof our nationby
saying W@ o6shadwtheworld we areprosperousgvenif we haveto go broketodoi t2. 0

Peoplecomment on how difficult it is to pay back loakgh at t hey dforevery r e al
dollar borrowed, they must earn more than a dollar to pay it Méelare not consistent in our
thinking. With debt, we are borrowing an aftex anount However, to pay it back, we must

earn a befor¢ax amountThat difference can be significant depending on your taxes,
contributions and savings.

Objectives
Onceyou havecompletedhis chaptey you shouldbe ableto do thefollowing:

A.Understandbur | eader 6s counsel on debt
B. Understandhe principlesof usingdebtwisely.

C. Understandow to developandusedebtreductionstrategies

D. Understangblans and strategies foebtreduction

Understand our L eaderds Counsel on Debt

We have beenounseled for 6,000 yearsiioP ay t hy @’®©ébtisabmafbondagee
limiting bothtemporalandspiritualfreedom.J. Reuben Clarkeminded us

It is a rule of our financial and economic life in all the world that interest is to be paid on
borrowed money. . . Interest never sleeps nor sickens nor dies; it never goes to the
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hospital; . . it never visits nor travels; it is never laid off work; itarevorks on reduced

hours; it never pays taxes; it buys no food, it wears no clothes. . . Once in debt, interest is
your constant companion every minute of the day and night; you cannot shun it or slip

away from it; you cannot dismiss it;. . .and whenex@r get in its way or cross its
course or fail to meet its demands it crushes you. So much fortéhest we pay.

Whoever borrows should understand what interest is, it is with them every minute of the

day and night.

To helppeopleavoidthis bondageJoseph-. Smithadvised Getoutof debtandkeepout of
debt,andthenyouwill befinancially aswell asspiritually free.0®

More recentlyJames E. Faust staté&®ver the years the wise counsel of our leaders has been to
avoid debt except for theurchase of a home or to pay for an education. | have not heard any of

the prophets change this counsel

Somemightarguethattheir financial situationhasnothingto do with their spirituality. Marion
G. Romneypointedoutthatselfrelianceis essentl for spiritualgrowthto continue. He said:

Independencandselfreliancearecritical keysto our spiritualgrowth. Whenevemwe get
into a situationwhich threatensur self-reliance we will find ourfreedomthreateneds
well. If we increaseour dependenceaye will find animmediatedecreasén our freedom
to act’

Whenwe arein debt,our freedomto actandour ability to grow spiritually arereduced Staying
outof debtis notjust atemporalcommandmentissomesupposeit is alsoa spiritual
commandmenaswell.

Debtis necessarat timeswhenpeoplemayneedto borrowfor somegoalsthatmight otherwise
beimpossibleto achieve Suchgoalsmayincludegaininganeducatiorandpurchasinga modest
home Purchasingasecondcaror anewwardrobeon credit,howevermaynot beappropriate.
GordonB. Hinckley counseled Rdasonabldebtfor the purchasef anaffordablehomeand
perhapdor afew othernecessaryhingsis acceptableBut from wherel sit, | seein avery vivid
way tgse terribletragedieof manywho haveunwiselyborrowedfor thingstheyreally do not
needa

Whengoinginto debtfor ahomeor aneducationyou shoulduseprayerandwisdomto make
gooddecisionsaboutthe amountof moneyyou borrowandthetype of loansyou takeout. If you
do gointo debt,you shouldpayyour debtoff assoonasyou can.

Anothertype of debtthatmaybenecessarys businesslebt.While we will notcoverthisin
detail,we includesomecautionsfrom N. Eldon Tannerregardingousinessiebt:

Investmentdebtshouldbefully securedsoasto notencumbeaf a mi securiydD o n 6 t

investin speculativeventuresThe spirit of speculatiorcanbecomentoxicating.Many
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fortuneshavebeenwipedout by theuncontrolledappetiteto accumulatanoreandmore.
Let uslearnfrom the sorrowof the pastandavoid enslavingour time, energy,and
generahealthto a gluttonousappetiteto acquireincreasednaterialgoods®

It may beacceptabléo incur debtto undertakea businesendeavoif (1) thedebtdoesnot
jeopardizethe personabr family financesof the busines®wnersor managers(2) thedebtis
usedfor avalid businespurposeor investmenbpportunity (3) speculativeventuresand
consumptiorunderthe guiseof investmenshouldbe avoided.Usingdebtto financea
speculativerenturemagnifiestherisk of theinvestmentAnd (4) businesslebtmustbeincurred
with full commitmento repaythe money.Failureto repayanydeb® includingbusinessiebt
is aform of dishonestyKeepingtheseprinciplesin mind will helpusdeterminevhendebtmay
or maynotbeappropriatdor a businessnvestment.

Why is Repaying Debt So Hard

Most in debt find it difficult topay it back That is because when we borrow money, we are
borrowing an aftetax amount, and to pay the debt back, we must earn a HafoaenountThe
difference is significant.

For example, | etds say you borrowed $1. 1In
$1, but you must earn enough to pay your taxes, chhritantributions, and any savings you

plan. Assuming your federal tax rate was 22%, your state tax of 5%, a city tax of 5%, charity of
12% and you are savirgp%, you would need to earn $3.23 for every dollar you will pay back,
and this does not includeterest (see Graph 1}.or a tool to help you calculate how much you

will need to earn, seémountsto Pay BacKLT34).

Graph 1. Préax Amounisto Pay BackKLT34)

Pre-tax Amount to Eamn to Pay Back
Each Dollar You Repay from a Loan (LT34.1)

Per Dollar

Amount Borrowed s 5,000
Taxes (%)
Federal Tax rate: 22.0%
State Tax rate: 10.0%
City Tax rate: 5.0%
Charity and Savings (%)
Charity rate 12.0%
Savings rate: 20.0%
[
To Pay Back
313

Per Dollar Borrowed 2
Total Amountto eam  § 16,129
You must earn $3.23 for very $1.00 you borrow.
a 222.6% increase in what you must eam!!!!

For a $5,000 loan, you must earn $16,129 before tax to pay off the $5,0@3slabing the
percentages abovBorrowing is not cheap.
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Understand the Principles of Using Debt Wisely
Thereareafew importantprinciplesof effectiveloanuse Thesenclude:

1. Know yourself. Thisincludesyour vision, goalsand plansWhatis importantto you,
notjustnow, butin thefuture? Whatdo you wantto accomplishwith your life? Whatis
thevision of whatyou wantyou andyour family to becom® Thekey s to havethe
vision of your biggerfi y eirstliefuture soyou cansayno to the currenttemptationgo
spendfi Wh ehereis novision,thepeoplep e r s h . 0

2. Seek, receive and act on the Spiritds guidance. This includes seeking diligently
through study and prayer, I|living worthy of
onceit is received.

3. Understand the key areas of debt, andow whereyou are in your spendingand
your income If married,do not hideanyliabilities or assetdrom eachother. How much
do you owe,andwhatareyour asset® In orderto beableto getwhereyou wantto go,
you mustknow whereyou arenow. Havearealisticideaof yourincome,spendingdebt
andinvestmenprogressGeton your budgetandplanfor thethingsyou wantto
accomplish

4. Setyour priorities . Decidenow thethingsyou will do andwhatyou will notdo?
Makethosedecisionsnow, soyouw o nh@awveto re-decidetime aftertime. Striveto learn
from your experienceghe experiencesf your family, andothers Thankfully, we have
theteachingf leadersandscripturesvho havegiven uscounsel Resolveto notgointo
debtexceptfor amodesthomeandmodestducationBe wisein your expenditures.

5. Finally, pay asyou go. You cannotspendyourselfinto financial security Live within
your meansanddo not spendthatwhich you do not have,andfollow your goalsand
decisions

If youarein debtadd let meaddafew pointswhichwill bediscussedhn the nextchapter.

6. Prioritize your debts Which arethe mostimportan® Give priority to securediebts
for houseor car. If thetime comesthatyou cannotpayall your debts,determinewhich
aremostimportant,suchasaroof overyour headandfood andtransportation.

7. Developa debt repayment plan. Automatet andfollow it closely A debtrepayment
planis howyouwill paybackyourdebts You mustbeableto continueto meetyour
currentneeddor yourselfandyour family, andhavesufficientto repaythe debtwhenit
comesdue

8. Do not take on any new debt. Debtstopsgrowth, both physicallyandspiritually. Do
notaddto your debtburdenasyou striveto payoff your debts.
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Finding Balance

As you work on avoiding and eliminating debt, finding balance among doctrines, principles and
application is important in helping you become beBetow are a few ideas.

Principles Doctrines
Know yourself, your vision, goals and budget Identity
Seek, receive and a ¢ Dbediencet he Spirités gqgui
Know where you arénancially Accountability
Use abtonly for a modeshome and education Agency
Live within your means Stewardship
If you are in debt, add:
Develop a debt repayment plan Stewardship
Do not take on any new debt Accountability
Once out of debt, continue paying yourself Stewardship

From Obedience to Consecration

From the principles andoctrines, we can see that we are not just working on being wise with
our finances and avoiding debt, which is an applicafoom a higher perspective, or with
increased vision,

We are childremf God (identity) striving to live worthy of the Spirifobedience)

showing whatve believe byour actions and choosing to delay gratification
(accountability) We aretaking responsibility fobur actions and usingur agency
(stewardship) to save for things and not borrow, and learning the lessons God weuld hav
uslearn through distinguishing betweear wants and needs (agency)wecan

accomplishour individual missiors andachieveour individual and family vision and

goals.

Understand How to Developand UseDebt-Reduction Strategies

Whatif you arealreadyin debt?Is therea procesghatcanhelpyou getout? Thegoodnewsis
thatthereis. Thefollowing processs essentiafor debtreduction:

1. Recognizeandaccepthatyou havea debtproblem.

2. Stopincurringdebt.D o nbaijtanythingelseon credit. Be especiallycarefulabout
usinghomeequityto paydowndebtsuntil you haveyour spendingundercontrol. Will
Rogerscommentediilf youfind yourselfin ahole,stopdiggingo*!

3. Makealist of all your bills.

4. Look for manydifferentwaysof reducingdebt notjustone Examplesmightinclude
consolidaing balancedo alower interestratecreditcard,havng ayardsaleto earn
moneyto paydowndebt,or usng savingsto reducedebt.
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5. Organizearepaymenbr debtreductionstrategyandfollow it.
6. Follow through on the Plan until total debt elimination.

Therearethreebasictypesof debtreductionstrategies:

Personalstrategies: Thesearestrategiegou canuseon your own; theyincludetheuse
spreadshee@ndfinancialmanagemengoftware suchasQuicken Mint.com, YNAB or
Mvelopes or otherprogramgo helpyou organizeyour financial situationsoyou can
makepaymentdgo getout of debt

Counselingstrategies: Thesestrategiesequireoutsidehelpandincludedebt
consolidatioranddebtnegotiationstrategiegrom creditcounselingagencies

Legal strategies: Thesestrategiesequireprofessionalegal helpandmay consistof
declaringbankruptcy.

PersonalStrategies

In this chapteywe will focuson personaktrategiedo helpthosein debtorganizeaplanto get
outof debt.Evenif youarenotin debt,it is still helpful to learnthesedebtreductionstrategies
becausgou will probablyknow someonavho would benefitfrom thesesuggestions.

Debt-elimination Calendar: Most expensivedebt first. In hisarticleiOnefortheMo ney , 0
Marvin J. Ashtondiscussesis debteliminationstrategyHis logic is thatyou shouldorganize
your debtsandpayoff your mostexpensiveonesfirst.

He recommendsghatyou setup a spreadsheedr ledgerwith arow for everymonthyouwill be
makingpaymentsn your debtsanda columnfor eachcreditor(seeTablel). You startby
payingoff the debtwith the highestinterestrate;this way you arepayingoff your most
expensivaebtfirst, whichwill saveyouthe mostmoney.Onceyour mostexpensivalebtis paid
off, continueapplyingthe sametotal amountof moneyto otherlinesof credituntil all of your
debtsarepaidoff. Thisis thecritical point. After you havepad off onedebt,you mustkeep
payingthe sameamountof moneybut usethatadditionalmoneyto payoff the nextmost
importantdebt. Then,onceyou havepaid off yourall your debts,you cancontinuepaying
yourselfconsistentvith your personabndfamily goals.

Debt-elimination Calendar: Smallest Balance kst. Dave Ramsey, in his bodkhe Total

Money Makeovef2003) recommends you pay off your smallest balance first. His logic is that

as you see your debt decreasing, it will increase your motivation to continue attacking your debt
until you get it paid off.

He recommends that you set up a spreadsheet or ledgex mehfor every month you will be
making payments on your debts and a column for each creditor (see Table 1). You sort the
columns by the debt with the smallest balance first, and the next smallest next. As you pay off
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the smallest balance, you see susapsckly and it helps keep you motivated. Once the first debt
is paid off, continue applying the same total amount of money to other lines of credit until all of
your debts are paid off. This is the critical point. After you have paid off one debt, ysilkke®p
paying the same amount of money but use that additional money to pay off the next most
important debt. Then, once you have paid off your all your debts, you can continue paying
yourself consistent with your personal and family goals.

Table 1: DebtElimination Calendar

Credit
Card

Consumer

Loan Dentist

Piano Auto
Loan Loan

Student

Loan

Total
Pavments

Interest Bate 1%

13%% 102

2% 5%

3%

Amoumt Owed  F2135.68
Min. Payment

March 2leoz 110

April 110

ay

Juane

Taby
Auzst
Septamber
Ovctober
MNaovembar
Deacember
January
Fehmary
March 2o
April

May

Tune

Tuaby
August
Septamber
Ovctober
MNaovembar
Diacember
Jannary
Febmary
March 20x=
April

May

Jane

Taby

110

$523.46 13,61

70
70
70

120
120

A0
A0
50
30

50 73
235
235

235

52

178
230
30

5
5
75 235
5
5 235
75 235

75 233

305 235
305 235

$1.590.94 E10,008.37

135

120 411
340
340
540
540
540
340
540
540
540
540
540
540
40
167

$7.002.64

120
120
110
110
120
120
110
120
120
120
120
120
120
120
120
120
120
120
120
120
120
120
120

120

402
540
460
460
460
245

S 10,772
60

60

60

G460
G460
G0
G50
G460
G0
G0
G460
G460
G460
G0
G0
G0
G460
G0
G0
G0
G0
G0
G0
G460
G460
G460
G0
G0
G0
245

Note that with both highest rate and smallest balance, if you have extra money, you can add an
accelerator to your payoffhis can allow you to pay off your debt even faster.

Whil e the

i most

expensi vier odre bat
methods have the same objective and both can be helpful in eliminatin@detilimination
Spreadsheet with AcceleratdT20) on ths website is a useful tool for determining which

method will repay debts the quickest. With this tool, you have the option to pay down either the
highest interest rate or smallest principal first. Most times, the difference is not significant and
either mehod will accomplish the same objective. The key is to act now.

iftiort satl 0 cforsa nbe woo

Home equity loans Exchanging for Secured DebtYou have probably heard radio and TV
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advertisements for debt consolidation loans. Debt consolidation loans are hatynéoaqs, or

loans against the equity in your home. Home equity loans have some benefits: because they are
secured loans (credit cards are unsecured loans), they have lower interest rates, which reduces
the monthly payment on your debt. In addition, titeriest on home equity loans may be tax
deductible.

However, there are two drawbacks to this type of loan. First, by taking out a home equity loan,
you may not be addressing your real problem: the bad habit of spending money you do not have
and living beyad your means. If your spending habits have not changed, your spending will
continue even after you take out the home equity loan.

Second, if you take out a home equity loan and do not pay it off, you run the risk of losing not
only your credit score butoyir home as well. Home equity loans put your home at risk because
your home is used as collateral for the loan. Experience has shown that over 80 percent of those
who take out a home equity loan to pay credit card debt have the same amount of debt they had
at the time they took out the loan within three years. No spending changes have occuthexrl, and
people soon find themselves back in debt. As their spending continues, they may now suffer both
reductions in their credit ratings and the loss of their lsome

Should you take out a home equity loan to consolidate and pay off your debts? The answer is not
straightforward. l'tés |i kely that you wil/| ge
have not changed your spending habits. If you havedlraddressed the spending problem that

got you into debt in the first place, a home equity loan may be a useful option.

If you find yourself too far in debt for personal strategies to work successfully, you have a few
choices:

CounselingStrategies

Regardingcounselingstrategiesyou maybe ableto gethelpfrom eithernonprofitcredit
counselingagenciegCCAs),which canhelpyou reduceyour monthlyinterestchargesor for-
profit agencieswhich canhelpyou consolidateandnegotiateyour debt.Regardlessf your
choice,checkout thecompanyyou selectwith the BetterBusines8Bureaubeforeyou spendany
money.

Nonprofit credit counselingagenciesThese agenciearesetup specificallyto helppeople
reducetheir creditcarddebt. Thesenonprofitagenciedhiavearrangementswith manycreditcard
companiesandby working with thosecreditcardcompaniesyou canhaveyour interest
paymentgeducedor eveneliminatedwith specificcreditors.The creditorsgive thesenonprofit
agenciearebatethatcomesfrom whatthe creditorsareableto collectfrom you. Creditorsare
generallywilling to work with creditcounselingagenciedbecauseheywould rathergetsome
moneybackthannoneatall.

Usingtheseserviceswill costyou about$15to $20for setupandabout$12 permonthafterthat.
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If youwork with a creditcounselingagencyrealizethatit will likely showup onyour credit
reports.However,your goalis to reduceyour deb® notto increaset throughpayinghigh fees.
If you successfull}completethe program,your successnaybenotedon your creditreportsas
well.

Nonprofit creditcounselingagenciesanbe found by calling the NationalFoundatiorfor Credit
Counseling1-800-388-2227).Thefollowing areafew questions/ou shouldasknonprofitcredit
counselingagenciedeforeyou signup to work with them:

Is theagencylicensedqTo verify their answer askfor their tax ID)

Is the agencya memberof the NationalFoundatiorof ConsumeCredit(NFCC)?

Is theagencyaccreditedhroughthe Councilon Accreditation?

Arethea g e n @oynsdetorgertifiedby theNFCC?

Whatisthea g e n monthlymanagemerfee?ls it tax-deductible?

How longwould | bein the program?It shouldrarelybelongerthanfive years)
How muchwould | be payingon my debtseachmonth?(Paymentsareusuallytaken
directly from a checkingor savingsaccount)

T Will I talk with the samepersonreverytime or with manydifferentpeople?

=4 =4 =4 -8 -4 _-9_-°

For-profit credit counselingagenciesThese agenciemnakemoneyby helpingpeoplegetout
of debt. Therearetwo mainmethodghroughwhich theywork: debtconsolidatioranddebt
negotiation.

Debtconsolidation The goal of this strategyis to consolidatedebtinto a singleloanwith a
lower interestrate.For-profit agenciesnakemoneyon loan-origination chargesandotherloan
feesastheyhelphomeownersakeout aninterestonly homeloanandusethe excesscashthat
would havegoneto paydownprincipalto payoff debt.Borrowersshouldrealize,however that
interestonly mortgage$aveaninterestonly optionfor a specificperiod,i.e.,oneto seven
years After theinterestonly period,theloanbecomegully amortizingandtheloan principal
mustberepaidin a shorteramountof time, increasingnonthlypayments

Debtnegotiation Debtnegotiatorsvork with creditorsto reducetheinterestrateandprincipal
on certaintypesof loans,especiallycreditcardloans.Initially, theconsumemakesmonthly
paymentgo the debtmanagementompanywhich mayhold thosepaymentsuntil the

c o0 n s u aceounfsmselongoverdueAt this point, the debtmanagementompanyattemptgo
negotiatewith the creditorsto reducethec o n s u imerestateandprincipal. Theyare
sometimesbleto significantlyreducethe amountowed;however helpfrom thesecompaniess
notcheap.Theytypically chage atwo-monthretainerfee up front to work with your creditors.
In addition,shouldthis strategybackfire,you mayhavemanymonthsof nonpaymenhistoryon
your creditreporteventhoughyou mademonthly paymentsasrequiredto the for-profit credit
counselingagency.

Beforeyou beginworking with afor-profit creditcounselingagencype sureyou understand
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howtheagencymakesmoney.If it d 0 e snakésensdo you, gowith anothercompany.The
following areafew questions/ou shouldaskfor-profit creditcounselingagenciedbeforeyou
signup to work with them:

Whattypesof loanswill theagencyhelpconsolidateor negotiate?

How muchwill thea g e n senviéescost?

How doestheagencygetpaid?Who paystheagency?
Whendoestheagencygetpaid?

Whatis the monthlyfee?Is it tax deductible?

How longwould | bein their program?It shouldneverbelongerthanfive years)
How muchwould | be payingon my debtseachmonth?(Paymentareusuallytaken
directly from a checkingor savingsaccount)

1 Will I talk with the samepersonreverytime or with manydifferentpeople?

= =4 =4 -8 8 -9 -9

Therearebenefitsto usingthesetypesof programsFirst, thesecompaniesnaybeableto
significantlyreducetheinterestchargesandeventhe principal of sometypesof debt.Second,
theymaybeableto helpyou out of extremedebtif you follow throughwith them.

Therearealsodrawbackgo working with theseorganizationsMostimportantly,theyarevery
expensiveandthereis no guaranteg¢heywill beableto help.In addition,theseorganizationare
establishednainly to makemoney,which meansyou will paymuchmorefor their helpthanyou
will payfor the helpof nonprofitcreditcounselingagenciesRememberthesecompaniestop
makingpaymentdeforetheybeginto negotiate soworking with themmay havea significant
negativempacton your creditreports Watchfor thefollowing warningsigns andgo elsewhere
for helpif you noticeanyof them:

1 High,upfrontorivol ufeegsar yo

T Vaguecontractghatdo notexplainfees

1 Promiseghatsoundtoo goodto betrue (for examplea promisethatcreditorswill cutthe
principalowedby 50 percent)

1 Feedfor justdistributingpaymentdo creditors

1 Pressureo signup for debtrepaymenserviceammediatelybeforefeesaredisclosed

1 Feesfor phoneconsultations

Rememberyou areworking with your money.Useit wisely, andfind a programthatcanhelp
you resolveyour debtissuesn a consistentlogical way andwithin areasonabléime frame.

Legal StrategiesdBankruptcy
Legalhelpshouldbeyour lastresort;however,f thereis no possibleway thatyou canrepay

your debts,you maywantto considerthis option. Therearetwo majortypesof bankruptcy:
Chapter7 andChapterl3.
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Chapter 7. If youdeclareChapter7 bankruptcy your assetsvill beliquidatedandusedto pay
creditorsaccordingo proceduresutlinedin the BankruptcyCode.Thisis the quickest simplest,
andmostfrequentlyselectedype of bankruptcy UnderChapter7 bankruptcycertaindebts
cannotbewaived,including child support studenioans,anddrunkdriving fines.

Chapter 13. If you declareChapterl3bankruptcyarepaymenplanis setupin which the court
bindsbothyou andyour creditorsto settermsof repaymentYou retainyour propertyandmake
regularpaymentswith futureincometo atrustee who payscreditorsslowly overthelife of the
bankruptcyplan.

Researclon bankruptcyhasshownsomeinterestingrends.The majority of bankruptciesre
causedy loss of relationshipsd{vorce,death,or separatiojy unpaidmedicalexpensesandloss
of the primarysourceof employmentYou cansubstantiallyreduceyour risk of theseeventsby
furtherdevelopingyour relationshipspbtaininglife andhealthinsuranceandcontinuingyour
education.

Unfortunately somehavecometo seebankruptcyasa way of gettingout of payingthe
obligationstheycanhonestlypayontheirown. If you areconsideringoankruptcyaskyourself
thefollowing questions:

T Isit honestorisit justawayto getout of debtlegally?Rememberthingsthatarelegal
may not necessariljoe honest.

T s yourintegrity worth morethanmoney?

1 Isit reallynecessaryo declarebankruptcy?

A bankruptcy filing will remain on your credit reports for up to 10 years after you make your last
payment. This will hurt your chances of getting the credit necessary to purchase a home or a
business. Filing bankruptcy should not bieetalightly; it should be your last resort.

Understand Plans and Strategies foiDebt Reduction

If you are out of debt, we are pleaskds not an easy thing to gahd stay out of debBut it is
important If so, your Consumer Loans and Debt Plan will be short.

For those in debt, youbebt ReductiorPlan and Strategiesepart of your @nsumer Loamand
DebtPlan For your Pan, continue from what yodid with your Credit Plampreviously on credit,
and addyour views on debfThena d d y o udebt edugtionplans and strategies that may
be helpful Start with your views on debt. What is the place of debt in your life?

Plans and Strategied” Debt
Overall
1 1 will keep an emergency fund of@months at all times. When | use these, | will repay
them in 6 months
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| will avoid debt except for a home and educatemd will pay off my home by age 45

| will pay cash for all trargortation purchases and toys

| may need to borrow for my first car. If so, | will pay it off within 3 years and pay cash

for all future vehicles

T 1 will save money for my childrends educat
month so | will not ne@& to go into debt for these things

1 ['will save 20% of my income and will invest wisely. | will get the company match, save

15% of my income for retirement. And not borrow against my 401k

= =4 =

Debt Reduction

1 Once school is out, put enough in the company 40dkk match, then save 20%
minimum to build our emergency fund.

1 After that, use 2€80% of incometo pay df debt as quickly as possible paying the
highest interest rate first {20). Once debt is paid off, continue to pay 20% into savings

1 Continue to live like a student after college, build my eyaacy fund, then pay 20%-+
each month against my debt using the debt snowball method until debt is allAjtare.
that, | will then keep paying myself 20% into saving and investing.

Oneoff Debt Reduction Strategies
1 Bump up your debt repayment percentagay more than the minimum balance, and use
30-50% of income to get out of debt.

1 Negotiate a lower interest rate. Call the credit card company and request a lower interest
ratewhich can reduce your interest costs. If they will not do this, move yalanbes to
another card that has a lower interest rate (but make sure transfer fees are low)

Use savings to pay down dedfter you have your Emergency Fund
Use any salary increase to pay down debt. Live at your previous salary and use increases
to pay abt
Use your tax refund chedtirely topay down debt.
If possible, &change consumer debt for mortgage debt. If you have equity in your home
and you have changed your spending habits, use your equity to pay down debt.
1 Sell assets. Have a yard satel sell those things you probably should not have bought
in the first place to reduce your debt

= =

= =

Summary

You have studied what the scriptures and other leaders have said concerning debt. Avoiding debt
is important for both our temporal and spiritual wegingand growth Debt stops growthboth
temporal and spiritual

We discussediifferentpersonaktrategiesor debtreductionaswell ascounselingandlegal
strategiedor debtreduction.Personaktrategiesncludeusingdebtreductionspreadsheetsnd
payoffacceleratorsWe talkedaboutcounselingstrategiesn termsof both nonprofitandfor-
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profit creditcounselingagenciesFinally, we talkedaboutthe legal stratey of bankruptcyand
why it shouldbefiled only asalastresort.

We concluded witlideas for those in debt, of a Debt Reduction Strategy, which is part of your
Consumer Loanand DebtPlan This Plan can be powerful in helping ystay away from and
eventuallyredudng your debt.

Assignments

Financial Plan Assignments

Your assignment is to finish your Consumer Loan and Debt Plan. You have already worked on
consumer loans as part of tREP Loans Templai&T01-08), axd now you will add more to the
debt and debt reduction portion. Your Consumer Loan and Debt Plan includes four main areas:
Consumer Loans, Student Loans, Mortgage Loans, and Debt and Debt Reduction. You will
include each of these four areas as you devbuir plans for using debt.

If you are in debt, or know others in debt, think through the reasons for that debt. Are there
things that could have been done differently or things you could have done without that would
have reduced the need for debt?

Reviewany debt you may have, including consumer, auto, mortgage and student loans. Write out
your debt situation for each debt, including the following: creditor, phone number, reason for the
loan, principal owed, interest rate, minimum payment, additionas ciests, and the date by

which you expect to have the loan paid off. Once you have written down all your debts, plan how
to reduce your debt.

Write down your views on how you will use debt in the future. Will you use it? What type of
debt is acceptable? Nt are your thoughts and what are the reasons you feel the way you do
toward both acceptable and unacceptable debt?

If you are in debt, create a Debt Reduction Strategy, and include it as part of your Consumer
Loan and Debt Plan.

Learning Tools
The following Learning Tools may also be helpful as you prepare your Personal Financial Plan:
DebtElimination Spreadsheet withccelerator(LT20)
This Excel spreadsheet gives a framework for paying off debt; it encourages you

to pay off your debts in order of expense until you have paid off all your debts.
You can also choose between paying highest interest or smallest balstnce fir

Debt Amortization and Prepayment Spreads(ieED9)
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This Excel spreadsheet gives a debt amortization and prepayment schedule to help
you as you reduce and eliminate your debt.

