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Next, get a grasp of the basics. Go 

to your library and start reading maga-

zines and newspapers. Then branch 

out to more advanced books on the 

economy, stock market, and investing. 

Check out investment seminars 

that are being sponsored by reputable 

financial institutions, look at websites 

on finance, stocks, and mutual funds, 

and talk to friends and family who are 

already investors.
Finally, look for a financial adviser 

who can help you select specific 

investments. It’s one of the best ways 

to get the expertise you need to make 

important decisions.

THE INVESTMENT PROCESS

It’s smart to set up an investment 

account that’s separate from your 

checking account. It can be an 

insured savings or money market 

account, a money market mutual 

fund, or an account with a brokerage 

firm. Or you can plunge right in and  

make your investment account a stock 

mutual fund. Compare the costs 

to open and maintain each type of 

account, and find out what the  

current earnings are. You may find 

that moving right to the stock  

fund makes the most sense.

You can add a specific 

amount to your account  

every week or every month,  

as part of managing your 

household accounts. Or you  

can have the money deposit- 

ed directly from your pay-

check or transferred from

your checking account. 

RECYCLED EARNINGS

Reinvesting your investment earnings 

is one of the easiest and most reliable 

ways to build your portfolio. 

If you invest in a mutual fund, you 

can select the reinvestment option 

when you open the account. Then  

the fund will automatically use your 

earnings to buy more shares instead 

of sending you the money. You can 

also choose to reinvest any dividends 

you earn on stocks that offer dividend 

reinvestment plans (DRIPs). 

Investing is about putting your 

money to work so that your prin-

cipal, or the amount you start with, 

increases in value. If you choose your 

investments wisely, they can make 

the difference between being able to 

achieve your financial goals or being 

forced to postpone them. 

Investing isn’t the same as saving. 

When you save, you usually put some 

of your money in a safe place where  

it earns interest—a bank savings  

account, for example. Savings 

accounts are ideal as emergency 

funds, or for holding money you 

expect to spend in the near future. 

But the interest you earn on bank 

savings accounts doesn’t usually grow 

much faster than the rate of inflation. 

That means the money you save won’t 

be worth much more in the future 

than it is today, leaving you short on 

buying power. Factor in the cost of 

taxes and that sets you back another 

step. To come out ahead, you must 

earn more.

WHAT THE INVESTMENTS ARE 

Whether you’re a new or experienced 

investor, the investments to concen-

trate on are: 
n Stocks, ETFs, and mutual funds that 

invest in stocks
n Bonds, ETFs, and mutual funds  

that invest in bonds

n Cash and cash-equivalent 

investments, such as  

certificates of deposit (CDs) 

and US Treasury bills

In general, you choose stocks and 

stock mutual funds for growth, bonds 

and bond mutual funds for income, 

and cash and cash equivalents to  

hold the money you’re planning to

use in the fairly near future or are 

accumulating to invest.

The longer your time frame, the 

more you need to focus on growth. 

That might include investments  

you make to pay for your children’s 

education while they’re still quite 

young, and certainly includes what 

you’re investing for retirement.

THE STEPS TO TAKE

Finding the right investments isn’t 

hard, but it won’t happen if you don’t 

make up your mind to get started. 

The biggest investment mistake you 

can make is to procrastinate.

Unless you have a lot of money on 

hand, perhaps from an inheritance or 

a pension payout, you’ll be building 

your investment portfolio over time. 

That means you can begin small and

learn as you go. 
The first step is to define your 

investment goals. If you know what 

you want to achieve and the time 

frame you have to do it, you can  

narrow the field to the type of invest-

ment that best matches your goals. 

HELPFUL HINTS
There’s no rule about  

how much you should  

be investing, but a  

reasonable goal is to aim for is 10%  

to 15% of your gross income. If you’re 

contributing to a retirement savings plan 

at work, the percentage you’re putting 

in your account counts toward the total. 

And whenever you get a bonus, a gift,  

or other unexpected cash, it’s a good 

idea to put some or all of it into your 

investment account as well. That extra 

boost can make a big difference.

The Basics of Investing

Investing can seem very complicated. But it doesn’t have to be.
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 hether you’re creating an investment  
plan, buying a home, or growing your own small 
business, you need to be armed with the knowledge 
to help you make educated choices. We’ve written 
this guide to provide you with the information  
you need to make these financial decisions with 
confidence and ease.
 This guide can help you in many facets of your 
financial life. If you’re just starting out, you can 
learn about establishing good credit, avoiding or 
reducing debt, and choosing investments to help 
you meet your goals. Since everyone runs into 
unexpected hurdles, the guide provides information 
to help you protect your money in the event of an 
illness, divorce, widowhood, or other unexpected 
circumstance. And if you’re nearing retirement,  
the guide can help you learn more about estate 
planning, retirement investing, and how to create 
wills, gifts, and trusts. Finally, there is extensive 
information for women who own small businesses, 
including funding your business, choosing benefits 
packages for your employees, and networking 
effectively with other business owners.
 Feeling confident about money matters, and 
understanding essential financial topics, can help 
you plan effectively for your present and future 
financial security. We hope that you find this  
guide a helpful resource in making decisions,  
both big and small.
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n  How do I pick a bank?
n  Are all credit cards the same?
n  Why is it important to have

a good credit history?
n  Should I pay off my education

loans now?
n  Do I need health or life insurance?
n  Should I be saving for retirement?

MANAGING YOUR MONEY
Two basic resources for successful 
money management are choosing the 
right financial institution to handle 
your money, and establishing a good 
credit rating through the careful use 
of credit cards.

Finding the bank that’s right for 
you means comparing the fees and 
rates that various banks charge for 
different accounts. You may want to 
open just a checking account, but 
maintaining a savings account as  
well can be a good way to establish  
an emergency fund to fall back on. 

Getting a credit card can be a good 
way to build your credit record. You’ll 
have many choices when you decide 
to get your first card, but the main 
things to think about when choosing  
a card are your buying habits, your 
tendency to keep a balance, and  
your desired credit limit.

KNOWLEDGE IS POWER 
Going back to school, either to  
college or graduate school, is a com-
mon goal. You may realize once you 
start working that more training or 
another degree could lead to better 
job opportunities. 

More education can be beneficial 
in many ways, but it can take a toll  
on your wallet. Many scholarships, 
financial aid programs, and student 
loan options exist for people who 
want to further their education, but 
need some financial help.

If your classes pertain directly  
to your job, you might also check to 
see if your employer will reimburse 
you for your tuition. Sometimes an 
employer will include this opportunity 
in an employee benefits package.

THE VALUE OF EDUCATION
While women with a bachelor’s degree 
make more than those with only a high 
school degree, both groups make less 
than men with similar education.

WOMEN MEN
Median weekly  
income with a  
bachelor’s degree  $1,049 $1,385

Median weekly  
income with a high 
school diploma $578 $751

Source: Bureau of Labor Statistics—2014 Annual Data 
Usual Weekly Earnings

Getting Started
Looking ahead is crucial to your financial success. 

What’s the biggest difference
between being dependent on 

someone else and being on your own? 
For many women, it’s taking financial 
responsibility for themselves and  
perhaps for dependents as well. 

Being financially responsible usually 
means earning enough money to sup-
port yourself. That may be something 
you experience for the first time as  
a young woman ready to move into  
a home of your own. But financial 
independence isn’t as much an age 
issue as you may think. If you’re  
widowed in your 40s or 60s, divorced 
or separated in your 30s or 50s, you 
may also be just starting out on your 
journey to personal financial security.

Whether you’re living on your own 
for the first time, have just gotten 
married, or made some other change, 
you may be facing the challenge of 
making your money stretch far enough 
to cover your needs. 

As a general rule, separating your 
needs and wants is one of the best 
ways to create a workable budget.  
But don’t think of a budget as a rigid 
spending plan. Its real value is serving  
as a guideline for managing your money.

A WORLD OF QUESTIONS
As you take responsibility for manag-
ing your own finances, you’re likely  
to have a number of questions about 
the decisions you have to make:

In addition to a savings account, you 
might want to start investing some of  
your money. So learning about stocks, 
bonds, and mutual funds can help  
boost your financial position. Because 
investments are risks, your earnings may 
build higher and faster through them. 
Unfortunately, there is no guarantee  
that this will be the case.
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working part-time, or compressing a 
work week into three or four days—
and have started offering these 
options to their staff.

If you are the primary caretaker  
in your family, having a job that will 
allow you to pick your child up from 
school or take a family member to  
a doctor’s appointment can be an 
invaluable benefit.

If your idea of flextime includes 
being able to work at home rather 
than at the office, you can ask your 
employer if the company allows  

telecommuting. With a computer 
and a phone, it’s easy to work  
outside the office.

REJOIN THE WORKFORCE
Many women choose to take  
time off from work—rather than 
negotiate a flextime schedule—to 
have children and raise a family.  
On average, women are much more 
likely to spend several years out of  
the workforce at some point in  
their lives than men with young  
families are.

You might find that spending  
several years away from the office 
could leave you without the neces- 
sary skills to perform your job. For 
example, think about the challenge 
of reentering the workforce now, if 
you haven’t kept up with advances  
in your field or acquired new skills.

