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preface
This book offers students a comprehensive and engaging treatment of personal 
 finance, while incorporating unique themes, an application-driven pedagogy, and 
a definitive action plan. Unlike other texts on the market, it offers a frank and 
timely discussion of living within one’s means and incorporating personal 
values and priorities into a personal financial plan. The intent is to help 
readers set priorities that guide their financial decisions, rather than the 
other way around. This book establishes a path toward financial freedom 
that is less about accumulating wealth and more about building a future tai-
lored to individual goals which can increase happiness and reduce stress.

As we move into our second edition, we have put much time, effort, and 
love into making this edition easy for students and instructors to use. We 
reorganized the order of our chapters, moving up our discussion of planning 
and budgeting (now Chapter 2) and postponing the more challenging and   
math-heavy time value of money coverage until later, in Chapter 4. We con-
densed five units into three more tightly cohesive units, to give students a better 
sense of related topics and their overall importance in financial planning. Much 
of the book has been rewritten, and all of the examples and features are up-to-
the-minute accurate, reflecting the constant changes we see in personal finance 
topics. We hope that you will find this updated version of the text to be just the 
reference you need as you start out on your financial journey.

GOALS AND THEMES
As we began to write, and throughout the development of 
the book, we focused on three main goals and themes: re-
sponsible financial decision making, alignment of personal 
and financial goals, and the importance of maintaining a 
personal financial plan.

Responsible Financial  
Decision-Making
Almost every personal finance instructor has the same cen-
tral goal: to help students become financially literate so they 
can take and keep control of their finances. Before they can 
develop their own financial plan, however, it is crucial that 
students understand the key terms, concepts, and principles of 
financial planning. To address that need, the text offers a com-
prehensive table of contents and pedagogical features, providing 
students with the foundation they need to make responsible finan-
cial decisions. Extensive assessment tools built right into the book 
keep students on the right track toward mastering the material. The 
central goal is to make this material relevant and easy to master so that 



x PREFACE

 1

onechapter

Ashley, a sophomore at a mid-sized public college, recently developed 
her mission, vision, and value statements and used them to set her 
short-term, intermediate, and long-term goals. “I thought I was living 
my life according to my values, but until I used the tools that I learned 
about in my personal finance class, I really had no idea how far off 
I was. It was hard to create my mission statement so that it said 
what I wanted about me, my priorities, and my goals. The whole 

What’s money? A man is a success if he gets up in the  
morning and gets to bed at night, and in between  

he does what he wants to.

—BOB DYLAN, Singer songwriter (1941–)

LEARNING OBJECTIVES After reading this chapter, you should be able to:

  LO 1-1
Evaluate your spending and saving habits and define what financial success 
means to you.

  LO 1-2
Develop a plan for achieving fiscally responsible, goal-based spending and saving.

  LO 1-3
Align your financial plan with your personal goals.

  LO 1-4
Explore the different career choices that fit your personal mission statement 
and established goals.

MONEY MATTERS: 
Values, Vision,  
Mission, and You

Source: © Peathegee Inc LLC RF
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financial plan, start off by living on 98% of 
your income, saving 1%, and giving 1%. The 
following year, increase savings and giving by 
1% each. Keep this pattern up, and over a 10-
year adjustment period, you can achieve your 
goal of living by the 80-10-10 rule without a 
drastic, scary change.

To be successful at saving, you need to pay 
yourself (in the form of your savings account) 
first. To make this habit as painless as possi-
ble, establish automatic transfers or with-
drawals from a paycheck or checking account 
into a savings or investment account. Many 
investment companies will establish an in-
vestment account by setting up an automatic 
transfer of $50 each month. Transfers from 
checking to savings can be set up for any 
amount and scheduled to occur on the same 
day of each month. Many charities, nonprofit 

foundations, and religious organizations are able to help you set up automatic payments 
from your checking account. By establishing automatic transfers and withdrawals, you 
are paying yourself first, making your savings and giving goals the same importance as 

paying your bills. You are making a commitment to your 
values and priorities.

Personal Financial Success What is your definition 
of personal financial success? Is it having millions 
of dollars in the bank? Is it being able to drive a new 
sports car or travel the world? Or is financial success just 
having enough money to cover your basic needs?

The wealthiest Americans include Bill Gates, Warren Buffett, 
and Mark Zuckerberg. Each is well known for his business 
and financial success. Likewise, each one has different per-
sonal priorities and has chosen different ways to use his 
wealth. Warren Buffet has lectured that money and material 
wealth do not bring happiness. For all but the very few, there 
will always be someone with more money, more toys, more 
material goods, a bigger house, and a bigger boat. You have to 
determine your own definition of financial success. 

1.2  FINANCIAL INDEPENDENCE, LITERACY, 
AND PLANNING

  LO 1-2 Develop a plan for achieving fiscally responsible, goal-based spending 
and saving.

Step 3: Assessing Methods for Achievement
As shown in Figure 1.5, the third step in setting the foundation of your financial plan in-
volves assessing methods for achieving your goals. A popular financial goal is to achieve 
financial independence. For some people, this may be the definition of financial success. 
Financial independence is when passive income exceeds expenditures (see Fig-
ure 1.6). This is a simple concept that, when understood, can influence decision making on 

financialfitness: 
NUMBERS GAME

Trade-Offs
Consider your values and the costs involved when one or 

both adults of a household work outside the home or one 

adult works long hours. Costs can include childcare, clothing, 

commuting, eating out, entertainment, and decompressing. 

A second person in the household working brings in extra 

income, but it may also increase expenses and stress. It 

is important to think this through, and to strike a thought-

ful balance.

Making 

$ense
1.1 What determines your 

money personality?

1.2 How do you take control 
over spending?

1.3 When is enough enough?

personal financial 
success achieving financial 
goals and living life in 
accordance with your values, 
vision, and mission

financial independence  
passive income exceeds 
expenditures
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continuing case

906 E. College Street
Source: © Kristy and Bob Walker

Housemate Profile Intermediate Goal

Leigh Graduate, art teacher, oldest sister. Works part-time at the local 
co-op for the discount, sells artwork at the local farmer’s market, 
bikes to work. Vegetarian, loves to garden, and has four egg-
laying backyard hens.

Intermediate Goal: Backpack through 
Europe for a summer in five years

Blake Junior, business student, brother. Expected to someday come 
back to work in the family business, but first he would like to try a 
career on Wall Street.

Intermediate Goal: Participate in Iron Man 
triathlon in five years

Nicole Freshman, pre-nursing for the moment, youngest sister. Intermediate Goal: Graduate in four years

Karri Fifth-year student, communications major. Loves shoes and high 
fashion, chocolate and wine, and New York City.

Intermediate Goal: Anchor the evening 
news for a local television network

Peter Graduate from Culinary Art School, sous chef. Did an internship in 
Tokyo, would love someday to go back and visit. Originally from 
Colorado, wants to summit all of the state’s 14,000-foot peaks 
someday.

Intermediate Goal: Open his own sushi 
restaurant in three years

Brett Second-year med student, focused on emergency medicine. 
Interested in someday seeing the world via volunteerism for 
Doctors Without Borders.

Intermediate Goal: Complete med school 
and residency with as little debt as possible

Jen Freshman at the community college, undecided major. Very social, 
fastest texter in high school graduating class.