Credit Card Repayment Spreadsh@4dtl8)
This Excel spreadsheet gives information on how lomglii take to pay off credit
cards and other debt.

Review Materials

Terminology Review
Average Daily Balance (ADB) A common way of calculating interest to charge.
Computed by adding each daydés balance for
number & days in the cycle.
Cash Advance Using a credit card to obtain cash, such as through an ATM or over the
counter at a bank. This is an extremely expensive way to borrow, and carries several
pricy fees.
Credit Bureau. Private organizations which maintairedit information on individuals,
which it allows subscribers to access for a fee. The three major credit bureaus to know
are Equifax, Experian, and Trans Union.
Credit Card. A financial instrument that allows the holder to make purchases through an
open Ine of credit.
Credit Limit . The maximum amount that one can borrow on a single credit card. This
amount is often influenced by oneds credit
Credit Report. Information collected by credit bureaus from subscribers, creditors,
public court records, ahthe consumer.
Credit Score. A numerical evaluation of your credit based on specific criteria determined
by the credit scoring company.
Debit Card. Unlike credit cards, debit cards act like a personal check. When used,
money is taken straight from the cwtted account to pay for the purchased item.
FICO Score. This is the most commonly used credit score. It ranges from 300 to 850.
Grace Period The amount of time given by a credit card company to pay a due balance
before interest starts to accridormally 20 to 25 days, excluding cash advances. It does
not apply if the card already carries a balance.
Secured Credit Card Similar to a standard credit card, but is tied to a checking or
savings account. The card cannot be used once the money icdbatas gone, until
more funds are added. Useful for building credit.
Smart Card. Similar to a debit card, but rather than being connected to a certain bank
account, they magnetically store a certain amount of money linked to the card itself.
TeaserRates Very low introductory interest rates used to attract new customers to a
certain credit card. They increase soon af

Review Questions
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1. What are two debts that, according to leaders, are okay to incur?
2. What argorinciples of avoiding debt and why are they important?
3. What key doctrines, if understood better, would help you avoid debt?

Case Studies

Case Study 1

Data

A family friend has asked you to help one of his children, who is having some financial
problens. The son gave you the following information: They have four children, ages

three months to 18 years. Their bills include a mortgage of $150,000 at 6 percent, a
second mortgage of $20,000 at 7.5 percent (because they were too far in credit card debt),
delis to various financial institutions of $10,000 at between 12 percent and 28 percent
(she lost her job due to the latest pregnancy), a lease on a new truck of $18,000, a loan on
her car for $5,000, and miscellaneous Christmas bills totaling $3,000. éiiter \work
usingDebtElimination Spreadsheet with Accelerafbi20), you determine that debt
payments represent 83 percehtheir income for living expenses.

Application

What suggestions do you have to help them get out of debt?

Case Study 1 Answers

The above was a real case that occurred a few years ago. | have included below my
suggested process to help (there are likely other ways to help as well).
1. Help them determine what is important to tetheir personal vision of where they
want to be.
1 I shared with them the importance of perspective and that personal finance is just
part of the gospel of Jesus Christ.
T 1 share with them doctrines, principl
Ahowbso of personal f i nabefnancialpseécure.hy t
1 They recognized that they had a debt problem. They were finally sick and tired of
being sick and tired.
2. Help them realize where they are financially, and that their habits were not taking them
to their goals.
1 I helped them develop balance sheet for the family.
1 We worked together to determine what assets were available and how much was
owed. We developed an income statement and ratios
1 We worked at finding out where the money was going so we could put it to the
best use.
1 We put then on a very strict income and expense plan, and we worked on both
areas.
3. Determine individual ways of reducing debt, the more the better.
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1 I had them fill out their income taxes quickly so they could receive their income
tax return.
1 They borrowed moneygainst their casiralue insurance policy to reduce their
debt.
1 I had them sell assets that they could do without (i.e., truck, old vehicles, etc.).
4. Help them determine a course of action and debt reduction plan, and committed them
to that course.
1 We woked together to make a debt reduction plan, and then we all worked
together to follow that plan.
1 I enlisted other people as part of a team approach to help them with talking to
creditors and paying off their debts.
1 We met together every week and | heldntheccountable for their plan.
5. Help them follow through with their plan (until total debt elimination*)
1 We worked together on their debt reduction plan (not our plan) and held them
accountable for it
1 We met with them weekly to see how they were doingtarehcourage them to
stick with the Plan
We continued to offer encouragement and support in gutgmental manner
Now, many years later, they are still in debt, but their debts have become much more
manageable and they are working to pay them off camlpleHas it been easy? No. Is it
worthwhile? Yes. The wife commented recent
hard for so |l ong. You run into debt, but vy

Case Study #2

Data
Emilee has been thinking about how much she haanoto pay back her loans once she
leaves schooAssume she will be in the 25% Federal tax bracket after school, living in
New York (10% state tax rate) and New York City (5% city tax rate), and she pays 12%
gross of her income to charity.

Calculations
How much must she earn to pay back $1.00 in student loans (this assumes 0% interest)?

Case Study #2 Answer

Calculations
To pay back $1.00 in student loans will require:
1 Taxes:
1 Federal tax rate: 25%
i State tax rate: 10%
1 City tax rate: 5%

M Charitable ontributions: 12%
The formula is:
 x-.25x-.10x-.05x-.12x = 1 Solve for x?
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1 X=2.08 (1/(.25+.10+.05+.12)
Emilee must earn $2.08 for every dollar she borrows (and that assumes a 0% interest
rate) T h a txpessivee(seeoan Amount to Pay Bacikt T34).

Amount Necessary to Pay Back Student Loans
ling Principle. Interest, Taxes and Contributions (L

Pre-tax Amount to Earn to Pay Back
Each Dollar You Repay from a Loan (LT34.1)

Der Dollar  Specific Amount

Amount Borrowed 1.00 $  3500.00
3634867
Taxes (%)
Federal Tax rate: 25.0% 25.0% it
State Tax rate: 10.0% 10.0% Y

City Tax rate: 5.0% 5.0% 169
Charity and Savings (%)
Charity rate; 12.0% 12.0%
Savings rate: 0.0%

Amount Necessary
to pay Back 208 $  7291.67

You must earn $2.08 for very $1.00 you bomrow, PR o
a 108.3% increase in what you must earn!!!! You must eamn $3.53 on average to pay back every $1.00 you borrow!!!!!

* APR is caleriated from sraduaion wei the time the loan is paid off [ haver't figured cut how to calciate the

Case Study #3

Data
Use the tax and charity information from the previous case. Emilee is in her second to
lastyear in school (24 months till graduation) and is considering a $5,000 alternative loan
at 12% and plans to pay it back in 60 months after she graduates.

Calculations
How much must she earn to pay back that alternative loan of $5,000 (which is not
subsidzed and accrues interest while she is in school) at 12% interest over 60 months and
including taxes and charitable contributions?

Case Study #3 Answes
To pay back $5,000 in student loans requires:
1 At 12% interest and in her second to last year of scehelwill add 24 months of
interest or $1,349
o PV for 60 months will require a payment of $141.22 per month
o PV=5,000, rate = 12%/12, Periods = 60 months, Solve for her Pmt = ?
o Payment=$141.22
o Her total payments will be $141.22 * 60 months or
1 Total Paymets = $8,474 or 6& more than borrowed
To determine how much she needs to earn to pay back this $8,474, we determine:

1 Taxes:
o Federal tax rate: 25%
0 State tax rate: 10%
o City tax rate: 5%

0 Charitable contributions: 12%
f The formula is
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0 X-.25%.10%.05x%.12x = 1. X = 2.08
0 To pay back this $8,474, Emilee must earn 2.08 * $8,474 or $17,653
A Emilee must earn $3.53 for every $1.00 she borrows
($17,653/$5,000=3.53Again, very expensive

1 Anonymous.

2Will Rogers Legacy, California Department of Parks and Recreatioitpat/www.parks.ca.gov/?page_id=23998
32 Kings 4:7.

4J. Reuben Clark, Conference Address,ilfr1938.

5 Conference Report, Oct. 1903, 5

SADoing the Best ThingsAugustli38s 4l Wor st Times, 0 Ensign,
"AiThe Cel esti-RBe| N abngigs dud @984, Be | f

81 B e EnsignvAag. X992, 6

AiConstancy AEmsigdNoZ RN §e , O

0 Proverbs 29:18.

INina Coleman, @dThe Man In¥heWiars Glubmible df Jokis, Pdkes,FRRoagts, ansl , 0
Toastg(2001), p. 316
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7. Time Value of Money 1: Understanding the Language of Finance

Introduction

Thelanguageof financehasuniquetermsandconceptdhatarebasedon mathematicslt is
critical thatyou understandhis languagebecausét canhelpyou develop,analyze andmonitor
your personafinancialgoalsandobjectivessoyou cangetyour personafinancialhousen
order.

Objectives
Whenyou havecompletedhis chapter you shouldbe ableto do thefollowing:

A. Understandheterminvestment

B. Understandheimportanceof compoundnterestandtime.

C. Understandasicfinancialterminology(thelanguageof finance)
D. Solveproblemsrelatedto presenwvalue(PV) andfuturevalue(FV).

| stronglyrecommendhatyou borrowor purchase financial calculatorto helpyou complete
this chapter Although you cando manyof the calculationgdiscussedh this chapterona
standarctalculator the calculationsaremucheasierto do on afinancial calculator.Calculators
like the TexasInstrumentqTI) BusinessAnalystll, TI 35 Solar,or HewlettPackardLOBII can
be purchasedor under$35. The functionsyou will needfor calculationsarealsoavailablein
manyspreadshegirogramssuchasMicrosoft Excel. If you havea computemwith Excel, you
canuseour Excel FinancialCalculator(LT12), whichis a spreadshediasedinancial calculator
availableon the website. We also have &inancial Calculator TutorigL T3A) which shares
how to use 9 different financial calculators.

Understandthe Term Investment

An investmenis a currentcommitmentof moneyor otherresourcesvith the expectatiorof
reapingfuture benefits.

Forthemostpart,we will beworkingwith financialinvestmentsn this cours@ stocks(or
equities) bonds mutualfunds,cash treasurybills andnotes,options,futures,andsoon.
However,we will makereferencdo otherimportantinvestmentsuchaseducatiorand
relationshipsilt is importantthatwe havea broadewiew of whataninvestmenis sothatwe
recognizehoseinvestmentghatareof mostworthd thosethatbringtruejoy in thislife andin
thelife to come.You shouldhaveprioritieswhenit comesto investmentsandthe most
importantinvestmentyou will makeinvolve your family, your religion, andyour relationship
with God The Book of Mormon prophetJacobwisely counseled Wiiereforedo notspend

- 149- 2019-2020 Edition


https://www.dropbox.com/s/p69g0bjs3hgee9q/TT12%20-%20Excel%20Financial%20Calculator.xlsm?dl=0
https://www.dropbox.com/s/u1ut1wtomgocjqs/TT03A%20-%20Financial%20Calculator%20Tutorial.docx?dl=0

Chapter7. Time Value of Money 1

moneyfor thatwhich is of no worth, nor your laborfor thatwhich cannotsatisfy.o*
Understand the Importance of Compound Interest and Time

Interest is similar to rent. Just as tenants pay rent to landlords in exchange for the use of an
apartment or house, people will pay you interest in exchange for the use of your money. You can
either invest your money yourself or you can lend it to otiwas will then invest your money

and pay you an agreed upon rate.

With simple interest, you only earn interest on your original princhb@vever, with compound
interest, interest is calculated not only on the initial principal but also on the accunmietest
earned in prior period3d he magic of compound interest is that you earn interest on money
earned in previous periods, hence the importance of Timme is the only tool thateveryonehas
anequalamountof eachday. However you musthavethedisciplineandforesightto usetime to
your advantagdy investingearlyandnot stoppingfor i d i v e rinsyouispeadingandyour
goals

Thekeyinvestingprinciple stateghatadollarin handis worth morethanadollar receivedn the
future. This principleis true becausegou caninvestthatdollar todayandbeginearninginterest
onit. Thesooneryour moneycanearninterestthefasteryourinterestcanearninterest,andthe
moremoneyyouwill have.

Understand BasicFinancial Terminology (i.e.,the Languageof Finance)
Foryouto understandhelanguageof finance,you mustunderstandhirteenkey terms:

Amortized loan: A loanpaidoff in equalinstallmentscomposeaf both principaland
interest.It mayalsobe calledaninstallmentioan.

Annuity : A seriesof equalpaymentsthesepaymentsaremadeat the endof a specific
time periodfor a specifiednumberof time periods(generallymonthsor years).

Compound annuity: An investmenthatinvolvesdepositinghe sameamountof money
attheendof eachperiodfor a certainnumberof years

Compounding (annually, quarterly, daily, etc.): The numberof periodsduringthe year
whereinterestis calculatedCompoundnterestis whereinterestis paid on previously
earnednterestaswell ason the principal. The shorterthe compoundingperiod,the
higherthe effectiveannualrateof interest.

Effective interest rate: Theactualrate(asopposedo the statedor nominalrate)thatis
receivedafterthe effectsof compoundingaretakeninto account.

Future value (FV): Thevalueof aninvestmentt somepointin thefuture.
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Interest or discountrate: Thestatedrateyou will receivefor investingat a specified
compoundingperiodfor a specifiedperiodof time.

Nominal return: Thereturnonyour investmenbeforetheimpactof inflation andtaxes
is takeninto account.

Presentvalue (PV): Thecurrentvalue( t o dvalyejofsafuturesumof money.

Principal: Themoneyyou haveavailableto investor save or the statedamounton a
bondor depositinstrument.

Realreturn: Therateof returnon aninvestmentaftertheimpactof inflation is
accountedor. Theformulafor approximatingherealreturnis thenominalreturnminus
inflation. Theexactformulafor therealreturnis= [(1+ nominalreturn)/ (1 + inflation)] i
1.

Tax-adjusted (or after-tax) return: Thereturnonyourinvestmengftertheimpactof
federalandstatetaxeshasbeentakeninto account.

Compounding

How will differentcompoundingperiodsimpactyour investmengandinvestmenteturns?

Compoundingperiodsreferto thefrequencywith which interestis appliedto your investment.
Interestmay be compoundedlaily, weekly, monthly, semiannuallypr annually.A key
relationshipexistsbetveentime andinterestrate. The shorterthe compoundingperiod,the
higherthe effectiveannualinterestrate (the actualrateyou areearningon your investmengafter
takingthe effectof compoundingnto account) Forexamplejf interestis compoundediaily, the
investmenwill grow fasterthanif theinterestis compoundedanonthlyor annually.

Theformulafor calculatingthe effectiveinterestrate (EIR) is asfollows:
EIR = [(1 + (nominalreturnor APR/ periods))ferodsi 1
Problem 1: Impact of Compounding

L e tillostratethe effectof compoundingandthe effectiveinterestrate. Thefollowing are
examplesof four investmentsvith four differentnominalreturns Which of theseinvestments
would you ratherown?

InvestmentA earnsl2.0percentannually
InvestmenB earnsll.9percentsemiannually
InvestmenC earnsl1.8percentquarterly
InvestmenD earnsll1.7percentdaily.
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To figure out which investmentis bestfor you, you mustdeterminghe effectiveinterestrateof
eachinvestment.

For Investment, the effectiveratewouldbe (1 + .12/ 1)'i 1, or 12.00percent.

For InvestmenB, the effectiveratewouldbe (1 + .119/ 2)?i 1, or 12.25percent.
For Investmen(C, the effectiveratewould be (1 + .118/ 4)*i 1, or 12.33percent.
For InvestmenD, the effectiveratewould be (1 + .117/ 365¥%°i 1, or 12.41percent.

EventhoughlnvestmenD hasthelowestnominalreturn,becausef compoundingit hasthe
highesteffectiveinterestrate.InvestmenD would bethe bestvehicle,assuming/ou were
lendingmoneyat this rate.Compoundingnakesanimportantdifference!

SolveProblemsRelatedto PresentValue (PV) and Future Value (FV)

PresentValue (PV)

Let Gugpposeouwantto determinghecurrentvalueof the ultimateearningson aninvestment.
This questioncouldberestatedn thefollowing mannerWhatis the presentwvalueof my
investmenthatwill maturein N yearsat| percentnterest(or discountrate?

To solvethis problem,youwill needto know the futurevalueof yourinvestmenthow many
yearsarerequiredfor the investmento reachmaturity,andwhatinterestor discountrateyour
investmentas.Theresultof theequationwill beadollaramountthatis smallerthanthe future
amountof principalandinterestyouwill haveearnedit is theamounttheinvestmenis worth at
thepresentime.

Thepresenwalue(PV) equationis asfollows:
PV=FV/(L+ NN
Thekeyinputsin the PV equationareasfollows:

FV = thefuturevalueof theinvestmentattheendof N years

N = thenumberof yearsin thefuture

| = theinterestrate,or theannualinterestrateor discountrate

PV =thepresenwalue,int o d agflarssof asumof moneyyou haveinvestedor plan
to invest

= =4 =4 =4

After youfind theseinputs,you cansolvefor the presenwalue(PV).

Problem 2: Determining PresentValue

L e tsudppose/ourrich unclepromisego give you $500,000n 40 years. Assumingasix percent
interestrate,whatis the presentalueof theamountyour uncleis promisingto give youin 40
years?
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To solvethis problem,usethe equationgivenabove which would appearasfollows: PV =
500,000/ (1 +.06Y°, or $48,611.You canalsousea financial calculator Setyour calculatorto
endmode , meaningpaymentsareat the endof eachperiod,andclearthe memoryregisterso
makesureyou haveno old datain the calculatormemaories Set$500,000asyour future value
(FV), 40 asyour numberof years(N), and6 asyour interestrate(l); thensolvefor the present
value(PV). You shouldgetthe sameresultasyou did whenyou usedthe PV equation.

Using ourExcel Financial Calculatdqt-T12), it is:

Excel Financial Calculator (LT12) Time Value of Money Calcula!ior'ls Inputs Needed Futu re Val ue (FV)

The Present Value is -$48,611.09 Click to Calculate PV N | FV PMT

Present Value = PV Calculate PV ‘ PVneeds: Xx X X
Meamaas N — — || L e tsdpposgouwantto determlnewhat_
e el «|| aninvestmenwill beworth at somepointin
Ao o e < 1 o) | thefuture i.e.,whatwill thevalueof my

Ann.ifetion = 1 [ | cacuate puT “|| investmenbein N yearsif my interestrate

Futre Value = FV calcuate N | [PV is | percent?

Payments = PMT I:l
Type = Type [ Gew

Payments at: End = 0, Begin = 1

x x X [x x

x |x x x [x
X x X [x x x|x x x|x x
x

z
x % [x x

.|l Youwill needto know how manyyearsit
< will beuntil you havetheinvestmentthe
interestrate,andthe amountof theinvestmen{the presentalueof theinvestment).

x x X [x x x

X
X
X
X

Theresultof theequationwill beadollaramountthatis largerthantheoriginal investment,
sinceyour moneywill earninterestandwill thenearnintereston thatinterest.Foran
approximationfemembetherule of 72, which stateghataninvestmenwill double
approximatelyeachtime you multiply the numberof yearsof investmenby theinterestrate(in
percentagéerms)andgeta numberthatis greatethan72. For examplejf yourinvestmenis
earning8 percentinterest,it will takenineyearsfor it to double(72 dividedby 8 = 9).

Thefuturevalue(FV) equationis asfollows:
FVN=PV* (1+ )N
Thekeyinputsin the FV equationareasfollows:

FV = futurevalueof theinvestmenttthe endof N periods(years)

N = numberof yearsin thefuture

| = interestrate,or the annualinterest(or discount)rate

PV =presenwalue,int o d aofld@rssof asumof moneyyou havealreadyinvestedor
planto invest

Problem 3: Determining Future Value

L e tlodksattwo similar problems:

A. Calculatethefuturevalue(in 15 years)of $5,000thatis earning8 percentassumen
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annualcompoundingeriod.

B. Calculatethefuturevalue(in 15 years)of $5,000thatis earning8 percentassume
simpleinterest(theinterestearneddoesnot earninterest).

C. How muchdid intereston interestearnin thefirst problem?

A. To solvethis problem,we mustconsidercompoundnterest.On your calculator clearyour
registeraandyour memory.Seti $5,000asthe presenwalue(PV), 8 percentastheinterestrate
(1), and15 asthenumberof yearsin the future (N); thensolvefor thefuturevalue(FV), whichis
$15,861. With a standardcalculator the resultis 5,000* (1 +.08)*°, or the samesumof $15,861.

B. To solvefor simpleinterestwhich doesnot accrueintereston interest,it is easiesto usea
standarccalculator.First, calculateyour annualinterestwhichis $5,000times8 percent(5,000*
.10), or $400. Multiply $400 by 15 years;theresultshouldbe $6,000. Thenaddthe amountof
the original investmenbf $5,000to get$11,000.

C. Thedifferencebetweerf15,861and$11,000 is $4,861, which is theamountof interestthat
your interesthasearnedThis concepis thekeyto financialsuccesd earnintereston your
interest.

Summary

In this chapteywe havebecomédamiliar with thelanguageof finance.Thelanguageof finance
comprisesnanydifferentconceptandterms,andunderstandingheseconceptsandtermsis can
helpyouto develop,analyze andmonitoryour personabndfinancialgoalssuccessfully

An investments the currentcommitmentof moneyor otherresourcesvith the expectatiorof
reapingfuture benefits We makeinvestmentsn manyareasof our lives; key investmentsan
involve educatiorandskills, knowledgeandfriendshipsfood storageandemergencyunds,and
finances.

Compoundings animportantprincipleto understandCompoundingperiodsarethefrequency
with which interestis appliedto yourinvestmentinterestmaybe compoundedlaily, weekly,
monthly,semiannuallypr annually.The sooneryour moneycanearninterestthefasteryour
interestcanearninterest,andthemoremoneyyou will have.

Presentvalue(PV) is anotheikey term. The presenwalueof aninvestmentefersto the current
valueof afuture sumof money.You mustrememberhowever thatmoneyyouwill earnin the
futureis lessvaluableto you thanmoneyyou haveright now; you cannotusefuture moneyto
earninteresttoday.You canonly earnintereston moneyyou havein hand.

Futurevalue(FV) is thevalueaninvestmenwvill haveat somepointin thefuture. Theresultof a
futurevalueequationwill beadollaramountthatis largerthantheoriginal investment
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(assuminga positiverateof interestor return)becauseour moneywill earninterestandearn
intereston thatinterest.

Assignments

Financial Plan Assignments

There are no financial plan assignments for this section, although understanding the language of
finance is critical to all other sections. As you read through this chapter, think about the purpose
of each financial concept. Use either a calculator, yaur gpreadsheets, or thgcel Financial
Calculator(LT12) to make sure you understand how to solve problems of present value and
future value.

Learning Tools
The following Learning Tools may also be helpful as you prepare your Personal Financial Plan:

Financial Calculator TutoriglL. TO3)
This document is a financial calculator tutorial about most of the major financial
calculators. It also includes the financial formulas if you would prefer to program
your own calculator.

Excel Financial Calculatqt-T12)
This Excel spreadsheet is a simple financial calculator for those who prefer to use
spreadsheets. This tool can perform most of the functions of a financial calculator,
including present value, future value, payments, interest rates, and number of
periods.

Review Materials

Terminology Review
Amortized Loan. A loan paid off in equal installments composed of both principal and
interest. It may also be called an installmeairi.
Annuity . A series of equal payments; these payments are made at the end of a specific
time period for a specified number of time periods (generally months or years).
Compounding (annually, quarterly, daily, etc.): The number of periods during the year
where interest is calculated. Compound interest is where interest is paid on previously
earned interest as well as on the principal. The shorter the compounding period, the
higher the effective annual rate of interest
Compound Annuity . An investment that involves depositing the same amount of money
at the end of each year for a certain number of years
Compound Interest. Compound interest is where interest is calculated not only on the
initial principal but also othe accumulated interest earned in prior periods. The magic of
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compound interest is that you earn interest on money earned in previous periods.
Effective I nterest Rate. The actual rate (as opposed to the stated or nominal rate) that is
received after theffects of compounding are taken into account.

Effective I nterest Rate. The actual rate (as opposed to the stated or nominal rate) that is
received after the effects of compounding are taken into account.

Financial Investments.These arequity or debtnvestments including stocks (or

equities), bonds, mutual funds, cash, treasury bills and notes, options, futures, and so on.
Future Value (FV). The value of an investment at some point in the future.

Inflation . An increase in the volume of available moieyelation to the volume of
available goods and services; inflation results in a continual rise in the price of various
goods and services. In other words, because of increased inflation, your money can buy
fewer goods and services today than it coulkHaought in the past.

Interest or Discount Rate. The stated rate you will receive for investing at a specified
compounding period for a specified period of time.

Investment. The currentcommitmentof moneyor otherresources with the expectation

of reapirg future benefits.

Minimum Payment The minimum amount of payment required by credit card
companies each month. The credit card companies purposefully keep these as low as
possible, in order to maximize the amount that they earn in interest.

Nominal Return. The return on your investment before the impact of inflation and taxes
is taken into account.

PresentValue (PV). The current value (todaybés value)
Principal. The money you have available to invest or save, or the stated aomoaint

bond or deposit instrument.

Real Return. The rate of return on an investment after the impact of inflation is
accounted for. The formula for approximating the real return is the nominal return minus
inflation. The exact formula for the real return [§%+ nominal return) / (1 + inflation}]

1.

Simple Interest Interest is paid only on your original principal.

Tax-adjusted (or after-tax) return. The return on your investment after the impact of
federal and state taxes has been taken into account.

Review Questions

1. What is compound interest?
2. What are the four variables of the present value equation?
3. What are the 13 financial terms mentioned in the chapter? What do they mean?
4. What is the relationship between the compounding period and¢let\ef interest

rate?

Case Studies
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Case Study 1
Data

Brian has a goal to have $500,000 saved by the time he turns 65, which is 40 years from
now.

Calculation
Assuming he can make 6 percent on his money, what isathe of that money noythis
indicates present value)? The math formula is as follows:
PV=FV/(1+I})¥

Case Study 1 Answer
The formula iPV = FV/ (1 + 1}, or PV = 500,000 / (1.06) or $48,611.10. This
formula shows you how this equation would be calculated on a stacalautator.
Using a financial calculator, you would clear the memories and then enter the following
information:
$500,000 = FV
6% = |, which is the interest rate (the annual interest, or discount, rate)
40 = N, or the number of years
You would then solvedr PV:
PV = the present valwue, in todayo6s dol |
or plan to invest. If you use a financial calculator for this equation, the present
value should come out as $48,611.10.

Excel Financial Calculator (LT12) Time Value Calculations Inputs Needed
The Present Value is -$48,611.09 Click to Calculate IV N I __EV PMT
Present Value= PV Calculate PV PV needs:  x X X
Pommentien— Ps E’m coenmerv |
(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)
e B
AunInflation = fn - Calculate PMT
Future Value= FV T ER PMT: x X X
Payments = PMT l:l
Type= Type Clear ‘ B
Case Study 2
Data
Ron has$2,500 saved.
Calcuhtion
If his investment earns 8 percent per year for 20 years, how much will his investment be
worthin20year{ t he i nvestmentds future value)? Th
FV=PV@{1+I}

Case Study 2 Answer
The equation would be FV = $2,500 * (1 +.68)r $11,652.39
If you were using a financial calculator, you would clear the memories and then enter the
following:
$2,500 = PV
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8% = |, which is the interest rate (the annual interest, or discount, rate)
40 = N, or the number of years
You would thersolve for FV:

FV = $11,652.39

Excel Financial Caleulator (LT12) Time Value Calculations Inputs Needed
The Future Value is $11,652.39 Click to Calculate PV_N I FV PMT
Present Value = Py [ (00S0000)] catentatepy | [FVmeeds x5 x
x % x
Years/Periods* = N X % x %
Payments/Year = P/Yr Caleulate FV FV: x ox
(Compounding: Annusl = 1, Monthly = 12, Quarterly = 4)
Annual Interest = I, Calculate I L3
Ann. Nom. Rate = I, I x X X
Ann. Inflation = I, Calculate PMT x x x
1 Period Rate = 5.00% X x X x
Future Value = FV [ §11,652.39 | . PMT: x
Calculate N
Paymenis = PMT _
N:
Type= Tope [N Clear
Payments at: End = 0, Begin = 1

12 Nephi 951
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8. Time Value of Money 2: Understanding Inflation, Annuities, and
Amortized Loans

Introduction

This chaptercontinueghediscussioron thetime valueof money In this chapte, youwill learn
how inflation impactsyour investmentsyou will alsolearnhowto calculatereal returnsafter
inflation aswell asannuitiesandpaymentn amortizedoans.