If you decide to take time off,  
stay current with what is happening 
in your field. Try to stay in touch 
with people from your previous  
job to keep up to date on what’s  
happening. And stay abreast of  
new technologies, especially the  
ways people share information.

FIND A MENTOR 
As a woman, finding a female mentor—
someone who has an established career 
in your field who can give you sound 
advice—may be a challenge. It might be 
particularly hard if you are trying to work 
in a traditionally male-dominated field, 
such as investing, engineering, or con-
struction. Having a mentor, however,  
can show you that it’s possible for you  
to move ahead in your industry, and can 
inspire you to expand your career goals.

Of course, there’s nothing wrong with a 
male mentor either. If he has confidence 
in you and your ability to succeed, he can 
give your career a boost.

AT THE INTERVIEW
When you’re looking for a new job, be 
sure to ask about employee benefits. Will 
you have health insurance? Can you cover 
your dependents? Is there a retirement 
savings plan? You’re not being greedy  
or pushy. You’ll need that information  
to weigh one offer against another. 

Building Your Career
Steady employment creates a path to valuable benefits. 

Building your career can mean get-
ting a new job, moving up in the 

company where you are currently 
employed, or even starting a business 
of your own. Setting goals for yourself 
in the workplace, and taking steps to 
meet those goals, can increase the 
amount of satisfaction you get from 
your job. As you take on more respon-
sibility, you also become more valu-
able to your employer. 

Although the most concrete way 
your employer can reward you for 
your work is to give you promotions 
and salary increases, you stand to gain  
in other ways if you’re dedicated to 
your job. Here are just a few of the 
possible advantages available to you:
n Expertise in your field
n Upward mobility in the workplace
n Job security
n  An extensive benefits package,

including insurance and 
retirement plans

SEEK OUT YOUR DREAM JOB
You might have an idea of what your 
ideal job is. Do you know what it 

would take to find and get hired for 
that job? Researching the qualifica-
tions of your dream job can put you 
one step closer to reaching that goal. 
Does the position require specific 
skills or a particular educational  
background? You might try taking 
courses, reading books, and talking  
to people already in the field to  
broaden your knowledge. 

Also, be sure to establish yourself 
in your current position. The best 
basis for moving ahead is having a 
solid history of hard work and dedica-
tion behind you. Keep in mind that 
new employers often look for recom-
mendations from previous employers, 
so think about how you would want 
to be described—and try to live up to 
that description.

USE FLEXTIME
The nine to five work schedule is no 
longer a rigid standard for many com-
panies. Employers are aware of the 
growing desire for flextime—which 
can include creating your own hours, 
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borrow money. But paying your bills 
regularly and on time can help you 
maintain a solid credit rating and 
keep you in good standing for loans 
when you need them. 

BUYING A HOUSE
When you’re ready to buy a home, 
you generally start by looking for a 
mortgage, a very specific type of loan. 
Without a mortgage, you’d have to 
save the full purchase price—not 
something that most people can do. 
As an added bonus, mortgage interest 
is tax deductible, so you can reduce 
what you owe Uncle Sam as you put  
a roof over your head.

Qualifying for a mortgage requires 
good credit. Because a mortgage is  
a long-term loan, you’ll need to  
show your lender that you have a 
solid history of repayment, as well  
as a steady source of income and  
a strong job history. 

GETTING MARRIED
If you and your partner are thinking 
of making a lifelong commitment, you 
can decide together how you want  
to handle your finances. Will you file 
your taxes together or separately? 

If you buy a home, will you have 
joint ownership?

Every couple handles their money 
differently. Some combine their funds 
in joint accounts, while others keep 
their savings separate—and some 
choose to have both joint and separate 
accounts. No matter which approach 
you choose, it’s crucial that you both 
agree to it, since unsettled money 
matters can lead to arguments, finan-
cial problems, and even divorce.

RETIREMENT PLANNING
Have you been putting money in  
an IRA? Do you contribute to a 457 
plan? Your retirement planning can 
forge ahead at this time. Companies 
often wait until you’ve worked at  
least a year before offering you 
the opportunity to participate in a 
tax-deferred savings plan. If you’ve 
reached your eligibility date, now is 
the time to start contributing to your 
retirement account or accounts.

Settling Down
Cultivating your finances now can improve 
your future peace of mind.

A recent retirement survey reports that 
while women are about as likely to save 
for retirement as men are, there’s a 
substantial gap in the amounts they have 
accumulated. Men are twice as likely as 
women to have saved $200,000 or more.

There’s not a fixed timetable to help
you decide when it’s time to buy a 

home, commit yourself to a long-term 
personal relationship, get married, 
have children, or any of the other 
landmark events that are bound to 
change your life. But by anticipating 
the financial responsibilities that  
settling down is likely to bring,  
you can eliminate some potential 
problems right from the start.

IN THE HERE AND NOW
What can you do to be in a secure 
financial position in the present?

Control debt. You can maintain 
your financial footing by watching your 
short-term debt. If you owe money on 
your credit cards, it’s smart to limit the 
number of cards you use and lower  
the balance you keep on them.

Calculate your net worth. 
Subtract your liabilities, or the total 

amount of debt you owe, from the 
total value of what you own. The 
result is where you stand financially.

Build a good credit history. Pay 
your bills on time, and stay up to date 
on the status of your credit cards and 
bank accounts.

BUILDING A CREDIT HISTORY 
For most people, the word credit 
immediately brings credit cards to 
mind. Although the two are related, 
building a credit history is a bit differ-
ent from merely using a credit card. 

Your credit behavior is tracked  
by three major credit reporting agen-
cies, which gather data from all your 
lenders and create a profile that 
shows your payment history, collec-
tions that lenders have had to make 
from you, and bankruptcy filings, if 
you’ve had any. If you’ve had a history 
of these events, your credit rating will 
suffer and you may find it difficult to  

Federal Reserve research shows that  
35% of credit card users pay their entire 
balance each month, but those that carry 
credit card debt owe on average $16,000.
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PLANNING FOR COLLEGE
With the cost of college escalating 
each year, it’s never too early to start 
planning for your child’s education. 
It’s smart to set up a separate college 
savings account and contribute some 
money each month, even when your 
child is very young. The sooner you 
begin, the less pressure you’re likely 
to feel later. There are a number of 
ways to get started, including putting 
money into Coverdell education sav-
ings accounts (ESAs), state-sponsored 
529 savings plans, tuition prepayment 
plans, or US savings bonds.

As your child gets older, you might 
adjust your savings plan and invest-
ments. A financial planner could help 
you find the best way to handle your 
accounts during each stage of your 
child’s life.

SUPPORTING A CHILD ALONE
While the cost of raising a child 
may seem overwhelming, having to 
pay the bills on your own may seem 
truly monumental. If you are single, 
divorced, separated, or widowed, you 
need to develop a specific strategy.

In cases of divorce, child support 
will most likely be a primary consider- 
ation. Each state uses its own guide-
lines in setting the amount of child 

support to be paid. If you are already 
receiving child support, you should 
do your best to put some of that 
money away for college. During your 
divorce agreement negotiations, it’s 
also important to decide who will pay 
for college, especially if your former 
spouse is in a position to do so. It’s 
dangerous to simply assume he or  
she will pay. 

Also remember that financial  
aid programs consider both parents’ 
circumstances when distributing loans 
and awards. You can’t assume that just 
because you are a single parent, your 
child will be eligible for financial aid.

ADOPTION
Estimates suggest that about 135,000 
children have been adopted annually 
in recent years. While that may seem 
like a small percentage of the total 
population, it’s estimated that these 
adoptions have created homes for  
two and a half to five million children. 

Although adopting can include a 
long waiting period and significant 
expenses, there are benefits available 
to make the process easier. A federal 
tax credit is available if you qualify, 
and some companies offer adoption 
benefits for employees to cover legal 
fees and birth mother medical costs.

Having Children
Becoming a parent is a full-time financial commitment. 

Starting a family means a big
change in your lifestyle—and 

your finances. Some of the changes 
are simple, such as adding another 
exemption on your tax form or chang-
ing your will to include your child. 
Others involve a deeper commitment. 
Being ready to pay for your children’s  
college expenses, for example, requires 
careful, long-term planning.

It’s hard to anticipate all the  
possible costs of raising a child.  
Many women continue to work or 
start a career while their children are 
young. Although maintaining a job 
while your child needs constant care 
will give you an income, working can 
also increase your expenses. If your 
job requires you to put your child in 
daycare, for instance, you could end 
up paying out a large part of what  
you are earning. 

As you learn more about money 
management through the process of 
raising your child, you can pass on 
your financial knowledge to him or 

her. Having your child understand 
and respect your efforts to prepare 
for the future will increase your  
motivation to do so.

SHARING YOUR KNOWLEDGE
Being open about money at home can 
introduce your child to the financial 
world. If you devote careful attention 
to your finances, your child will be 
more likely to adopt a similar approach.