Intermediate Goal: Transfer to the 
university in two years

Jack Recent graduate in general studies. Currently tending bar 
part-time, no benefits. Would like to advocate for paintball as an 
Olympic sport.

Intermediate Goal: Decide on a career and 
avoid moving back in with mom and dad

Throughout the text, the continuing case scenario at the end of each chapter will involve 
situations encountered by the housemates of 906 East College Street. All of the 
residents are either current students or recent graduates. Leigh, Blake, and Nicole are 
siblings. Their parents bought the home, which is close to campus, as an investment 
when Leigh started at the university her freshman year. The following profiles describe 
each of the housemates and their intermediate goals. 
1.  For each housemate, identify a SMART short-term goal that supports his or her 

success in achieving an intermediate goal.
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Budget: A mathematical confirmation of 
your suspicions.

—A. A. LATIMER

students can take control of their finances and be 
responsible decision makers.

To help students learn how to make responsible 
choices with their finances, the textbook includes:

•  Learning objectives that shape the organization 
and goals of each chapter. These objectives link to 
individual sections of the book and are referenced 
in the review and assessment materials, allowing 
instructors to assign the most important concepts 
in personal finance in a deliberate and complete 
fashion and test students’ mastery of that content.

•  Concept checks in the Making $ense boxes at the 
end of each section that test students’ retention 
of key content.

•  Quality end-of-chapter concept questions and quantitative 
practice problems, along with a running case for concept 
application, that allow additional opportunities for assess-
ment and review.

Alignment of Personal and  
Financial Goals
Financial success means different things to individuals with 
different priorities. Personal Finance recognizes this fact 
and sets itself apart from the field by helping students direct 
their finances according to their  individual values and 
goals. Many personal finance books presuppose maximized 
wealth accumulation as the students’ outright goal. While 
maximizing wealth may well be in the long-term interests 
of many, not everyone is going to be wealthy—nor is 

 everyone motivated by the 
pursuit of wealth. By recog-
nizing that students need, 
want, and are fulfilled by 
different things, this book 
encourages students to take 
a closer look at their own 
lives and priorities as they 
set their financial plans and 
to consider the opportunity 
costs of their decisions in 
terms of both their financial 
and their personal goals.
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learn about the importance of savings, 
 giving, and budgeted spending. Values in-
stilled at this age will have a lasting effect on 
your  relationship with money. Peers also 
have a  great influence on spending habits 
during  this time period. Family members 
 dedicating funds toward a college savings 
or  investment plan can be crucial at this 
early stage.

Independent Life Stage The Independent 
Life Stage is characterized by the beginning 
of financial responsibility. Before this stage, 
you may have had only a savings account, 
which friends and relatives made contribu-
tions to. Now, you are opening your first 
checking account. At the Independent Life Stage, you are earning money, but your earn-
ings are low and usually from only  part-time or summer  employment. Your savings 
goals likely include college, a car, or a home somewhere in the future. You don’t have 
money to waste, and your parents are likely still supporting you. It is especially benefi-
cial at this point in time to shop for deals, look for free checking with overdraft protec-
tion, start retirement savings as soon as you have earned income, track your spending, 
determine your values and goals, exhibit those goals in your spending, and start your 
financial plan.

Early Family Life Stage The beginning of the Early Family Life Stage occurs when 
you start working full-time and truly live independently, outside of school and without 
assistance from parents. With your job (or jobs), you may have a company-matched retire-
ment plan. You will have to make investment decisions for this company-sponsored plan, 
as well as continue to invest in any other retirement, savings, or investment accounts you 
have. You may be saving to buy your first house, get married, start a family, go back to 
school to get an advanced degree, or invest in your children’s future college. You will 
probably be making more money now than you did previously, so you should start invest-
ing to save 3 to 6 months’ income in an emergency fund account. Your expenses will also 
likely increase, as you handle paying all of your own bills, buying your own food, and 
paying rent or a mortgage. You should be continually tracking your spending and invest-
ing to make sure they are in alignment with 
your (and your partner’s, if applicable) values, 
vision, and mission.

Empty Nest Life Stage At this point in 
life, your children have moved out of the house 
and you have reduced expenses. For many peo-
ple in this stage, the mortgage is paid off and 
income levels are higher than they ever have 
been. You will be investing more money, and 
looking for more con servative investments to 
reduce the risk of your retirement accounts 
losing value in the short run as that day gets 
closer. You also will need to begin planning in 
earnest for retirement. It is critical at this stage 
to continue to monitor your spending to ensure 
you are in alignment with your values, vision, 
and goals.

financialfitness: 
STOPPING LITTLE LEAKS

Simple Savings While You Sleep
There are lots of little things you can do to save 

 almost unconsciously (literally!). For example, in-

vesting in a programmable thermostat that turns off 

your air conditioning or furnace while you are gone dur-

ing the day or while you sleep can save you $15 per month. 

You can automatically deposit that $15 into a savings account.

financialfitness: 
JUST THE FACTS

Longer, Healthier Life
How do you spend less and live longer? In any 

given day, the typical person can cut two-thirds 

of the fat, shave 700 calories, and save at least 

$7 a day, or more than $2,500 a year, by selecting 

healthy food options instead of processed fast food or “cheap” junk food. 

If you eat healthfully, you will lose weight, save money, and live a longer, 

healthier life.
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“Any intelligent fool can make things bigger, more 
complex, and more violent. It takes a touch of genius— 
and a lot of courage—to move in the opposite direction.”

—E. F. SCHUMACHER[ [
Similarly, the text examines the value of mindful spend-
ing. “Going green” may originally have been meant only 
as a reference to preserving the environment, but it has 
come to  encompass the growing tendency in all aspects of 
our lives to reuse materials, reduce waste, and increase 
long-term sustainability. This text applies these same 
principles to personal finance, emphasizing the impor-
tance of living within one’s means by living simply, re-
ducing consumption, and budgeting for a long-term, 
sustainable financial plan.

To help students understand the running theme of aligning 
financial and personal goals, the textbook includes:

•  Financial Fitness boxes that give 
creative and, in some cases, eye-
opening tips about how cutting down 
on small, unnecessary spending can 
lead to big savings.

•  An online Every Penny Counts 
spending journal and instructions for 
using it effectively.

Maintaining a Personal  
Financial Plan
We encourage readers throughout 
the book to actively assess their rela-
tionship with money by including in 
every section examples relevant to 
students’ lives and plans. Through 
ample opportunities to actively apply 
the concepts to their own financial 
decisions, by the end of the course, 
students will have laid the founda-
tion for their own successful per-
sonal financial plan. In this way, the 
text teaches students to make and 
 review financial plans as a lifelong 
habit.

This goal of building a personal fi-
nancial plan is emphasized by the My 
Financial Action Plan section at the 
end of each chapter. Each one helps 
 students understand how they can 

CHAPTER 2 | Planning and Budgeting 33

Step 1: Keep a Spending Journal
To help you keep track of your money, as soon as you spend anything—cash, credit card, 
debit card—enter it in a spending journal, notepad, or app. At the end of the day, take five 
minutes to input your entries into the “Every Penny Counts” spreadsheet. The spreadsheet 
will total monthly expenditures for you. You also might consider using one of the popular 
personal financial software products, such as Quicken (www.quicken.com) or Mint 
(www.mint.com) to keep track of your spending, savings, earnings, investing, and giving. 
Worksheet 2.3 includes 12 months of spreadsheets so you can identify the trends in your 
spending habits over the course of a full year.