Objectives
Onceyou havecompletedhis chaptey you shouldbe ableto do thefollowing:

1. Explainhow inflation impactsyour investments

2. Understandow to calculaterealreturns(returnsafterinflation).
3. Solveproblemsrelatedto annuities

4. Solveproblemsrelatedto amortizedoans

Explain How Inflation Impacts Your Investments

Inflation is anincreasean thevolumeof availablemoneyin relationto the volumeof available
goodsandservicesjnflation resultsin acontinualrisein the price of variousgoodsandservices.
In otherwords,becaus®f increasednflation, your moneycanbuy fewergoodsandservices
todaythanit could haveboughtin the past.

Inflation negativelyimpactsyour investmentsAlthoughthe amountof moneyyou aresaving
nowwill bethesameamountin thefuture,youwill notbeableto buy asmuchwith thatmoney
in thefuture (the purchasingpowerof your moneyerodes)Inflation makest necessaryo save
morebecauseour currencywill beworth lessin thefuture.

Problem 1: Inflation

Forty yearsago,gumcostfive centsa pack.Todayit costs99 centsa pack.Assumethatthe
increasen the priceof gumis completelyrelatedto inflation andnot to otherfactors.At what
ratehasinflation increasedverthelast40 years?

Beforesolvingthis problem,clearyourc a | ¢ u mmemborg andsstyour calculatorto one
annualpayment Theninput thefollowing informationto solvethis problem:

PV =130.05(theprice of gumforty yearsago)
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FV = $0.75 (the price of gumtoday)
N =40 (Thecosthasincreaseaveryyearfor forty years)

=7

Theformulais: ((FV/PFYN))-1

Onaveragetheinflation ratehasbeen5.56 percenteachyearfor thelast40 years.So,the
averageprice of gumhasincreasedy 5.56 percenteachyearfor thelast40 years.

Excel Financial Calculator (LT12)

The Interest Rate is 5.57%

Present Value= PV ($0.05)

Years/Periods* = N 50.00
Payments/Year = P/Yr 1

(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)
Annual Interest= I
Ann. Nom. Rate= I,
Ann. Inflation = I

5.565%

1 Period Rate = 557%

Future Value= FV
Payments = PMT |:|
Type = Type [

Payments at: End = 0, Begin =1

Problem?2: Inflationd TheFutureValueof aWeddim

I havesix daughterandoneson.lt is estimatedhatanaverage
weddingcost$23,000 Assumingfour-percentinflation, what
would it costmeto payfor all sixof myd a u g hweddingsid
15yearsAHopefully notall six weddingswill takeplacein the
sameyear.)

Beforeyou begin,clearyourc a | ¢ u memobrgandsetyour
calculatorto oneannualpaymentinputthefollowing
informationto solvefor the costof a singleweddingin 15 years:

PV = $23,000(Assumethaton averagea weddingstill costs$23,000.)
N =15 (Thecostwill increasesveryyearfor 15years.)
| = 4 (Theinflation rateis four percent.)

FvV =2

Theformulais: PV*((1+1)™).

Excel Financial Calculator (LT12)

The Future Value is $541,421.70

Present Value= PV ($23.000.00)

Years/Periods* = N 15.00
Payments/Year = P/Yr 1

(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)
Annual Interest= 1., _
Ann. Nom. Rate= 1, 4.000%
Ann. Inflation = I

1 Period Rate= 4.00%

Future Value= FV $41.421.70 |

In 15 yearsthevalueof asingleweddingwill be$41,422 This
meanssix weddingswill cost$248,530Inflation will raisemy
costsby 80 percent(($41,422/ 23,000)i 1) overthenext15
yearssol needto plannow.

Understand How to Calculate Real Returns

A realreturnis therateof returnyou receiveaftertheimpactof
inflation. As discussecarlier,inflation hasa negativampacton

your investmentdecauseour moneywill buylessin thefuture.Forexample40 yearsagoa
gallonof gascost25 centspergallon; currently,gascosts$4.00pergallon. While the gasitself
h a s aiha@angedmuch),the price hasincreasedT o keepyour realreturnconstan{in other
words,to maintainyour buying power),you mustactuallyearnmoremoneyin nominal(not

inflation adjusted}erms.
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Excel Financial Calculator (LT12) Traditionally,investorshavecalculatedherealreturn(r;) as

The Future Value is $51,808.55

Present Value — PV Slm_plyth_enomlnalreturn(rn), ort_he_returnyou receive minus
theinflation rate( ~ This methodis incorrect.lt is preferableo

Years/Periods™ = N 1000 | ysethefollowing formula:
Payments/Year = P/Yr 1
(Compounding: Annual = 1, Monthly = 12, Quarterly = 4) . . .
Annual Interest = 1., [INUH0006 | (1 + nominalreturn(rn)) = (1 + realreturn(ry)) * (1 + inflation
Ann. Nom. Rate= I, 4.000% ,
Ann. Inflation = Ijg ( ) )
1 Period Rate = 4.00%

Future Value = EV To solvefor therealreturn,divide both sidesof the equationby
(1 +inflation ( ~ Pncey o u divided,theequationookslike this:

(1 + nominalreturn(r)) / (1 + inflation ( ~ 3 () + realreturn(r))
Then,subtractonefrom both sidesandreversehe equationto getthe following:
Realreturn(r;) = [(1 + nominalreturn(r,)) / (1 + inflation( ~ ) 3 ]

Problem 3: Real Return (i.e.,the Return after Inflation)

Pauljust graduatedfrom collegeandlandeda job thatpays$35,000 peryear.Assumethat
inflation averaged.96 percentperyear.

A. Whatnominalratewill Paulneedto earnin the futureto maintaina 2-percentreal
returnrate?

B. In nominalterms,whatwill P a u dalargbein 10 years?Assumethathis salarykeeps
up with inflation andthatinflation averageshe samel.96 percentperyear.

a. To determinghe nominalrateof return,remembetheformulafor realreturn:r, = ((1 + rn) /
(+" )i M. Now plugin thevaluesyouknow: 0.02= (1 + x) / (1 + 0.0196)i 1. Solvingfor x
resultsin anominalreturnof 4.00percentThus,P a u nodisalreturnmustbe4.00 percentn
thefutureto maintainarealreturnof 2 percent The formulafor the nominalrateof returnis NR
= (1 +RR)*(1+l) -1.

b. To maintainhis currentpurchasingpower10 yearsfrom now, Paulwill haveto make$51,809
in realterms.

This problemis very similar to the FutureValue we havealreadydiscussedUsethefollowing
valuesto solvethis problem:

PV =1$35,000(Thisis P a u durdestsalary.)
| = 2 (Interestis replacedoy inflation.)
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N =10 (Thisis thenumberof yearsin thefuture.)

Solve forFV =?

Excel Financial Calculator (LT12)
The Future Value is $42,664.80

Present Value = PV ($35.000.00)

Theformulais FV = PV * (1+)™

Years/Periods*= N 10.00
Payments/Year = P/Yr 1
(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)
Annual Interest= I, _
Ann. Nom. Rate= I, 2.000% L.
Ann. Inflation — L, Understand How to SolveProblemsRelatedto Annuities
1 Period Rate = 2.000%

Future Value = FV An annuityis a seriesof equalpaymentghata financial
institutionmakesto aninvestor;thesepaymentsaremadeat the endof eachperiod(usuallya
monthor ayear)for aspecificnumberof years.To setup anannuity,aninvestorandafinancial
institution (for example aninsurancecompany)signa contractin which theinvestoragreego
transfera specificamountof moneyto thefinancialinstitution,andthefinancialinstitution,in
turn, agreedo paytheinvestora setamountof moneyatthe endof eachperiodfor a specific
numberof years.

To determinghe setamountof eachequalpaymentfor a certaininvestmentyou mustknow the
amountof theinvestmen{PV), theinterestrate(l), andthe numberof yearstheannuitywill last

(N).

Problem 4: Annuities

{XE A An n u }Whenga etireatage60, you have$750,000n your retirementund. The
financialinstitution you haveinvestedyour moneywith will payyou aninterestrateof 7
percentAssumingyou live to age90, you will needto receivepaymentdor 30 yearsafteryou
retire. How muchcanyou expectto receiveeachyearfor your $750,000nvestmentith a7
percentinterestrate?

To solvethis problem,input thefollowing informationinto your financial calculator:

Seti $750,000asyour presentalue(PV). Your presentvalueis negativebecausét is
consideredanoutflow. You paythis amountto the financialinstitution,andthefinancial
institution paysyou backwith annualpayments.

Set30asthenumberof years(N).

Set7 percentasyour interestrate(l). Remembethatyou mayneedto convertthis
percentagéo thedecimal0.07in somecalculators.

Now solvefor the payment(PMT). The presentvalueof this annuityis $60,439.80This
meansyou shouldreceive30 annualpaymentf $60,439.8Gach
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Without a financial calculator solvingthis problemis a bit trickier. Theformulais asfollows:
PMT =PVn, /(17 (1/(2+DN)]/1)

PMT = $750,000 (17 (1/ (1.07§%] / 0.07) = $60,439.80.

Excel Financial Calculator (LT12) Thekeyis to startsavingfor retirementassoonasyou can.
The Payment is $60,439.80

Startingto saveearlywill makea big differencein whatyou
Pr t Value= PV __$’?50,000.00 . .
resent e ‘ : areableto retire with.

Years/Periods*= N 30,00
Payments/Year = P/Yr 1 Problem 5: Compound Annuities

(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)

Annual Interest = 1., _
7.000%

Ann. Nom. Rafe — I _ {XE A C o mp dnnaitesd } With acompoundannuity,
[T [T T you deposita setsumof moneyinto aninvestmentehicleat
1 Period Rate - 00 | theendof eachyear;you depositthis amountfor a specific
Futre Vawe = 7V [T | nymberof yearsandallow thatmoneyto grow.

Payments = BAT Suppose/ou arelooking to buy a newfour-wheelerto
removesnowfrom your driveway.Insteadof borrowingthe $7,000you would needto payfor
thefour-wheeler,youwantto savefor the purchaseYou needto askyourselftwo questions:

A. How muchwill | needto saveeachmonthif | wantto buythefour-wheelerin 50
monthsif | canearn7 percentntereston my investment?

B. How muchwill I haveto saveeachmonthif | wantto buythefour-wheelerin 24
monthsif | canearn7 percentntereston my investment?

Note: Themethodyou useto calculatethe monthly paymentswill dependon thetype of
financial calculatoryou have.Somecalculatorgequireyou to setthe numberof paymentgo 12
(for monthlypaymentspandalsodivide theinterestrateby 12 months.Othercalculatorsonly
requireyou to setthe numberof paymentdo 12. Determinewhatyour calculatorrequiresbefore
solving problemsrequiringmonthlydata.

Beforesolvingfor the monthlypaymentfollow thesesteps(1) clearyourc a | ¢ u memorg,r 6 s
(2) setyour numberof paymentgo 12 sothatyour calculatorwill calculatemonthlypayments
insteadof annualpaymentsand(3) makesureyour calculatoris operatingn i e ma d since

the paymentsarereceivedat theendof eachperiod.

To solvethefirst questionjnput thefollowing information:

FV =1$7,000
N =50/12
=7
PMT=7?
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If you earn7 percenintereston yourinvestmentyouwill needto save$120.98eachmonthto
save$7,000in 50 months.If you do not havea financial calculator,usethefollowing to solve

this problem:

Theformulais PMT = FVn, / (1 + (1 /12)M) 1 1)/ (11 12))

Excel Financial Calculator (LT12)

The Payment is $1.28

Present Value= PV _

Years/Periods* = N
Payments/Year = P/Yr
(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)
Annual Interest = I,
Ann. Nom. Rate = I,
Ann. Inflation = I
12 Period Rate = 58%

Future Value= FV

Payments — PMT 11812098
Type = Type [0

Payments at: End = 0, Begin = 1

problem:

PMT = $7,000/ ((((1 + (0.07/12)y% 1 1]/(0.07/ 12)) =
$120.98

To solvethe secondquestion jnput thefollowing information:

FV =1$7,000
N =24

=7

PMT =7

After solvingfor the paymentyouwill discoverthatyou needto
save$272.57eachmonthto save$7,000in 24 months.If youdo
not havea financial calculator,usethefollowing to solvethis

PMT = $7,000/ (1 + (0.07/ 12)4 i 1]/ (0.07/ 12)) = $272.57

Excel Financial Calculator (LT12)

The Payment is $272.

Present Value = PV

Years/Periods* = N
Payments/Year = P/Yr
(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)

5

Payments at: End = 0, Begin = 1

Annual Interest= I,
Ann. Nom. Rate = I,
Ann. Inflation = I,
12 Period Rate = 0.58%
Future Value= FV m
Payments = PMT |—_
Type = Type [T

As ageneratule, it is betterto savefor a purchase¢hanto
borrowmoneyfor it becausevhenyou borrowyou will have
to payinterestinsteadof earninginterest.

Problem 6: PresentValue of Annuities

L e ttrp aothersampleproblemusingannuitiesthistime, we
will becalculatingthe presenwalueinsteadof the setpayment
amount.

Therearetwo peoplewho eachwantto buy your houseThe

first personoffersyou $200,00today,while the secondoersornoffers you 25 annualpayments

of $15,000Assumea 5 perceninterestor discountrate.Whatis the presentalueof eachoffer?
If you couldtakeeitheroffer, which persorwould you sell your houseto?

1. Firstoffer: Thepresentwalueof this offer is $200,00becausehe buyercanpayyouall

of themoneytoday.
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2. Secondbffer: This offer is alittle differentbecauseouwill notreceiveall of themoney
today;therefore you mustcalculatethe presentwalue.

To calculatethe presentalueof thefirst offer usingafinancial calculator clearyour
c a | ¢ u memrg,setthenumberof paymentdo oneannualpaymentandmakesureyour
calculatoris settol e ma d &hend,inputthefollowing information:

PMT =17$15,000
N =25

=5

PV="7°

The presenwalueof the secondoffer is $211,4091f you do not haveafinancialcalculator,use
thefollowing formulato solvefor thepresenvalue:

PV = PMT* (17 (1/(1+DN)) /1
PVi, = $14,200* [17 (1/(1.058% / 0.05= $200,134

Excel Financial Calculator (LT12)

The Present Value is $4,193.30

Present Value = PV
Whichis thebetteroffer? The secondffer hasa higherpresent
e e == | value:if we canassumehatyoud o méetithe moneyright
(Compouniing: Ammesl -1, 3eniity - 12 urery -9 | AWAYANdthatyou arewilling to wait for paymentsandconfident
il ulerest = ;:: 2 thebuyerwill payyouonscheduleyou shouldaccepthe

Aun. Inflation = L, secondffer. As you canseefrom this exampleijt is very
el % | jmportantthatyou know how to evaluataifferentcashflows.

Future Value= FV

:

H

Payments = PMT Problem 7: Future Value of Annuities

Type = Ty | I . .
,,,,;,.1::.5 a Eﬂ.’io_mzl Justasit is possibleto calculatethe presentvalueof anannuity,

it is alsopossibleto calculatethe future valueof anannuity.

Josephineage22, startedworking full time andplansto deposit$3,000annuallyinto anIRA
thatearnss percentinterestHow muchwill bein herIRA in 20 years?30years0years?

To solvethis problem,clearyourc a | ¢ u membrgandsetthe numberof paymentgo one
(for anannualpayment) Setl equalto 6 andthe PMT equalto $3,000 The formulais: PMT *
(@+nM-1y/1.

For 20 years:SetN equalto 20 andsolvefor FV. FV = $110,357
For30years:SetN equalto 30 andsolvefor FV. FV =$237,175
For40years:SetN equalto 40 andsolvefor FV. FV = $464,286
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If Josephinéncreasederreturnrateto 8 percenthow muchmoneywould shehaveaftereach
of thethreetime periods™How doesthis interestratecompareo the 6 percentinterestrateover
time?

Do thepreviousproblemsat 8 percentinterestBeginby clearingthec a | ¢ u memborg.$ed s
equalto 8 andthe PMT equalto $3,000.

For 20 years:SetN equalto 20 andsolvefor FV. FV = $137,286 ($26,929morethanshe
would earnatthe 6 perceninterestrate)

For 30 years:SetN equalto 30 andsolvefor FV. FV = $339,850($102,675morethanat
the 6 percentrate)

For40years:SetN equalto 40 andsolvefor FV. FV = $777,170($312,884morethanat
the 6 percentrate)

Your rateof returnandthelengthof time you investmakea big differencewhenyou retire.
SolveProblemsRelatedto Amortized Loans

An amortizedoanis paidoff in equalinstallmentgpayments)nadeup of both principaland

interest.With anamortizedoan, theinterestpaymentslecreasasyour outstandingprincipal

decreaseghereforewith eachpaymenta greateramountof moneygoestowardthe principal of

theloan.Examplesof amortizedoansincludecarloansandhomemortgages.

To determinghe amountof a paymentyou mustknow theamountborrowed(PV), thenumber
of periodsduringthelife of theloan(N), andtheinterestrateontheloan(l).

Problem 8: Buying a Car

You takeoutaloanfor $36,000to purchase newcar.If theinterestrateon thisloanis 15
percentandyou wantto repaytheloanin four annualpaymentshow muchwill eachannual
paymentbe?How muchinterestwill you havepaidfor the carloanatthe endof four years?

Beforesolvingthis problem,clearyourc a | ¢ u membrganddetyour calculatorto one
annualpaymentlnputthefollowing informationinto your financial calculator:

PV =1%$36,000

N=4

| =15

Solve forPMT = ?to get$12,609.55

The formula isPMT = PV, / (17 (1 /(1 + 1/1)

The amount of interest you will have paid after four years is equal to the total amount of the
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payments ($12,609.55 * 4 = $50,438.20) minus the cost of your automobile ($36,000); the total
comes to $14,438.21. That is one expensive loan! In fact, theshtdone is more than the cost

of anotherlese x pensi ve car . | f you want to bdédy this
save for it!

Excel Financial Calculator (LT12)
The Payment is $12,609.55

Present Value = PV ($36.000.00)

Problem 9: Buying a House

Years/Periods* = N 4.00
Payments/Year = P/Yr 1
(Componiing: Anmnal =1 M- 12.unetr=9 |\ hatarethe monthlypaymentson eachof thefollowing
Annual Interest= I, _ . . .
N soee | MortgagdoansWhich loanis thebestoptionfor a
Ann. Tnflation = Iyg homeownewho canafford paymentof $1,550per

1 Period Rate = 15.00%

rurevawe - rv [ | Month?Whatis thetotal amountthatwill bepaidfor each
loan?Assumeeachmortgagds $250,000.
Payments = PMT $12.609.55 I

Tye= Type ] | LoanA: 30-yearloanwith afixed interestrateof 4.5
Payments at: End = 0, Begin = 1 percent

LoanB: 15-yearloanwith afixed interestrateof 5.75 percent
LoanC: 20-yearloanwith afixed interestrateof 4.125percent

Loan A. To determinghe monthlypaymentfor a 30-yearloanwith an8.5-percenffixed interest
rate,clearyourc a | ¢ u imemborgthedisetyour calculatorto 12 monthlypaymentsandfi e n d
mo d énpubthefollowing to solvethis equation:

PV =1$250000

N = 360 (Calculatethe numberof monthly periodsby multiplying thelengthof theloan
by the numberof monthsin ayear:30* 12 =360.)

| =8.512

Solve forPMT =?

Your monthlypaymentfor this loanwould be $1,266.71 andthe total amountof all
paymentsvould be$1,266.71* 360,0r $456,017 Interest is $206,017.

Theformulais: PV/((1-(1/(1+(1/P)) (N*P)))/(1/P))

Loan B. Fora15-yearloanat 3.75 percentinterestfollow the samestepsexplainedabove.This
time, input theinformationlisted below:

PV =1%$250000
N=15*12=180
| =3.75

-167- 2019-2020 Edition



Chapter8. Time Value of Money 2: Understandiidlation, Real Returns, Annués, and
Amortized Loans

PMT =7

Themonthlypaymentfor this loanwould be $1,818.06 thetotal amountof all payments
would be$327,250 and the interest would be $77,250.10

Loan C. Fora20-yearloanat4.125percentnterestthe calculationsarestill thesamelnputthe
following in yourfinancial calculator:

PV =1%$250,000
N=20* 12=240
| =4.125

Solve forPMT =?

Themonthlypaymentor thisloanwould be $1,531.47 the total amountof all payments
would be$367,552 and the interest paid will $£17,552.

Consideringhe mortgagepaymenthe homeownercanafford, the bestfinancial optionis Loan
Co the20-yearfixed-ratemortgageat 4.125percentinterest.This loanwould allow the
homeowneto payoff thehomein 10 feweryearsthanif he or shehadthe 30-yearloanandto
pay$77,250less.

Problem 10: Becominga Millionaire

Your friend thinksbecomingnmillionaire is totally beyondherearningabilities. You, financial
wizardthatyou are,planto showherotherwise Assumingyour friend is 25 yearsold andwill
retireatage65, andassuminga 6 percentinterestrate,how muchwill shehaveto saveeach
monthto reachhergoal of becominga millionaire whensheretires?Mow mucheachmonthif
sheearns9 percenton herinvestments?

Clearyour memoryandsetpaymentgo monthly.FV = 1,000,000N = (40* 12)| = 6%, Solve
for Paymen{PMT).

PMT = $502.14She will need to save $502 per month.
The formula is: FV/(((L+(I/PYY™ -1)/(1/P))

At 89 percent interest:

Clear your memory and set payments to monthly. FV = 1,000,000, N = (40 * 12), | =

89%, Solve for Payment (PMT)
PMT = $286.433.62 She will needo save only $2864 per month.
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Excel Financial Calculator (LT12)

The Payment is $502.14

Present Value = PV
| t ndtshathardto becomeamillionaireif you investa specific

S e L 298 | amounteverymonthandcanearnamodestinterestrate.
Payments/Year = P/Yr 12

(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)
Annual Interest = 1., _ S um mar‘y
Ann. Nom. Rate= I, 6.000%

Ann. Inflation = I,

R Rt e | Themajorgoalof this chaptemwasto helpyou betterunderstand
Future Value = FV $1.000.000.00) . .
thetime valueof money.This chapteralsohelpedyou
Payments = PMT understandhow inflation impactsyourinvestments.

Realreturnis therateof returnyou receiveaftertheimpactof inflation. As discusseearlier,
inflation hasa negativampacton your investmentdecauseou will notbeableto buyasmuch
with your moneyin thefuture. Traditionally,investorshavecalculatedeal returnswith the
approximatiormethodby simply usingthe nominalreturnminustheinflation rate.Althoughthe
approximatiormethodis fairly accurateit cangive incorrectanswersvhenit is usedfor precise
financial calculationsBecausef the possibilityof error, it is preferableo usethe exact
formula: (1 + nominalreturn(rn)) = (1 + realreturn(ry)) * (1 +inflation ( ~ 3 (3 + nominal
return(rn)) / (1 + inflation ( 1) 1)

Inflation is anincreasean thevolumeof availablemoneyin relationto the volumeof available
goodsandservicesjnflation resultsin acontinualrisein the price of variousgoodsandservices.
Becausef inflation, you canbuy fewergoodsandserviceswith your moneytodaythanyou
couldhaveboughtin the past.

An amortizedoanis paidoff in equalinstallmentgpaymentsthataremadeup of both principal
andinterest With anamortizedoan,theinterestpaymentsiecreasasyour outstanding
principaldecreaseghereforewith eachpaymentyou payalargeramounton the principal of
theloan.Examplesof amortizedoansincludecarloansandhomemortgages.

An annuityis a seriesof equalpaymentghata financialinstitutionmakesto aninvestoratthe
endof eachperiod(usuallyamonthor a year)for aspecificnumberof years A compound
annuityis atype of investmenin which asetsumof moneyis depositednto aninvestment
vehicleattheendof eachyearfor a specificnumberof yearsandallowedto grow. Annuitiesare
importantbecauseheycanhelpyou preparefor retirementandallow you to receivea specific
paymenteveryperiodfor anumberof years.

Assignments

Financial Plan Assignments

There is no specific part of your PFP on the Language of Finance. However, it is an integral part
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of your work and analysis. As you read through this chapter, think dimpttpose of each new
financial idea: annuities, present value of an annuity, and future value of an annuity. Also review
the uses of amortized loans and the calculations that concern them. Using either your financial
calculator or the Excel financial callator from the Learning Tools section, make sure you
understand how to solve problems of amortized loans and annuities, including the present and
the future value of an annuity. It is also critical that you understand the impact of inflation on
returns.Make sure you understand the correct method for calculating real returns (the return after
the impact of inflation).

Learning Tools

The following Learning Tools may also be helpful as you prepare your Personal Financial Plan:

Financial Calculator TutorigL. TO3)
This document is a financial calculator tutorial about most of the major financial
calculators. It also includes the finandiaimulas if you would prefer to program
your own calculator.

Excel Financial Calculatqt-T12)
This Excel spreadsheet is a simple financial datou for those who prefer to use
spreadsheets. This tool can perform most of the functions of a financial calculator,
including present value, future value, payments, interest rates, and number of
periods.

Review Materials

Terminology Review
Amortized Loan. An amortized loars a loan paid off in equal installments (payments)
made up of both principal and interest. With an amortized loan, the interest payments
decrease as your outstanding principal decreases; therefore, with each paynadet a gre
amount of money goes toward the principal of the loan.
Annuity . An annuity is a series of equal payments that a financial institution makes to an
investor; these payments can be made at either the beginning or end of each period
(usuallyamonthorgear ) for an individual 6s | ifeti me
To set up an annuity, an investor and a financial institution (for example, an insurance
company) sign a contract in which the investor agrees to transfer a specific amount of
money to e financial institution, and the financial institution, in turn, agrees to pay the
investor a set amount of money at the end of each period for a specific number of years.
Compound Annuities. With acompound annuityyou deposit a set sum of money into
aninvestment vehicle at the end of each year; you deposit this amount for a specific
number of years and allow that money to grow.
Future Value of an Annuity. The future value of an annuity is the value of a set of
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recurring payments at specific dates ia thture. It measures how much you will have in
the future given a specific return or interest rate.
Inflation . Anincrease in the volume of available money in relation to the volume of
available goods and services. Inflation results in a continuakrigeiprice of various
goods and services. In other words, because of increased inflation, your money can buy
fewer goods and services today than it could have bought in the past.
Present Value of Annuity. The present value of an annuity is the currenievalf a set
of recurring payments at specific dates in the future, given a specified rate of return or
interest rate.
Real Returns A real returnis the rate of return you receive after the impact of inflation.
Traditionally, investors have calculated tieal return () as simply theanominal return
(M) , or the return you receive, minus the i
preferable to use the following formula: (1 + nominal retu)) & (1 + real return f) *
(1 + i n fToaolve forthe real retyrn, divide both sides of the equation by (1 +
inflation (°)). Once youbve dividedy) the e
/(1 + infl ati ony)).Then,3ubtract qndfrom bothsidek anetreet ur n (
the equation to get the following: Real returi) €[(1 + nominal return g)) / (1 +
infl atiilon (")) ]

Review Questions

1. What is an annuity?

2. How do you set up an annuity?

3. What is a compound annuity?

4. What is the relationship betweenearest rate and present value?
5. What is inflation? How does it impact investments?

Case Studies

Case Study 1
Data

Leeis 35 years old and makes a $4,p@ymentevery yeainto a Roth Individual
Retirement Account (IRA) (this is an annuity) for 30 years.
Calculations
Assuming the discount, or interest, rate Lee will earn is 6 percent, what will be the value
of his Roth IRA investment when he retiftas30 yeargthis is fuure value)?
Note: The formula is a bit tricky. Itis
FVn = Payment * (1 + )Y) 7 1)/I (This is the future value of an annuity facitqy

Case Study 1 Answer
There are two ways for Lee to solve the problem. Using the formula, the problem is
solved thisvay:
FVn, = Payment * (L + )1 1) /1=FV = $4,000 * [(1.06¥1 1]/ .06 =
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$316,232.74
I f you are using a financi al cal cul ator, c
1 = P/Y (payments per year)
4,000 = PMT (payment)
6 = | (interest rate)
30 = N (number of years)
Solve for FV = $316,232.74

Excel Financial Calculator (LT12)
The Future Value is $316,232.74
Present Value = PV

Years/Periods* N
Payments/Year = P/Yr
(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)

8

Annual Interest = Ty
Ann. Nom. Rate = I,
Ann. Inflation =  Iq

L

1 Period Rate = 6.00%

Future Value = FV $316.232.74
Payments = PMT ($4.000.00)

Type = Type
Payments at: End = 0, Begin =1

!