Teaching him or her about money 
doesn’t have to mean explaining the 
details of your investing plan or your 
tax reduction strategy. To start out, 
you can simply include your child in 
discussions about the family’s saving 
and spending plans. For example,  
you might teach your child how to 
prepare a vacation budget and live  
by it. Or you can even get your child 
a toy bank with two slots—one for 
saving and one for spending—to 
explain the importance of money.
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doctor, and medication bills. That’s 
why it always pays to have health 
insurance, especially if you can get a 
reduced rate through your employer’s 
group plan. You may also want to  
consider disability insurance. If you 
carefully research different policy 
options, you can get the right kind  
of coverage to protect yourself.

Losing a job can also be alarming. 
That’s why you need to have an emer-
gency fund to cover your expenses if 
you’re between jobs. And look at the 
bright side: Job loss can lead you to  
a new career, or a better position in 
your current field. And since most 
people hold an average of ten jobs in 
their lifetime, you’re not alone if you 
decide to shift career paths at some 
point. You may decide to take some 
time off to travel, spend time with 
your family, or pursue a hobby.

A FLASH OF SUDDEN INDEPENDENCE
If you’ve been married for much of 
your adult life, the financial inde-
pendence that comes with divorce or 
widowhood can seem overwhelming. 
You’ll need to be prepared for some 
changes, depending on your  situation 
and the circumstances around the 
loss of your partner.

You’re in an especially strong  
position if you’re comfortable with  
all of the aspects of your family’s 
finances because you played an active 
role in financial decisionmaking. In 
that case, you are prepared to make  
choices that will protect your future 
and provide for your dependents.  
The advice of a professional can be  
helpful as well.

AGING PARENTS
As you age, your parents age as  
well, of course. You may find them 
struggling with illness during their  
advancing years. 

As their daughter, you may be 
responsible for their care, since 82% 
of women in your position wind up 
with this responsibility. The emotional  
impact and financial strain together 
can be exhausting. It’s quite possible 
that your commitment may compro-
mise your career or your family.

Grappling with illness can naturally 
spark concerns about your parents’ 
deaths. Do you know how carefully  
your parents have planned their 
estate? It can be quite difficult to  
ask the questions that you need 
answered, but it might be worse to 
wonder about their wishes when it’s 
too late to find out. 

THE CAREGIVER’S GLASS CEILING
Women caregivers lose a lifetime average 
of about $324,044 in wages, pension, and 
Social Security benefits. These women 
often sacrifice vacation and sick days, 
compromise work quality, and turn down 
promotions or training for advancement.

Many women take leaves of absence, 
retire early, reduce their career to part-
time work, or feel compelled to quit 
altogether.
Source: The National Center for Women and Aging at Brandeis
University and the National Alliance for Caregivers 

Being Prepared 
 for Change

Financial stability can be rocked by an unexpected storm.

It’s rewarding to enjoy financial
security. You have probably worked 

hard to establish your career and earn 
a comfortable income. You may have 
already survived the pressure of  
buying a home and paying college 
tuitions, and are looking forward to 
predictable monthly expenses. While 
breathing a sigh of relief is tempting, 
it can be dangerous to relax so much 
that a drastic change can blindside 
you and your finances. 

How would you manage economi-
cally, for example, if you couldn’t work 
because of illness, disability, or job 
loss? Although thinking about these 
issues is never fun, you’ll want to  
prepare for the unexpected to protect 
your financial security.

A major change in your relation-
ships can also surprise you. If you’re 
married, you might lose your spouse 
through divorce or death. The financial  
factors might be especially hard to face 
because of the emotional impact of 
this type of event.

For example, you’ll probably have 
to open new bank accounts or take 
your spouse’s name off existing ones. 
You may need new credit cards if you 
don’t have one in your own name.  
And you’ll have to prepare a will and 
change the designations on retirement 
savings plans and insurance policies.

RIDING OUT THE STORMS
While facing disability, illness, or job 
loss is never pleasant, making certain 
preparations can help you survive 
these financial strains. 

If you do become ill or disabled, the 
greatest costs are those that medical 
providers charge, including hospital, 

FOOD FOR THOUGHT
30% of women in the US never marry,  
46% are now married, and 12% are 
divorced. About 75% of married women 
are eventually widowed.
US Bureau of the Census, 2015
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The choices you make can be  
crucial to ensuring your financial sta-
bility during retirement. For example, 
you may need to adjust your portfolio 
to create income, as well as tap into 
your existing investments to cover 
your needs. 

CHANGING EXPENSES
To construct a financial plan that 
works well with your retirement 
needs, you might also want to re- 
think your expenses. A retirement 
budget may be a bit different from 
the budget you had during your  
working years.

Specifically, you may want to set 
more aside for leisure during retire-
ment. Since you will no longer have 
typical work costs, you can devote 
more money to travel, hobbies, or 
even a new vacation home. 

You may also face increased 
healthcare expenses. The government 
does insure you through Medicare, 
but that may bring up more questions 
and uncertainties. You may also  
wonder about extra treatments that 
aren’t covered by your regular  
insurance, like long-term care  
or home healthcare.

While retirement economics are 
certainly an adjustment from your  
former financial situation, a clearly 
outlined budget can be the key to 
soothing your anxiety. It’s quite possi- 
ble to enjoy retirement without serious 
financial woes. If you maximize your 
sources of income and spend within 
reason, you can look forward to a 
financially secure retirement.

Retiring may mean you stop working,  
but it also may not. Some people continue 
to work part-time at their regular jobs or 
put their expertise to work as consultants 
because they enjoy what they do. Others 
start second careers that offer the  
opportunity to try something new or  
they volunteer their time to do things  
they care deeply about. Still others  
may need to work a certain number of  
hours each week to supplement their  
retirement income.

Retiring Right
Your retirement challenge is knowing where your money 
will come from and where it will go. 

Retirement can be all you’ve hoped
for: a new home, new interests, or 

new involvement in familiar activities. 
But if you’re worrying about money,  
it can be hard to live as you’d like to, 
or really enjoy retirement. A realistic  
view of the financial changes to 
expect—both in your income and in 
your expenses—can help. Once you 
identify your financial questions and 
know where to find the answers, you 
can really begin to enjoy retirement.

THE INCOME JIGSAW
If you’re used to living on a regular 
paycheck, getting income from a vari-
ety of sources during retirement can 
be a bit unnerving initially. But you’ll 
eventually be comfortable when more 
than one check arrives each month. 

In the meantime, having a clear 
picture of your anticipated income 
can reassure you that you can be 
financially secure without your  
former salary. How can you sort out 
all these options? You may want to 
focus on three main kinds of benefits: 
Social Security, retirement plans, and 
personal investments.

You’re probably counting on Social 
Security income, based on the contri-
butions you’ve made during your work-
ing years. But you’ll need to decide 
when to start receiving these benefits, 
and anticipate what you may receive. 

If you have participated in a  
pension plan at work, now is the  
first time you can touch the funds 
that have been set aside for your 
retirement. With a defined contribu-
tion plan, the amount you’ll receive 
depends on how well the investments 
in the plan have done over time. 
However, a payout from a defined 
benefit plan will be based on how 
long you worked at your company,  
and how much you earned.

You may also be looking forward  
to withdrawing money from a salary 
reduction plan, individual retirement 
account (IRA), or some other type of 
retirement plan. To make the most  
of what these plans offer, you’ll want 
to review the rules for naming benefi-
ciaries and making required with- 
drawals with an experienced adviser.

Investments are a key part of the 
financial picture for many retirees. 
They require decisions that 
carry real economic  
consequences. For 
example, you might 
wonder if you should 
change your invest-
ment strategy or even 
take all your money 
out of the market. 
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ASSESSING THE SITE
To construct an estate plan, you must 
fully consider your possessions and 
your goals. The size and scope of your 
estate will determine what you can 
and should do with it. When you’re 
figuring out what is included in your 
estate, remember to include real 
estate, bank accounts, investments, 
and life insurance. Your personal 
property—jewelry, furniture, art, 
antiques, and other valuables—is 
also part of your estate.

An estate attorney, along with  
your financial adviser, can help you 
estimate the value of your estate. 
They can also give you advice on 
estate planning strategies, as well as 
help you create a plan to maximize 
what you can pass on.

SCALE MATTERS
Estate plans may seem like a concern 
for the very rich. But that assumption  
is often the reason that mid-sized 
estates are hit with unexpected taxes. 
If you own a home and an insurance 
policy on your life and have personal 
investments and money in retirement 
savings plans, it’s possible that the 
value of your estate may exceed the 
dollar amount that’s exempt from  
federal estate taxes or taxes imposed  
by the state where you live or  
own property.

Although your estate will probably  
not face federal taxes, having a plan  
is usually in the best financial and 
emotional interests of your loved  
ones. Your written instructions should 
prevent, or at least lessen, arguments 
among your heirs about the posses-
sions they’re entitled to inherit.

DRAFTING THE SKETCHES
The most obvious place to name your 
heirs is in your will. But complete estate 
plans also use a variety of tools to  
distribute wealth. 

If you need to limit the estate taxes  
you face, you can give away a good por-
tion of your money while you’re still alive. 
If you intend to give away your valuables 
to someone you trust, you can transfer or 
share ownership with them before your 
death. To secure income for dependents, 
you may set up trusts to pay a regular  
stipend after your death—or you may 
name the next person to receive income 
from your retirement plan.