We noted above that you should track your expenses for at least a month. Here, we want 
to strongly recommend that you use this “Every Penny Counts” spreadsheet to keep 
track of your expenses for at least three months. (See the sample in Figure 2.2.) Why 

Breakfast $3.54 $4.00

Snacks $3.75

Gasoline/Oil $30.00

Laundry/Dry Cleaning

Parking $2.25 $2.25

Newspaper/Magazine
Lunch $7.07 $5.00

Snacks/Pop

Beauty/Barber $18.00

Books

Cigarettes/Alcohol

Clothing/Shoes

Gifts $10.00

Household (cleaning
supplies, etc.)

Groceries $27.00

Gym

Dates

Movie/Theater $16.00

Nightclub/Bar

iTunes $4.00

Entertainment

Other 1

Other 2

Other 3

Grand Total for the Day $99.61 $33.25 $0.00 $0.00 $0.00 $0.00 $0.00

Daily Expenses DAY 1 DAY 2 DAY 3 DAY 4 DAY 5 DAY 6 DAY 7

Every Penny Counts Diary: Month 3

Days of the Month

FIGURE 2.2
Sample “Every Penny Counts” worksheet excerpt

waL61728_ch02_030-053.indd   33 5/3/16   3:40 PM
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1.5 GOALS
Use the mind-maps in Worksheet 1.5 to create long-term, intermediate, and short-term goals, bearing in mind what you 
 already have identified as your values and your personal mission statement.

1. Long-Term Goals: Identify one long 
term goal (>5 years out):

2. Intermediate Goals (1–5 years): 
Write the long-term goal in the 
center of the mind-map. On the 
spokes, write up to four intermediate 
goals that you need to achieve in the 
next 1–5 years to get closer to your 
long-term goal.

3. Short-Term Goals (<1 year): 
Write an intermediate term goal in 
the center of the mind-map. On the 
spokes, write up to four short-term 
goals that you need to achieve in 
the next year to get closer to your 
intermediate goal.
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“The only reason a great many American families don’t own an  
elephant is that they have never been offered an elephant for a  

dollar down and easy weekly payments.”
—MAD MAGAZINE

 apply the chapter’s topics and concepts in their own lives. 
Students learn the concepts of personal finance by reading 
the text and studying the material. Each My Financial Ac-
tion Plan first offers a Sum It Up section 
that outlines the chapter’s learning objec-
tives in a way that applies directly to the 
student’s financial well- being. The students 
can then use the Get To Work section to ex-
ecute their plan and use critical thinking 
skills to assess whether their plan is work-
ing and what adjustments need to be made. 
Finally, they are asked to Think It Through 
and see how their plan fits in with their fi-
nancial and personal goals. In this way, per-
sonal finance comes to life for the students, 
making it accessible and easily applicable 
to their own lives.

To help students engage in building their per-
sonal financial plan, the textbook includes:

• Chapter-by-chapter updates to My Finan-
cial Action Plan.

 SUM IT UP - bulleted summaries of the 

topics  students have studied and the 

objectives achieved.

 GET TO WORK - a checklist of action 

items for  students to do while setting 

up their financial plan.

 THINK IT THROUGH - questions that 

help students  analyze the effectiveness 

of their plan.

• An online Goal Tracker at the end of each chapter. This 
feature helps students create their own financial plan and 
align their personal goals with their finances.
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 4. Don, a recent graduate, has his first job and has 
opened a checking account with a local bank. He 
asked a lot of questions about checking account fees 
and debit card fees before deciding on this bank. When 
he returned from his first international trip, he was 
surprised to see numerous fees on his credit card 
and bank statements. He called the bank and was told 
they recently added service charges on international 

transactions involving their checking and debit cards. 
When he protested that this information was not 
shared with  him when he opened the account two 
months ago, the bank responded that they notified him 
in the disclosure statement when he opened his ac-
count. In looking back at the statement, he sees the 
bank  indeed provided the disclosure. What are some 
of his options? (LO 3-3)

3.1 TIMELINES, GOALS, AND FINANCIAL INSTRUMENTS

1. Using Worksheet 3.1, record your goals, the dates by which you hope to achieve those goals, and the financial 
instruments you will use to achieve them. Keep Worksheet 3.1 on file and use it as a roadmap for selecting the 
appropriate financial instruments to reach your goals. (LO 3-2)

worksheetsFind the worksheets online in Connect for Walker/Walker 2e.

Goals/Financial Life Stages Itinerary

Dependant Life Stage Institution Goal Date
Savings Accounts

Certificates of Deposit

Independant Life Stage Institution Goal Date
Savings Accounts

Certificates of Deposit
Electronic Banking/Bill Payment Services

Student Loans
Auto Loans

Individual Retirement Accounts

Credit Cards

Early Family Life Stage Institution Goal Date
Savings Accounts

Certificates of Deposit
Electronic Banking/Bill Payment Services

Student Loans
Auto Loans

Individual Retirement Accounts
Credit Cards

529 Plan
401(k) Plan

Mortgage Loans
Home Equity Line of Credit

Investments
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• A Worksheets section at the end of each chapter. These 
worksheets, available in full within Connect, show students 
step by step how to get financial aspects of their lives 
 under control. For example, in Chapter 3, on financial 

 institutions, Worksheet 3.1 (shown below) asks students to 
think through how they can use different financial instru-
ments to meet different goals.

I am having an out of money experience.
—AUTHOR UNKNOWN
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“Annual income twenty pounds, annual expenditure nineteen 
six, result happiness. Annual income twenty pounds, annual 

expenditure twenty pound ought and six, result misery.”
—CHARLES DICKENS (in David Copperfield)[ [

section one

84 

TIME VALUE of money

chapterfour

Americans are getting stronger. Twenty years ago,  
it took two people to carry ten dollars worth of  

groceries. Today, a five-year old could do it.

—HENNY YOUNGMAN, English Comedian (1906–1998)

Each year since birth, Clay received $1,000 from his grandparents 
for his birthday. “I decided to keep my birthday money in savings in-
stead of using it for college expenses. The $17,000 that my grand-
parents have given me over the years now  totals more than $30,000. 
If at all possible, I am going to keep the money to invest. I have a 
goal of becoming a millionaire before my older brother.”

Clay plans to keep all of the money in his money market account 
and continue to add just the $1,000 gift each year from his grand-
parents. “If I’ve done my math correctly and the market conditions 
match my predictions, this will help me reach my goal to become a 
millionaire when I’m in my 50s.”

LEARNING OBJECTIVES After reading this chapter, you should be able to:

  LO 4-1
Explain how paper currency gets value and how the distribution is managed.

  LO 4-2
Compute annual percentage yields from simple and compound interest rates 
and understand the value of paying yourself first.

  LO 4-3
Calculate the future and present value of lump sums and annuities, and apply 
that knowledge to achieving your financial goals.

Source: © DanielBendjy/Getty Images RF
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2 SECTION 1 | Money $ Money $ Money $

process helped clarify what I want to do and where I want to go. Set-
ting my short-term, intermediate, and long-term financial goals helped 
me decide how I’m going to spend and save my money. I feel like I 
have my money working for me now, not the other way around.”