Case Study 2
Data

Janicewill make ayearly$2,000 payment for 40 years into a traditional IRA account.
Calculations
Given that the discount, or interest, rate is 6 percent, whatcatrent valueef Jani ce 6 s
investment in todayo6s doll ars? The formul a
PVn, = Payment * [1i (1/ (1 + I}V)] / I (the present value of an annuity factay

Case Study 2 Answer
Using the formula, the calculation is
PVn, = Payment * [Ti (1 /(1 + 1)V)]/1=PV =2,000 *[1i (1/(1.06}9]/.06=
$30,092.59
Using the financial calculator
Clear memories and use the following:
1=PIY
2,000 = PMT
6=1I
40=N
Solve for PV =$30,092.59
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Excel Financial C:;

LT12)

The Present Value is $30,002.59

Present Value= PV $30,002.59 |

Years/Periods* = N
Payments/Year = P/Yr
(Compounding: Anmual = 1, Monthly = 12, Quarterly = 4)
Annual Interest= I,
Ann. Nom. Rate = I,
Ann. Inflation = I,
1Period Rate =
Future Value = FV

Payments = PMT ($2.000.00)

Type = Type

Payment

I

H

ts at: End = 0, Begin = 1

40.

6.00%

Case Study 3

Data

Brady wants tdorrow $20,000 dollars for a newrcat 13 percent interest.
Calculations

He wants to repay the loan in fraanualpayments How much will he have tpayeach

year (this indicates present value)? The formula is the same formula that was used in the

previous problem:

PVn = Payment * (PVIRAN)

Case Study 3 Answer
Using the formula, p t
payment. P\, = Payment * [1i (1/ (1 + I}V)]/ 1 =PV =20,000 = Payment * [iL(1 /
(1.13f)] / .13 = $5,686.29 per year.

Using afinanciat al cul at or ,

1=PIY
20000 = PV
13 =1
5=N

Bradyos

cl

Solve for PMT =$5,686.29

Excel Financial Calculator (LT12)
Payment is $5.686.20

The Payment i
Present Value = PV

Years/Periods* = N
Payments/Year = P/Yr

Annual Interest = Iy
Ann. Nom. Rate = 1,
Ann. Inflation = L

1 Period Rate =
Future Value= FV

Payments = PMT

8

(Compounding: Annual = 1, Monthly = 12, Quarterly = 4)

il

!

Type = Type [N

Payments at: End = 0, Begin = 1

13.00%

$5.686.29

Case Study 4

Data

Kaili has reviewed the impact of inflation in the late 1970s. She reviewed one of her
p a r einvastinents during that time period and discovered that inflation was 20 percent

and that

her

parentos

ear t

he c¢al

hnvest ment

cul

mad e
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Calculations
What was her parentods real return on this

Case Study 4 Answers
The tradtional (and incorrect) method for calculating real returns is
Nominal returri’ inflation = real return. This formula would give you a real return
of 10%: 30% 20% = 10%.
The correct method is (1 + nominal return) / (1 + inflatibd)= real return
(2.30/1.20) 1 =8.33%.

Excel Financial Calculator (LT12)

Present Value = PV [

Years/Periods® = N
PaymentsYear = P/Yr
(Compounding: Annual = 1, Monthly = 12, Quarterty = 4)
Annual Interest = L.,
Ann. Nom. Rate = I, 30.000%|
Ann. Inflation = I, 20.000%|
Period R =| EDIVA!

Future Value = FV
Payments = PMT I:l
Type = Trpe [

Payments at: End = 0, Begin = 1

In this example, the traditional method overstates return by 20 percent ((10% / B.33%)
1). Be very careful of inflation, especially high inflation!
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9. Intermediate Investing 1: Principles

Introduction

Thepreviouschaptes havebeensuccessfuif theyhavehelpedyou put personafinancial

managemerinto perspectiveThesechaptes havetaughtyout he fAwhy dés, 06 fAwhat 6s
Ahowdbso of personal f i nanaie omabulgetkéeptrackafeat i ve
whereyour resourcegiregoing, manageyour cashandcashequivalentawvisely, protectyourself

from lossby owninginsuranceandmakebig-ticket purchasesvisely. Now we begina

discussioron long-terminvesting.

Pleasébe awarethatthis classapproachethe subjectof investmentglifferently thanother
textbooksapproachhis subject.Most bookstakeanassetbhasedapproachin otherwords,they
talk aboutstocks bonds mutualfunds,andotherassetsTheseassetsvill changeovertime as
newassetaredevelopedndsold.| takea principlesbasedapproactio discussingnvestments
becausehe principleswill notchangeovertime.

Objectives

Whenyou havecompletedhis chapteryou shouldunderstandhe key aspect®of investing
including:

A. Understand what to do before you invest and the investing factors you control
B. Understand the principles of successful investing

C. Understad asset classes

D. Understand what makes a good mutual fund

E. Understand and select your investment vehicles

Know Whatto Do BeforeYou Invest

Once you have some basic information, there are sdinegimportantquestiongo askyourself
beforeyou startinvesting in financial securities. This is important as tlaeethings we should
do first before we begin investing for retirement and other goals.

1 Aretherebills or debtsyou shouldpaybeforebeginningyour investmenprogram?Are
there covenants we have made which help us realize our financial priorities?

1 Aretherecertainproductsor servicesyou feel you shouldneverdo without?Shouldyou
havehealthandlife insurancebeforeyou begininvesting?

1 Whatshouldyou do aboutyour high-interestdebtssuchascreditcardsandconsumer
loans?Doesit really makesenseo earn6 percentannuallyon aninvestmentivhenyou
arepaying24 percentannuallyfor creditcardsandotherformsof debt?
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1 How doesinvestingfit in with your personalision, goals plansandbudget”o you
havea planfor investing What is that plan?

As | haveworkedwith familiesandstudents] havedeveloped helpful frameworkfor teaching
investing.l call thisframeworkf t imwestmenh o u r g This tea helpsrelateprioritiesand
risksto thegoalsyouwantto accomplish.

Theinvestmentourglasss dividedinto two parts:thetop of the hourglassywhich represents
guestiong/ou shouldconsiderbeforeyou invest,andthe bottomof the hourglasswhich
representfiow you shouldinvest.

Thehourglasss designedo helpyou prioritize your goalsandobjectives Sinceinvestingis a
meango anend andnotanendin itselfd you shouldbaseyourinvestmentecisionson your

vision, goals and planff you cananswer each of the questions listed in the top of the hourglass
affirmatively (see Picture 2you arereadyto invest.If you cannotanswer affirmativelywith any

of thesestatementsyou haveotherimportantthings todo beforeyou beginyour formal

investingin securities markets

Thetop of thehourglasgeachesboutpriorities Whatareyour mostimportantpriorities,and
how do we makesurewe putfirst thingsfirst? Firstandforemost,your mostimportantpriority is
beingf s q uwith thed.ord, who | believeis your mostimportantcreditor.Beforeyou invest,
askyourselfif you havepaidyour tithesor othercontributionsto your local churchor religious
organizatiorconsistentvith your beliefin Godand desire to obey His commandments

Picture 2. Top of the Investment Hourglass©Before You Invest

1. ANur priorities in order and are you “square” with tlk/érd?
ZNou have adequate health and life insyn/ce?
3. Are you ouN gh-interest credit card a%nsumer debt?

4. Have you written down your persopAl goals, do you live on
a budget, and do you haxe a well-#ritten investment plan?

Your secondpriority is your family. If somethingvereto go wrongwith your health,or if you
wereto die, who would takecareof your family? Make sureyou haveadequatdife insurance
andhealthinsurancean placebeforeyou begininvesting.Disability or deathis notavalid excuse
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to stopprovidingfor the needsof your family.

Your third priority is yourself.Personaftesponsibilityhastwo parts:thefirst involvesgettingout
of creditcardandconsumerdebt.Whenthereis no guaranteehatyou will makeareturnon your
investmentsn the stockmarket,it doesnot makesenseo pay 24 percenintereston creditcards.
Thesecondpartof personatesponsibilityinvolvesknowing your vision, goals and plans,
includingliving by your budgetandinvestmen®lan.Figurativelyspeakingbeforeyou drive to
anewlocation,you mustunderstanavhereyou are,whereyou wantto be,andhowto getthere.
Your budgetrepresentsvhereyou are,your vision representvhereyou wantto be,andyour
InvestmenPlanrepresentfiow to getthere.

If youcananswerfi y eteseachof thequestiongrom thetop of theinvestmentourglassyou are
readyto invest.This hourglassanhelpyou keepyour prioritiesin order:Godfirst, family second,
andpersonatesponsibilitythird.

Factors Controlling Investment Returns

ReinholdNiebuhrin the SerenityPrayerwrote,i G ogthntmetheserenityto accepthethingsl
cannotchangerourageo changethethingsl can;andwisdomto knowthed i f f el seen c e 0
Picture 3).

Picture 3. Serenity Prayer

Jim Seaberg reminds us of thi& factorsthatcontrolinvestmenteturns? Five of thosefactors
arewithin your personaktontrol,while only oneis outsideof your control Thefive factorsyou
controlare

1 How muchyousave,
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How long your investmentgrow,

Your mix of investmentsi.e., your assetllocation,
How muchyou payin expensesand

How muchyou payin taxes.

= =4 =4 -4

Theonly factoryou do not controlis
1 Yourinvestmenteturns.

If youwantto dowell onyourinvesting,spendyour time andeffortson thethingsyou can
control!

Focuson:

1 Savingmoneyeachweekor monthby reducingyour spendingandstickingto your
budget

1 Keepingyourinvestmentsn the marketat your acceptableisk level. This will allow
your investments toompoundover time.

1 Understanding your risk level, and then keepingnassetllocation your stock and
bondmix, consistent with that risk level.

1 Being wise and keeping feesxpensesandtransactiongostsat the lowest possible
level.

1 Being wise andnvesting so that you minimize taxes and maximize déereturns

Successfuinvestorsspendtheir time on the areaghatarewithin their personatcontrolwhile
spendhg a minimal amount of time on areasoutsidetheir personatontrol. In the areaof
investmenteturnswe recommend thesepassivemanagement/indexingsaninvestment
strategyto minimizerisk andgive somecontroloverther of investmenteturns.On the other
hand, many novice investors spend their time on areas they cannot control and fail to be
concerned with areas they can control.

Once you have a basic understanding of investing and the things you can and cannot control, it is
necessary to wterstand how most investors have done and the principles of successful investing.

Understanand Follow thePrinciplesof Successfulnvesting

The purpose of principles is to give us guidelines to help us manage and accomplish our personal
and family vision and goal#. youunderstandhefi ¢ o rprrei cnt cthaprélatet® successful
investing,youwill beabletofi g o v ermanageyour investmenportfolio better Dallin H.

Oakssaid:

We live in acomplexsociety,whereeventhe simplestprinciple canbe exquisitely
difficult to apply.l admireinvestorswho aredeterminecot to obtainincomeor
investmenprofits from transactionshataddto the sumtotal of sinandmiseryin the
world. But theywill havedifficulty finding investmentshatmeetthis high standard.
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Suchcomplexitiesmakeit difficult to prescribdirm rules.Wemustrely on teaching
correctprinciples which eachmembershouldpersonallyapplyto governhis or herown
circumstance$

Onceyou arereadyto invest,you mustrecognizehatthereis not justoneright wayto invest. There
aremultiple methodsof investing,dependingpn your vision, goalspudgetandinvestmen®lan.
Thekeyto successfuinvestingis to know yourselfandwhatyou aretrying to accomplish

How have Most Investors Done?

An importantquestiorto askabout investings i h dhawemostinvestorsdone® By answeringhis
guestionjt canhelpusto seeif the currentmethodusedby mostinvestorshavebeensuccessfuin
helpingthemattainreturnsin excesof theirbenchmarkd whattheycouldaccomplishwith an
indexingstrategy.

Table 1. Historical Analysis of Equity Investoris Return (Dalbar 2015-2019)

Investor Benchmark
Year Investor Period Returns Returns Difference
2015 1995 2014 5.2% 9.9% -4.7%
2016 1996 2015 4.7% 8.2% -3.5%
2017 1997 2016 4.8% 7.7% -2.9%
2018 1998 2017 5.3% 7.2% -1.9%
2019 1999 2018 3.9% 5.6% -1.7%

Table 2. Historical Analysis of Fixed Income Investoris Return (Dalbar 20152019)

Investor* Benchmark
Year Investor Period Returns Returns Difference
2015 1995 2014 0.8% 6.2% -5.4%
2016 1996 2015 0.5% 5.3% -4.8%
2017 1997 2016 0.5% 5.0% -4.5%
2018 1998 2017 0.4% 4.6% -4.2%
2019 1999 2018 0.2% 4.6% -4.4%

Table 3. Historical Analysis of Asset Allocation Investorfs Return (Dalbar 2015-2018)

Investor Benchmark
Year Investor Period Returns* Returns** Difference
2015 1995 2014 2.5% 8.4% -5.9%
2016 1996 2015 2.1% 7.0% -4.9%
2017 1997 2016 2.3% 6.6% -4.3%
2018 1998 2017 2.6% 6.2% -3.6%
2019 19992018 2.9% 9.7% -2.3%

* DALBAR 2015/ 2019 ** Estimate of 60% equity and 40% fixed income

To understandhow mostequityinvestorshavedonein investing,you mustcompareheir returnsto
theirbenchmarksr indexesA benchmark is a yardstick to see how a group or portfolio of assets
have performedOneof thelongestsurveysof how investorshavedoneis providedby Dalbar
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(Dalbar.com)EachyearDALBAR putsoutanannualsurveycalledQuantitativeAnalysisof
InvestorBehavior(QAIB), which discussebowthe averagenvestorin equities fixed incomeand
assetllocationfundshavedonecomparedo his or herbenchmarksverthepast20years It covers
returnsoverthepast20 yearsandit is updateceveryyeat

Interestinglywith all theinformationavailableat our fingertipsvia theinternetandwith our abilities
to buy andsell stocksinstantaneouslynostinvestorshavenot hadvery high returnsin comparison
to theirbenchmarkgseeTablel). Realize that the negative sign is the shortfall per year, not the
shortfall over the 20 year period, and it is significant.

Havebond investorsloneanybetterin comparisorto theirbondbenchmarkd Sadly,thereturns
wereevenlessandthedifferencebetweertheaveragédondi n v e seturnandihe bond
benchmarksvasevengreater(seeTable?2).

Whataboutthosewho participatan anassetllocationstrategy(activelymovingbetweerequity
marketsandbondmarketsbasedn which seemsnostattractivep how havetheydone?Again,the
resultsarenotencouragingseeTable3).

As thesayinggoes;i lydudowhateveryoneelsedoesyouwill getwhateveryoneelseg e t*s . 0
Basedonthe DALBAR studes it seemghatwhateveipeoplearedoingregardingnvestingis not
working verywell for equityor fixed incomeinvestorscompared to benchmarkerhapshereare
betterwaysto investthanwhatothershavedonein thepastor are doing now

How havemostactivelymanageanutualfundsperformedcomparedo theirbenchmarkglf they
haveperformedbetter,we couldconcludehattheactivemanagersreaddingvalueoverandabove
thereturnthataninvestorcouldreceiveby investingin alow-cost,tax-efficientindexfund or ETF.

In generalmostactivelymanagednutualfundshavenot beatertheirbenchmarksverthelongterm
(see Chart 1While in someyearsactivelymanagedundsoutperformtheirindexfund counterparts,
thesupportfor activelymanagedundsfor longerperiodsof timeis low.

Anotherpaperthatexaminednutualfund performancen bothatotal returnandaftertax basis
reported:

In generalwe find thatindexfundsoutperformactivelymanagedundsfor mostequityand
all bondfund categorie®n bothatotal returnandaftertax total returnbasis with the
exceptiorof activelymanagedmallcompanyequityandinternationafunds.Theseresults
shouldbeviewedwith caution howeverasthereis evidencehatactivelymanagedunds
outperformtheindexfundsduring periodswhentheeconomyis eithergoinginto or outof a
recession.

Recenexperiencas not muchdifferent In thelast10 yearsthepercentagef activelymanaged
fundsthatfailedto beattheir benchmarksvasin excesof 60-65%, dependingn assetlass(see
Chart2).
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Whateveryou decideto investin, andwhatevemphaseof investmentyou arein, it is critical that
you adhereo correctprinciples Following arethe principlesthat| believe if followed, will help
you to minimizethatdifferencebetweennvestorreturnsandbenchmarkandwill likely help
you to havea successfuportfolio.

Chart 1. Percentage of Actively Managed Funds That Failed to Beat Their Benchmarks

Percentage of Actively Managed Funds Which Underperformed their Benchmarks 2002-2018
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Source: S&P Indices versus Active Funds (SPIVA Scorecard, S&P Research, year-end 2002-2018.

1. Know Yourself, your vision, goals and planslnvestingis notanendin itself; rather,
it is ameanf reachingyourvision and youpersonabndfamily goals.Consequently,
you needto know yourselfasaninvestor.You shouldhavewell-written andwell-
thoughtoutvision, goalsand plans. Galsarecritical becauseheyhelpyou determire
whatyou wantto accomplishwith your investmeniprogram.For helpon writing your

goals,seeChapter 2. Creating Your Personal Financial Plan and Setting Personal Goals.

You alsoneedto know your budget.A critical partof successfuinvestingis havinga
well-plannedbudget;a percentagef yourincomeshouldbe earmarkedor savingsand
investmentYou cannotinvestwithout funds,andyou shouldnotinvestwith borrowed
money.For helpon budgeting seethe chapter on budgeting.

You alsoneedto understangour ability to toleraterisk. You wantto developafi s |-e e p

wellp o r t & adorifatiathatis plannedsothatevenwheninvestmentgowrong,as
theyoftendo, you canstill sleepwell at night.

Bewareof overconfidencén your portfolio. Onesignof overconfidencés frequent
trading.A studyfoundthatmentrade45 percentmoreoftenthanwomentradeandthat
me nanmualreturnswere,onaverage2.7 percenowerthanw o me anauslreturns.
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Thestudyalsofoundthatsinglementrade60 percentmoreoftenthansinglewomen
tradeandthatsinglem e nanrsualreturnswerel.4 percenfowerthansinglew o me n 6 s
annualreturns

You mustbe especiallywary of overconfidencevhentradingonline. The samestudy
showedthatthe samegroupof investorsheatthe marketby 1.9 percentbeforeonline
trading.However,whenthe samegroupof investorsswitchedto onlinetrading,the group
underperformedby 3.6 percent” While onlinetradingmayappeato give you more
control,it canresultin lower overallreturnsif it leadsto greater overconfidence and
morefrequenttrading.

2. Seek, receive and act on the Spirités guidance. This includes seeking diligently
through study and prayer, living worthy oeth Spi r i t 6s gui dance, and
once it is receivedCarlos E. Asay said,

When the Spirit is with us, we can thin
can say words webve never said befor
abilities. That pwer is related to truth, to the scriptures, to the stirring of the

Spirit within. And the power wonodét come
influence of the Holy Ghost.

3. Understand the key areas of investing and especially risRisk is inherent inla
investment activities. Some risks include inflation, business, intextstfinancial,

market, political and regulatory, excharngee, call, and liquidity risks. The key to
managing risk is to understand the different types and to invest at aveskhiat is
comfortable for you. Often, taking a risk tolerance test will help you discover the level of
risk that is right for you. One such test is included in the Learning Tools section of the
websiteA Risk-Tolerance TestiLT16).

4. Stay Diversified. Diversificationis your bestdefenseagainstrisk. Diversificationdoes
not meansimply investingin 10 differentbanks;rather,to be properlydiversified,you
shouldinvestin differentcompaniesindustriesandperhapsvencountrieshatw o nb@ t
subjectto the sameeconomidactorsor risks. Make sureyou understandhe risks of each
of yourinvestments.

Many peoplereviewthe portfolio returnsfrom variousassetlasse®verthelast10, 20,
or 50yearsto getanideaof anasset | a pesfddnsancehistory.However,thesepeople
ofteninvestin only oneor two singleassetsnsteadof in a portfolio of 500 or more
stocksandareoftendisappointedvhentheydo not getthereturnstheyexpected.
Rememberthereturnsfrom assetlassesrefrom portfoliosof hundredof assetd not
from individual assetsTo seethe effectsof diversification,seeHistorical Return
Simulation for Asset Class€lsT23).
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5. Make Low-Cost and TaxEfficient Investments. Watchyourinvestmentosts
cardully, includingcostsfor transactiorfees,managemerfees,andtaxes.Remember
thatwheninvesting,a dollar saveds worth morethana dollarearned you haveto pay
taxeson everynewdollar you earn,but everydollar you saveis alreadytaxedandcan
earnintereston income.Be awarethatfrequenttradingincurssignificanttransactiorand
tax costs;avoidingthis will helpyou keepyour costslow.

Deferor eliminatetaxesasmuchaspossible Mutual fundsarerequiredby law to
distribute90 percentof all capitalgains,dividends andinterestto their shareholdersach
year.Thatmeansyou mustpaytaxeson thedistributionsfrom your mutualfundseach
tax seasoneventhoughyou maynot havesolda singleshare Mutual fundsarepass
throughaccountdor tax purposeswhich meanghatthetax consequencesf the mutual
fund arepaidby theinvestor,notthe mutualfund. The portfolioma n a gdecrsiénscan
havea significantimpacton your tax bill .

Maketax-efficientinvestmentdo avoid paying moretaxesthannecessaryRememberit
is nottheamountof moneyyou makebut theamountof moneyyou keepaftertaxesand
inflation thatmakesyou wealthy.

6. Invest for the Long Run. Investfor thelong run; thisis how you will achieveyour
goals.Therearenofi g-dach-q u i scketmeshatwork.

Avoid shorttermtrading.Shorttermtradingis expensiveandincurstransactiorcosts
andtaxes Be sureto keepat leastpartof your fundsin the marketfor thelong rund
takingmoneyout of the marketmaynot only slow your progressut could stopit
altogetherA recentstudyfoundthatthosewho tradedmoreoften,usingtheturnover
ratio asa proxy for trading,hadlower returnsthanthosewho tradedlessoftenanduseda
buy-andhold strategy(seeChart2).’

7.Use Caution If You Are Investing in Individual Assets (which | do not
recommend) If youwant toinvestin individual assetgwhichis notnecessarjor a
successfuportfolio), do your homeworkandknow whatyou areinvestingin andwho
you areinvestingwith. Learnaboutthe companyijts financial statementsis
managementis short andlong-termstrategiesits domesticandglobalindustry,andits
competition.It takesmanyhoursof diligent, carefulresearcho investigatea company
thoroughly.Do nottakeo t h warddod it: dotheresearctyourself.Of coursefinding a
greatcompanyis notenougld thestockmustalsobe pricedright. A greatcompany
whosestockis overpricedcanstill bealousyinvestment.

If youdo nothavetime to researchndividual companiesinvestin mutualor indexfunds
thatcontainmanyindividual assetslf your mutualfund has10 stocks,you needto know
thosel0 stockswell. However,if your mutualfund has500or morestocks,you do not
needto know those500stocksaswell becauseachstockhassucha smallimpacton
your total portfolio.
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Chart 2. Trade More, Make Less

Trade More, Make Less

By examining 5 categories of investors, Odean quantified trading’s harmful
effects. Transaction costs slammed the net returns of the most active traders.
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If youwantto try to beatthe market,try for ashortperiodof time andcompareyour
returnsaftertaxesto your benchmarksDo not wastetoo muchtime andenergytrying to
beatthe marketbecausgouwill beableto matchthe marketreturnwith little or no
effort throughno-load, low-feeindex mutualfundsor exchangearadedfunds(ETFs).

If you feel you musttradeactively,try to tradeefficiently in termsof taxes.Tradein tax-
deferredor tax-eliminatedretirementaccountsuchasa401(k),RothIRA, or traditional
IRA accountsoyourtaxesareeliminated omdeferreduntil you takethe moneyout at
retirement.

8. Monitor Portfolio Performance against Benchmarks ThomasS. Monsonstated,
i Wh eperfermances measuredperformancemproves.Whereperformanceas
measuredndreportedtherateof improvementiccelerates®

How canyou know how your investmentsredoingif you do not monitortheir
performance®o understandhe performancef your investmentsyou will needto learn
howto usebenchmarksBenchmarksarepassivelymanagedaortfoliosof financialassets
thatindicatehow well your financialassetareperforming.Setyour own portfolio
benchmarksndthenmonitoryour portfolio performancen a monthly, quarterly,and
annualbasis.

If you chooseo investin activelymanagednutualfunds,comparehea s s afterdag
performanceagainsthe benchmarkgyou haveset.If thereturnontheseassetss
consistentlyjower thanthe benchmarksgonsiderinvestingin no-load (no salescharge),
low-feeindexfunds,which arediscussedaterin this course Thereturnsonindexfunds
aregenerallymoreconsistentn matchng the performancef selectecdbenchmarkshan
activelymanagedunds.
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9. Do Not Waste Too Much Time and Energy Trying to Beat the Marketlt is
difficult, expensiveandtime-consumingo try to beatthe market or gainreturnsin
excessof thereturnson the majorassetlassesWhile it maybe possibleon ashortterm
basis,it is difficult to consistentlybeatthe marketon along-termbasis.You are
competingagainsthundredof thousand®f professionamoneymanagersvith much
moretime, money,andaccesgo informationthanyou have.

10.Invest Only with High-Quality, Licensed, Reputable People and Institutions
Whenyou needhelp,do not be afraidto askfor it. However,be sureto gethelpfrom
goodpeoplewhoseactionsandbeliefsareconsistentvith the principlesdiscussean this
chapter Goodhelpfrom qualified,licensed andexperiencedinancial plannersfinancial
advisors andbrokersmay helpyou with your Investmen®lan.

Make sureyou investwith mutualfund companieghathaveatradition of meetingthe
needsof theirinvestors Work with goodcompanieghatoffer goodproducts Be careful
with your moneyandinvestit wisely.

Usethebestresourcesvailableto helpyouinvest,but be awareof how muchyou payto
usethoseresourcesln addition,makesureyour advisorsarelicensedo counselyou on
thebroadrangeof investmentssetsgou are (or shouldbe) consideringWork only with
licensedandregisterecadvisorsIn somecircumstancedge-only financial plannersor
advisorsmaybeabetterchoicethanfinancial plannersor advisorshatarepaidon
commission.

11.Develop a Good Investment Plan and Follow It Closelypevelopa good
InvestmenPlanthatis consistentvith your goals,your budget andthe principles
discussedh this chapter Follow this planclosely.An Investmen®lanis a detailedroad
mapof your investmentisk andreturn,constraintsinvestmenstrategy andreporting
andevaluatioormethodologyFor anexampleof anInvestmen®lan,seelnvestment Plan
Example Templaté TO5A).

Your Investmen®flanshouldoutlinetheamountof returnyou areseekingandtherisk
level you arecomfortablewith for investmentsThis plandocumentgonstraintd such
astaxes liquidity, andtime horizord thataffectyour portfolio. It detailswhich asset
classeyouwill orwill notinvestin andincludesyour view on active versuspassive
managementt laysout your planfor the percentagef grossincomeyou will invest
eachmonth,theamountyou will investin eachof your choserassetlassesthe
maximumpercentagef your assetshatyou will investin anysinglenewinvestment,
andthewaysyour strategywill changeasyou getolder.Finally, your Investmen®lan
detailshow oftenyou will rebalanceyour portfolio andhow oftenyouwill reportthe
portfolio performanceo others.

Think of your Investmenflanasaroadmapto successfuinvesting.Your planshouldbe
consistentvith the principlesdiscussedh this course.
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Finding Balance

As you work on understanding and developing your how you will investment, finding balance
among doctrines, principles aagplication is important in helping you become better investors.
We have shared some ideas for principles, although you can find others. Below are a few ideas
for doctrines on which the principles are based. As you strive to increase your ability and
effediveness in investing wisely, | recommend you study and ponder the doctrines and principles
supporting this application.

Principles Doctrines
Know yourself your goals, vision and budget  Identity
Seek, receive and act Oledece he Spirités guid

Understand risk there is lots of it Stewardship
Stay diversified Accountability
Invest lowcost and tax efficiently Stewardship
Invest longterm Stewardship
Know what you invest in Accountability
Monitor performanceversus benchmarks Accountability
Donét wansng ® beatithemmarket Stewardship
Invest with goodeople andirms Stewardship

Develop a goodnvestment Rn (IPS)and follow itStewardship
From Obedience to Consecration

From the principles and doctrines, we caa et we are not just working on being wise with
our liquid assets, which is an application. From a higher perspective, or increased vision,

We are childrerof the Creator (identity)striving to live worthy of the Spirit (obedience),
learningto understad ourselves and ouisk tolerance (agency), and learning to
understand financial markets and instruments (accountabie)aredevelopingour
investing talents carefully (stewardship),veecan invesburresources carefully and
wisely (agency), to@omplishour personal missiaandour individual and family

vision and goals.

If you planwisely andinvestaccordingly,youwill saveyourselffrom heartach@ndproblemsn
thefuture,andyouwill likely achieveyour personabndfamily goals.

UnderstandAsset Classes

We have already shared thatat classes are broad categories of investments with specific (and
similar) risk and return characteristiésset classes are distinguished by characteristics specific
to particular groups of secuss, such as type of financial instrument, market capitalization,
maturity, geographic location, efthemajor asset classese @sh and cash equivalents, fixed
income, and equities
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A

Always be diversified in your investidigd on 6t put al letypownr fliegagsdi aln
basket What this means is tavest in many different asset classes in your portfolio such as

equities: large cap, small cap, international, emerging marketshbetcls: taxable, takee;

short, med, and longterm corporates; sit- and longterm governments, et@and @sh: money

market, CDs, savings, MMMFs, etc.