Planning Your Legacy
The best estate plans have detailed blueprints.

When you die, what you’ve
accumulated is given away—

both your valuable possessions and 
your money. Do you want to provide 
lifelong support for your children, or  
give to a favorite charity or your alma 
mater? Or can you afford to do both? 
You might also consider the extended 
future. For example, you might want 
to make sure that a cherished heir-
loom stays in your family even after 
the death of your initial heir. Deci-
sions such as these are outlined in 
your estate plan.

You may be deciding now—or  
are already certain—how your legacy 
will be distributed. But you may be 
wondering for the first time if estate 
planning is something you need, and 
if so, where to begin.

WITHOUT A SKETCH
Dying without a will, or intestate, 
creates a world of confusion for those 
trying to settle your estate. If you die 
intestate, the courts follow state laws 
for distributing your wealth, which 
means your possessions may not go to 
the loved ones you would have chosen 
yourself. And without an estate plan, 
part of your estate could be subject 
to federal estate taxes, plus legal and 
court fees.

The thought of estate planning 
may seem morbid, but it’s worth the 
effort to protect your loved ones—
especially your children, if you have 
any—from letting the courts guess 
what you would have wanted. It’s  
crucial to have a plan in place, even  
if you’re young and healthy, since 
there’s no way to tell when it might 
have to be used.
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GOALS AND VALUES
Most goals are linked to the things 
you value. If, for instance, you have  
a family to support, then your goals 
may be to provide a house for them to 
live in, food to eat, a solid education,  
and a nurturing environment for  
your children. If you’re building a 
career, your goals may include more 
education. Or you may want to travel 
around the world.

FINE TUNING
Every day brings changes in the  
world around you and in the financial 
climate. You need to take all of those 
things into account as you manage  
your short- and long-term plans, 
review where you stand, and make 
adjustments in what you want or 
believe is attainable. Experts suggest 
that you conduct a review of your 
long-term goals once a year and more 
frequently of your short-term goals.

Do you remember the first time
you set a financial goal and had 

the satisfaction of reaching it?
Maybe it was buying your first 

bicycle, saving money to go on a  
vacation, or using your own money 

to buy your mother a special gift.  
The process you followed to achieve 
the goals that were important to you 
during your childhood is the same 
process you follow to reach major 
financial milestones as an adult.

n  Decide when you hope to meet your goal
n  Figure out how much money you need to meet that goal
n  Determine how you’ll manage your current income

as you try to meet your goal
n  Be sure you’re protected against unexpected financial

events that could stand in the way 
of meeting your goal

BE SMART
By setting SMART goals, you can clarify 
not only your targets but the directions  
to follow to reach them. 

Specific. If owning a home and enjoy-
ing a secure retirement are important 

to you, set specific goals. Determine the 
kind of house you’d like and where you’d 
like to live. Figure out when you want to 
retire, how much income you’re likely to 
need, and where it will come from. 

Measurable. Every financial goal
has a price tag, so you have to  

ask yourself how much it will cost. If  
you don’t know specific prices, your 
immediate task is to do some research.

Achievable. It’s very tough to assess
how achievable a goal is, since some 

people like challenges, while others feel 
safer with more easily attainable targets. 
You should spend some time doing an 
honest assessment of your own attitudes. 
For example, are you really willing to  
sacrifice things you enjoy now to put 
money toward your future goals?

Realistic. Be careful about putting
aside too much money toward your 

goals, which could leave you without 
money for everyday expenses or small  
luxuries. Realistically budget money 
toward your goals so you can allow for 
small frills.

Timely. Each of your specific goals
should be part of a master timetable. 

You need to set dates, since a goal’s tim-
ing affects your strategy for meeting it.

If you can’t figure out the cost and can’t 
set a date, you probably need to do some 
research to find the missing numbers. 
Similarly, if you are uncertain about how 
achievable or realistic your goals are,  
you might want to discuss them with a 
family member, your spouse or partner,  
or a knowledgeable friend. Then consult 
with a professional financial adviser.

HELPFUL HINTS
Studies show that  
adults are more likely  
to meet their financial  
goals if they write the goals down on 
paper. So you can start out by writing  
(or typing) your goal, including specific 
details to define it. Then write down the 
timeframe and steps that you predict 
you’ll take as you try to achieve your 
goal. Finally, post that document in a 
place where you’re likely to see it daily.

Start by asking yourself the following: 
n What goal do you want to achieve?
n When do you want to reach that goal?
n What obstacles might arise?
n How much money will it take?
n  Have you protected yourself from

obstacles that may sidetrack you?

Defining Your  
Financial Goals

To get where you want to go, you need clearly defined goals.
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it’s likely that you’ll need income for 
an extended period after retirement

n  You may dedicate years to care- 
giver responsibilities, both for your 
children and your aging parents,  
and not invest in an employer  
sponsored retirement plan during 
your nonworking years

n  You may spend fewer years in the 
workforce, resulting in smaller 
retirement income 

n  You may face gender discrimination 
when you apply for mortgage and 
business loans

PAY YOURSELF FIRST
Identifying the savings and investing 
accounts you’ll use to meet particular 
goals lets you establish the routine of 
adding to those accounts regularly. 
That’s sometimes described as paying 
yourself—and ideally you’ll do it as 

your first priority when 
you deal with your bills 

each month. 
Generally speaking, if you 

can set aside 10% of your gross 
income for your savings or invest-

ment accounts, you’re on the right 
track. And if you can manage only 
5%, that’s a good start. If you’re put-
ting money into a retirement savings 
plan at work, that percentage counts 
toward your total gross income. 

If you receive a large bonus or an 
inheritance, you might want to invest 
a large percentage of that money—or 
all of it if you have a long way to go  
in reaching your goals. 

PREPARING FOR THE UNKNOWN
All solid financial plans incorporate 
an emergency fund. Experts sug-

gest that you keep enough money 
to cover three to six months of 

expenses—or perhaps even 
longer, if you’re single and 

supporting yourself—in 
a liquid account. That  
way, if you face an un- 
foreseen event, you won’t  
have to stop contributing  
a portion of your savings  

toward your previous goals. 
But if you haven’t established  

an emergency fund, paying off the bills 
for the emergency should be a higher 
priority than funding your investments.

MONEY’S CHANGING VALUE
As part of making a financial plan,  
you have to take the effect of inflation 
into account. The reality is that the 
cost of meeting your goals increases 
each year, typically due to inflation, 
which has averaged 3% a year on 
and off for almost a century.

At that rate, prices double about 
every 24 years. That means if you’re 
living on $45,000 now, you’ll need 
$90,000 in about 20 years to main- 
tain your lifestyle. Complicating the 
picture is the cost of goals, such as 
buying a home, starting your own 
business, or paying for college, which 
tend to increase at a higher rate.

On the bright side, any money you 
invest today has the potential to grow 
faster than money you invest in the 
future. For instance, if you’ve invested 
$10,000 by the time you’re 35, and 
it averages 8% growth for 30 years, 
you will have an account that’s worth 
$109,357 when you’re ready to retire.

Financial Plans
It’s worth the effort to put your plans in writing.

One way to figure out how
you’ll pay for the 

things that are 
important to 
you is to create  
a financial plan. 
A financial plan  
is a written docu-
ment that spells  
out where you are  
in your financial life, 
where you want to be, 
and the investment 
strategies you’ll follow  
to meet your goals. 

It can be a detailed 
description of different 
investments, and a dis-
cussion of the strategy 
that’s been prepared by  
a professional planner.  
It can be a letter or 
memo from your adviser, 
summarizing what you 
hope to achieve and how  
to approach those goals.  
Or it might simply be a list  
of objectives and actions you’ve  
drawn up yourself.

While experts have different  
opinions on how detailed a plan 
should be, they all agree that getting 
your ideas on paper is essential to 
getting started and can be used as a 
valuable benchmark to measure the 
progress of your financial goals.

GETTING STARTED 
One way to begin your financial  
planning is to create a record of all 
your savings and investment accounts, 
along with their current balances. 
Then consider linking each of your 
existing accounts to a particular  
goal, such as buying a home or  
paying for college. As you set aside 
money for your goals, you put it into 
the designated account.

The most obvious examples of 
goal-specific accounts are tax-deferred 
retirement savings plans, including a  
401(k), 403(b), or 457 plan that your 
employer may offer, and individual 
retirement accounts (IRAs) that you 
set up on your own. When the rela-
tionship between the goal and the  

account name isn’t as obvious, you 
may want to give your accounts 
descriptive names.

You can link almost any account  
to any goal, though you’ll discover  
that certain ways of putting your money 
to work are better suited to meeting 
certain types of goals. That’s because 
some accounts are designed to preserve 
your principal, or initial investment 
amount, for short-term use while  
others are better suited for growing 
your assets over the long term. 