1.1  YOUR PERSONAL RELATIONSHIP 
WITH MONEY

  LO 1-1 Evaluate your spending and saving habits and define what financial 
success means to you.

The first step to understanding why we spend money is to examine our relationship with 
money. If you received an unexpected cash gift of $600, would you hit the mall to buy a large 
luxury item with your newfound money as a down payment? Would you pay off bills? Per-
haps you would treat yourself to a small purchase and then bank the majority of the windfall.

Think about your current financial situation and your spending habits. Do they reflect your 
desired lifestyle and goals? To increase happiness, sometimes less may be more. This chap-
ter will help you lay the foundation for a financial plan that is guided by your values and 
personal mission statement and incorporates your goals. Using the worksheets that accom-
pany the text, you will outline your values, vision, and mission statements to help you cre-
ate a financial plan that is completely in line with how you want to live your life. 

A financial plan is a goal-based activity that incorporates your future income plan (career 
goals), budget plan (spending goals), investment plan (gaining assets goals), insurance plan 
(protection goals), and estate plan (giving goals). In the process of developing a personal finan-
cial plan, you may very well discover your passion and a sense of purpose. By aligning your 

actions with your values, you establish pri-
orities in your life and gain control over your 
time and money. Money is simply a resource, 
a commodity. To truly be in control of money 
is to be in a position where you are in balance 
with your priorities. The following sections 
lay out the steps to creating a foundation for 
your financial plan.

Step 1: Understanding Your Relationship with Money
Money can influence your attitudes and behavior. Not having enough money is stressful. 
Having a lot of money can cause different kinds of stress. If you had a lot more money than 
your friends, would they expect you to always pay? Would you feel like they were taking 
advantage of your wealth? How does having more money impact your level of happiness? 
As shown in Figure 1.1, the first step in your financial journey is to assess your current 
relationship with money. To begin, take the Money Relationship Quiz in Figure 1.2.

“He that is of the opinion money will do  
everything may well be suspected of doing 

everything for money.”
—BENJAMIN FRANKLIN (1706–1790)

1. Understand
your relationship 

with money

3. Assess
methods for

achieving your
goals

4. Create a
vision for

your future

5. Establish
your mission

6. Set your
goals

2. Identify
your

values

FIGURE 1.1
Setting the foundation of your financial plan, step 1

financial plan goal-based 
activity related to future 
income, spending, investment, 
protection, and giving
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COURSE CHALLENGES
Our market research, conversations with colleagues, and 
personal experiences in the classroom converged on two 
persistent course challenges: (1) how to engage students 
in the material, and (2) how to reach students who lack 
the computational skills needed to solve financial prob-
lems. We designed the book to address both of those 
challenges.

Engaging Students
One of the biggest challenges instructors say they face when 
teaching personal finance is keeping students engaged and 
interested in the material. Students may be interested in ar-

eas of personal finance that affect them right now, such as 
credit card debt, financing an education, or buying a car. Un-
fortunately, their enthusiasm often wanes as the conversation 
turns to topics that may seem irrelevant to their current lives, 
such as investing or estate planning.

To help students become and stay engaged with the variety of 
personal finance topics in the course, the textbook includes:

•  Chapter-opening scenarios that make the topics real and 
relatable to student readers. Personal finance is personal. 
The chapter-opening scenarios lay the groundwork for the 
importance of the chapter topic by sharing the  stories of 
real people. These stories illuminate how financial planning 
(or the lack of) affects people differently, depending on their 
age and life situation.

•  Examples of real-life situations to reinforce concepts and 
lessons. These examples are taken from current events, hy-
pothetical situations, and actual experiences.

•  Interesting quotes about finance, such as those you see 
here in the preface. Our students have enjoyed the quotes 
over the years and have demonstrated their enthusiasm by 
sharing new ones with us.
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•  You’re the Expert cases, which are extended problems 
that put students in hypothetical situations and then 
ask them to lay out a financial plan and solve 
problems. 

•  Financial Fitness boxes, which provide additional in-
teresting and useful tips and information about differ-
ent aspects of financial planning.

•  Live and interactive media through the authors’ blog 
(www.frugalfunandfinancialfitness.blogspot.com) and 
Twitter account (@frugalfinances). Through these re-
sources, students can access additional articles, tips, 
and thoughts about finance directly from the authors.

Solving Financial Problems
A second challenge of this course, especially for the in-
creasing number of personal finance students who are 
not finance majors, is learning how to apply mathemat-
ical equations in order to solve financial problems. To 
address this challenge, the text incorporates strategies 
and tools to help students master the math in personal 
finance:

•  A detailed explanation of time value of money early in 
the book (Chapter 4). This allows students time to learn 
the concept and then move on to applying it throughout 
the course, in different areas of personal finance.



•  Doing the Math boxes through-
out each chapter provide ex-
ample problems that require 
the use of financial calculations 
to solve.
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2.2 Your Opportunity Cost
 Calculate the opportunity cost of one extra year of college: 

Tuition, room, board, books, fees, spending money ________ 
Plus your estimated salary upon graduation + ________ 
Equals opportunity cost of one extra year of college = ________

Is it worth it to you to work extra hours, take fewer credits, and graduate in five years, 
or would you be better off to not work a part-time job, take extra classes, and get an 
extra student loan to graduate sooner?

MATH
doing the

spending habits align with your goals? For example, it is 
easy to say you don’t want to be in debt, but if you realize 
that you eat out three or four nights of the week and pay 
with your credit card, then your habits and goals are not 
aligned. How much could you save by not eating out? 
Could that money be used to reduce your debt or saved for 
a special  purchase?

FIGURE 2.7
Unemployment rates and median weekly earnings by degree for full-time and salary workers age 25+

2.5

2.3

3.9

5.2

6.8

8.6

9.7

14.6

7.9

$1,532

$1,529

$1,257

$1,025

$761

$454

$774

Doctoral degree

Unemployment rate in 2009 Median weekly earnings in 2009

Professional degree

Master’s degree

Bachelor’s degree

Associate’s degree

Some college, no degree

High school graduate

Less than a high
school diploma

Average, all workers Average, all workers

$699

$626

Source: Bureau of Labor Statistics, Current Population Survey, www.bls.gov/emp/ep_chart_001.htm.

“Opportunity is missed by 
most people because it is 
dressed in overalls and 

looks like work.”
—ANONYMOUS

Making 

$ense
2.5 How can a small leak sink  

a budget?

2.6 What is the opportunity cost 
of completing college 
in five years versus 
four years?
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ORGANIZATION OF CHAPTERS
A nationwide survey of finance professors also helped deter-
mine the text’s key topics, how much coverage each topic 
requires, and where each topic fits best in a typical course. 
The book’s organization, described below, provides a com-
prehensive and logically sequenced approach to personal 
 finance that aligns with the goals of varying types of per-
sonal finance programs. Where coverage strays from most 
other books on the market, we explain our reasoning below.