Investingentails risk, which means different things to different investors. Risk could mean the
possibility of losing all your money. It could also mean the possibility of losing principal. Risk
could also entail the possibility of not achieving a specific holgieigod return.

Risk is measured in many different ways. In the past, the main risk of investing was considered
Adefaubtoriske risk that a company would not
default or bankruptcy. Govemment securities were considered fiske investments because

investors knew the government could always print money.

In more recent years, analysts began to use varianségandard deviation, to better measure

risk; using this measureant, they found that even government securities are risky. This measure

of risk is not concerned with the possibility of default but with the volatility of the investthents

the risk that the investment&ds r etraats;musermaay be
metric knpwnwhbBchbmeasures the way a specifi
market or benchmark.

c

Generally, most investors prefer to use variance or beta to measure risk. Both are measures of
how volatile a gick i3 how much it moves both up and down. In the case of beta, risk is also
measured by how much the stock moves in comparison to a specific benchmark. A lower
variance indicates that the price does not move very much. A higher variance indicates that the
price moves a lot in comparison to the benchmark. A beta higher than one indicates that the stock
is more volatile than the market; a beta less than one indicates that the stock is less volatile than
the market; a beta of exactly one indicates that & stmwves with the market. When you look at

a stockébés returns, you should always | ook at
returns carry higher risks because investors must be compensated for taking on additional risk.

There are a few imptant concepts you should understand related to risk:

1 Investmentiskis the probability of not achieving some specific return objective.

1 Therisk-freerateis the rate of return that will definitely be obtained through an
investment in a sheterm govenment security.

1 Therisk premiumis the difference between the expected return and théreiskate.

1 Riskaversionis the reluctance of an investor to accept risk.

The Importance of Asset Classes

Understandin@ssetlassess critical if you are to invest. You should invest at a level of risk
that you are comfortable with and that will help you to achieve your personal and financial goals.
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The way you manage risk is by managing the amount of your portfolio in trectegpasset
classes (or baskets of investments).

Assetclassesrebroadcategorie®f investmentsvith specificandsimilar risk andreturn
characteristicsThey aredistinguishedy characteristicspecificto particulargroupsof
securitiessuchastype of financialinstrumentmarketcapitalizationmaturity, geographic
location,etc. The major asset classes aasltandcashequivalentsfixed income,andequities
We will discuss each asset class simply to help you understand the benefitssantithek
specific asset class.

Cashand CashEquivalents. The major goal of this asset classigaidity andto preserve
capital This asset class includ€srtificates of Deposits (@s), moneymarketfunds, T-bills,
andcommercialpaper.etc For anindividual investor, it would also include your savings,
checking account, money market deposit accountffeitsa fixed rateof return

Cash includes omeymarketfundswhich seekto preservehevalueof yourinvestmenandstill
offer a somewhatomgetitive return Short-terminterestbearinginvestmentsncludeTreasury
bills andSavingsBonds,loansto the U.S. Governmentandcommercialpaperjoansto
corporations

The alvantage®f cash and cash equivalentsigaildity andstability of principal You canturn
thesesecuritiednto cashquickly andeasily They are generallyW risk. Thereis little risk of
losing principal sincethe borrowershavegoodcreditandloansarefor shortperiodsof time.
These are gpdinvestmentssetgor moneyyou planto usein lessthan3-5 yearsandd o nwarit
to takeriskswith losing principle.

The dsadvantages that they aregssattractiveasmediumto-long-terminvestmentg> 5 years)
asreturnson cashandcashequivalentareunlikely to keepup with taxes andnflation. Cash
assets are generally fully taxablenake sure you take taxes into consideration.

Fixed Income (or Bonds) Themajor goal of fixed income is to pvideincomeandto
hopefullyearnreturns in excess of inflatiomherearemanydifferenttypesof fixed income
assetsncluding axablebondsincludeU.S. Treasuriesgorporatebondsandagencyissues
(bondsissuedby U.S. governmentgencieslike Ginnie Mae), tax-free bondsincluderevenueor
generabbligationbondsissuedby locd or stategovernmentsndagenciesSuchbondsare
generallyfree from federalandstatetaxesonincome.

Shortterm bonds (or short terbondmutualfundg include lndsthatmaturein less tharfive
years Shorttermbondsarelessvulnerableto interestraterisk thanlong-termbondsas there is a
shorter time period before the bonds mature. Sieom bonds areeperallyconsideredyood
investmentdor anyoneneedinga dependablstreamof income(dividends)in an environment
where interest rates are not likely to rise.

Intermediatetermbonds/bondundsare londswith a maturity of 3i 10 years Because of their
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longer maturity, they armoresusceptibleéo interestraterisk, the risk that interest rates rise
during the period you own the bonds.

Long-termbonds(or junk bondsor bondmutualfundg are lmndswith a maturityof 10 or more
years Thesebonds generallhpavethe highestyields, but arethe mostvulnerableto interestrate
volatility.

Inflation protectedsecuritiesare fcuritieswhoseyield is linked to therateof inflation as
measuredby a specificinflation index These bonds have the benefit that when interest rates rise,
the yield on the bond rises as well.

TheU.S.Governmenglso sells avingsbondsto investors whose earnings fall within specific
income limits.I Bonds(or inflation linked bonds) have theirterestratelinked to inflation that
changes every six montHsE Bondspay a fxed interestrateover a specific period of time.

Bond mutualfundsare dfferent from buyingindividual bonds Mutual fundsbuy andsell bonds
beforetheymature Investingin abond mutuafund meansyou arebuyinga sharein thousands
of differert bonds in a changing portfolio, and so you are ndarersified than in buying an
individual bond. Thericomefrom a fixed-incomemutualfund fluctuatesasmutualfundsbuy
andsell bonds The marketvalueof the mutuafund changesiependingon whetherthefundis
sellingbondsatalossor gain Thelongerthe maturity of the bonds(seethe averaganaturity)
themoredramaticallyyour principalwill gainor losevalueasinterestrateschange

The alvantage®f fixed income investments is that thejeo greatempotentialreturnthancash,
butatgreaterrisk. They are agoddiversificationtool whenholdinga diversified portfolio of
assets, asondsgenerallymovedifferently thanstocks

The dsadvantageare that eturnshavebeenhistoricallylower thanstocks They are ery
susceptibldgo interestrateandotherrisks Generallyfixed incomeassetslonearenot good
long-terminvestmentdecauseheyd o rpvideenoughgrowthto beatinflation overlong
periodsof time. They should beartof anoveralldiversifiedportfolio.

Equities (or Stocks) Themajor goal of this asset class is toqvide growthandearnreturnsin
excesf inflation. Overlong periodsof time, the stockmarkethistoricallyhasbeenthe only
majorassetlassto consistentlyoutpacenflation.

An equityshareis ownershipn ab u s i n easiagsaadassetsYou getaproportionateshare
of the profits by receivingdividends,andalsobenefitfrom increasesn thec o mp ashared s
priceas well.Maturecompaniesreallikelier sourceof dividends(rapidly growingcompanies
oftenpreferto reinvestprofits).

Equity assetlassesaregenerallydelineatecby marketcapitalization(whichis shares
outstandingnultiplied by the stock'scurrentmarketprice), type of company(growthversus
value),or geographi@area Thebenchmark$or eachassetlasstendto changeovertime, but
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equityassetlassexanbegenerallydefinedasfollows:

Market capitalizationd onemeasuref the sizeof acompany t is calculatedoy multiplying the
marketprice of the stockby the numberof sharegi.e. ownershippieces)utstandingThe
greaterthe capitalizationthelargerthecompany It is usedto weightcompaniesn various
benchmark®y the size of the companye. large-captalization (or large capmid-capitalization
(or mid-cap), or smaltcapitalization (osmallcap firms.

Largecapsarestockswith a marketcapitalizationgreatetthan$10billion in theUS, andsmaller
capitalizationdor internationakcompaniesThesearethe generallythelargest,mostwell
establishedompaniesn the US, with a historyof salesandearningsaswell asnotablemarket
sharewhich has allowed them to grow and expahcditionally,largecapwassynonymous
with "dividend-payingcompany,'butthisis nolongera standardor classification Theseare
generallymaturecorporationsvith along track recordof steadygrowthanddividends

Mid-capor mid-capitalizationstocksarestockswith marketcapitalizationbetweerroughly $2
billion and$10billion. Thesestockstendto grow fasterthanbig capcompaniesandare
generallylessvolatile thansmallcapcompaniesMid-capsgenerallyperformsomewhere
betweersmallcapand the largeapassetlas®s Forassetallocationpurposesinid-capsare
generallynot considerech majorassetlass.

Smaltcapor smallcapitalizationstocksarecompaniesvith a marketcapitalizationessthan$2
billion. Thesearesmaller,sometimes newer, US and glolbaimpanieshatarestill developing
andmayhavea smallermarketsharethantheir largecapcounterpartsSmallcapstocksare
subjectto greatervolatility andmayfail morefrequentlythancompaniesn otherasset
categoriesbut aregenerallyexpectedo grow fasterthanbiggercompanies

Within the equitystockcategoriearethreeseparateéypesof stocks:growth, valueand blend.

Growth stocksarecompaniesvhoseearningsareexpectedo grow very rapidly. Frequently
thesearecompanieslevelopingnewtechnologie®r newwaysof doingthings

Valuestocksare companies which amgexpensiven terms of the markgtn termsof low PE
andlow P/BV ratios) These areompanieshathavepotentialfor goodlong-termreturnthrough
bothappreciatioranddividends

Blendstocksare stocks that includgartof bothvalueandgrowth components.

International/Global/Emerginiflarket stocksarestocksof companiedasedentirely outsidethe
U.S.or throughouttheworld. Thesecanbe of anysize(smallcap,largecap),anytype (value,
growth)andfrom anypartof theworld. Fundsthatcontaina mixture of U.S.andforeign
holdingsarecalledglobal funds.

Internationainvestmentsnvolve additionalrisks, which includedifferencesn financial
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accountingstandardsgurrencyfluctuations political instability, foreigntaxesandreguldions,
andthe potentialfor illiquid markets.

Stockmutualfundsarefundsthatown stockin specificgroupsor typesof companiesWhen you
but a mutual fund,qu arebuyinga sharein multiple companiesvhich changeovertime
dependingpnthefundmanaged s d e ¢rousreresposisibldor payingtaxeson all
distributionsby the mutualfund, which aretaxedat yourleveld notatthe mutualfundlevel.

Mutual fundsaredelineatedy investmenbbjective,which canbeanyof the equityassetlasses
discussed@bove.

The adantage®f equities is that when purchased as part of a diversified portfolio ffexy o
highestreturnof the majorassetlassesGrowthandvaluestockstendto performin alternating
cyclesd it makessensdo own bothtypes. A rtfolio of diversified stocks have generally been a
goodinvestmenfor long-terminvesting theyhaveconsistentlybeatinflation overthelong

term

The dsadvantagesf equities are theyffer lessstability of principalthanotherassetlasses,
andsubjectto shortterm pricefluctuations Equities areisky for shortterm investmentdf

y o u idvestingfor lessthan3-5 years,only asmallportion(if any)of yourinvestmentshould
bein stocksdue to their volatility.

Understand Asset Class Risland Return History

It is important tounderstand how the various asset classes have performed historically.
Remember that an asset class is a group of financial assets with similar risk and return
characteristics. From a historical analysis, we can learn much about a particular asseeclass (se
Chart 3).

| believe it is important to study history, including the history of investments and investment

returns. Some have questioned the importanc
because they reason that the future will not bethkegpast. Gordon B. Hinckley stated the
foll owing regarding this notion, AAIIl of wus

we gain knowledge which can save us from repeating mistakes and on which we can build for
the fHture. o

What havebeen the characteristics of risk and return historically? Chart 4 and Table 4 show that
from 1926 to 20& (90 years), largeapitalization stocks (as represented by the S&P 500) have
yielded a return of abo®0 percent per year and have a standard dewiaf 19 percent. Small
capitalization stocks have yielded a return of abdud fpercent per year and have a standard
deviation of @ percent.T-bondshave yielded a return of 5 percent per year and have a standard
deviation of9 percent.T-bills have yelded a return of about 3 percent per year and have a
standard deviation of abolii0 percent, while inflation has increasggdercent with a standard
deviation 0f2%. Note that while different asset classes have different risk and return
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relationships, tare is generally a positive relationship between risk and return (see Chart 3).

Moreover, these numbers will change every year.

Chart 3. Asset Class Returns

Asset Class Returns from 1925 to 2018
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Chart 4. Annual Risk versus Return

Annual Risk versus Return from 1925 to 2018
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Chart 5, which shows the S&P 500 annual return since 9@8ys that the annual return

appears to be very volatiiethere are many years of high returns and many years of negative

returns. However, looking at the return in terms-gear periods instead ofyiear periods

shows that there are only a few major pdsi of time which had a negative return. If you follow
the return trend over a d@ar period, you will likewise see that there have been very few times

when the 16year return was not positive (see Chart 7).

We will now look at risk, or standard deviatiorable 4 shows thgeometric returrand the

standard deviation for each of the major asset classes. As you look at theaja(tjee Standard
and Poorés 500 Index) return and ri sk,
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was volatile yet over longer periods has been around 7 to 10 percent. The standard deviation has
ranged from approximately 15 percent to 20 percent.

Chart 5. S&P 500 Annual Returns

S&P 500 1 Year Annual Returns from 1928 - 2018

Chart 6. Five-Year Annual Returns

If you look at smaklcap returns over the same pesmf time, you will see that same volatility,
particularly in recent years. Though over longer periods the return has been between 10 to 14
percent, notice that the risk levels of sr@p returns (the standard deviation) are between 20
percent and 30 peent.

S&P 500 5 Year Annual Returns from 1930 - 2018
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If you look at fixedincome investments ¢bonds), you will see that they have, on average over
longer periods, yielded a return ranging from 5 percent to 9 percent; the variandeofod ST
during this time period was between 8 percent and icepe

If you look at Fbills on the chart, you will see that they have yielded a range of approximately
0.1 to 5 percent interest over the various periods of tiri@llS have had a standard deviation of

-193- 2019-2020 Edition



Chapter9. Intermediate Investing 1: Principles

between 0.1 and 0.9 percent.

Chart 7. 10-Year Annual Returns

S&P 500 10 Year Annual Returns from 1938 - 2018
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Inflation (as measured by the CPI) has been between 1.5 and 4.1 percent with a standard
deviation of between 0.5 and 1.9 percent.

Table 4. Geometric Return and Risk over Specific Time Periods

Total Retums For the Periods Ending December 31, 2018

1 s 10 25 SO0 75 20
Year Years Years Years Years Years Years

S&PS00

Compound Return -6.2% 7.6%% 12.7%% 8.9% 9.7% 11.2°2%6 9.3%

Standard Deviation 14.7%% 10.9°%6 13.6% 14.4°%6 15.0%% 14.2°%6 18.7%
SmallCap B . B . }

Compound Return -12.2%% 3.5% 12.7% 10.3%% 11.0%% 13.6% 11.5°%%

Standard Deviation 18.5%% 15.2%% 18.9%% 20.1% 21.2%0 19.9%% 28.5%0
T-bond

Compound Return 11.6%% 6.2% 4.3% 7.0%% 8.0% 5.8% 5.5%

Standard Deviation 21.7% 15.2%6 14.1%% 11.6% 11.3%% 9.6% 9.0%%
T-bill

Compound Return 1.92% 0.6%% 0.3% 2.4% a4.7% 3.9%% 3.3%

Standard Deviation 0.1%% 0.2%% 0.2% 0.6%% 1.0%% 0.9%% 0.9%%
EAFE (dnte rma tional)

Compound Return 25.6% 8.4% 2.4% 6.9%

Standard Deviation 4.3% 11.7%6 18.5%% 16.0%%
Emerging Markets

Compound Return 37.8% a4.7% 2.0% 8.0%

Standard Deviation 6.7% 12.3%%0 22.7% 22.4%
REI'Ls

Compound Return 5.1%% 9.3% 7.4%

Standard Deviation 6.8% 15.0% 39.1%
PI

Compound Return 2.1%% 1.5%% 1.82%6 2.2% 4.0% 3.6% 3.0%

Standard Deviation 0.0%% 0.8%% 1.0%% 1.1°%%6 1.3%% 1.5%% 1.8%%

Inflation (as measured by the CPI) has beewéen 1.5 and 4.1 percent with a standard
deviation of between 0.5 and 1.9 percent.

In order to invest successfully, you must understand the risks and benefits of each of the major
asset classes. This chapter has attempted to share some risk and retyrovesthe past 85
years.
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Source: Ibbotson Associates for large cap, small cap, T bond, T bill and Inflation up to 2014 with Bloomberg for
2015 and beyond, and Morgan Stanley Capital International for the remainder, 2015 and beyond.

Understand What MakesGood Mutual Fund

You already determined the asset classes your portfolio should contain and the appropriate
benchmarks for these asset classes in previous chéftersfore, you have already completed
steps one and twdhis chapter will discuss stegigee and four; you will learn how to determine
key parameters for evaluating mutual funds of specific asset classes, and you will learn how to
use a database program to set those parameters and evaluate potential candidates.

There are a number of impontacriteria you should consider when selecting mutual funds.
Seven of the key criteria include diversification, low cost;dHiciency, low turnover, low
levels of urinvested cash, no manager style drift, and small (or positive) tracking error.

1. Wide Diversification

Diversification is your most important defense against market risk. Select mutual funds that
include many different companies in each portfolio category. Avoid investing in sector funds or
industry funds, individual stocks, or concentrgpedtfolios of any kind until you have sufficient
education, experience, and assets. Even then, keep the percentage of these assets low in relation
to the amount of your overall assets.

2.Low Cost

Investment returns are limited, and investment costs &ifralk reduce your returns. If you have
two funds with the same return, the fund with the lower expense ratio will give you the higher
actual return. Keep costs low!

| recommend/ouinvestin low-cost,no-load (i.e., without a salescharge)mutualfunds.Y ou
shouldrarely(if ever)paysaleschargef anykind. Becausg/ou arealong-terminvestor,it may
beacceptabléo investin fundswith backendloadsor fundswith a saleschargefor sellingwithin
aspecificperiodof time, aslong asthatperiodof timeis underl80days.You shouldalso
minimize managemerfeesasmuchaspossible Remembera dollar saveds a dollar you can
investto earnmoremoney.

3. Tax Efficiency

If you are investing in a neretirement investment vehicle, taxes are anathportant expense

you should analyze. Look at the tax cost rat.i
Too many investors fail to account for the impact taxes will have on their returns: taxes typically
reduce returns by about 25 percent eacr.ye

When investing in taxable funds, choose funds with an eye to obtaining high returns while
keeping taxes low. Taxes reduce the amount of money you can use for personal and family goals.
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Watch the historical impact of taxes for the fund because ital/ltk be similar in the future.
Remember, it is not what you earn, but what you keep after taxes that makes you wealthy.

4.Low Turnover

Look for funds with low turnover. Turnover is a measure of the amount of trading activity that

takes place during a@n period of time; turnover is shown as a percentage of the average
amount of total assets in the fund. Calcul ate
and dividing by two. High turnover, or excessive trading, increases the amount of taxes and
transaction costs you will have to pay. Many costs associated with turnover are hard to quantify

and are therefore not disclosed in the prospectus. Other costs that stem from high turnover

include commissions, bidsk spreads (the difference between vidugeers are willing to pay and

what sellers are asking for in terms of price), and market impact costs (a jump in price that

occurs when a manager tries to buy a large block of shares). Remember that each transaction
generates a taxable event, and the catiud taxes can be very expensive.

5. Low Un-Invested Cash Low

Un-invested cash is cash the mutual fund has not yet invested in securities. High levels of un
invested cash are drags on a mutual fundbs pe
asmall percentage ¢hrgecap stocksand a large percentage of cash, the low rate of return on

the cash will dilute the higher rate of return on the large stocks. Look for funds that keep the
percentage of cash in their portfolios low. Some mutualduold large amounts of cash to fund
potential redemptions or to comply with their investment policy. Choose funds that are fully

invested (95 to 99 percent, depending on the asset class and fund size) in the market segment you
are targeting. Do not pafie mutual fund to manage cash. While it is acceptablepierend

mutual funds to have some frictional casfis cash should comprise less than 5 percent of the

fund.

6. No Manager Style Drift

Thelaw requireshatmutualfundshavea prospectusvailablefor individual clientsto review.
This prospectustategheinvestmenbbjectiveof the fund (whetherthefund will investin large
capitalizationstocks,internationabonds real estategtc.). Managerstyledrift relatesto thefund
ma n a gsleaddthetypesof companieshefundwill buy or sell. Overtime, portfolio
managersnay changehetypesof companiesheychooseo investin; thischangds called
managestyledrift. Changesn thesize,geographicalocation,or relativevaluationof the
companiesncludedin thefund canalterama n a greestinenstyle.Sincethisinvestment
style affectsthe performancef thefund, a portfolio manageshouldgenerallyremainconsistent
in thetypesof companieseor sheselectdor thefund.

7. Small (or Positive) Tracking Error

Tracking error (or trailing return, as defined by Morningstar) is the difference between the return
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on t he

fund and

t he

r & Tracking errorrshotilchbe snfally medirdng
that the fundeturn should be very close to the benchmark return. Generally, the smaller the

benc

tracking error, the more consistent the performance of the fund is compared to its benchmark. If
the tracking error is negative, the fund has yielded lower returns than thertgkcMost

people do not complain too much if the tracking error is positive, or in other words, if the fund

has yielded higher returns than the benchmark.

Using Databases to Select Funds

Now that you understand the parameters you should adhere to udmtmgenutual funds, you

can set your criteria and then use a database to get a list of all the funds that meet your criteria.

For example, you can use Morningstar &rsihg Morningstar to Select Fun¢sro7) to set your
criteria for stocks, bonds, and other financial assets. To aid you in your selection, we have
created aMutual Fund Selection Workshe@fTO7B) that includes the criteria discussed and

where to find it on Morningstar.

While there are many different resources for finding mutual funds, the PremiunSErgeher
from Morningstar is one of the better resources. You will need to set up an account and a
password. The cost of using Morningstar on the Internet is $125 per year. This service is

available for free for some college students, such at BYU.

Understana&ndSelectinvestment/ehiclesCarefully

Beforeyou canbuild a successfuinvestmenportfolio, you mustunderstandhe difference

betweerinvestmentehiclesandinvestmen{or financial) asses. Investmentehiclesarespecial

typesof investmentetirementaccountghatprovideatax-advantagedrameworkthatallows

youto investin variousfinancialassetsTax advantagescludethe deferralof currenttaxesor

theeliminationof futuretaxeson earningsTheseaccountsareusefulbecauseheyprovide
specifictax advantagethatarenot availablewhenfinancialassetarepurchasedndividually.
Investmentehiclesarelike shoppingcartsin the grocerystore.

Investmentor financial,assetsarespecificclasse®f financialsecuritiesn which you may

invest,includingstocks bonds mutualfunds,real estatemoneymarketmutualfunds,CDs,and

soon.As you havelearnedthesefinancialasset@aregroupednto assetlassesandare

associateavith differentlevelsof risk. Investmentassetarelike the groceriesyou putin your

shoppingcart.

Table 1. Selectinvestment VVehiclesfor 2019 (Before Catch-Up)

Plan Tax-Deferred | Tax- Maximum Amount For Employees of:
Eliminated

401(k) Yes $19,000 Businesses w/ Plans

Roth 401(Kk) Yes $19,000 Businesses w/ Plans

403(b) Yes $19,000 Non-profit, taxexempt

Roth 403(b) Yes $19,000 Nonprofit, taxexempt
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457 Yes $19,000 State/Municipalities
SEP IRA Yes $56,000 Small Businesses
SIMPLE IRA Yes $13,000 Small Businesses
IRA Yes $6,000 Individuals

Roth IRA Yes $6,000 Individuals
Education IRA Yes $2,000 Individual Education
529 Plans Yes $485,000 per child | Individual Education

Therearemanytypesof investmentehicles Many investmentvehiclesaregearedowards
helpingyou build aretirementaccountand nostarenamedaftera specificline in the Internal
RevenueCode.Forexamplea401(k)planis aretirementplanofferedto employee®f private
companiesa403(b)planis aretirementplanofferedto employee®f public companiesa
Simplified EmployeePlan(SERIRA) is aretirementplandesignedor employee®f small
businessegndanIndividual RetirementAccount(IRA) is aretirementplandesignedor
individuals.Table1 showscharacteristicef selectinvestmentehiclesfor 2018.

Understandinghe processcanhelpyou identify the tax benefitsandotherbenefitsthatdifferent
investmentehiclesoffer. The processs dividedinto threesectionsfree money tax-advantaged
money;andtax-efficientandwise investmentsUnderstandinghe processcanhelpyou
determinewhich investmentehiclesyou shouldusefirst in working towardyour financial

goals.

Priority 1: Free Money

Thefirst priority is free money free moneyis the moneyprovidedby your companywhenyou
participatein acompanysponsoredetirementplanor areductionin taxesfor investingin
specificeducatiornvehiclesfor your childrenandfamily. Freemoneyis often providedthrougha
matchingplan, in which your companyoffersto matcha percentag®ef the moneyyou investin
your retirementplan. A matchingplanis usedasanincentiveto encouragemployeedo remain
with thecompanyandto investin aretiremenflan. Somestatesallow a tax deductiorfor your
contributionto thats t a $2@Rdasfor educationwhichis also a form ofreemoney

Freemoneyis yourfirst priority becausét is freeandthe percentagenatchedoy the companyis
usuallyhigherthananyrateof returnyou couldearnin themarket.Therisk of investingin a
companysponsoregblanis thatyou areusuallyrequiredto staywith the companyfor a certain
numberof yearsto becomdully vestedpor in otherwords,takefull ownershipof thefree money.

Priority 2: Tax-Advantaged Money

Therearetwo differenttypesof tax-advantagedehiclesor accountstax-eliminatedaccounts
andtax-deferredaccountsYour choiceof which accounts bettermainly depend®n your
currenttax ratesandyour estimationof your futuretax rates.If you expectyour tax ratesto be
higherin thefuturethantheyarenow, youwill savea greateramountfor retirementf you
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choosea Rothretirement accountersusatraditional and pay the taxes nowWowever, f you
expectyour tax ratesto belower in thefuturethantheyarenow, youwill savea greateramount
for retirementf you chooseatraditionalretirement account in which you pay taxes when you
take the money out at retirememb helpyou decidewhichtype of IRA is morebenefigal for
you, seeRoth versus Traditional: Which Is Better for Y@Lr28). It allowsyouto setanannual
contribution,anestimatefor arateof returnon earningsandyour currentandfuture tax rates.

By changingyour futuretax rates,you candeterminaf your balancan thefuturewould be
higheror lower, all otherareasheingheldconstant.

Taxeliminatedaccounts:Tax-eliminatedaccountgequireyou to paytaxeson principal before
you investit; however,you do not haveto anypayanytaxeson the capitalgainsor earningsn
thefuture. Thereareseveradifferenttax-eliminatedinvestmentehiclesand assetthatcanhelp
you savefor retirement(i.e., RothIRAs or Roth401(k)) or for education(i.e.,529funds,
EducationlRAs andSeriesEE or | bondswhen the principle and interest are used for qualified
educational expense®Vhentax-eliminatedaccountsareuse for qualified purposes,
withdrawalscanbe madewithout penaltyandwithout taxes.

With aRothIRA or aRoth401(k),you paytaxeson the principal beforeyou deposithe money
into your retirementaccountOnceyou reachagefifty -nineanda half, you cantakeboththe
principalandinterestout of this retirementaccountwithout payingtaxesonthe money.By
payingtaxesbeforehandyou eliminatetaxeson all capitalgainsandearningsn this account.
RothIRAs haveanadditionaladvantageif you needto usethefundsin youraccountefore
retirementyou canwithdrawthe principal without penaltybecausgou havealreadypaidtaxes
ontheprincipal. Thedisadvantagef a RothIRA is that,like all retirementaccountsyou cannot
withdrawyour earningswithout penaltyuntil you areat leastfifty -nine anda half yearsold.

With many529fundsandSeriesEE andl bonds,you areinvestingwith aftertax dollars.If you
useyour earninggo coverqualifiededucationaéxpenses$or your children,you do not haveto
paytaxesontheearningsHowever,if you do notusetheearningdor qualifiededucational
expensesyou mustpaya 10-percentpenaltyon your earningsaswell asfederalandstatetaxes
ontheamountwithdrawalasit is consideredrdinaryincomefor tax purposes.