WOMAN-CENTERED PLANS
As a woman, your financial plan 
should reflect several realities:
n  You’re likely to live an average of 

seven years longer than a man, so 
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products you buy on their recom- 
mendation. These commissions, or 
sales charges, vary based on the  
product. Sometimes they’re added  
to the cost of the investment so that 
you know what you’re paying. But 
sometimes they aren’t broken out  
as a separate expense. You should 
always ask about the method of pay-
ment, and get an estimate of the cost.

There are also advisers who  
manage your investment portfolio  
as well as provide advice. This type  
of adviser may charge an annual  
fee, which is a percentage based on 
the value of your account, or a flat 
monthly or annual fee for their work.

Fee-only advisers charge an hourly 
rate for the advice they give, but no 
management fee or commission on 
what you buy. Other advisers receive 
a combination of fee and commission, 
and still others earn a salary plus  
commission or just a flat salary.

You can find good advisers paid  
in any of these ways. Or you can use 
one type of adviser for planning and 

another for investing. Most important, 
you want to be sure that the advice 
you’re getting is right for you and not 
just profitable for the financial  
adviser that you hire.

RESOURCES
If you want more infor- 
mation about financial  
planning and profes- 
sional planners, check these resources: 
The Financial Planning Association 
800-322-4237
www.fpanet.org
The National Association of
Personal Financial Advisors
800-366-2732
www.napfa.org
Certified Financial Planner
Board of Standards, Inc.
888-237-6275
www.cfp.net

Financial Planners
It can help to have someone to talk to about your financial plans.

F inancial planners specialize in help-
ing you reach your personal finance 

goals, from identifying what you want 
to accomplish, to writing a financial 
plan and putting that plan into prac-
tice. They can’t make decisions for 
you, but they can help enormously  
by laying out the choices you face and 
the consequences of the decisions you 
make. They can also help you assess 
your current financial situation. Most 
importantly, they should be able to 
answer your financial questions clearly 
or help you find the answers you need.

WHO NEEDS ADVICE?
Most people can benefit from finan-
cial advice. It’s particularly important 
to get help if your self-assessment 
shows that you’re uncertain about 
making financial decisions. You  
may want a planner’s unbiased 
look at your current financial 
plan. And if you’ve been handling 

money for some time, you may want 
advice about expanding your horizons 
to more sophisticated investing or  
estate building. 

Many financial plans falter because 
people procrastinate. A planner may 
provide the encouragement you need 
to start putting your plan into action. 

HOW ARE ADVISERS PAID?
Advisers are paid in different ways. 
Some earn commissions, which 
means they get a percentage of the 
cost of stocks, bonds, mutual funds, 
insurance policies, or other financial 

Here are some questions you’ll want to 
consider as you make a decision:

Is the adviser interested in who 
you are and what you want  
to accomplish? 

One clue is to monitor how many  
questions the adviser asks about your 
goals and your financial experience.

Has the adviser worked with people 
who have goals and financial  
situations similiar to yours? 

Ask the planner to describe his or her 
typical client.

What investments does the adviser 
recommend most often? 

There’s reason for concern if the adviser 
stresses one type of investment rather  
than a range of investments to meet  
different goals.

Can the adviser explain planning 
choices and investment alternatives 
clearly? 

If you can’t understand what the adviser 
tells you, you probably won’t willingly  
follow the advice you get. The adviser  
may have some different points of view  
than you do and may want to open your  

eyes to new approaches or ideas. So being 
able to explain them is critical.

Is the adviser certified or accre dited?
You’ll want to work with someone who 

has met professional standards as a finan-
cial planner (CFP), retirement consultant 
(CRPC), insurance agent (ChFC, CLU), or a 
CPA accredited as a planner (PFS).

Does the adviser have several years 
of experience? 

Someone who has been in the field five 
years or more has probably worked with  
a number of clients and in a variety of  
market conditions. 

Finding the financial adviser who’s right for 
you is like choosing any other professional. 
Start by talking to friends and family who’ve 
worked with advisers themselves. Ask your 
lawyer, accountant, or tax adviser for a  
reference. Investigate the services your 
banks or other financial service companies 
you already do business with provide. Many 
of them have planners on staff.

Schedule appointments to meet with 
several advisers. Because you’re looking for 
help in managing an extremely important  
part of your life, you’ll want to choose 
someone you’re comfortable working with.

CHOOSING THE RIGHT ADVISER
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money you’re spending fairly soon, 
it’s relatively easy to estimate the 
actual cost.

The complicating factor is that 
short-term expenses affect what you 
can invest for longer-term goals. You 
may picture yourself sitting behind 
the wheel of a brand-new convertible 
or moving from your apartment into  
a house. You’ve calculated that you 
can afford the payments. But you  
also have to ask yourself how spend-
ing the extra money now might affect 
your plan to expand your business or 
attend graduate school. 

MEDIUM TERM (TWO TO TEN YEARS)
You may need more time to 
accomplish some of your 
other goals. 

If, for example, you 
have a passion for making 
a product or providing a 
service that you believe 

you can do better than anyone else, 
you may want to turn it into a full-
scale business. Before you actually 
open the door, you’ll need to learn 
about potential customers, competi- 
tors, and the requirements of the  
market. And you need to be building  
as much of a financial cushion as you 
can to keep the business growing 
until it begins to make a profit.

As energizing as a medium-term 
goal may be, you have to deal with 
demands on the money you had 
planned to invest—perhaps to replace 
a car unexpectedly. But there may 
also be times when you choose to  

put all your financial energy 
into meeting a specific goal, 

resolving to catch up on 
the others later. It’s not 
ideal, but it’s realistic. 

LONG TERM (TEN 
YEARS OR BEYOND)
Retirement is the most 

common long-term goal. 
But caring for an older 

family member or sending 
your grandchildren to college 

are also examples of things you  
may need or want to pay for in the 
more distant future.

There’s a paradox in financial 
planning for the long term. 

On the one hand, goals 
that are 20 or 30 years 

in the future seem 
remote and even 
unreal. It can be 
hard to motivate 
yourself to give 
up some income 
now to provide 

income later, or 
to sacrifice things 

you want to do 
because you’ve been 

warned you have to save more.
On the other hand, it may be  

easier to achieve long-term financial 
goals than short-term ones 

because certain investment 
categories, such as stocks 
and stock mutual funds, 
can lose as well as gain 
value quickly in the short 

term. But these investments 
have tended to increase in 

value over longer periods of time.

T iming plays an important role in
your investment plans and goals. 

Chances are that you want to meet 
some of your goals in the immediate 
future. You look forward to achieving 
others in a few years. And you keep 
those that won’t become reality for a 
long time in the back of your mind. 

Timing also influences the specific 
investments you make to achieve  
particular goals. And the emphasis 
you put on one of your goals during  
a certain period of your life has a 
direct impact on your progress  
toward meeting the others.

For instance, you may be trying  
to save 10% of your income to divide 
among your various goals. But if 
you’re making the down payment on 
a new home in the next few months, 
you’ll need your cash to cover all 
the expenses of moving. Can you 
do both? Perhaps you can’t. But  
if you have to skip meeting your 
savings goal for a few months, your 
overall plan doesn’t have to suffer.

Put another way, taking timing  
into account means looking at 
what you can afford to spend today 
and still meet your long-term com-
mitments. Similarly, it means asking 
what investment risks you should  
be taking for the long term without 
putting your short-term security in 
jeopardy. All this balancing is aimed 
at finding the place where you are 
both comfortable and reasonably 
confident of meeting your goals.

SHORT TERM (UNDER TWO YEARS)
Your challenge in the short term is  
to be sure that you’re meeting all  
your day-to-day obligations while also 
accumulating money for immediate 
goals, such as buying a car, getting 
married, or taking a big trip.

Planning for short-term goals isn’t 
as difficult as for those that are far-
ther in the future. Their immediacy 
makes it easier to get motivated to 
save the money you need. Because 
the effects of inflation are minor on 

HELPFUL HINTS
What’s short term  
for some may be long  
term for others. For  
instance, if your twin daughters are  
sixteen, funding their college tuition is  
a short-term responsibility for you. But if 
your sister’s daughter is five, she has a 
much longer span to work with.

Balancing Your
Financial Goals

Effective financial planning means keeping many balls in the air.
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the risk that you will default, or not 
be able to make your payments. 

What a mortgage costs depends on 
three factors: the principal, or amount 
you borrow, the finance charge you 
pay for using the money, and the term,  
or length of time the mortgage lasts. 
You should also expect to pay an up-
front interest charge to your lender, of 
one or more points. A point is usually 
1% of the mortgage amount.

MORTGAGE REQUIREMENTS
When you apply for a mortgage,  
you will have to qualify to be able 
to borrow. Typically, lenders require 
you to spend no more than 28% of 
your monthly income to repay the 
combined total of your mortgage loan, 
property taxes, and homeowners’ 
insurance. For example, if your gross 
pay is $54,000 a year, or $4,500 a 
month, your housing expenses could 
be up to $1,260.

Most lenders also consider your 
other financial responsibilities,  
including car payments, personal 
loans, college loans, and other debts. 
They don’t want these expenses—plus 
your housing costs—to be more than 
about 36% of your monthly income. 
In short, they want to be sure you’ll  
be able to pay your mortgage before 
they let you borrow.