Section One: 
Money $ Money $ Money $
This section emphasizes that personal financial success is 
more easily achieved when the student’s spending and saving 
plans are aligned with overall values and goals. Values, vision, 
mission, and goals established in Chapter 1 serve as a guide 
when evaluating options in subsequent chapters. The student’s 
record of every penny spent in Chapter 2 teaches the student to: 
(1) get control of spending, (2) set a realistic budget based on 
wanting and spending needs, and (3) determine whether his or 
her spending reflects personal values and priorities. Chapter 3 
introduces financial instruments and institutions. In Chapter 4, 
we discuss the time value of money so students have a solid 
understanding of savings, investing, and opportunity cost. 

Section Two: 
Credit Management and Limiting 
Liability
The Great Recession of 2008 had a major impact on credit 
availability and has placed new emphasis on credit manage-
ment. We decided it was a good idea to spend time discussing 
not only the importance of avoiding debt, but also the steps 
 involved in debt management. During the recession, many 
Americans were faced with the task of lowering their personal 
debt load, which is still relevant today. We provide specific 
strategies for how to dig out of debt, while also emphasizing 
that debt is created over time and that it may take time, disci-
pline, and sacrifice to get one’s finances back in order. We also 
examine bankruptcy and the foreclosure process so there is an 
understanding of the debtor’s rights and responsibilities during 
the process. We also cover the topics of taxes and insurance. 
Insurance is important in safeguarding our investments, assets, 
and cash flows. This unit encourages saving money by being a 

wise consumer of insurance and taking advantage of tax deduc-
tions and incentive plans that minimize tax liability.

Section Three: 
Wealth Accumulation
This section first covers investment basics and then moves into 
mutual funds and stocks and bonds. We cover mutual funds 
first for a couple of reasons: (1) More people invest in mutual 
funds than in individual stocks and bonds; and (2) finance ma-
jors will have specific classes to cover the details of stocks, 
bonds, derivatives, options, and other financial instruments. 
Other majors probably do not need such detailed information, 
and it may be more confusing than helpful for them. We also 
spend time covering real estate investments in this unit. Many 
people during the early 2000s thought real estate investment 
was a way to amass a quick fortune. We discuss how the real 
estate bust in 2008–2009 cost many people their life savings 
and forced them into bankruptcy. We are now seeing an in-
crease in house flipping as the real estate market recovers. The 
final chapters examine retirement, estate planning, and charita-
ble giving, tying back to the book’s theme of values-based per-
sonal finance and purposeful living. We conclude by talking 
about a sustainable lifestyle and by coaching students to contin-
ually reevaluate where they are in their financial plans and 
whether they are still on track to meet their goals.

SUPPLEMENTS
Personal Finance comes with an innovative, engaging, and 
complete set of instructional resources to improve the class-
room experience of both students and teachers.

Instructor Resources
Instructor Library—The Connect®  Instructor Library is 
your repository for additional resources to improve student 
engagement in and out of class. You can select and use any 
asset from the library that enhances your lecture.
The Instructor Resources holds all supplementary mate-
rial, including the following resources:
•  The Instructor’s Manual includes discussion starters, teach-

ing tips, projects, supplementary links and resources, and 
insights into the prepared lecture material that comes with 
the book. It also supplies lecture outlines, supplementary ac-
tivities, answers to concept checks, and end-of-chapter 
questions, cases, and problems.



•  The Test Bank consists of more than 1,100 true-false, multi-
ple-choice, and essay questions. Each question is correlated 
to a specific learning objective, topic, level of difficulty, 
Bloom’s taxonomy category, and AACSB standard. Instruc-
tors can use these tags to filter questions easily and accu-
rately and to find and select material for tests.

•  Computerized Testing Software—Test Gen is a flexible 
and easy-to-use electronic testing program. The program 
allows instructors to create tests from book- specific 
items. It accommodates a wide range of question types, 
and instructors may add their own questions. Instructors 
can create multiple versions of the test, and any test can 
be  exported for use with course management systems. 

•  Chapter PowerPoint® Presentations offer clear, concise, and 
interactive ways of presenting material to students. These 
may be edited and customized for best use in the classroom.

•  Worksheets give students practice in tracking spending, 
setting budgets, shopping for insurance, and the like.

•  GoalTracker helps students think through and record their 
goals and helps them realize those goals as they learn the 
concepts of personal financial planning.

•  Current Events Blog, updated regularly by the authors, en-
gages students in understanding the importance of personal 
finance and applying the concepts of planning in a real-life 
context (http://frugalfunandfinancialfitness.blogspot.com).

McGraw-Hill Customer Care 
Contact Information
At McGraw-Hill, we understand that getting the most from 
new technology can be challenging. That’s why our services 
don’t stop after you purchase our products. You can e-mail 
our Product Specialists 24 hours a day to get product- 
training online. Or you can search our knowledge bank of 
Frequently Asked Questions on our support website. For 
Customer Support, call 800-331-5094 or visit www.mhhe 
.com/support. One of our Technical  Support Analysts will 
be able to assist you in a timely fashion.

ASSURANCE OF LEARNING 
READY
Assurance of learning is an important element of many ac-
creditation standards. Personal Finance is designed specifi-
cally to support your assurance of learning initiatives. Each 
chapter in the book begins with a list of numbered learning 
objectives which appear throughout the chapter, as well as in 
the end-of-chapter materials. Every test bank question is also 
linked to one of these objectives, in addition to level of diffi-
culty, topic area, Bloom’s taxonomy level, and AACSB skill 
area. You can use our test bank software and Connect®, 
McGraw-Hill’s online homework solution, to search the test 
bank by these and other categories, providing an engine with 
which to make the collection and presentation of Assurance of 
Learning data simple and easy.

AACSB STATEMENT
The McGraw-Hill Companies is a proud corporate member 
of AACSB International. Understanding the importance 
and value of AACSB Accreditation, Personal Finance rec-
ognizes the curricula guidelines detailed in the AACSB 
standards for business accreditation by connecting selected 
questions in the test bank to the general knowledge and 
skill guidelines found in the AACSB standards.
The statements contained in Personal Finance are provided 
only as a guide for the users of this text. The AACSB leaves 
content coverage and assessment within the purview of indi-
vidual schools, the mission of the school, and the faculty. 
While Personal Finance and the teaching package make no 
claim of any specific AACSB qualification or evaluation, we 
have, within the test bank, labeled selected questions accord-
ing to the six general knowledge and skills areas.
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NOTE TO STUDENTS
Have you ever considered what life would be like without keeping up with the Joneses, buying on credit, paying for it 
over time, and getting into perma-debt? Throughout Bob’s 18+ years of experience in the banking industry, and his 
teaching of personal finance, he observed how habits of overspending and under-saving eventually catch up to people. 
He often wondered how much growth and prosperity in the 1990s and 2000s was financed by credit. 

We observed the results of overspending in the fall of 2008 with the fall of Lehman Brothers and the beginning of the 
financial crisis. During this time, when conventional wisdom was being upended, he kept looking for a textbook he 
could teach from that emphasized value-based spending, savings, and investing, and which successfully debunked the 
myth that money and the accumulation of material things bring happiness.

As a couple living with our own financial challenges and watching our children grow, we thought we could offer a new 
perspective on personal finance: one that emphasizes spending, saving, and investing in accordance with your own 
personal values. Our fundamental philosophy is that money does not provide happiness. Spending, saving, and invest-
ing in accordance with your individual values and goals, and using money wisely as a resource (and not an end in it-
self) can reduce stress and lead to happiness. You can do well and do good at the same time. There is nothing more 
rewarding than watching students grow, achieve their goals, and succeed in life—and that has served as a powerful 
motivator for us to write this book, our blog, and disperse our views through our Twitter account.