TaxdeferredaccountsTax-deferredaccountsallow you to investwithout first payingtaxeson
the principal;then,whenyou withdrawmoneyfrom the accountat retirementyou paytaxeson
boththe principalandthe earningsThis type of accounis advantageoulecauseét allowsyou
to investalargeramountof moneyusinga smallerpercentof your netincome.Examplesof tax-
advantagedhvestmentehiclesincludelndividual RetirementAccounts(IRAs); 401(k),403(b),
and457 plans;andSimplified EmploymentPlanindividual RetirementAccounts(SERIRAS).

Supposegour gross income last year was000,andyou invested$3,000in atraditionalIRA.
Your adjustedyrossincome(theincomeon which you paytaxes)would be $47,000($50,000
lessthe $3,000contribution).Contributingto anIRA reduceghe amountyou mustpayin taxes
today(theamountof your tax savingswould be equalto $3,000multiplied by your tax rate).
However,whenyou retire afteragefifty -nineanda half andtakethis moneyout of your
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retirementaccountsyou arenot only requiredpaytaxeson your $3,000investmentput you
mustalsopaytaxeson anyearningghe IRA investmenhasproducedaswell. Note also that
although youinvestments were lontgrm investments, both earnings and principle will be taxed
at ordinary tax rates.

Therisk of usingtax-deferrednvestmentehiclesis thatyou mustbe atleastagefifty -nineand
a half to makewithdrawals.If you withdrawfundsbeforeyou reachthis age,you mustpaytaxes
onthefundsatyour ordinaryincometax rate,andyou mustalsopaya 10-percentpenaltyfee.
Thus,if youmakeearlywithdrawals,you mayloseup to 50 percentof yourinvestmenin taxes
(a10-percentpenaltychargeplus 40 percentin taxesif you havethe highestmarginaltax rate
possible) Tax-deferredearningghathaveremainedn your retirementaccountfor morethan
twelve monthsarestill taxedasordinaryincome,which is taxedat a higherratethancapital
gains

Priority 3: Tax -Efficient and Wise Investments

Thethird priority is tax-efficient, wiseinvestmentsWise investorsknow theywill haveto pay
taxesandtransactiorfeeson anyinvestmentheymake,sotheywork to minimize thesecostsas
muchaspossible Theyalsomonitortheiri n v e s tpenfermanse®y comparingheirreturns
aftertaxesandtransactiorfeesto the appropriatdbenchmarksThefollowing arefive important
suggestiongor investingtax-efficiently andwisely.

1. Know the impact of taxes.As aninvestor,you mustbe particularlyconcernedbout
the effectsof taxes becauseaxesareoneof thelargestexpensegouwill haveto pay
whenyouinvest Everydollaryou payin taxesis adollar youwill notbeableto invest.
To investin atax-efficient manneryou mustunderstandhow taxesinfluenceyour
returns(capitalgains dividends andinterest) You canusethe following formulato
calculateyour aftertax return:

Returnatertax = Returnpeforetax * (17 marginaltax rate)

Your aftertax returnis equalto your beforetax returnmultiplied by theresultof one
minusyour marginaltax rate.Your marginaltax rateis thetax rateyou payon your last
dollar of earnings.Your marginaltax rateencompassegur federal,state, andlocal
taxes.It isimportantfor you to know your marginaltax rate.Remembethatdifferent
typesof earningsaretaxeddifferently. Bondinterestis taxedat your marginaltax rate,
stockdividendsaretaxedat preferentiall 5 percent(if your marginal tax rate is higher
than 15%) or O percent (if your marginal tax rate is 15 percent oy d&@sBore if you
make taxable income over $400,000wreklizedcapitalgains(the capitalgainson assets
thathavenot beensold yet) arenottaxedat all until theassethavebeensold.

To understandheimpactof taxes,you mustcalculatethe estimatedaftertax returnof
eachassetyou areconsidering.
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2. Reducetaxesand defer earningsand taxesto the future. Capitalgainsaretaxedata
muchlower ratethanordinaryincome(15 percenif your marginaltax rateis 25 percent
or more,or 0 percentf your marginaltax rateis 15 percentr less.Earnasmuchof your
incomeaspossiblein theform of long-termcapitalgains.

Investin your qualifiedandindividual retirementplans This way you aregettingatax
breaknow, andwill nothaveto paytaxesuntil retirementYou couldalsoinvestin Roth
retirementvehicleswhereyou paytaxesnow, but neverpaytaxeson theinvestments
everagain.

You canreplaceordinaryincomewith capitalgainsby usinga buy-andhold strategy
whenyou invest. This strategymeanghatyou hold onto your assetgor aslong as
possibleanddo nottradein your accountsBy holdingonto assetdor extendederiods
of time, you deferearninggo the future andavoid payingtaxesnow.

3. Minimize turnover and taxable distributions. Minimize turnoveron all assetsand
minimizetaxabledistributionson your mutualfunds.Everytime you sellanassetyou
setup ataxableevent(atransactiorthathastax consequencesBy usinga buy-andhold
strategyyou minimizetheimpactof taxesandreduceyour transactiorcostsaswell.

Thelaw requiresthatmutualfundsdistribute90 percenwf all capitalgainsandinterestto
shareholderannually.You will haveto paytaxesandfeeson thesedistributions evenif
you do notsell your mutualfund. As aninvestorin a mutualfund, you mustsometimes
paytaxesbecaus®f theactionsof themutualf u n gbdfalio manager.

You canminimizeturnoverandtaxabledistributionsby selectingyour mutualfunds
wisely. Investin fundsthatdo not havea historyof tradingactively (i.e., fundsthathave
low turnoveror trading). Thesefundswill reducetheamountyou mustpayin taxeseach
April.

4. Replaceinterestincomewith stock dividend income.Becausef changesn thetax
law in 2004 ,taxeson dividendsfrom individual companystocksor stockmutualfunds
werereducedo 15 percentor 0 percentdependingdon your marginaltax rate.However,
interestearnedon bondsor bondmutualfundsis taxedat your ordinaryincomerate. If
you put moreemphasi®n stockdividendincomethaninterestincome,you will
potentiallyincreaseourp o r t freturnarmm@aglessin taxesaswell. Thesesteps
shouldonly betakenif theyareappropriatdor your risk-tolerancdevel.

5. Invest tax-free. If you arein a high marginaltax bracket,you caninvestin assetghat
do notrequireyouto payfederalor statetaxes.For example municipalbondsarefederal
tax-free;theymayalsobe statetax-freeif you arearesidenwof the statethatis issuingthe
bonds.Treasurybondsarestatetax-free,andcertaingovernmensavingsbonds suchas
SeriesEE andSeriesl bonds,arebothfederalandstatetax-freeif theproceedsreused
solelyfor qualified educationaxpenses.
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Usingthe Process

Someinvestmentehiclesarepreferredoverothersbecauseheyprovidetax advantageand
otheradvantagedJnfortunately,someof theinvestmentehiclesthatarehigh moneypriorities
alsohavelower maximumcontributionlimits. For examplejn 2018 the maximumamountyou
couldcontributeto a RothIRA was$6,00Q while therewasno limit on how muchyou could
investin taxableindividual financialassets.

Althoughsomeinvestmentehicleshavelimitations, it is still agoodideato adhereo the
process discussedou shouldfirst investmoneyin vehiclesthatarethe highestpriority on the
list. Whenyou havereachedhe maximumamountyou caninvestin thesevehicles,or whenyou
haveinvestedasmuchmoneyasyour companyis willing to match,thenyou shouldinvestin the
nexthighestpriority. Continueto investuntil you haveutilized all of your availableinvestment
funds.

Whenselectingfinancialassetdo includein your retirementaccountyemembethatyou will not
haveto paytaxesonthe principalor earningsuntil you takethe moneyout, or not at allIf you
own financialassetshatareactivelytradedor thatgenerate lot of income,theseassetshould
beheldin your retirementaccountsyou will nothaveto paytaxesontheassetsntil youtake
themoutatretirement if at all. Assetsthatyou maywantto holdin your retirementaccount
includeactivelytradedaccountstaxablebonds,andhigh-turnovermutualfunds.

Financialassetshatyou aremanagingwith a buy-andhold strategyshouldbekeptin taxable
investmenticcountsSuchassetsncludetax-free bonds tax-efficientindexesandmutualfunds,
andotherfinancialassetshatyou do not planto sell for alongtime. Althoughyou maybe
requiredto paytaxeson thesefundseachyearfor dividendsandothershorttermdistributions,it
is usuallytax efficient to hold theseassetdor exterdedperiodsof time. Thetaxesthatyou must
payonthesefundswill addlittle to your yearlytax bill.

Summary

| approactihetopic of investmentglifferently thanothertextbooks Most bookstakeanassetased
approachl takeaprinciplesbasedapproactbecause¢he principlesof goodinvestingwill notchange
overtime. Thereareimportantinvestingprinciplesthat,if followed,will resultin aquality
investmenplanandleadto a successfuinvestmenportfolio.

We must understand what we glibdo before we invest, which is to:

1. Be squarewith the Lord,

2. Haveadequatdealthandlife insuranceo carefor the needsof yourfamily in the
eventthatsomethingvereto happerto you,

3. Be outof high-interestcreditcardandconsumedebt,and

4. Write downyour goals,beliving on abudget,andhavea well-written andwell-
thoughtoutinvestmenplan
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Thesestepshelpyouprepareafi p r i ebraistendsimenplan. Thereis no betterwayto start
investingthanto haveyour prioritiesin order.

We then discussed the factors you control in investing. We must understand the factors we
control and work on those areas.

We shared the 10 principles of successful investing. These are critical if you are to achieve your
goals. Wesharedhowmd i nvestors have done with their in
why theprinciplesare so important. They are

. Know yourself.

. Understandisk.

. Staydiversified.

. Investlow-costandtax-efficiently.

. Investfor thelong run.

. Usecautionif you mustinvestin individual assets.

. Monitor portfolio performanceagainstoenchmarks.

.D 0 nwastetoo muchtime andenergytrying to beatthe market.

. Investonly with peopleandinstitutionsthatarehigh-quality, licensed andreputable.
10. Developa goodinvestmenplanandfollow it closely.

O©CO~NOOUTPE,WN PR

Follow theseprinciplesandyou will havea muchbetterchanceof havinga successfuportfolio.

Finally, we finished witrunderstanding asset classes ho@ to use investment vehiclessely
for saving and investing.
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10. Intermediate Investing 2: Application

Introduction

You haveanunderstandingf key investmenbasics why you invest,factorsyou control,how
mostinvestorshavedonewith theirinvestmentgperformancéasnot beengoodcomparedo
benchmarks)You understanavhatyou shoulddo beforeyou invest,andyou havereviewedthe
principlesof successfuinvesting You understané@ssetlassesandyou havereviewedthe risk
andreturncharacteristicef the variousassetlass Theseprincipleswe discussedrecritical to
understandingileveloping andimplementinga successfuinvestmengportfolio. In addition,you
havereviewedtheinvestmentourglassalearningtool to helpyou understandhatinvestingis a
meango anend,notanendin itself. Investingis away to achieveyour personabndfamily
financialgoals.

Objectives
Whenyou havecompletedhis chapteryou shouldbe ableto do thefollowing:

6. Understand risk tolerance andtdrmine your risk level

7. Set your asset allocation consistent wihr risk

8. Create your investment plan

9. Carefully choose your mutual/index funds

10. Select your financial assets wisely, rebaldagefficiently, and hold your assets for
40 years

Understand Risk Tolerance and Determine Your Risk Level

Oneof the key challenge®f investingis to investat arisk level you arecomfortablewith.
Different investorscanaccepifferentlevelsof risk astheywork to achievetheir personabnd
family goals This view andunderstandingf risk is notaneasythingto determine

If you chooseo investatlowerrisk levels,youwill havea greaterprobabilityof notlosing
money,yet becausef thelowerrisk, your returnsarelikely to beloweraswell. Thereis a
tradeoffbetweerrisk andreturn If yourrisk levelis too low, you will needto savemoremoney
for retirementandothergoalsasyour returnswill likely beless

If youtaketoo muchrisk in yourinvesting,thereareconcernsaswell. With higherrisk, you
havehighervolatility andhopefullyhigherreturns However,if youinvestatahigherrisk level
thanyou arecomfortablewith, youwill bevery concernedverytime the marketdeclines.

Interestingly mostinvestorsaretornbetweem f eamdficg r e@Whenthefinancialmarkets
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declinethefl f elacks. We think we shouldtakeourinvestment®ut of the market,andthat
we will know andbeableto putthembackin beforethe marketgoesup again(thisis called
markettiming). | personallyknow of no investorthatcanconsistentlytime the market.

Likewise,whenthemarketsaregoingup,thefi g r ekiekdin. We think we shouldputall our
assetsntooneortwo i s u rhea nmpishareganythingbutsure.

Our challengehenis to find amedianpoint betweerfearandgreed,sothatwe canbuild a
portfolio thatwill give ustheamountof risk thatwe arecomfortablewith andthatwill helpusto
achieveour goals Thatis whererisk tolerancecomesn.

Risk Tolerance

Risktolerancdasani n v e svillimgnedsi acceptrisk. It is relatedto the holdingsof the

i n v e snvestmemsortfolio or their expectedholdingsin theirinvestmengportfolio,
particularlytheir assetallocationor assemix. Generally,a higherrisk tolerancendicatesa
willingnessto takeon morerisk, while alower risk tolerancandicatesa willingnessto takeon
lessrisk.

Your risk tolerances determined in two main ways: It canbederivedfromani nv e ageor 0 s
andtheir currentportfolio holdings,i.e.,animplied risk tolerancepr 2. It canbeestimatedy an
investoransweringspecificquestiongegardingnvestordemographicencludingage,
characteristicsspendinghabits,history,andinvestmengxperience.

Whenwe definerisk in the determinatiorof risk tolerancerisk in this caseis generally
consideredhevolatility of investmenteturns Investorswith alower risk tolerancewill have
moreassetsn lessrisky or lessvolatile assetlassesuchasbondsandcash Investorswith a
higherrisk tolerancewill havemoreassetss morerisky or morevolatile assetlassesuchas
equitiesor stocksincludingsmallcaps,nternational REITSs, etc.

Table 2. 90 Year Return and Volatility of AssetClassedrom 1927 to 2018

AssetClass AnnualReturn*  Standardeviation*
US SmallCap 11.5% 28.5%

US LargeCap 9.3% 18.%%
TreasuryBonds 5.5% 9.0%
TreasuryBills 3.3% 0.9%

Inflation 3.0% 1.8%

Source: Calculatedrom IbbotsonData2016 and Bloomberg afterwarbtlotethateach
of theseassetlassesreportfolios of financialassetsnotindividual assets.

Somehavewonderedf risk tolerances moreanabsolutenumberor a generalcategory Forthe
purpose®f this classandlecture risk tolerances considerednorea generalkategory In this
class,we dividerisk tolerancento five generakategories:very conservativegconservative,
moderateaggressiveandvery aggressive.
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Thepurposeof risk tolerances to enableaninvestorto determinean appropriateassetllocation
or investmenimix basednthei n v e willimgnedésto acceptisk. This allocationis critical
becauset determineshe amountof risk aninvestoris willing to acceptA lower risk tolerance
shouldleadto alower risk portfolio, with moreinvestedn bondsandcash A higherrisk
toleranceshouldleadto a higherrisk portfolio with moreequities.

Thechallengeof risk tolerances thatit is notanexactscienceandcanmeandifferentthingsto
differentpeople Risk tolerancevariesfrom oneindividual to another.

Pleasenotethattherearemanydifferentrisk toleranceestsandcategorieshatmayleadto
slightly differentresults Therearelots of differentrisk toleranceaestsavailableonline, manyof
which aremoreto sellinvestmenproductsthanto really help peopleunderstandiow they
shouldinvesttheir assetsLuckily, we arenotsellinganythingwith this manualor this website.

Take A Risk tolerance Test

To comeup with your assetllocation,| recommend/outakea risk tolerance test. There are a
number on the internet, but for the ease of use, we wilbusask toleranceestfrom the
website A Risk-Tolerance TedfL T16) is atool we developedo helpstudentsinderstandnd
determingheir assetllocationandrisk tolerance The processs:

1. Readthroughtheentiretestto familiarize yourselfwith whatyou aredoing (it is
includedbelow).

2. Revieweachof the 8 questionsandanswereachof the questionarefullybasedn
your views, experienceandopinions.

3. Thenaddup your pointsfrom eachquestion Therearefive potentialresponseto each
guestionworth 1 to 5 points.

4. Add up thepoint nextto the correctresponse@ndsumyour total pointsfrom eachof
the 8 questions.

5. Fromyourtotal points,we will haverecommendedctionsfor your assetllocation

Questionl: DemographicsWhatis your agecurrently?
1. 65andover
2.45t0 64
3.35t044
4.25t0 34
5. 24 andunder

The younger you are generally, the more willing you should be to tolerate risk and the

longer time horizon in which to grow assets. If you are younger, should think about
taking a little more risk.
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Question2: TimeHorizon Whatis your investmentime horizonfor this money?
1.1year
2.2-5years
3.5-10years
4.10-20years
5. 20yearsor longer

Your time horizon will impact on how much risk you take. You will have different time
horizons for different Abuc knarkesi®subjecttome mber
more risks). If your time horizon is less thad $ears, it may not be a good idea to

invest in marketparticularly equities

Question3: InvestmenGoals Whatis your primary objectivefor this money?
1. Preservatiomf Principal
2. Currentincome
3. GrowthandIncome
4. Conservativesrowth
5. AggressiveGrowth

Your goals will, to a degree, drive your willingness to take on risk and will make a big
difference on where you invest. If your goal is safety, you should takdlemisk. If
your goal is aggressive growth, you should be willing to take on much more risk.

Questiond: ExpectedPersonalEarnings: Regardingyour currentincome,do youexpect
it to:

1. Decrease@lramaticallyin the future

2. Decreasa slightamountn thefuture

3. Stayaboutthe same

4. Increasewith the paceof inflation

5. Increasadramatically

Income is an important driver of your investments. If you feel your income will decline,
you will likely be much less willing to tolerate risk tharydu think your income will
increase dramatically. Expectations of your earning will have an impact on risk.

Questions: Emergencyunds: Whatamountof moneydo youhavesetasidefor
emergencied(Thisdoesnotincludeborrowingsor creditlines,butdoesincludemoney
youcanaccesgjuickly)

1. None

2. Enoughto coverthreemonthsof expenses

3. Enoughto coversix monthsof expenses

4. Enoughto covernine monthsof expenses

5. Overtwelve monthsof expenses
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The larger your emergency fund, the mgoe are able to take on risk. Generally, with
your first investments, you should take on very little risk. As your asset size increases, S0
should your willingness to increase risk.

Question6: InvestmenExperience: Whatis your personalinvestmenexperience?
1.1 haveneverinvestedanymoneyin anyfinancialmarketor instrument.
2.1 amrelativelynewinvestor;-only afew years.
3.1 haveinvestedn IRAs andemployersponsoredetirementplans(401 (k)) for
sometime, butnow | amreadyto developadditionalinvestmenstrategieoutside
of thatplan.
4.1 haveinvestedfor quite sometime andamfairly confidentin my investment
decisions.
5. 1 haveinvestedmoneyfor yearsandhavea definite knowledgeof how
financialmarketswork.

Generally, the more experience investors have with financial markets, the more risk they
are able and willing to bear. However, this should be tempered by your willingness to
accept risk.

Question7: InvestmenRisk: Regardingyour view of risk, whichinvestmenivouldyou
be morecomfortablemaking?
1. I amcomfortableinvestingin savingsaccountsCDs,andothershortterm
financialinstruments.
2.l investin savingsaccounts/CDdut | alsoownincomeproducingbondsand
bondmutualfunds.
3.1 haveinvestedn abroadarrayof stockandbondmutualfunds,butonly the
highestquality.
4.1 haveinvestedprimarily in growth stocksandgrowth stockmutualfunds.
5.1 like to pick outnewandemerginggrowthcompanieandaggressivetock
mutualfunds.

What you own is an indicator of your ri sk
investments, you are likely risk averse. If in aggressive stocks/funds, you are willing to
take on more risk.

Question8: InvestmenPreference: Whichinvestmentvould yoube morelikely to invest
in? Theinvestmenhas:
1. A 20-yearaverageaeturnof 0-1%, with infrequentdownturnsandno yearsof
negativereturns.
2. A 20-yearaverageaeturnof 2-3% with mostlypositivereturnsbutlessthana
yearof negativereturns.
3. A 20-yearaverageeturnof 4-5% with afew downturnsandmorethanone
yearof negativereturns.
4. A 20-yearaverageeturnof 6-7% with severaperiodsof negativereturns
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5. A 20-yearaverageaeturnof 8% or greatemwith severabperiodsof substantially
negativereturns.

Higher returns require higher risk, If comfortable with lower returns, you can position
your portfolio. If you want the higher returns (and risk), invest according to your risk
level.

You shouldnow haveyour total score From your total score,it canhelpyou understanavhat
typeof investoryou are:Very conservativeConservativeModerate AggressiveandVery
aggressiveEachscorewill havearecommendedctionregardingncreasingor reducingrisky
assetgseeTable4).

Set Your Asset Allocatio Consistent with Your Risk

Assetallocationit is the procesf determininghow the asset®f a portfolio aredivided, mainly
into which assetlassesA well-diversifiedportfolio shouldhavebroaddiversificationacross
manyassetlassego reduceoverall portfolio risk. A broadlydiversifiedportfolio is an

i nv e kdydefer@seagainstrisk, akeytoafi s |-weli p o r t fooethatis nottorn between
fearandgreed. Asset allocation is a threstep process:

Stepl: Setyourinitial bondsandcashallocationto equalyour ageasa percentof your
overallportfolio allocation For examplejf you are40 yearsold, you shouldhave40% of
your portfolio in bondsandcash,and60%in equities

Step2: Takethisrisk toleranceest Basedon your results,youwill adjustthatallocation
to takeinto accountyour individual risk toleranceandcomeup with anrisk-appropriate
assemix. If youaremoreconservative/ou will increaseyour bondsandcashallocation
anddecreasgour equityallocation If youaremoreaggressiveyou will dotheopposite

Step3: Determineyour preferredassetlassedasedon risk within your majorasset
classeslf you area conservativenvestor,you will likely havemanydifferentbondasset
classegshortterm,long-termcorporatesgovernmentsmunicipals.etc.),butlikely only
largecapequities,andperhapsa smallamountof otherequityassetlasseslf you are
moreaggressiveyou will dotheopposite havemoresmallcap,internationalemerging
markets REITs, etc.andlessallocationto bondsandcash.

Assetallocationis importantfor two reasons:

1. Researcihasshownthatmostof thereturnsfrom financialasset@aremainly afunction
of returnsfrom the specificassetlassdecision,andnotfrom theindividual stock
selectiondecision Assetclasschoiceinfluencesreturns.

2. In the processf selectingyour assetllocation,you areselectingyour risk level for
your overallportfolio. Selectingassetlassess selectingtherisk or risk level for your
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portfolio.

Table 3. 10 Year Return and Volatility of AssetClassedrom 2007 to 2018

AssetClass AnnualReturn* Standardeviation*
Other:USREIT 7.4% 39.1%
Equity: EmergingMarkets  2.0% 22. ™
Equity: US SmallCap 9.1% 20.3%
Equity: International 2.4% 185%
Equity: US LargeCap 8.3% 15.0%
GovernmenireasuryBonds 5.6% 13.3%
GovernmenfreasuryBills  0.3% 0.2%
Inflation 1.6% 1.3%

Source: Calculatedrom IbbotsonandBloomberg.Theseareportfolios of financial
assetsnotindividual assets

While we cannotknow which assetlassewill bethe mostrisky overtheupcomingyearswe
canusehistoricaldatato determinehe mostrisky assetlasse®verthe past90 yearsending
DecembeR018 in termsof volatility (or standarddeviation) The higherthe standardieviation
themorevolatile theassetlass(seeTable?2).

As you know, time periodschange Whatwerethe mostrisky assetlasse®verthe past1l0 years
endingDecembeR018 (seeTable3)? Noticethatgenerallythe higherrisk assetlasse$adthe
higherreturn,but it wasnot necessarilghe case.

Soif risk tolerances importantthenthe challengebecomeshe processof determiningyour
assetllocation How do we do that?

Thechallengds to getfrom yourrisk toleranceo your assetllocation.Table4 belowhelpsyou
dothat Matchyour beginningallocation,whichis your agein bondswith your recommended
action Onceyou performtherecommendedction,you will haveyour assetllocationor asset
mix consistentvith your preferredevel of risk.

Investorsarefreeto shift betweerthe cashandbondallocationswithout anychangen
effectivenes®f thetest | personallypreferto alwayshave,at minimum,a 1-5% allocationto
cash.

Sohow doesthis scoringwork? For examplejf you scored35 points,you would be considered
anil a g g r dnyvestorThesds yourrisk toleranceor type of investoryou are.

To getto your assetllocationor assemix, you needto startwith youragein bonds.For
exampleassumeou areage40 soassumet0%in bonds.

Next, do whatthe AssetAllocation RecommendationsuggestForani a g g r @nvestoryoel 0
would add10%to equitiesandsubtractl0%to your bondandcashallocationsfrom theabove
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charts Your assetllocationat age40 would be 30%bondsandcash,and70%equities.

Table 4. AssetAllocation Resultsfrom the Risk Tolerance Test

InvestorType AssetAllocation
AssetClassesRecommendations:

Very Conservative 810 12 points
Cash +5%

Bonds +15%

Stoks -20%
Conservative 13to 20 points
Cash: +0%

Bonds: +10%

Stocks: -10%
Moderate 21to 28 points
Cash 0%

Bonds 0%

Stocks 0%
Aggressive 29t0 36 points
Cash -5%

Bonds -5%

Stocks +10%

Very Aggressive 37to0 40 points
Cash -5%

Bonds -15%

Stocks +20%

You arelikely wonderingif you canhavetwo individualswith similar assetllocationsyet with
differentrisk levels? Theanswelis yes Thisis dueto their differentages For examplethree
investorseachhavea 60% equityand40%bondallocations InvestorA is age50 andis
AggressiveinvestorB is age60 andis Moderate;andinvestorC is age40 andis Very
aggressiveTheir overallallocationsof 60% equityand40%bondsthe same However their
allocationswithin theequityandbondallocationswill likely beverydifferent Aggressive
investorswill havemoresmallcap,international andotherrisk equityassetlasses
Conservativenvestorswill havemorein savingsaccountsponds,governmensecuritiesand
municipalbonds.

Creating Your Personal Investment Plan

Themostimportantfinanciatplanningdocumentyou will prepare, besides your list of personal
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and family vision and goals, is your Investment Plan. In finance terms, your Investment Plan is
also known as younvestment policy statememn Investment Plais important because it
creates a framework for every investment activity in which you will participate. It states what
you will invest in, how you will invest, why you will invest, what percentage of your money you
will invest, and so on. In short, yolmvestment Plan significantly affects your investment

returns. Write this plan well and then follow it carefully. An example of an Investment Plan is
found in the Learning Tools directory of the website urideestment Plan Example Template
(LTO5A). Your Investment Plais a detailed description of all the major components of your
investment strategyt will help you to do the following:

1. Represent yourself: It explains your personal investment characteristics, such as your
risk tolerance and your personal constraints, and how those relate to your asset
allocation and targets.

2. Articulate what you will ad will not do: This plan clearly states what you will and
will not invest in and how you will invest. It also includes investment guidelines that
will help you invest your money wisely and achieve your goals.

3. Provideaninvestmenframeworkandguideinesfor makingwiseinvestmenthoicesif
you clearlythink throughandplanhow youwill investnowthatyou havefew assetgand
arenotinfluencedby fearandgreed),youwill haveaninvestmenframeworkand
guidelinego helpyoureasorthroughdecisionghatcouldhaveamajorimpacton future
financialgoalsandretirementlf followed carefully,yourplanwill helpyouavoidpoor
investmentecisionghatcouldhavemajorrepercussionr your financiallife. But you
mustwrite your InvestmenPlancarefullyandthenfollow it.

Your Investment Plan is divided into four separate categories:

1. Risk and return objectives

2. Investment guidelines and constraints

3. Investment policy

4. Portfolio monitorig, reevaluation, and rebalancing

1. Risk and Return Objectives

This categorydescribegour expectationdor returns on your investments. These expectations
will, to a large extent, determine your asakdcation decisions. In other words, these
expectations will determine how you will distribute your investments among different asset
classes. This category aladdresses your expectations for risk and outlines how much risk you
are willing to accept.

Expected returns: You should not invest without specific goals in mind. For your first goal, you
should decide what retu you expect your total portfolio to make over a specific time period.
You cannot know with certainty what the actual returns will be before you invest. However, you
can estimate aexpected returmgr a goal you hope to achieve during a certain peridiinef
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(such as a week, a month, or a year). Be aware that your expected return will have a major
impact on what your portfolio looks like.