USING A REAL ESTATE AGENT
A real estate agent can provide valu-
able assistance in buying a home. An 
agent knows what’s available in a par-
ticular neighborhood, what the price 
trends are, and how current asking 
prices relate to actual sales prices. 

You can look for an agent the same 
way you look for a financial planner  
or other professional. Ask your friends 
and family for recommendations, 
check out your local resources and 
various real estate websites, and inter-
view several people before you decide 
on the person to work with. It could 
turn out to be an extended 
relationship, and you want  
it to be a productive one.

Traditional real estate 
agents and the real estate 
firms that list homes for 
sale are paid by the seller 
and represent the seller’s 
interest. That doesn’t mean 
that, as a buyer, you can’t 
establish a good relation-
ship with sellers’ agents or 
use them to find a home 
at a price you can afford. 
Some buyers, though,  
prefer to hire buyers’ agents 
to represent their interests 
and negotiate the sale price 
and contract terms.

mortgage—a long-term loan you use 
to buy a home. Traditionally the down 
payment has been between 10% and 
20% of the sale price, though there 
are some government sponsored  
programs that let you put a smaller 
amount down. But the less you put 
down, the larger your mortgage  
payments will be and the greater  

Buying a Home
Buying a home may be one of the biggest financial 
decisions you’ll ever make.

The same process that helped you
make an overall financial plan can 

help you decide whether and when to 
buy a home. Start by defining your goals. 
Consider where you want to live, the 
features you’re looking for, what you can 
afford, and a realistic date for having 
the money you’ll need. Then apply your 
knowledge to making this key decision.

THE COST OF BUYING
The actual amount you’ll spend to 
buy a home depends on the part of 
the country you live in and the type 
of home you want. While the dollar 
amount will vary, certain guidelines 
apply wherever you buy.

It’s likely that you will need cash 
for a down payment and will get a 

RENTING VERSUS BUYING
Because purchasing a home is a huge investment, you need to take the time to weigh 
the benefits of renting versus buying a residence.

Renting may be a smart financial 
move for these reasons:
n The initial cost of renting is usually 

lower than making a down payment on 
a house, though the security payment, 
advance, last month’s rent, and so on, 
can mount up

n You probably won’t pay property taxes 
and upkeep directly though your rent 
may reflect these expenses

n With no money tied up in real estate, 
you should have more cash or savings to 
invest, producing more growth in value 
than owning real estate

n You run no risk that the value of your 
property will decline

n Renting gives you more mobility to 
take advantage of a job opportunity 
in a different area

Buying a home has its advantages   
as well:
n You can deduct the interest on your 

mortgage and your local property  
taxes on your tax return, which can 
reduce your taxes and free up cash  
for investing

n You build equity as you pay off your 
mortgage, increasing your share of the 
property’s value 

n You may be able to borrow against your 
equity and deduct the interest payments 
on the loan

n If your house increases in value over 
time, you may make a profit when you 
decide to sell

n While the effects are harder to measure, 
owning a home has enormous emotional 
and psychological advantages

M E E T I N G  G O A L S
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tuition at any of  
the participating schools.  
You can find more information  
at www.independent529plan.org.

Open a Coverdell education  
savings account (ESA). You can  
contribute up to $2,000 a year for a 
child under 18. Earnings aren’t taxed 
if the money in the ESA is used for 
education expenses before the  
beneficiary turns 30.

Consider a custodial savings 
account. You can put money into 
an account in a child’s name and act 
as custodian or trustee. However, 
investment earnings in these accounts 
above the annual cap—$2,100 in 
2017—are generally taxed at the  
parents’ rate, not the child’s. In  
addition, at 18 (or 19, 21, or 25 in 
some cases), the child has the right  
to total control of the money.

Buy US savings bonds. Based on 
the amount of income you have, you 
may be able to avoid income taxes on 
savings bond interest if you use the 
money to pay college expenses. 

EDUCATION FOR YOU
If you’re planning to further your  
own education, you may have less 
time to accumulate the money you 
need. But there are some cost-saving 
alternatives to explore. 

Your employer may be willing  
to foot some or all of the bill if your 

be eligible for special government 
assistance.

A number  
of colleges and  
universities  
offer flexible  
programs for 
adult students 
to combine 
work and study. 
Others may give 
credit for life experi-
ence or let you take exams to 
qualify for a certain number of credits 
rather than having to pay the full cost 
of the course.

THE TIME IS NOW
If you haven’t done the kind of  
planning ahead you wish you had, or 
if some unexpected financial setbacks 
have drained the savings you put aside 
for education, 
there are still 
ways to pay  
for school. No 
one solution  
will work for 
everyone, but  

there are many 
options that 
you can investigate.

Probably the most common  
way to pay for education is by taking 
student or other types of loans. You 
have the option of borrowing against 
the value of your home. Interest on 
home equity loans is tax deductible, 
which can be a significant saving. 
However, you must begin repayment 
right away, and if you should default 
on the loan, your home would be at 
risk. Your financial planner can help 
you decide what option could work 
well for you. 

Choosing a college that’s part  
of your state university system can 
mean significant financial savings, 
since tuition is 
usually signifi-
cantly lower 
for in-state  
students. 
Spending the 
first two years at 
a local community 
college and then transferring to finish 
a bachelor’s degree may also save you 
money. And military programs, such as 
ROTC, will pay your tuition and book 
costs in exchange for a commitment  
to serve in the armed forces.

degree will make you a  
more valuable employee—or 

there may be a tuition plan in 
place for which all employees 
are eligible. If you’re planning 
to work in certain occupations, 
such as education or medicine, 
in certain needy areas, you  
may qualify for reduced rate 
loans or have your loans  
entirely forgiven. 

You may qualify for govern-
ment programs like an American 
opportunity tax credit (AOTC)
or Lifetime Learning Credit. 
These plans mean you can  
subtract college expenses to 
reduce the income tax you owe. 
And if you’ve lost your job or  
are getting divorced, you may  

Planning for College
Paying for college can be a drain on your resources.

Acollege education has enormous 
value for its own sake, and can 

have monetary 
value as well. 
On average, 
women with 
college degrees 
make about a 
million dollars 
more over their 

lifetimes than high 
school graduates. But education  
can be expensive. The cost of an 
undergraduate degree has increased 
approximately 6% to 8% a year for 
several decades, while overall cost of 
living has increased about 3% a year. 
Graduate programs can be costly  

as well.
If one of 

your goals is 
paying for a 
child’s educa- 
tion, it’s 

important to 
start building your 

investment early. If you 
put away education  
dollars steadily—every 
week or every month—and 
invest for growth while your 
child is young, you’ve got a stronger 
chance of reaching your goal. You  
can move the money into less risky 
instruments as the date for that first 
tuition payment gets closer.

LONG-TERM COLLEGE PLANNING
It pays to check out some of the ways 
to make the cost of higher education 
more affordable. Be sure to check 
for any income restrictions that may 
make you ineligible for certain plans.

Join a savings plan. All 50 states 
offer qualified college savings plans 

authorized 
by Section 
529 of the 
IRS Tax 

Code. You 
contribute money 

for a specific beneficiary,  
either as a lump sum or over 

time. Any earnings are tax exempt 
when you withdraw them if the 
money is used to pay tuition and 

other qualified expenses at any 
eligible institution.

Prepay tuition. Some states let  
you pay future tuition charges at 
today’s rates, either as a lump sum or 
in monthly payments. An association  
of private colleges and universities 
offers its own plan for prepaying 
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As you analyze your personal situa-
tion, ask yourself these questions:
n What year do you hope to retire?
n What’s your current income?
n  How much do you already have

in accounts you’re designating as
retirement accounts?

n  What real rate of return are you
earning on those accounts?

n  How much are you adding to your
retirement accounts each year?

n  What income can you realistically
expect from other sources?

WHO IS THE MONEY FOR?
At the same time you’re trying to  
provide adequate retirement income 
for yourself, you may also be thinking 
about leaving money to the people  
or institutions that are important  
to you. Those goals tend to require  
different approaches.

Retirement savings plans can be 
one source of regular income. But the 
government requires you to withdraw 
a minimum amount from your IRA or  
retirement savings plan—such as a 
401(k), 403(b), or 457—each year. 

Annuities and pensions are paid 
only as long as you or your joint  
annuitant live or until a payout  
period you have chosen ends.

In contrast, you can purchase 
other types of investments to build 
the value of your estate and increase 
what you can leave to your heirs.  
You can leave these investments 
untouched for as long as you choose, 
and often save capital gains taxes by 
passing them along to your heirs.  
Or you can choose to sell the  
investments at any point during  
your lifetime and use the gain for 
yourself. Be careful to consider all  
tax impli cations when you make  
those investment decisions.

GETTING THE TIMING RIGHT
Your goal may be to retire as soon as  
you qualify—a date that varies based 
on who your employer is and how 
much money you’ve saved during your 
working years. You can retire from 
some jobs after 20 years, and from 
others when you turn 55. Some 
require you to work until 65 to get 
full retirement benefits, including 
retiree healthcare. 