This book is not only about personal finance, but also about personal happiness and pursuing your passions. It has 
lessons that can be followed for a lifetime to help you achieve personal financial success.

Thank you for purchasing this book. We wish you the best of luck as you use it to better understand your finances and 
goals. We invite you to follow us on Twitter (@FrugalFinances) and on our blog (http://frugalfunandfinancialfitness 
.blogspot.com) to keep current with the changing financial landscape as it relates to the principles of this text and also 
to continue the conversation. We are here to help, and we hope that, in our own small way, we can help you find as 
much happiness and fulfillment as we have found by living simply and in line with what is most important to us. 

Happy Finances!
Bob and Kristy
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onechapter

Ashley, a sophomore at a mid-sized public college, recently developed 
her mission, vision, and value statements and used them to set her 
short-term, intermediate, and long-term goals. “I thought I was living 
my life according to my values, but until I used the tools that I learned 
about in my personal finance class, I really had no idea how far off 
I was. It was hard to create my mission statement so that it said 
what I wanted about me, my priorities, and my goals. The whole 

What’s money? A man is a success if he gets up in the  
morning and gets to bed at night, and in between  

he does what he wants to.

—BOB DYLAN, Singer songwriter (1941–)

LEARNING OBJECTIVES After reading this chapter, you should be able to:

  LO 1-1
Evaluate your spending and saving habits and define what financial success 
means to you.

  LO 1-2
Develop a plan for achieving fiscally responsible, goal-based spending and saving.

  LO 1-3
Align your financial plan with your personal goals.

  LO 1-4
Explore the different career choices that fit your personal mission statement 
and established goals.

MONEY MATTERS: 
Values, Vision,  
Mission, and You

Source: © Peathegee Inc LLC RF
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process helped clarify what I want to do and where I want to go. Set-
ting my short-term, intermediate, and long-term financial goals helped 
me decide how I’m going to spend and save my money. I feel like I 
have my money working for me now, not the other way around.”

1.1  YOUR PERSONAL RELATIONSHIP 
WITH MONEY

  LO 1-1 Evaluate your spending and saving habits and define what financial 
success means to you.

The first step to understanding why we spend money is to examine our relationship with 
money. If you received an unexpected cash gift of $600, would you hit the mall to buy a large 
luxury item with your newfound money as a down payment? Would you pay off bills? Per-
haps you would treat yourself to a small purchase and then bank the majority of the windfall.

Think about your current financial situation and your spending habits. Do they reflect your 
desired lifestyle and goals? To increase happiness, sometimes less may be more. This chap-
ter will help you lay the foundation for a financial plan that is guided by your values and 
personal mission statement and incorporates your goals. Using the worksheets that accom-
pany the text, you will outline your values, vision, and mission statements to help you cre-
ate a financial plan that is completely in line with how you want to live your life. 

A financial plan is a goal-based activity that incorporates your future income plan (career 
goals), budget plan (spending goals), investment plan (gaining assets goals), insurance plan 
(protection goals), and estate plan (giving goals). In the process of developing a personal finan-
cial plan, you may very well discover your passion and a sense of purpose. By aligning your 

actions with your values, you establish pri-
orities in your life and gain control over your 
time and money. Money is simply a resource, 
a commodity. To truly be in control of money 
is to be in a position where you are in balance 
with your priorities. The following sections 
lay out the steps to creating a foundation for 
your financial plan.

Step 1: Understanding Your Relationship with Money
Money can influence your attitudes and behavior. Not having enough money is stressful. 
Having a lot of money can cause different kinds of stress. If you had a lot more money than 
your friends, would they expect you to always pay? Would you feel like they were taking 
advantage of your wealth? How does having more money impact your level of happiness? 
As shown in Figure 1.1, the first step in your financial journey is to assess your current 
relationship with money. To begin, take the Money Relationship Quiz in Figure 1.2.

“He that is of the opinion money will do  
everything may well be suspected of doing 

everything for money.”
—BEN FRANKLIN (1706–1790)

1. Understand
your relationship 

with money

3. Assess
methods for

achieving your
goals

4. Create a
vision for

your future

5. Establish
your mission

6. Set your
goals

2. Identify
your

values

FIGURE 1.1
Setting the foundation of your financial plan, step 1

financial plan goal-based 
activity related to future 
income, spending, investment, 
protection, and giving
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Your Money Personality Count up the number of times you circled A, B, C, D, and E 
statements. If you mostly circled:

A: You value money for the security it provides.

B: You want a lot of material items, and you want them now.

C: Money helps you feel important.

D: Money is a resource to get the things you need or want.

E: You are not concerned with money; there is no reason to worry about it.

Are you surprised by this quick assessment? Knowing how you feel about money is the key 
to understanding your spending, savings, and investment habits. Aligning your spending 
and saving habits with your overall priorities and life goals allows you to maintain a sense 
of control, direction, and purpose in your financial life.

To understand how you manage your money, you need to uncover your money 
 personality, the style and habits of money management you are most comfortable with 
(online Worksheet 1.1). Similar to other personality traits, our money personalities are part 
nurture and part nature. They come from a combination of values, how we were raised, and 
our parents’ traits. Your money personality plays a big part in how you deal with money 
and finances.

In order to assess your relationship with money, circle the statements that best describe you:

A. It’s a good feeling to have money in my wallet.

B. No one can ever really have enough money.

C. Clothing should look expensive.

B. You cannot live without credit.

D. There are a lot of things more important than money.

E. Keeping track of every dollar would drive me crazy.

A. It is important to record every dollar you spend.

C. Money and prestige go hand in hand.

E. A person can get along without a savings account.

D.  It is easy to have fun with simple things that do not cost much money.

A. Money should only be spent for necessities.

C. I want nothing but the very best.

E.  If I just wait, my money problems will take care of themselves.

D. Money does not buy happiness.

B. It would be easy to spend $5,000 in just a couple of days.

A. I shop around to find the best price.

E. If I need money, it will come from somewhere.

A. I will not buy anything unless I have enough money for it.

C.  If I am going to buy something, I am going to buy the best option of it.

B. I will never buy something used, always brand new.

D. A lot of money would be nice, but I do not really need it.

E. I never make plans about money.

Source: Money Relationship Quiz extracted from “Money Talks,” ANR Publication 8272. © 2007 by the Regents of the 
University of California Division of Agriculture and Natural Resources.

FIGURE 1.2
Money relationship quiz

money personality  
the style and habits of money 
management
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Some people enjoy knowing where every penny is spent and are very aware of their finan-
cial condition. Other people don’t pay much attention; they never balance their check-
books, review their charge history, or question their account balance if something seems 
off. These people are more likely than those in the first group to have overdraft fees on 
their checking account and over-limit fees on their credit cards, and they are also more 
likely to spend money on transaction fees and other charges. For some people, image or 
“keeping up with the Joneses” is important. Others are oblivious to material trends. These 
are just a few of the many ways people interact with money and their personal finances.