1 An expected annual return of 1 to 2 percent will likely be the result of a diversified,
very lowrisk portfolio.

1 An expected annual return of 3 to 4 percent will likely be the result of a well
diversified, lowrisk portfolio.

1 An expected annual return of 5 to 6 percent will likely be the result of a well
diversified, moderateisk portfolio.

1 An expected annual retuai 7 to 8 percent will likely be the result of a less
diversified, highrisk portfolio.

1 An expected annual return greater than 9 percent will likely be the result of an
undiversified, very highiisk portfolio that is heavily dependent on higék assets.

Note that you will determine your expected returns for two periods of time: befossmett
and during retirement.

There are several ways to estimate your expected returns. To give you an idea of how to estimate
your expected returns over a period of time longer than one year, it may be helpful to look at the
long-term history of the astelasses you have selected. LooKattorical Return Simulation for

Asset Classed T23).

Expected risk: Since a higher expecteduen requires you to accept more risk, it is important

that you know yourisk-tolerance levelor your willingness to accept risk. Where you are in

your life, as represented by your age, will likely have a big impact on how much risk you are
willing to take. In general, when people are younger, they are more willing to accept risk because
their investments will have more time to grow and overcome losses. As people grow older, they
usually become less willing to accept risk because they will need thestim»et funds sooner

for retirement and other purposes. Investors that have a low tolerance for risk should typically
devote the majority of their portfolios to bonds and cash because these investments are the least
risky of all asset classes; however, thes/estments also have the lowest returns. Investors that
are willing to accept more risk may allocate more of their portfolio to U.S. and international
stocks versus investments in bonds and cash. The challenge of wise investing is to balance your
risk and return expectations with your situation in life and your personal goals.

Defining risk in your portfolio is a challenge. Professional investors usually state an annual
standard deviation as the acceptable risk level for their poriofimsexample, 1Dercent.

From a financial standpoint, this means t hat
within one standard deviation (plus or minus 12 percent) of his or her mean or average return. If
an investoro6s aver ag e thereid abfpercentchanBethateghec ent , t h
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i nvestor 6s r et idpercent (& perceitld percemtpand2@ pencent (8 percent
+ 12 percent). While using a standard deviation to define risk may be helpful for some, this

method will not work for egryone. | would like to propose a more simple way of defining risk:
using investment benchmarks.

Instead of defining your ristolerance level in terms of a standard deviation, you can simply
define it by deciding that you are willing to accept the risthe benchmarks you have chosen

for your portfolio. You can determine how risky a particular asset is by looking at your
investment benchmark. If you have a shtalpitalization stock mutual fund or asset that has had
a return of 6.5 percent over the laStyears and a standard deviation of 19.3 percent, you can
compare this asset to an investment benchmark for-sagaktocks. From Table 4 in the

previous chapter, note that smedlp stocks have yielded a 7.2 percent return over the past 10
years with &0.6 percent standard deviation. Your mutual fund or asset has a slightly lower
return than the benchmark (6.5 percent versus 7.2 percent), but with slightly lower risk than the
benchmark (19.3 percent versus 20.6 percent).

You can also determineapoftfo o 6s ri sk | evel by comparing th
benchmarks. For example, if you choose a portfolio that is made up of 50 percent U.S. stocks, 20
percent international stocks, 25 percent bonds, and 5 percent real estate (all perdemt&hes s

add up to 100), then your risk is equal to the risk defined by the benchmarks of each of these

asset classes. In this case, your risk would be equal to the benchmarks of each element in a
portfolio that contains 50 percent U.S. stocks (as measursdbg ndar d and Poor és
major benchmark for largeapitalization stocks); 20 percent international stocks (as measured

by MSCI Europe Australia, Far East Index (EAFE), a major benchmark for international stocks);

25 percent bonds (as measuredt®yBarclays Aggregate Index, a major benchmark for bonds);

and 5 percent real estate (as measured by St a
for real estate investment trusts). A list of the major benchmarks for a portfolio can be found in

the Learning Tools directory of the website un@essible Benchmarks for Investment Plans

(LT15) andExpected Return Simulation and Benchmdtkg27). Asset class performance over

the past 1, 5, 10, 25, 50, 75, and 85 years can be found in Table $ipuivels chapter of this

manual.

2. Investment Guidelines and Constraints

Thesecondcategoryof your Investment Plan is investment guidelines and constraints.

Investment guidelines:Your investment guaielines are the road map for how you will invest

over your lifetime. These guidelines and constraints explain the ways in which you will invest
differently at different phases in your life. Generally, most individuals have three stages of their
financial ife cycle. Most investors who are younger than age 55 are in stage one, or capital
accumulation and growth. Investors who are approaching or in retirement are typically in stage
two, where the main goal is investment preservation, or maintaining theofahwestments.

The choice of the number of stages is arbitrary. You can add more stages if you choose.
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Your investment guidelines should provide you with a general road map for investing money at
different stages of your financial life cycle. These gurae should integrate all of your
financial goals to give you a complete financial perspective.

Investment constraints:Once you have decided on your investment guidelines, you should
identify your investment constraints, constraining factors that you takesinto account as you
manage your portfolio. Your Investment Plan should address a number of important constraints:
liquidity, investment horizon, tax considerations, and any special needs.

Liquidity is the speed and ease with whashasset can be converted into cash. As you create
your plan, consider how important it is for you to have the option of turning your assets into cash
quickly. Ask yourself how much money you will need at different times in your life and how
quickly thatmoney needs to be available. Examples of liquidity constraints include paying for
graduate school, making a down payment on a house, and sending a child to college. To pay for
these expenses, you will need to convert assets into cash.

Investment Horizon is the amount of time you are planning to keep an asset to save for a

particular purchase. Consider how soon you will need to use the funds from a particular

investment. Examples of shadrm investment horizons include saving &éonew car or making

a down payment on a house. An example of a-teng investment horizon would be saving for
retirement or saving for your childrenbés col l

Tax considerations take into account your current tax bracket and your current tax rates.
Consider your tax position: are tévee or taxdeferred investments more advantageous than
taxable investments? You cannot simply compare the stated returns of particular assetsstyou
compare assets by taking into account that certain investments eliminate federal or state taxes
and those other investments arefieee. For example, if you are comparing government | and

EE savings bonds versus corporate bonds, you must take @otonathat government | and EE
savings bonds are state #®e (and federal takee if principal and interest are used for college
tuition costs), while corporate bonds have no tax advantages.

Speciatneedsare constraints relategecifically to your family, your business, and other areas

of life that are important to you. Do you have a child with a disability? This may impose specific
requirements on your Investment Plan because you will likely need life insurance to provide
fundsfor a disabled child in case of your death. Is a large part of your wealth tied up in your
company? This imposes constraints such as the decision of how much you should invest in your
company6s e fopwnership plans. ¥du maykave other speciaktramts that will

influence your investment decisions. It is critical that you understand your special needs before
you begin investing.

3. Investment Policy

Your InvestmenPlanalsoincludesyour investment plicy, which is a written statement of what
you will and will not invest in, how you will allocate your investments, and how you will
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distribute your assets. Your investment policy is divided into six sections:

Acceptable and unacceptable asset classes
Investment benchmarks

Asset allocation

Investment strategy

Funding strategy

New investment strategy

= =4 =4 -8 -4 -9

Acceptable and unacceptable asset classdsis important that you decide which assets you

will invest in before you begin investing so that others will not be able to convince you to invest
in asset classes that are not suitable for you at your stage in the financial life cycle. Invest where
you have a particular expertise or where the oddmareur favor. You should plan to invest in

asset classes that have a history of delivering-teng returns, not just high returns over very

short periods of time. For example, | recommend that investors invest in stocks, bonds, mutual
funds, and cashnd cash equivalents; | do not recommend investing in futures, options, foreign
currencies, or precious metals. The investments | have recommended hategriohgstories of
consistent performance, while the investments | do not recommend lack a histongistent
performance.

Review the historical performance of various asset classes to roughly estimate future
performance. After reviewing the historical performance of the various asset classes, it is likely
you will decide to invest in stocks and mutual funds, bonds and caslalents, and real estate.

Once you have identified which asset classes you will invest in, you must also determine which
asset classes you will not invest in. Asset classes on this list may include those in which you do
not have expertise or those inialthe odds are against you. For example, most investors

should probably not invest in asset classes such as foreign currencies. The foreign currency
trades are controlled by large international banks, which employ hundreds of very experienced
men and woran with PhDs in finance. These banks have billions of dollars invested in

computers and computing power as well as-tiea databases to alert them immediately to
economic changes that may affect currencies. The odds are not in your favor: investieiyim fo
currencies i s known Tahsi sa niiezaenrso tshuami gfaonre every
corresponding loser. You do not want to be that loser. Other asset classes that typically require a
great deal of expertise include commodities (especially commodity futures contracts, which have
very high levels of implicit debt), precious metals, and art. Be cautious of investing in these areas
unless you have specific expertise to support your investment decisions.

Investment benchmarks: are hypotheticahvestment portfolios that show how a specific set of

assets performed over a specific period of time. These portfolios can help investors evaluate how
their investments are performing versus how the benchmark is performing over the same time
period. Unls s you have a benchmark by which you can
you cannot know how your investments are doing. For example, if you invest in a mutual fund of
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large-cap stocks and your annual return is 6 percent for 2016, how do you kinisvisf & good

or bad return? You cannot know if you do not have anything to compare this information with.

But if you know that your benchmark forlargea p st ocks, the Standard a
rose 12 percent during 2016, then you know that yowsiment underperformed in that year.

Your investment was up 6 percent for the period versus a 12 percent return for the benchmark.

Investors select benchmarks based on asset classes, size or capitalization, geography, issuer, and
investment style. Investamt benchmarks are covered more thoroughly in later sections of this
course.

Asset allocationis the process of determining how much you will invest in each specific asset

class in your portfolio. Research haswhdhat the decision of how to allocate your assets is the
most i mportant factor af fldsyou writg thigseation ofyyaur t f ol i
Investment Plan, you should answer these questions:

1 How much will you invest in each asset class?

1 What percentage of your total investments will you invest in each asset class?

1 Whatis theminimumallocationof fundsyouwill investin anassetlassatanypointin time?
I What is the maximum allocation?

1 What is the target allocation?

Your target asset allocation will probably vary throughout your life. Again, the younger you are,
the more likely it is that you will be willing to invest in riskier asset classes. Likewise, the older
you are, the less likely it is that you will be willing invest in riskier asset classes.

In general, the first decision you should make when determining your asset allocations is
between stocks and bonds. One timsted way to decide how much you should invest in bonds

is to use your age as the percent@gehe allocation. The logic behind this starting point is that
the older you are, the more you should invest in bonds because bonds are less risky than other
investments. The remainder of your portfolio would be allocated to equities.

The second stepoy should make when you are determining your asset allocations is to

understand your risk tolerance. | recommend that you take a number of differ¢oteiakce

tests to help you decide how to make allocations in your portfolio. One example of a risk

tolerance test is found i Risk-Tolerance TesiL T16) in the Learning Tools directory of the

website. Based on the results from this test, you nthgreilecide to increase your equity
allocation above thetimme e st ed approach i f the test indicat
reduce your equity allocation if the test ind
you increase or reduder different allocations should be based on your individual tolerance for

risk.

After you have decided on your portfoliobds al
and bonds to deepen your portfolio. You might add some s@aplstocks or sne international
stocks if you want to take on more risk. Or you might add some fedetfaermunicipal bonds
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or state taxree Treasury bonds if you want to reduce the risk of your portfolio. You can then
broaden your portfolio by adding additional etsslasses, such as real estate, emerging markets,
and inflatiorlinked bonds.

Once you know the asset classes you want to invest in, it is important that you decide on a
minimum allocation, maximum allocation, and target allocation for each assetHaagsy a set
minimum allocation preserves diversity in your portfolio. Diversification is an important tool for
reducing risk. Since your allocations will change over time, reaching your maximum allocation
will be a signal that it is time to rebalance yportfolio back to your target allocation, which is
your ideal allocation, based on your current expectations and the current market conditions.

When you are determining minimum, maximum, and target allocations, you should take into
account where you watd be throughout your entire investing life. It is likely you will have to
make different allocations for the different stages of your financial life éyldeexample,

newly married, kids in college, retirement, and so on.

Your investment strateggescribes how you will invest your money. It clarifies how you will

manage, prioritize, and fund your investment; it also describes how you will evaluate new
investments. The following paragraphs explain some afjtiestions you should answer about
your investment strategy.

Will you use active management or passive managerietiv2 managemens a strategy in

which you try to outperform your benchmarks by actively buying and selling stocks and bonds.
This strategyequires considerable time and expense to mairRaissive managemesta

strategy in which you invest in index funds, or exchaingded funds, instead of trying to beat
your benchmarks: index funds, or exchatrgeled funds, simply mirror the perfornee of your
benchmarks. This strategy is much cheaper in terms of time and costs, and it is often-more tax
efficient as well.

You may also choose to use a combination of active and passive management for your portfolio.
For example, you may choose to astive management for your tabeferred accounts (these
accounts do not require you to pay taxes until retirement, when you withdraw the money) and
passive management for your taxable accounts (these accounts require you to pay taxes each
year). Your choies will depend on your goals, your objectives, and your investment style.

Will you invest in mutual funds or individual assekd@tual fundsare professionally managed
portfolios that are composed of similar assets; mutual funds offer the benefits sifidaton

and economies of scale. Investing in individual assets, such as stocks and bonds, allows you to
control what you invest in and when you will realize capital gains. While it is much more
exciting to invest in individual assets, these assetsralstve much more risk and instability.

You may choose to invest in a mix of assets: a combination of mutual funds and individual
stocks or bonds.

Will you use leverage in your investintdingleverages the process of borrowing either
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money or securi@is for your investment activities. Using leverage is not recommended. While
leverage increases the potential for return on an investment, it also magnifies the potential for
loss. Many investors have lost significant amounts of financial assets by w&rapke. There

are two types of leverage used by a few individual investorgng on margirandshort selling

Buying on margins borrowing to purchase a stock. The amount of borrowing you use is referred
to as your fAl ever ag ethewalue ofa stakyaudp hoecurrentlpawn a r e
will go up soon. You invest $10,000 of your own money and invest another $10,000 that you
borrow from your brokeé buying on margin. If the value of the stock goes up, you make a

larger profit because you usexvérage to invest more. However, if the value of the stock goes
down, you incur a larger loss because you invested more, and you must still pay back the
$10,000 you borrowed, regardless of the price of the stock. With leverage you can lose
considerably ma than the amount you put up of your own money.

Short sellings another type of leverage in which you borrow stock and then sell it immediately.
For example, you are positive the value of a stock will go down. Before the stock goes down,
you borrow a huned shares of that stock from your broker and sell them. Again, you are
borrowing, but this time you are borrowing stock instead of money. If the stock price goes down,
you will be able to buy the shares back at a lower price; you make a profit by gedling

borrowed shares at a higher price and buying them back at the lower price to replace the stocks
you borrowed. However, if the value of the stock goes up, you will have to use your own money
to buy back the more expensive shares; you must also repayatgnds paid during the period

you borrowed the shares.

Using leverage is risky because you can lose much more than you originally invested. Do not
take the chance. Joseph F. Smith stated the following:

If there is anyone here intending to go intotdeb speculation . . . | would advise him to
hesitate, pray over it, and carefully consider it before he obligates himself by borrowing
money and going into debt. In other words, keep out of debt if you can. Pay your debts as
soon as you cah.

Funding strategy: You cannot invest without having the funds to invest, and you should not
invest with borrowed money. Where will you get the funds for your investments? In a previous
section, | recommended that you always pay the Lordfittsat you pay tithes and other

offerings before anything eéqand then pay yourself a minimum of 10 percent, hopefully more
(20 percent).

Most financial planners recommend that you save a minimum of 15 percent when you are young,
and they recommend that this amount should increaseuageymlder. Once you have set aside

the recommended 120 percent each month, invest this money wisely according to your

personal Investment Plan. In this manual, | recommend that you save 20 percent of every dollar
you earn after college.

-219- 2019-2020 Edition

S



Chapter 0. Intermediate Investing 2: Application

How will you manage the funds for your various financial goals? One way to save for different
financial goals is to set up different investment vehicles for each of your financial goals. You can

use a 401(k) plan to save for retirement, a taxable account to save forljourl dr en6s wedd
and 529 funds and Education | RAs to save for
investment accounts to save for an emergency fund, a house down payment, or a car fund. If you
pay yourself at least 10 percent (hopefullyre)pyou can divide this money among your

financial goals; for example, you could allocate 5 percent to your 401(k) plan, 4 percent to your
investment fund, and 1 percent to your 529 funds.

New investment strategy’How will you handle new investments? You need to decide the

maximum percentage you will allocate to any new investment. Most experts advise that this
amount should generally not be more than 10 p
lose a great deal of money by putting all of their investments into one company or product that

they think is a sure thing. There are no sure things. To avoid falling into this trap, decide now on

the maximum amount you are willing to invest with a singleestment: in other words, decide

how much you would be willing to lose with a single investment.

You should also decide on the maxi mum amount
in your 401(k) or other retirement account. For most people, rimsiat should not be more than

5 to 10 percent of the funds in their retirement account. Remember the principle of

diversification. If your company does well, your job is secure and your retirement portfolio is
strong. If your company does poorly, you magd your job, and your retirement portfolio may

be reduced substantially as well.

4. Portfolio Monitoring, Reevaluation, and Rebalancing

Thefinal partof your Investment Plan isedcribing how you will monitor, reevaluate, and

balance your portfolio. Monitor your performance. Compare the performance of each of your
assets against benchmarks on a monthly, quarterly, and annual basis. How did your assets
perform? Which assets hadusats that were greater than their benchmarks, and which assets had
returns that were less than their benchmarks?

Setting goals is not a ofigne event. You should continually review and reevaluate your goals.
Has your situation in life changed? Which gaaded to be changed to accommodate your
situation?

Finally, has your portfolio shifted away from your target asset allocations because of time or
because of the performance of your assets? How will you rebalance your portfolio to regain your
target alloctons, while at the same time minimizing the tax effects of rebalancing? We will
discuss the topic of rebalancing in more detail in later sections.

Final Thoughts on Your Investment Plan

To conclude our discussion on investment plans, | would like to affew final suggestions.
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First, develop a good Investment Plan and stick to it. This plan is your road map to attaining your
financial goals. Think it through, write it well, and follow it closely. An example of a good
Investment Plan can be foundliivestment Plan Example Templt05A). Feel free to copy

this plan and personalize it based on your views of risk, return, constnaugstnnent policy,

and portfolio monitoring and rebalancing. Instructions on filling this plan out are found in
Investment Plan Exaple Instructions (LT5B)

Second, compare the performance of your assets to your chosen benchmarks on a monthly,
guarterly, and annual basis. No one will watch your portfolio like you will.

Third, beware of following the investment crowd. Itis unlikedlyagt | a s t-pegjoemang 6 s b e st
asset cl asses wperfoimindgasseticlasses. Inyng expedence with snvesting, |
have found that winners rotate. Avoid chasing

Finally, remember that there are tax consequenceslfioiggetry to minimize those tax
consequences as much as possible. Bewarleunhing,or buying and selling too often.
Rebalance your portfolio annuallyperhaps even less often.

Carefully Choose your Mutual or Index Fund and Build Your Investment Portfolio

You already determined the asset classes your portfolio should contain and the appropriate
benchmarks for these asset classes in previous chaptersfore, you have already completed
steps one and twdhis chapter will discuss steps three and foay will learn how to determine
key parameters for evaluating mutual funds of specific asset classes, and you will learn how to
use a database program to set those parameters and evaluate potential candidates.

There are a number of important criteria yoawdt consider when selecting mutual funds.
Seven of the key criteria include diversification, low cost;dHiciency, low turnover, low
levels of urinvested cash, no manager style drift, and small (or positive) tracking error.

1. Wide Diversification

Diversification is your most important defense against market risk. Select mutual funds that
include many different companies in each portfolio category. Avoid investing in sector funds or
industry funds, individual stocks, or concentrated portfolios ofkamy until you have sufficient
education, experience, and assets. Even then, keep the percentage of these assets low in relation
to the amount of your overall assets.

There are four main factors that determine whether a mutual fund is sufficiently digersif
numbers, concentration, types of assets, and location.

Numbers: What is the total amount of holdings, or securities, in the fund? You want to select a
fund that holds many securities and industries. Check the number of holdings in the fund (see
Tablel). If the fund has only 15 holdings, it is not very diversified and you should carefully
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understand each of those 15 companies. If the fund has 504 holdings (as does the Vanguard 500
index fund), it is much more diversified. Since there are over 500 coegpia the portfolio, and

since no company is a significant portion of the portfolio, it is not as critical that you carefully
understand each of the companies in the portfolio.

Concentration: What percentage of the fund is allocated to the top 10 hal@dili$0 percent or

more of the fund is invested in the top 10 holdings, then the fund has a high concentration in
these holdings. If only 17 percent of the fund is invested in the top 10 holdings, then the fund has
a lower concentration in these holdiraygl your risk is most likely spread out over many
companies.

Table 1. Morningstar Website: Diversification

MmﬂNlNBSmH Investment Research Center™

=

Schwab® S&P 500 Index SWPPX | ks

Equity Holdings Performance S\ PPx

Source: All Momingstar charts are from Morningstar
Library Edition, 201$-03-03

In addition, by looking at the top 10 holdings of a mutual fund, you can see the percentage of net
assets or of the value of the portfolio thattibye 10 stock comprises. Generally, the lower the
concentration in the top 10 holdings, the lower the risk of a problem with a single company, and
the better for most investors.

Type of assetsWhat types of assets are in the fund? If the mutual fundesjaity fund or a

bond fund, then all assets should be of the same asset class. However, if the fund is a balanced
fund, an assetllocation fund, or lifecycle fund, you should examine the percentage of the fund
that is allocated to stocks, bonds, andhcégjain, the more diversified the fund is in terms of its
holdings of different types of financial assets, the less volatile the fund will be.

Location: What is the location of the companies that are included in the mutual fund? The more
diversified the dcations, the less risk to the fund. Companies from different geographical areas
are subject to different business cycles; hence, these companies should experience highs and
lows at different times in the investment cycle.
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2.Low Cost

Investment returns adimited, and investment costs of all kinds reduce your returns. If you have
two funds with the same return, the fund with the lower expense ratio will give you the higher
actual return. Keep costs low!

| recommend/ouinvestin low-cost,no-load (i.e., without a salescharge)mutualfunds.You
shouldrarely(if ever)paysaleschargesf anykind. Becauseg/ou arealong-terminvestor,it may
beacceptabl¢o investin fundswith backendloadsor fundswith a saleschargefor sellingwithin
aspecificperiodof time, aslong asthatperiodof timeis underl80days.You shouldalso
minimize managemerfeesasmuchaspossibleRememberadollar saveds adollar you can
investto earnmoremoney.

Costs are explai ned i ndocumentthatdescrdés alfaspectsdfshep r o s
mutual fund) in the section entitled AFees, M
section details all administrative costs, management feed], figds, and other charges. The

most important ratio lied in this section is the total expense ratio. This is the overall cost of the

listed fees. Remember that the fund manager will reduce your investment by this amount every

year. The lower this ratio, the more you will be able to earn for your personsl §jote that the

Vanguard Fund charges 0.16 percent a year for total expenses. Compare this to the average total
expense of largeap stocks, which is .92 percent. While you cannot change the management fee

once you have invested in a fund, you can amdishunderstand the management fee before you

invest in any fund.

Table 2. Morningstar Website: Costs

Schwab® S&P 500 Index SWPPX ok

Performance  Ratin

Expense Relative to Category SWiix

ogory (Large siens = ree Level Lompanson Lroup meaiar
goey 1.03 1.01 .99 o

4e

Maximum Sales Fees PX Total Cost Projections

4b
4c

S vears

Other Fees/Expenses 5w/

Source: Momingstar 2019

If you are investing in a neretirement investment vehicle, taxes are another important expense

you should analyze. Look at the tax costratiointhes i on enti tl ed AReturns
Too many investors fail to account for the impact taxes will have on their returns: taxes typically
reduce returns by about 25 percent each year.
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3. Tax Efficiency

If you are investing in a neretirement investmentehicle, taxes are another important expense

you should analyze. Look at the tax cost rati
Too many investors fail to account for the impact taxes will have on their returns: taxes typically
reduce returnby about 25 percent each year.

When investing in taxable funds, choose funds with an eye to obtaining high returns while
keeping taxes low. Taxes reduce the amount of money you can use for personal and family goals.
Watch the historical impact of taxes the fund because it is likely to be similar in the future.
Remember, it is not what you earn, but what you keep after taxes that makes you wealthy.

Your taxadjusted return is the estimated return after the impact of taxes. There are two ratios to
watch:the tax cost ratio and the potential capital gains exposure (see Table 3).

The tax cost ratio is the percent of nominal fund returns that is taxable, assuming the fund is
taxed at the highest rate, and is calculated as (1 + return) taglcost ratio) 1. If a fund had

an 8 percent return and the tax cost ratio was 2 percent, investors in the fund took home 6.00
percent, or (1.08 * .98) 1. The potential capital gains exposure is an estimate of the percent of
t he fundds ass et ainstlfiths humbeeiphigh, sherais a hoggagrobabibty g
that investors may receive gains as capital gains rather than as ordinary income.

Table 3. Morningstar Website: Tax Efficiency
Schwab® S&P 500 Index SWPPX | Yk

Quote Chart Fund Analysis Performance  Rating & Risk Management Stewardship Portfolio |

Compare
Tax Analysis
=)l
1-Mo 3-M M ¥YTD 1-¥ 3-¥ ¥r 10-¥r 15-¥r 1 tign
Pretax Return
SWPPX 3.21 1.39 -3.07 11.46 453 1520 10.58 1557 B.26 7.61
Tax-adjusted Return *
SWPPX 3.21 035 -4.06 11.46 3.56 1441 S.B6 150 7.7 7
W Rank in Category 48 44 3B 48 I 27 15 B 1 1 I -
Tax Cost Ratio
SWPPX 1.02 0.8 055 048 051

Potential Cap Gains
Exposura

SWRPY 45.40

-224- 2019-2020 Edition



Chapter 0. Intermediate Investing 2: Application

4.Low Turnover

Look for funds with low turnover. Turnover isi@easure of the amount of trading activity that

takes place during a given period of time; turnover is shown as a percentage of the average
amount of total assets in the fund. Calcul ate
and dividing by twoHigh turnover, or excessive trading, increases the amount of taxes and
transaction costs you will have to pay. Many costs associated with turnover are hard to quantify

and are therefore not disclosed in the prospectus. Other costs that stem from higdr turno

include commissions, bidsk spreads (the difference between what buyers are willing to pay and

what sellers are asking for in terms of price), and market impact costs (a jump in price that

occurs when a manager tries to buy a large block of shamseRber that each transaction

generates a taxable event, and the cumulative taxes can be very expensive.

A mutual funddés turnover is described under t
Table 5). You want a mutual fund that invests loeign, consstent with the principles of good

investing. The more turnover a fund has, the more the investor will spend on transaction costs

and taxes (which are not included in the total expense ratio). The more costs the fund generates,

t he hi gher $rhustbd taoffsettiese expdnses. n

You should also | ook at the section entitle
Tax Analysis. o You should avoid mutuadmf und
capital gains because they &®ed at the highest marginal tax rate.

d
S

5. Low Un-Invested Cash Low

Un-invested cash is cash the mutual fund has not yet invested in securities. High levels of un
invested cash are drags on a mutwual f lhasdb6bs pe
a small percentage td#rgecap stockand a large percentage of cash, the low rate of return on

the cash will dilute the higher rate of return on the large stocks. Look for funds that keep the
percentage of cash in their portfolios low. Some mfwunds hold large amounts of cash to fund
potential redemptions or to comply with their investment policy. Choose funds that are fully

invested (95 to 99 percent, depending on the asset class and fund size) in the market segment you
are targeting. Do ngiay the mutual fund to manage cash. While it is acceptabtgérend

mutual funds to have some frictional cashs cash should comprise less than 5 percent of the

fund.

The percentageoftinnvest ed cash in a fundsectwnofthest ed i n
prospectus (see Table 5). Remember that the amountinfested cash in a fund may change
over time, so monitor this amount. The Vanguard fund has 0.4 percentasted cash.

6. No Manager Style Drift

Thelaw requireshatmutualfundshavea prospectusvailablefor individual clientsto review.
This prospectustateghe investmenbbjectiveof thefund (whetherthefund will investin large
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capitalizationstocks,internationabonds realestategtc.). Managerstyledrift relatesto thefund
ma n a gsyleabdthetypesof companieshe fundwill buy or sell. Overtime, portfolio
managersnay changehetypesof companiesheychooseo investin; this changes called
managestyledrift. Changesn the size,geographicalocation,or relativevaluationof the
companiesncludedin thefund canalterama n a greestinenstyle. Sincethisinvestment
style affectsthe performancef the fund, a portfolio manageshouldgenerallyremainconsistent
in thetypesof companiedieor sheselectdor thefund.