You can apply for Social Security 
benefits at 62 if you choose, either 
based on your own earnings or on 
your spouse’s, if you’re married. But 
keep one caution in mind: The people 
who face the risk of running out of 
money in old age are widows whose 
spouses retired early and began  
taking Social Security before they 
reached full retirement age. That 
doesn’t mean retiring early is bad,  
but it does mean you should create 
financial projections to figure out if 
the money you have will sustain you 
for the rest of your life.

A WORKING LIFE
If you’re working at a job you love or 
need job income to live on, you may work 
beyond what Social Security considers  
full retirement age (FRA). That’s 66 and  
2 months for people born in 1955 and  
will gradually increase to 67 for people 
born in 1960 and later. There are no  
limits on the amount you can earn after 
you FRA and still collect your full benefit.

One of your most challenging
financial goals is creating a steady 

stream of income after you retire. 
Nobody wants to be a burden on her 
family, and nobody wants to struggle 
to make ends meet. But being sure 
you’ll have enough money for the  
30 or more years you could live in 
retirement requires both planning  
and action. If you haven’t begun 
working toward this goal yet, it’s  
smart to start saving immediately.

DETERMINE YOUR NEEDS
It’s hard to know for certain what  
your long-term needs will be. Most 
financial planners suggest that you’ll 
need between 70% and 80% of your 
preretirement income to live comfort-
ably during retirement. Some experts 
who specialize in financial security 
for women believe that if you’ve been 
supporting yourself, you may need 
100% of your preretirement income. 
That’s because women, on average, 
earn less than men, collect less  
Social Security, and are eligible for 
smaller pensions—if  
they get pensions  
at all.

Some costs are likely to go down. 
Your mortgage may be paid off, and 
you may not be paying as much in 
income tax—though withdrawals from 
individual retirement accounts (IRAs) 
and employer sponsored retirement 
savings plans, as well as pension  
payments, are taxed. 

But certain costs—such as medical  
expenses or the cost of household 
help—may increase throughout  
retirement. While fewer than 10%  
of Americans between the ages of  
65 and 69 need help with tasks like  
bathing or getting around, almost  
50% of people over 85 do.

You may also hope to move when 
you retire. Among the financial issues 
to consider are whether the cost of 
living in your new home will be lower 
or higher than your current expenses.

TAKING A HARD LOOK
Whether you do your long-term  
planning on your own, or enlist the 
services of a financial planner, you’ll 
need to provide the same type of  
information. Some you’ll know, but 
some you might have to collect. You 
may want to create a retirement file 
that you can access easily.

Creating a Secure 
 Retirement
Whatever your age, planning for retirement should be a priority.
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OTHER FEES
While you may not be faced with  
paying them very often, you should 
also compare bank charges for certain 
other services. Some fees you might 
incur include:

Debit card fees. Some banks 
charge you for a debit card or impose 
a fee when you use it.

Check-printing fees. Most banks 
charge you more to print checks than 
you’d pay if you ordered them from  
a check-printing service.

Balance inquiry fees. Some  
banks charge a fee if you request 
information about your account by 
phone or ATM. Others charge a fee 
for talking to a teller.

BACK-UP SERVICES
Banks provide additional services you 
may not need to use often. But they 
can come in handy when you do.

If you lose a check you’ve written, 
or write a check and then decide that 
you don’t want it to be honored, you 
can place a stop payment order to 
halt payment. As long as you make 
the request before the check is paid, 
your bank must honor your order. If 
the bank pays the check, you can still 
get your money back, but you have to 
offer written proof that you ordered 
the payment stopped.

You can usually get bank checks, 
sometimes called cashier’s checks, 
and money orders from your bank if 
the person or company you’re paying 
demands a guaranteed check.

Banking Basics
When you shop for a bank, consider 
convenience and cost.

W ith about 6,800 banks, at least
6,000 credit unions, and a  

growing number of other banking 
options to choose from, how do you 
decide which one is best for you?

Since most of these institutions 
offer the same basic services, the  
key things to consider when you make 
your choice are the costs of banking, 
hours and locations that work for you, 
and customer service.

CONVENIENCE
When shopping for the best deal  
on basic banking services, look for 
features that help make managing 
your money easier.

With direct deposit, you can have 
your paycheck or Social Security 
check automatically transferred into 
your checking or savings account— 
or sometimes split between them.

Most banks offer debit cards  
that you can use to withdraw cash  
at ATMs or make purchases in person 
or online. The money is deducted 
directly from your account. The bank 
will offer overdraft privileges, but, if 
you accept, you run the risk of over-
spending and owing substantial fees.

You can get credit cards linked to 
your bank account, sometimes with 
lower interest rates or lower fees than 
are available on comparable cards. 

If you have overdraft privileges, 
checks you write will be paid, even 
if there’s not enough money in your 
account. While you’ll have to repay 
the amount the bank advances to your 
account with interest, your check 
won’t bounce and you won’t owe a  
bad check fee.

Automatic transfers let you make 
monthly investments or schedule  
payment of your regular bills.

COST
As you compare costs, you’ll 
want to pay particular attention 
to the charges for services  
you’re most likely to use. 

For example, if you 
use ATMs frequently, 
you can find banks 
that don’t charge you 
a fee for using ATMs 
at their branches. You 
may also find banks 
that don’t charge you 
for using another 
institution’s ATMs. 

Similarly, you can 
find banks that offer 
free checking, or 
banks where the  
fees for a checking  
account are very low. 
If you write a num-
ber of checks 
each month, 
it could mean 
big savings.

You may 
find that the 
banks tie  
free checking 
and ATM  
use to keep- 
ing a certain  
amount of 
money, or mini-
mum balance,  
in your combined accounts at all 
times. That includes money in savings  
and checking accounts, as well as 
money in certificates of deposit 
(CDs), and sometimes even the  
balance on your mortgage. If you  
have that amount—which may be  
as little as $25 in some credit unions 
and as much as several thousand dol-
lars in some commercial banks—it 
can help to reduce banking costs. 

If being able to handle your bank-
ing online is a priority, be sure to 
compare the cost of that service at 
various banks as well. One alternative 
may be to use a virtual bank for most 
of your money and a convenient local 
bank for day-to-day cash withdrawals.

HELPFUL HINTS
You may qualify for  
reduced banking rates  
if you’re old or young  
enough. Ask your prospective bank about 
special programs they offer to seniors, 
college students, or other groups.

TYPE OF BANK BENEFITS DRAWBACKS

Commercial Bank Full range of services,  Relatively high fees
often including online services 

Bigger banks may offer less  
Many branches with ATMs personal service

Credit Union Low fees Need to meet membership 
requirements

As a credit union member, 
you have a say in setting policy May have fewer ATMs

Savings Bank Lower fees than some Fewer branches than 
commercial banks commercial banks 

Personal service and some May have fewer ATMs
evening/weekend hours  

Virtual Bank Higher interest on deposits,  No personal contact
since there’s little overhead 

Potential fee for
No need to visit a branch ATM access 

Banking at your convenience

Brokerage Firm,  Low-cost or free checking, May require high  
Mutual Fund, or  often linked to interest-paying minimum balances 
Insurance Company money market funds

Potentially high fees
May provide loans against 
investment balances
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the payment is made, but you may 
still have to allow two or three days 
for the electronic funds to transfer.

ACH WHO?
Most electronic payments you autho-
rize from your checking account move 
to your payee’s account through an  
automated clearinghouse (ACH),  
or electronic network operated by  
the Federal Reserve Banks. That’s  
the case whether you authorize pay-
ments as they are due or schedule 
payments on a regular basis, such as 
installments on a mortgage or car loan 
or your monthly electric bill.

Deposits into your account, includ-
ing your paycheck and payments from 
government programs such as Social 
Security, are also handled though  
the ACH network. 

NONSUFFICIENT FUNDS
Banks follow your payment instruc-
tions if there is money available in 
your account to cover the amount. But 
if you’re short, even if you’ve depos-
ited money that hasn’t yet been fully 
credited to your account, you’ll face 
a potential problem variously known 
as an overdraft, nonsufficient funds 
(NSF), insufficient funds, or in some 
cases unavailable funds. Informally 
it’s called bouncing a check.

If the bank refuses to pay your 
debit, as it could, you’ll owe an over-
draft fee and the payee’s bank will 
almost certainly charge a similar fee. 
What’s more, if a payment is returned 
for insufficient funds, you may face 
a late-payment fee and an interest 
charge from the payee.

You can often arrange overdraft 
protection linked to your account. 
In most cases this is a special line of 
credit from which the bank automati-
cally transfers money to your account. 
You must pay interest on the amount 
that’s transferred as well as repay 

the balance, and there may also be a 
penalty fee each time you access the 
credit. In the long run, though, over-
draft protection can save time, money, 
and major inconvenience.

STOP THAT PAYMENT
When you send a paper check, you 
can ask the bank to stop payment. 
If you make your request in writing 
before the check has been cashed, 
your bank will usually do as you ask 
although it may charge a substantial 
fee. A stop payment order remains in 
effect for 60 days.

Electronic payments generally can’t 
be stopped once you have authorized 
them. But if you have authorized a 
recurring debit from your account,  
you can generally end the arrangement 
by notifying the bank in writing  
three days before the next debit is 
scheduled to occur. 