Step 2: Identifying Your Values
Personal values are unique to you and influence your actions and decision making. Per-
sonal values develop early in life and are influenced by family, religion, social groups, and 
culture. If how you are living your life does not coincide with your personal values, you 
will be in conflict. As shown in Figure 1.3, identifying your values is the second step in 
setting the foundation of your financial plan. If you understand what you value, you can 
make better decisions and choices to reduce inner conflict. Knowing your values can help 
you create a financial plan that fits you. If you can do this, your increased investment and 
ownership in your plan will help you to be more successful in adhering to it.

Value-Driven Financial Planning Taking time to think about what you value will 
help guide you in creating an overall financial plan. Online Worksheet 1.2, “Clarifying 
Values,” will help you to make your personal values explicit. By identifying your priorities 
and building a financial plan focused on supporting those priorities, you will increase the 
likelihood of successfully sticking to that plan exponentially. Your perspective will change 
from one of negativity (“I’m making a sacrifice”) to one of positive gratification (“I’m in-
vesting in things I care about”). Let’s look at some of the methods we can use to achieve 
our goals.

Scaling Back Voluntary simplicity is selecting a simplified lifestyle and reducing 
meaningless or idle consumption in order to focus energy on other priorities. People choose 
this lifestyle for many reasons, including to live in a more environmentally friendly fash-
ion, increase quality time with friends and family, reduce stress, improve health, or in-
crease spirituality.

To be frugal is to be resourceful when fulfilling needs for goods and services, perhaps 
using previously owned items or doing things yourself. It is to be penny-wise and practice 
restraint in how you consume goods and services. It is the epitome of Benjamin Franklin’s 
adage, “Waste not, want not.”

Enough Between frugal and excessive is the balance point of enough. Joe Dominguez 
and Vicki Robin in Your Money or Your Life (1992) describe the relationship between con-
sumer purchasing and consumer fulfillment as one of diminishing returns after reaching 
the point of “enough.” As illustrated in Figure 1.4, you receive fulfillment on money spent 
to survive.  After that, fulfillment increases, but at a decreasing rate. Once enough is 
reached, fulfillment decreases with increased spending.

personal values the 
qualities and beliefs that are 
most important to you and to 
which you must be true to lead 
a happy and fulfilling life

voluntary simplicity  
a simplified lifestyle, reducing 
unvalued consumption to focus 
on other priorities

frugal avoiding waste; to be 
resourceful when fulfilling one’s 
need for goods and services

enough point at which 
increased spending has a 
diminishing rate of fulfillment

1. Understand
your relationship 

with money

3. Assess
methods for

achieving your
goals

4. Create a
vision for

your future

5. Establish
your mission

6. Set your
goals

2. Identify
your

values

FIGURE 1.3
Setting the foundation of your financial plan, step 2
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A simple example would be buying a pair of shoes. The first pair is purchased out of neces-
sity. Other shoes may serve different purposes (e.g., working out, matching outfits, going 
to the beach, shoveling snow), but if one continues to acquire more shoes, each new pair 
brings less fulfillment. At a certain point, a person may not have room for any more shoes, 
may not find the ones they want because there are so many, or may not find satisfaction in 
an additional pair. In fact, one more pair of shoes can bring about more problems than sat-
isfaction. With decisions based on your values, mission, and goals, you decide when 
enough is your enough.

Allocations What you do with your money is a reflection of your priorities. Financial 
experts recommend saving at least 10% of your income each pay period, setting that money 
aside for retirement and for rainy day emergen-
cies. Saving 10% and living on 90% is referred 
to as the 90-10 rule and shows a commitment 
to financial security.

A cousin of the 90-10 rule is the 80-10-10 
rule. It is living on 80% of your income, saving 
10%, and giving away 10%. Adhering to this 
rule reflects valuing community and social re-
sponsibility in addition to financial security 
and independence. Whether giving to the Ar-
bor Society to plant more trees or to a local 
food bank to help those in need, the goal of this 
rule is to start the habit of saving and giving.

It may be intimidating to imagine going from 
100-0 to 90-10 or to 80-10-10, but the road to 
this kind of personal financial security can be-
gin with incremental increases and gradual ad-
justments. If you want to aim for an 80-10-10 

ENOUGH

Luxuries

Comforts

Survival

Money spent

Fulfillment

FIGURE 1.4
Defining enough

Source: Adapted from J. Dominguez and V. Robin, Your Money or Your Life, Rev. Ed. (New York, NY: Penguin Books, 1999).

financialfitness: 
STOPPING LITTLE LEAKS

Stress Management
To escape the stress of everyday life, you may be 

tempted to go shopping. Items purchased during 

these “escape” moments are not necessarily items 

you highly value or include on your priority list. Coun-

ter any urge to indulge in “retail therapy”, or shopping to 

improve one’s mood. Next time you are feeling down, go for a run, a bike 

ride, or a brisk walk. You will get an exercise-induced endorphin boost 

and the feeling will cost you nothing.

90-10 rule saving 10% of 
income and living on 90%

80-10-10 rule living on 
80% of income, saving 10%, 
and giving away 10%
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financial plan, start off by living on 98% of 
your income, saving 1%, and giving 1%. The 
following year, increase savings and giving by 
1% each. Keep this pattern up, and over a 10-
year adjustment period, you can achieve your 
goal of living by the 80-10-10 rule without a 
drastic, scary change.

To be successful at saving, you need to pay 
yourself (in the form of your savings account) 
first. To make this habit as painless as possi-
ble, establish automatic transfers or with-
drawals from a paycheck or checking account 
into a savings or investment account. Many 
investment companies will establish an in-
vestment account by setting up an automatic 
transfer of $50 each month. Transfers from 
checking to savings can be set up for any 
amount and scheduled to occur on the same 
day of each month. Many charities, nonprofit 

foundations, and religious organizations are able to help you set up automatic payments 
from your checking account. By establishing automatic transfers and withdrawals, you 
are paying yourself first, making your savings and giving goals as important as paying 

your bills. You are making a commitment to your values 
and priorities.

Personal Financial Success What is your definition 
of personal financial success? Is it having millions 
of dollars in the bank? Is it being able to drive a new 
sports car or travel the world? Or is financial success just 
having enough money to cover your basic needs?

The wealthiest Americans include Bill Gates, Warren Buffett, 
and Mark Zuckerberg. Each is well known for his business 
and financial success. Likewise, each one has different per-
sonal priorities and has chosen different ways to use his 
wealth. Warren Buffet has lectured that money and material 
wealth do not bring happiness. For all but the very few, there 
will always be someone with more money, more toys, more 
material goods, a bigger house, and a bigger boat. You have to 
determine your own definition of financial success. 

1.2  FINANCIAL INDEPENDENCE, LITERACY, 
AND PLANNING

  LO 1-2 Develop a plan for achieving fiscally responsible, goal-based spending 
and saving.

Step 3: Assessing Methods for Achievement
As shown in Figure 1.5, the third step in setting the foundation of your financial plan in-
volves assessing methods for achieving your goals. A popular financial goal is to achieve 
financial independence. For some people, this may be the definition of financial success. 
Financial independence is when passive income exceeds expenditures (see Fig-
ure 1.6). This is a simple concept that, when understood, can influence decision making on 

financialfitness: 
NUMBERS GAME

Trade-Offs
Consider your values and the costs involved when one or 

both adults of a household work outside the home or one 

adult works long hours. Costs can include childcare, clothing, 

commuting, eating out, entertainment, and decompressing. 