Table 4. Morningstar Website: Turnover

MOHNINHSTAH Investment Research Center

Schwab® S&P 500 Index SWPPX e e e e

Quote | Chart Fund Anslysis  Performsnce Rating & Risk  Mansgement Stewardshic  Portfol

i42.83 U040+

Growth of 10K SWP

seoe_ Moss zove EIT ——— e Al D

The fundébés prospectus should clearly define 't
portfolio, the size of the target companies, and whether the portfoliograsvtn or value tilt A

growth tilt means that the portfolio manager invests in stocks that have higheegmiegs and
price-book ratios than the market and are likely to grow faster than the market. A value tilt

means that the portfolio manager invests in stocks that arperhiban the market and have

lower priceearnings and priebook ratios than the market. A portfolio manager should not

change the type of asset classes included in the fund. You are paying the manager to invest in the
asset classes that are detailed englospectus, and this is what he or she should do. If you

purchase a small company mutual fund, the fund manager should not purchase international or
emerging mar ket shares because these invest me
If you want exposure to these asset classes, you should invest in a mutual fund that specializes in
international and emerging market shares.

The portfolio managero6s investment style is d
section cal lleed HioPxo rDeftodiilosio0 S(tsyee Tabl e 6). The
Styledo box |lists the company valwuation across

manager 6s style should not have changed over
fund where the style has remained consistent.
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Table 5. Morningstar Website: Uninvested Cash

7.Small (or Positive) Tracking Error

McORNINGSTAR

Schwab® S&P 500 Index SWPFPX

Investment Research Center™

e e e e

s8.97

o.02
Source: Momingstar 2019

Bonahmark Harket
78,367 Mil

170,44

H

Large

.....

Tracking error (or trailing return, as defined by Morningstar) is the difference between the return
f und o6 3Trabkengesrdr shauldkbe small, meaning

on the fund and the return bnh e

that the fund return should be very close to the benchmark return. Generally, the smaller the

tracking error, the more consistent the performance of the fund is compared to its benchmark. If

the tracking error is negative, the fund has yielded lower returns than the benchmark. Most
people do not complain too much if the tracking error is positive, or in other words, if the fund

has yielded higher returns than the benchmark.

Table 6. Morningstar Website: Manager Style Drift

- o>
> o

Q ~+ —
—~+ Cc C

- 3
O S

Style Details SWPPX
Avg Market Cap USD
102,803 Mil

Market Capitalization
Size

Giant

Large

Medium

Small

Micro
Value & Growth Measures

Price/Prospective Earnings™
Price/Book™

Price/Sales™

Price/Cash Flow™

Dividend Yield %=
Long-Term Earnings %
Historical Eamings %
Sales Growth %

Cash-Flow Growth %
Book-Value Growth %

Benchmark Market Cap USD

85,073 Mil

% af Partfolio
56.38
33.68
9.93
0.01

0.00

Stock Partfolio
16.52
2.92
1.97
8.54
2.15
10.76
12.26
7.23
13.41
4.16

s tracki

al s

ng

Category Avg Market Cap USD
175,574 Mil

Benchmark
50.57
31.93
16.54

0.95

0.00

Benchmark
17.13
2.87
197
8.67
2,03
10.75
11.28
7.01
12.81
4.57

Categor

Gias
@ o
v Avg Hadlum 4 4 2
75.90 Sma
8.43 Micr o o 0
4
1903 pepcomc o Value Blend Growth
163 vl vl
0.01
@ Weighted Average of Portfolio Weight%
holdings ® > 5%
-~ . ® 25-50%
75% of fund’s stoc 10-25%
¥ Ave haldings o
- 2a
T Investment Style History
= Year style
- 2019
- 2018 ™
- 2017
- 2016
- 2015
_ und’s s

Source: Morningstar 2019
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Category, o and APercent Rank in Category.o

Tracking error versus the index (+4 index): This section shows the difference between the
return on the fund and the return on the benchmark, or itfideaxcking error is consistently
small, it is likely you will consistently receive benchmark returns.

Tracking error versus the category (+k category): Sometimes funds with similar objectives
will have different benchmarks. This section combines allgumith similar objectives. This
information indicates how well the fund performs in comparison with other funds in the same
asset class (or category). A positive tracking error indicates that a fund has hadhagher
average returns as compared with ofbeds in the category.

Percent rank in category: This section shows the percentile in which a fund falls in a given

category. A rank of 15 indicates that the fund is in the top 15th percentile of all funds; the lower

the number, the better the performamd the fund compared to the performance of other funds

in the category. Watch this percentage rank for consistency. A fund that is in-thedogf all

funds year after year is a much better prospect than a fund that is the top performer one year and

a mediocre performer for several years. Remem
performing fund i s umeffornkng fund. Corsistdney ista tritical year 6 s
factor.

Table 7. Morningstar Website: Tracking Error
Mnﬂ"mﬁs‘mﬂ Investment Research Center”

Schwab® S&P 500 Index SWPPX | &k w“
. ~ ing & e eree  eSOBIREL MoRIngstar 2019

.......

Using Databasego Select Funds

Now that you understand the parameters you should adhere to when selecting mutual funds, you
can set your criteria and then use a database to get a list of all the funds that meet your criteria.
For example, you can use Morningstar &lsihg Morningstar to Select FunfisT07) to set your
criteria for stocks, bonds, and other financial assets. To aid you in your selection, we have
created aMutual Fund Seletion Workshee(LTO7B) that includes the criteria discussed and

where to find it on Morningstar.
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While there are many different resources for finding mutual funds, the Premium Fund Screener
from Morningstar is one of the better resources. You will neséttap an account and a

password. The cost of using Morningstar on the Internet is $125 per year. This service is
available for free for some college students, such at BYU.

Building Your Investment Portfolio

Strategiesor developingnvestmenportfoliosdiffer amongindividual portfolio managersnd
institutions.The strategyeachinvestorprefersdepend®n theway he or sheviewsthe market;
ani n v e sttategyaissdepend®n his or hergoals,budgetandexperiencen investing.lt is
impossibleto discusghe strategieshateveryportfolio manageusesto build eachportfolio;
however,asl havereviewedsuccessfuportfolios,| havefoundthatseverakritical phaseof
investmentemainthe same.

Chart 1: The Investment Hourglass Bottom
| Taxable Assets|

[Retirement Assets|

dividujl StocRy and Sector Funds

3. Divers%roaden and Peepen your\hﬁt Classes
2}{6: Broad Market Infcx or Core MutuaNds

1. Basics: Emergency Fund and Food Storage

4. Opportunistic:

Thetop half of theinvestmenhourglassietailedthe stepsyou shouldtakebeforeyou begin
investing.Like theway we live our lives anddecideon our goals,theway we investshouldbe
basedon our priorities.

Thebottomof theinvestmenhourglassontainsa patternof successfuportfoliosthat!l have
seenn my experiencas| haveworkedwith studentsfamilies,andinstitutions(see Chart )L

Thebottomof theinvestmenthourglasss dividedinto four levels,representindour phaseof
investmentThefirst level, or baseof thehourglassepresentshe phasan which you develop
your emergencyund andfood storagel stronglyrecommendhatyou startthis phasefirst.
Generally,it is recommendethatyou havethe larger othreeto six monthsof income or
expensef veryliquid cashor cashequivalentdi.e., savingsaccountsinternetsavings
accountsmoneymarketmutualfunds,shortterm CDs, checking accountgtc.)for your
emergency fund~orinformationon cashmanagemeniehicles seethe chapteron Cash and
Liquid Asset Management
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Thesecondevelrepresentshe phasan which youdevelopyourp o r t fcoré,ar lmwraad
exposureThislevel generallygivesyou exposureo theleastrisky of all theequityassetlasses,
mainly largecapitalizationmutualfunds.Whenyou first begininvesting,| strongly recommend
thatinsteadof purchasingndividual stocksandbondsyou follow the principlesof investing
discusedearlierandinsteadnvestin low-cost,no-loadindexmutualfunds Doing sowill give
you broaddiversification(l preferaminimum of 500securitieger fund, marketreturns,and
tax-efficientinvestmentsFor informationon mutualfunds,seechapteron Mutual Fund Basics

Thethird level representshe phasen which you furtherdiversify your portfolio by broadening
anddeepeningour assetlasseslf your coreallocationis large capitalizationstocks,to deepen
your portfolio you mightincludemutualfundswhich investin smallcapitalizationor mid-
capitalizationstocks.If youwereto broadenyour assetlassesyou mightlook to addno-load,
low-cost, tax-efficient mutualfundswhich gaveyou exposurdo newassetlassesuchas
internationalcompaniedisted on stockexchangedocatedoutsidethe United States)emerging
markets(companiedisted on stockexchangesocatedin the developingcountries) or Real
Estatelnvestmentlrusts(portfolios of realestatanvestmentghataredevelopedandtrade
similar to mutualfunds) Therearemanymoreotherassetlasseaswell.

Finally, thefourthlevel representshe phasan which you developyour opportunisticassets,
suchasindividual stocksandsectorfunds. Truthfully, you do not everneedto purchase
individual stock or bondisset®r sectorfunds.

Levelstwo, three,andfour arealsodividedin termsof taxableasset@&ndretirementassets.
Taxableassetareasset®n whosegenerateeéarningsyou will needto paytaxeseachyear.
Retirementssetareassetshatyouwill notneeduntil afteryou retireandonwhosegenerated
earningsyou do not paytaxesever oruntil you takethe moneyout atretirement.The breakdown
of your assetdbetweenyour taxableandretirementaccountswill dependon your personaboals
andyour availableretirementvehicles.

Thebottomof theinvestmenhourglassllustratesthreeimportantprinciples

First, it illustratestheimportanceof keepingrisk in perspectiveThe baseof thehourglass
encompasséebe leastrisky investmentsAs you moveup the hourglassyou takeon higherrisk
and,hopefully,higherreturns.

Secondthehourglasgseachegouthefi h a wobinvesting.You shouldinvestin lower-risk
assetgirst andthenexpandyour portfolio to increasats potentialfor greaterrisk andmore
return as the size of your assets increases.

Third, the investment hourglass separates taxable assets and retirement assets. The impact that
taxes have on these two types of acceisnot the same, so retirement and taxable assets should
be managed differently.

Why Index or Exchange Traded Fung
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Index fundsare mutual funds that hold the same proportions of specific shares as that held by a
specific benchmark or index. ExchanAgaded funds (ETFs) are mutual funds that are very

similar to index funds, except that instead of being traded only once a day like a mutual fund,
they can be purchased and sold at any time the market in which they trade is open. The goal of
index funds and EFs is to match the benchmark performance of a specific asset class. There are
nearly 1,000 different index funds and over 500 different ETFs, and they all follow different
indices or benchmarks related to geography, maturity, capitalization, and style.

Index funds and ETFs were created because some investors were concerned that actively
managed funds were not always able to beat benchmarks after the effects of fees, taxes, and other
expenses. By purchasing an index fund, investors stop trying to beatittentark: instead,

they accept the benchmarkdés return and ri sk.
outperform most actively managed mutual funds over the long term.

ETFs were created because index funetassett rade o
value. Some investors wanted to trade index funds throughout the day. In addition, although the
management fees on index funds were low, some people thought they should be even lower.

Hence, many ETFs have lower management fees than many index flowever, since ETFs

trade on a market just like a stock, investors in ETFs need to factor in the additional cost of

buying and selling the shares into the total cost calculation.

Active management tends to hurt sietradiog ual fund
generates taxes and fees. Actively managed funds also have much higher management fees than
index funds. (The average index fund chargebdsis pointswhile the average actively

managed mutual fund charges 80 to 200 basis points).

Index funds and ETFs use a passive investing strategy that requires very little time to maintain.
Passive investment does not require you to know much about valuation, security analysis, or
other compamgpecific information. You just need to be willing to acayet general market

return for the asset classes included in your index fund or ETF. Although returns on index funds
vary from year to year (just as returns on benchmarks vary from year to year), they still yield a
consistent, respectable retudason Zweg, a senior writer foMoneymagazine, said the

following about index funds:

With an index fund, you are on permanent guitot: you will always get what the

mar ket is willing to give, no more and no
| doabvée, 0 my index fund has | iberated me f
the market is about to do. That gives me more time and mental energy for the important
things in life, like playing with my kids and working in my garden.

Index funds haveecome the standard against which other mutual funds are judged. If an

actively managed mutual fund cannot perform better (after taxes and fees) than an index fund

(index funds are very tagfficient), then investors should lean toward purchasing the ifuohel.
Warren Buffet wrote the following in 1993, an
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periodically investing in an index fund, the knowthing investor can actually outperform most

i nvest ment professi onal s eyakaowladges isilimitations,yt, wh e n
ceases toH® ea ldsboingraasodablyéll investingin stocksis very,very easy

Buy anindexfund, preferablyovertime, soyou endup owing goodbusinesseat areasonable

averageprice If you own a crosssectionof Americanbusinessesgjou aregoingto dowell.o°

In addition, the amount of time necessary to invest in index funds and ETFs is significantly less
than the time needed to analyze, evaluate, value, and purchase individual stocks. Inngeseral
actively managed funds and brokerage accounts tend to-pederm index funds in the long

run after all taxes, costs, and fees. Invest accordingly.

The competition in stocknarket research is intense and will get more competitive in the future.

This will help make markets more efficient and indexing even more attractive. Market indexing

or fApassive investingo is a free ride on the
a fsweelelpo portfoli o.

Many dislike indexing because passinvesting is boring, selecting stocks can be intellectually
challenging, sharing investment Awaro stories
your investments is unnerving. Reasons to use index funds include immediate diversification,
generdly superior longrun performance, tagfficient strategy, and time efficiency, which

allows you to spend more time on the things that are important to you, such as family and

friends, helping others, and doing well at work, instead of spending time anggiydividual

companies.

Select Assets Wisely, Rebalance Tafficiently, and Hold your Assets 40 Years

Once you have done your research and have completed your InvestmeritePtaacéss to pick
YOUR mutual funds isimply.

1. Determine the asselasses needed for your Plan and choose the appropriate
benchnarks. This you have already done.

2. Determine what makes a good mutual fund and which asset classes you need exposure
You have determined your criteria and know what makes a good mutual fund.

3. Using a database progrdmie use Morningstar in the classgt thoseriteriaand
evaluate each ohe potential mutual funds.

4. Select the best mutual funds uslogingMorningsta to Select Fund@d_-T07) and
Mutual FundSelection Workshedt TO7B)( wi t h hi nts on the AFiI | | ¢

5. Now put your Investment Plan together

Assume your asset class was Large Cap, and you choose SWPPX for yowlahdext?
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1.Go to MorningstarWPRXa itny puep ptehre rtii gchkte rb dixS

1 Where it says PDF Report (if available), print off this repbthere is no PDF Report,
just print off .tinclede thasd in youe Invésinemt Plan@s BRKdbg e
[ll. Fund Support Exhibitdf you need help, sedutual Fund Selection Worksheet
(LT7B), Filled In for possible fund ideas and tickers

2. Download thdnvestment Process Spreadsheet (LT13)
1 For most, the first-4.0 asset tab will be sufficient.
1 Putin your Salary and emergency fund goal and percentage

1 It will automatically determine your target portfolio fund size (your emergency fund
amount divided by your bonds/cash percentage)

1 Assuming a salary of $60,000 and a 25% allocation to bonds andrcasttarget
portfolio size would be $100,000.

3. Add dat to thelnvestment Process Spreadsheet (LT13)

1 Putin your asset classes and benchmarks, and percentages in Bsa¢hé dropdown
boxes for asset classes and benchmarks

1 Then putin the tickers and Fund names
4. Print off all your Exhibits
Print off your filled in Exhibit I.Expected Return Simulation and Benchmdtkg27)

Print off your filled in Exhibit Il.Investment Process Spreadsh&ail 3)

1 Print off Exhibit Ill. Mutual Fund Pages from Morningst&here should be a minimum
of 4 funds from 4 different asset classes

1 Include these with your completed and filled in Investment Plan and you should be good
RebalancingTax-efficiently

Portfolio rebalancings the process of buying and selling assets to align your portfolio with the
target assedllocation percentages you determined in your Investment Plan. Over time, a
portfolio can become untzced, or different from your target asset allocations, due to changes
in asset and asset class performance, changes in your personal objectivemleraisée level,

and the introduction of new capital or new asset classes that you consider attractive

It is important to rebalance your portfolio to ensure you continue moving toward your personal
goals at an acceptable level of risk. The challenge of rebalancing is that each time you sell a
security, you incur transaction costs; if the account is taxgbl also create a taxable event.

Portfolio Rebalancing Strateqgies
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There are many different strategfes rebalancing a portfolio. In this chapter we will discuss
two strategies: periodibased rebahncing and percemtinge rebalancing.

In periodic-based rebalancingalso calleccalendatbased rebalancingyou must decide how

often you will rebalance your portfodomonthly, quarterly, or annually. After each designated
period of time, you will rebalece your portfolio to make it consistent with the target asset
allocation percentages listed in your Investment Plan. Allowing longer periods of time to pass
between each rebalancing entails lotvansaction costsut highertracking error(the difference
between the return you actually receive and the return you would have received if your portfolio
had been at its target asset allocations).

The advantage of periodiased rebalancing is that it is a simple method. The disadvantage is
that it does not acunt for current market performance, which influences overall portfolio
performance.

In percentrange rebalancing(also calledrolatility-based rebalancingyou rebalance your
portfolio every t i mallocttioreperpentagesfstalpredetérsinedar get a
percentage from your target percentages (e.g., plus or minus five percent). A higher percentage

will reduce transaction costs but raise tracking error, while a smaller percentage will reduce

tracking error but raise transaction costs.

The alvantage of this method is that it is easy to implement because asset performance will
indicate when you should rebalance. The disadvantages include that it is difficult to set an ideal
range and that assets with higher target percentages and moreyaldtihave to be

rebalanced more often than assets with lower target percentages and less volatility.

New money/donations (NMD) addendumRegardless of which rebalancing strategy you use, |
recommend gu also consider using an NMD addendum. Since most of you pay yourselves
monthly, donate to charities on a monthly basis, and use caution in your selection of assets, you
are in a strong position to combine the aforementioned strategies with an NMDystrateg

An NMD addendum may be used when the following situation applies: in the process of
rebalancing, you may find that you need to sell assets on which you have large capital gains. If
this is the case, you may want to use the NDM addendum to donate teei@ep asset instead

of selling the asset and paying taxes on the capital gains.

You can donate appreciated assets to churches and other qualified charities tax free. For

members of the Church of Jesus Christ of Latdegy Saints, you can donate to tith)j fast

offerings, missionary fund donations, and almost any other type of donation listed on the ward
donation slips. This may be the -maAmaedboofothe
appreciated asset can take the place of your tithingoff@sings, or other charitable

contributions. Then, since you have paid your tithes and offerings through donated securities,

you can use the cash you would have paid for your contributions to buy securities to rebalance

your portfolio back to your assatlocation target percentages. (For more information on how to
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donate appreciated assets to the Church of Jesus Christ ofdatt8aints, please see the

website aChurchofJesusChrist.ajgWithin about four to six wée of donating an asset to the
Church, you will receive a donatian-kind receipt (se&ithing Share Transfer Example

(LTO08)). Keep this reeipt as well as a copy of theall Street Journato verify the value of the
assets on the day you made your donation. You can then use these two documents to report a
charitable donation on your tax return next year.

The key to rebalancing is minimizimgarket impact, transaction costs, and taxes due. By
donatingkiasdedbsyduneli minate capital gains t a;
transaction costs and marketpact costs, contribute to a reputable charity (the charity must be a
501(c)(3)organization), and get a tax deduction.

Which rebalancing method is best? For most people, the strategy that is easiest for them will
likely be the strategy that is most useful for them. A combination of petizdied rebalancing
and percentange rebalacing usually works well, especially for smaller portfolios. These
strategies can also be combined with the new money/donations addendum to minimize tax
implications.

Hold Assets for 40 Years

As you choose good mutual or index funds, and rebalanesffiaiently, the final point is to

hold them for 40 years. The purpose here isfoia. First, it is to encourage you not to buy

and sell on every hiccup of the market. Fortunes are lost on transactions costs for those who buy
and sell a lot. Second, iby take a buy and hold strategy, you will be paying much less taxes on
your transactions. Finally, as you hold your assets for atiorey particularly index funds that

offer exposure to your various asset classes, you will enjoy to power of the roarkégi t/ou

achieve your personal and family goals.

Summary

We took a risk tolerance test which helped you to understand which type of an investor you are:
very conservative, conservative, moderate, aggressive, and very aggressive. This test had two
purpo®s: to help you understand what type of investor you are and to help you understand a
recommendation for your asset allocation, how risk is brought into your portfolio. The riskier the
assets in your portfolio, the riskier the portfolio.

We then, based oyour age and risk tolerance, helped you to determine your risk tolerance. We
also shared how different people with different ages and risk tolerance can have similar
portfolios.

We shared how you put together an Investment Plan that details how yowvesl, your
objectives, constraints, strategies and evaluation. Those who carefully put together their
investment plan will find a greater ability to weather the ups and downs of the market.

- 235- 2019-2020 Edition


http://www.lds.org/
https://www.dropbox.com/s/wtge3a15lg86jd0/TT08%20-%20Tithing%20Share%20Transfer%20Example.docx?dl=0

Chapter 0. Intermediate Investing 2: Application

We discussedhow you build aninvestmenportfolio usingthe bottomof theinvestment
hourglassAs you beginto saveandinvest,reviewthe bottomof theinvestmentourglassStart
with the basicsbuild your emergencyund andfood storagethenwork up the pyramid As you
go up the pyramid,youwill beaddingrisk to your portfolio. Whenyou build your portfolio, it is
critical thatyou takerisk into account.

We discussedhow you selectfinancialassetgor your portfolio. We discussedvhy it is a poor
ideato buyindividual stocksandbondsinitially, especiallywhenyour portfolio is lessthana
$500,000Easierandwiserinvestmentsvould be no-load,low-costindexandmutualfunds
which offer immediatediversification,low cost,low taxes,andgenerallygoodperformance.

We finishedwith somefinal cautions D 0 ngd into debtto invest.Thisincludesborrowing
againstyour homeequity,buyingon margin,or sellingshort D o nn@oveassetsrom one
vehicleto anotherj.e.,takemoneyfrom your 401(k)to buy a cashvalueinsurancepolicy. Be
carefulof peoplesellingassetd makesuretheyarelicensedandthe productsareregisteredIf it
soundgoo goodto betrue, it likely is.

1 Robert G. Ibbotsonrad P a u | D. Kapl an, fADoes Asset Allocation Pol |
Per f or ninancia Analyst JournalJan./Feb. 2000, 2633.

2 Conference Report, Oct. 1911, 128

3 http://library.morningstar.com/Education/MLE_Glossary T_Z.html#TrailingReturnCategory

‘A ndexing Lets You SGNNMInbyAsge29,@b.i ¢ Wor ds, o

5 Letter to Berkshire Hathaway Shareholders.
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Introduction

We havespenta significantamountof time togetherduringthis courseworking on your vision
andgoalsandlearningaboutbudgetscredit,debt,insuranceinvesting,retirementandother
importantsubjectsThesetopicsarecritical to self-relianceandgettingour financialhousesn
order.However therearetwo moreimportantareasve havenot yet discussedT hesetopicsare
oftenleft out of traditionalpersonafinancecoursesbhuttheyarecritical to acompletestudyon
personafinance.Thelasttwo chaptes in this manualdiscusdearningto give anddecidingto
decide.

Why should we learn about finance (we talked about this the first day of clalss)% an
important questions as you canly manage your finances in one wbtways:

T With an eternal perspective, which says th
stewards over these resources to bless His children, or
T With the worl dbébs perspective, which is any

How we answer this question will have a big impat what we do with our lives and resources
Objectives
When you have completed this chapter, you should be able to do the following:

A. Understand giving and the myths and realities of giving

B. Understand the principles of wise giving

C. Understand howo give effectively

D. Understand how to create your individual/family giving plan.

Understand Giving and the Myths and Realities of Giving

We all wrestlewith learningtogivee A good starting poWMepnantakesas def i ni
number of perspectives here, as usbam a narrow (i.e., temporal) perspective, some may say

it is sharing what they have with otheBauit where did they getiWhere did they get the

intelligence to get ®Who gives them their breath work for itto get i? Who gave them their

bodies thatheycould use for it?

From our broader (i.e., eternal) perspective, it is the sharing of the things we have been given by
God with our families and our fellowment i s shari ngher6oddés gi fts wi
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Some have wondered if giving was inherited or learned. The Lord through the prophet Joseph
sai d: A $oeeone arothdr; cepse to bavetous; learn to impart one to another as the
gospel Yequires. o

Elder Mark E. Petersen saifilnstead of tking from our fellowmen, we must learn to givéo
be good Samaritans in very deed; to share with our less fortunate neighbors, and in reality show
love for our fellowmen 2

Some have wondered whetlggving wasexpected or required he Lord has saidi F of him

unt o whom much i s §dndiiFro,r mwnd b iwsh ormsopweivread dnu ¢ h
shall be much requiretf i But b e h ol d |earrtedioebg obédient te thentlairtgs which |

required at their hands, but are full of all manner of evid do notmpartof their substance, as

becometh saints, to the poor and afflicted among #item

This chaptemwill discussour covenantabbligationsto sharewith others.lt hasbeensaid,ii We
makea living by whatwe get,butwe build alife by whatwe give.o° Any discussioron giving
takesusbackto thefirst chapterof this coursewherewe discussedhekey doctrines and
principlesof personafinance.Those principles werewner$ip, stewardship, agency and
accountability.

Oncewe understandheseprinciples giving becomesasier. alsofind comfortin the scripture
A S ¢hatyelove oneanotherceasdo becovebus;learnto impartoneto anotherasthe gospel
r e g u | Wesamenotbornasgivers;rather,we learnto give aswe becomemorecommitted
Christians We alsocometo understandhatgiving is nota onetime eventbut a Christlike
attribute.Mark E. Petersemnvrote:

Insteadof takingfrom our fellowmen,we mustlearnto gived to begoodSamaritansn
very deed;to sharewith ourlessfortunateneighborsandin reality showlove for our
fellowmen.SoHe said Rdimembethepoor,andconsecratef thy propertiedor their
supgsort .. And inasmuchasye impartof your substancentothe poor,ye will doit unto
me

An lllustration

A while ago | took the some young men from Church to the Peppermint Place in Alpine, Utah.
The owner of the store, Taz Murray, is a good friend and colleague of mine. Taz invited us to
bring the young men agedilB to his store so he couldespl time talking with the young men
about careers, potential jobs, and other topics, including marketing, finance, production, and
human resources (see Picture 1).

Taz gave the young men instructions to put on their hairnets and shoe mitts to protect the
production floor and products and took them to the various parts of the factory: the candy heaters
(see Picture 2), the cutting machines, the dryingsése Picture 3), and the packing tables (see
Picture 4).
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Picture 1. Introdt_Jtion to Candy Making

Picture 2. Candy Heaters

Thehighlight of thetrip camewhenTaz showedhe youngmentheretail sideof the candystore
(seePicturess and6). Herehe gavetheminstructionsaboutwhattheyshouldandshouldnot do.
He saidtheyoungmencould eatanycandyhe madein his factory. Any candyor related
productsthathedid not makein his factorywereoff-limits becausdie hadto purchasehem.
Thenhegaveeachof theyoungmenabagandsaid,i F thému p Hedwarnedthe youththatif
theyputthingsin their bagsthatwereoff-limits, theywould be escortedutsideuntil the other
youthweredone.

Theyouthhada greattime. Theyweresoexcited.Theyfilled their bagswith gumdrops,
chocolatecoverednhutsandraisins,gumballs, gummycandiesandsuckers(seePicture?).
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Picture 3 The Drying Rack
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Picture 5. The Candy Store

As | have thought about the subject of giving
store. We each fill our own ba@your live®d with the experiences we have while here on earth.

We have been given instructiobg Heavenly Fatheas to what igood and what is bathe
commandmentdf we choose wisely, we will be able to enjoy the good things in life. If we fail

to choose wisely, we must reap the consequences of our actions. Interestingly, the more we share
with others, the greater our joy Wile later on.

Myths and Realities of Giving
There are five mythef giving that need to be recognized:

Myth 1. Giving Makes Us PoorerWhile people who give to others may initially have less

financially, giving reallymakes them richer in the long term. Givers are happier. Research has
shown that happy people make more money, have better marriages, and contribute more to
society. Givers are also healthier. Research has shown that when people are happier, they put less
stress on their bodies and hence tend to live longer. Finally, leaders give. Research has shown
that those who give are perceived to be leaders by those who observe.

Myth 2. People Are Naturally Selfish Selfishness is a learned behavior. Arthur Brooks said,
APeople are selfish, i1itds true, but theydre n
When we are our best selves, when we are in e
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