A second person in the household working brings in extra 

income, but it may also increase expenses and stress. It 

is important to think this through, and to strike a thought-

ful balance.

Making 

$ense
1.1 What determines your 

money personality?

1.2 How do you take control 
over spending?

1.3 When is enough enough?

personal financial 
success achieving financial 
goals and living life in 
accordance with your values, 
vision, and mission

financial independence  
passive income exceeds 
expenditures



CHAPTER 1 | Money Matters: Values, Vision, Mission, and You 7

every purchase. Do you really want to spend all your money on the wants of today? Or do 
you want to invest some of it to reach financial independence sooner? Once you achieve 
financial independence, you do not have to work for income, but can choose whether or not 
to work and how to spend your time and energy.

Passive income is money received from investments and savings. The Internal Revenue 
Service (IRS) calls this unearned income. It is the income received from money and 
investments that are working for you. Passive income can be from stock dividends, interest 
from bank investments, money from rental property, or other investments. Many people do 
not have enough passive income to achieve financial independence as defined above until 
late in life, after years of putting money into savings or in retirement accounts and relying 
on Social Security as part of their passive income.

Figure 1.7 illustrates the relationship between passive income, expenses, and financial 
 independence. To reach financial independence sooner: (1) reduce your expenses and live more 
frugally; (2) increase the amount of money going into savings and investments; or (3) do both. 

passive income money 
received from investments 
and savings

unearned income  
defined by the IRS as income 
from investments and savings

1. Understand
your relationship 

with money

3. Assess
methods

for
achieving your

goals

4. Create a
vision for

your future

5. Establish
your mission

6. Set your
goals

2. Identify
your values

FIGURE 1.5
Setting the foundation of your financial plan, step 3

FIGURE 1.7
Controlling the timeline to financial independence

You can reach financial independence faster by reducing expenses.

Time

Passive Income

Expenses

$

2

1

= Financial Independence

FIGURE 1.6
Financial independence

= Financial Independence

Time

Passive Income

Expenses

$
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You might also try to increase the returns on your investments, but doing so will in-
crease your risks. For example, many baby boomers who wanted to decrease their time 
to financial independence invested their retirement savings in high-risk, high-return 
stocks. This plan played out well until the financial crisis of 2008 caused the stock mar-
ket to decrease 54% in value, which dramatically reduced the amount of passive income 
available from these retirement investments. Those who were planning to retire that 
year faced tough decisions about when and how to retire. Many had to choose between 
postponing retirement or reducing expenses and living on less to gain their financial 
independence. A basic understanding of financial products and investment diversifica-
tion can help reduce these types of risks. (This topic is covered in more detail in 
 Chapter 11, “Investment Basics.”)

Financial Literacy
Financial literacy is the ability to understand how money is earned, invested, and spent, 
and to understand the risks and potential rewards of the different investments and financial 
products and services available to help you achieve your goals. When you accept your first 
full-time job, you may need to make decisions regarding your 401(k) retirement plan.  Making 
wise personal finance decisions is your responsibility. No one is going to be more concerned 
about your financial welfare than you, and that is why being financially literate is so crucial.

There are many thousands of different investment opportunities. How do you know you 
picked the right ones to meet your investment objectives? Even if you get assistance from 
a financial planner, who can you trust? You have to be financially literate; you have to 
know enough to protect your assets. On March 12, 2009, prominent investment manager 
Bernie Madoff pled guilty to an 11-count criminal charge, admitting to defrauding thou-
sands of investors with total losses estimated to be over $64.8 billion. Mr. Madoff had the 
confidence of many wealthy and experienced investors, and of many nonprofit foundations 
who invested millions with him, trusting they were making sound investments. It is your 
responsibility to make certain you put yourself in the best possible position to understand 
the stakes, identify promises that are too good to be true, and to protect your investments. 
None of this is possible without basic financial literacy.

No one but you can control your spending and make on-the-spot financial decisions that 
reflect your values. This book will not make you a financial planner, but it will give you 
enough knowledge to understand the basics of personal finance and help you make wise 
decisions for yourself.

Paths to Financial Independence
Financial literacy is the key to achieving financial independence. There are a number of 
avenues to reach this goal sooner, rather than later.

Downshifting One way to financial inde-
pendence is to reduce your expenditures via 
deliberately downshifting, or cutting back. 
It can involve spending less money, living fru-
gally, or taking on a completely new lifestyle, 
requiring prioritization and a totally different 
mindset. People decide to downshift for a va-
riety of reasons. Some want to escape job 
stress, while others downshift because of a 
life-changing experience, health problems, or 
a crisis in the family.

Augmenting Income Instead of lowering 
expenses, you might get a second job to in-
crease income and live the lifestyle you desire. 
Perform an honest inventory of your skills and 

financial literacy ability 
to understand how money is 
earned, invested, and spent, 
and the risks and rewards of 
financial decisions

downshifting reducing 
expenditures by deliberately 
cutting back income or 
expenditures or both, in the 
pursuit of financial 
independence

financialfitness: 
JUST THE FACTS

Control
Money (or the lack thereof) is one of the most 

common causes of unhealthy stress in our soci-

ety. Many people worry more about money than 

about their relationships or their health. Reduce 

money as a stress point by taking control of your finances through 

 planning and budgeting.
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your ability to create value. Take a look at what you are currently doing and look for op-
portunities for you to offer your skills and expertise to others. For example, if you are 
knowledgeable in a trade or a craft, maybe you could teach a class at night. If socializing 
is up your alley, being a tour guide or driving for Uber once a week can provide both fun 
and cash.

Investing to Achieve Greater Passive Income One way to develop passive income 
is to start an automatic investment plan. Dollar-cost averaging is the practice of invest-
ing a fixed dollar amount at regular intervals 
of time, regardless of market conditions or 
your personal financial outlook. One way to 
accomplish this is to have a regular amount de-
ducted from every paycheck and put into an 
investment account.

By depositing a set amount on a regular basis 
into an investment account, you do not have to 
worry about timing the market and buying low. 
You will end up investing some money at low 
prices and some at high prices, but what is im-
portant is that you will be consistently putting 
your savings goals first. In doing so, your sav-
ings will grow. The magic of compound interest 
(see Chapter 4) will ensure the invested money 
is working hard for you. You can trim  expenses 

1.1 Financial Independence
You are thinking about retiring someday. You currently live off of $10,000 per month. 
Your investment projections pay out according to this graph:

1. To retire now, you need to downsize by how much each month?

2. If you put off retirement for five years, what could you afford for a monthly budget?

3. If you plan to maintain your current lifestyle, how long will you need to keep 
working until your retirement income accommodates your current budget?
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Passive Income

financialfitness: 
STOPPING LITTLE LEAKS

Resources
Voluntary simplification, downshifting, and fru-

gal living often call for a creative response to 

make do with what’s on hand. The website www 

.choosingvoluntarysimplicity.com is a helpful resource 

for those interested in a more in-depth exploration of 

downshifting and frugal lifestyle ideas.

dollar-cost averaging  
investing a fixed dollar amount 
at regular intervals

investment account  
account that enables you to 
invest in stocks, bonds, mutual 
funds, or other securities with 
the objective of making a profit