If debits that have revoked con-
tinue to be honored, notify the bank 
in writing within 60 days from the 
time you get your bank statement 
that reports the debit. The bank must 
investigate within ten days. 

You can also file a complaint with 
the Consumer Financial Protection 
Bureau (www.consumerfinance.gov)  
if it’s a national bank, with the 
National Credit Union Administration 

(www.ncua.gov), or 
your state banking 

department.

Checking Accounts
You pay your bills with a checking account even if you rarely 
write a check.

When you pay a bill from your
bank account, you’re using 

what’s known as a demand deposit 
or transaction account. Demand 
means that your money is available 
when you want it, without giving the 
bank prior notice. Transaction means 
that you can tell the bank to transfer 
money from your account to another 
account. You’re the payer in this situ-
ation and the person or institution 
you’re paying is the payee.

Whether you use a paper check, com-
puter, tablet, or mobile phone, you must 
provide the same information: 
n  The name of the payee

n  The amount you want transferred
n  Your authorization, using either a 

handwritten or electronic signature
Most of the other information 

that’s imprinted on a paper check—
the bank routing number, your 
account number, and the number of 
the check—is built into the bank’s 
bill-pay program. 

Timing checks to make sure your 
payments arrive on time requires 
some planning whichever way you 
pay. With a paper check, unless you 
pay in person, you have to allow time 
for mail delivery, which can vary by 
region and distance. If you pay elec-
tronically, you can schedule the date 

CHECK SHORTCUTS
If you need a copy of a check as legal 
proof of payment, you should request a 
substitute check, which has the words 
“This is a legal copy…” printed on it. But 
be prepared to pay a fee. Most, though 
not all, banks charge for this service.

*Special deposit ticket may be required.

WHEN YOU CAN WITHDRAW
Funds may be available on a slightly different schedule at each bank. Here’s one 
example of when you might be able to withdraw after depositing different types  
of checks, each for $1,000. Your bank should display the schedule it uses or make 
a copy available.

1 day later 2 days later 5 days later

A federal, state, or local 
government check* $1,000

A bank, certified, or 
travelers check $1,000

A check from your own bank $1,000

A local check $100 $400 $500

A non-local check $100 $900
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THE FACT ACT
Everyone in the US is entitled to one 
free credit report each year from each 
of the three credit reporting agencies. 
You can request all three at once,  
but it may be smarter to ask for one 
every four months. That way, you’ll 
catch a potential problem earlier.  
You can access the free reports at  
www.annualcreditreport.com or by 
calling 877-322-8228. Some other 
sources may offer free reports but 
those offers are generally marketing 
devices and may have hidden fees.

NATIONAL CREDIT SYSTEMS
How do companies find out about your credit history? It’s  
from a national credit system, which collects and reports credit  
history information. There are three major national credit sys- 
tems—Equifax, Experian, and Trans Union—that provide credit 
infor ma tion about you (for a fee) to institutions, such as banks  
and employers, that have been approved as recipients.

According to the Fair and Accurate Credit Transaction Act, you  
have the right to dispute any information on your credit report that  
you believe is inaccurate. You can also write a 100-word explanation, 
which will be sent out whenever your credit report is requested.

To get a copy of your credit report in addition to the free one which 
you’re entitled, you can contact the following organizations directly.  
If you’ve been turned down for credit, you can get a copy for free. 

Equifax
800-685-1111
Equifax Credit
Information Services
PO Box 740241
Atlanta, GA 30374
www.equifax.com

Experian
888-397-3742
www.experian.com

TransUnion
800-888-4213
TransUnion LLC
PO Box 1000
Chester, PA 19016
www.transunion.com

H aving good credit is like getting
good grades in school. With a  

solid transcript, you can choose from 
a wide array of colleges or jobs.  
And with a good credit rating, you 
have access to the money you may 
need to pay for things that are  
important to you. 

That can mean having a large 
enough spending limit on your credit 
card to be able to buy what you need. 
Or it may mean being able to get a 
loan to buy a house or a car, pay for 
higher education, or start and build 
your own business.

THE ROAD TO GOOD CREDIT
You can build a strong credit history 
if you plan ahead. It’s important not  
to wait until you need to borrow to 
think about whether you’ll qualify. 

Get a credit card. You need to 
show that you have an established 
credit history (to help you get loans 
and mortgages, for instance), and the 
best way to do that is to get a credit 
card. If you’re turned down for a Visa 
or MasterCard, start with a gasoline 
or retail store card.

Show stability. It’s important  
to be able to show that you have a  
regular source of income. The longer 
the amount of time you’ve spent at 
one job can also be a plus in the  
eyes of lenders.

Make payments on time.  
Although your credit history won’t  
be affected by one late payment,  
three payments (more than 60 days 
late each) can damage your ability to 
borrow. And paying late is expensive 
because you owe a penalty. 

Build your assets. Although it’s 
not as important as a steady source 
of income, lenders like to see that  
you have assets, such as savings  
and investment accounts.

Obtain credit references. One  
of the best ways to qualify for credit 
is to establish a relationship with a 
bank or credit union.

Limit your credit applications. 
Your credit report shows every 
loan and credit card you have 
applied for. If you apply often, 
lenders may see it as a sign that 

you’re in (or have the potential 
to be in) financial trouble.

IMPROVING BAD CREDIT
If you’ve run into credit  
problems, it’s a smart idea  
to stop using credit cards. 
You might want to keep  
one for an emergency, but 
don’t carry any cards with 
you. Make paying off what 
you owe your priority.

When you’re debt-free, 
you might reintroduce one 
credit card at a time, as long 
as you keep your spending  
under control.

You can also seek professional 
advice from a credit counselor, who 
can provide educational materials  
and guidance on how to get out of 
debt and control your spending.

UNFAIR CREDIT PRACTICES
If you apply for credit and are turned 
down, you have the right to know the 
specific reason why your application 
was rejected. Under the Equal Credit 
Opportunity Act, it’s illegal for a len- 
der to give vague or indefinite expla-
nations. So if you are denied credit 
but aren’t given a specific reason,  
you should request an explanation 
immediately, in writing. The lender 
must respond within 60 days under 
the Equal Credit Opportunity Act. 

Among other things, you can’t be 
denied credit for your sex, race, mari-
tal status, religion,  
ethnicity, or age.

But not having  
a regular source of 
income or a strong 
credit history are  
legitimate reasons  
for rejection.

Good Credit
Get on the road to good credit.
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WHAT YOU OWE
Short-Term Debts. Your current 
bills, credit card charges, insurance 
costs, personal loans, and real estate 
taxes are all short-term debts. Include 
the amount you owe on your credit 
cards, even if you always pay the  
outstanding balance in full.

Long-Term Debts. Enter the  
balance on any mortgages or home 
equity loans, car loan or lease pay-
ments, or any liabilities you pay in 
installments over a period of years.

Other Liabilities. This category 
may include alimony payments,  
annual real estate taxes, personal 
debts, and liens against your property. 
If your mortgage payments include 

to give a full report of your assets 
and liabilities as part of your  
child’s application.

Finally, if you want to make  
certain types of investments, including  
putting money into start-up companies,  
you may be required 
to have a minimum  
net worth, $1 million  
or more. 

real estate taxes and homeowner’s 
insurance, don’t count them again 
as separate items.

THE POWER OF YOUR WORTH
When potential lenders review your 
loan application, they examine your 
net worth. In fact, one reason to have 
a fairly up-to-date net worth statement 
on hand is that you’ll have an easier 
time completing a loan application. 
Lenders look very closely at your  
current assets and liabilities, as well as 
what you could owe if you charged up 
to the credit limit on your credit cards. 
In general, lenders like to see that you 
have considerable investments, as well 
as a retirement plan, since these are 
assets you could tap if you found  
yourself in financial difficulty. 

Financial aid is based on your  
net worth, so if you have children 
applying for college loans, you have 

Investments. When you calculate 
your investments, include the market 
value of your bonds, stocks, mutual 
funds, and other investments. Long-
term investments, such as money in 
retire ment savings plans or annuities, 
are also considered assets.

Real Estate. If you own your 
home, it’s an asset. So is any other 
real property you own on your own or 
with other people. Estimate the mar-
ket value and include the full amount 
with your assets. You’ll subtract any 
mortgage due under liabilities.

HELPFUL HINTS
One thing a net worth  
statement doesn’t  
include is your income.  
One way to tip the balance in your favor 
is to make investments that you can 
expect to increase in value over time.

CREATING A BALANCE SHEET
Figuring your net worth takes a  
little time. You’ll need to gather your 
financial records—recent bank state-
ments, credit card bills, and other 
documents—to have the numbers 
you’ll need to create your personal 
balance sheet. If a lot of your assets 

are owned jointly, but you want a 
sense of your individual net worth, 
divide the value of those items in 
half. The same is true of assets you 
hold in common, such as property 
you own with brothers or sisters.  
And it’s also important to include 
your share of the liabilities. 

When you’ve finished your  
calculation, keep your net worth 
statement on file. That will make it 
easier to update—something you’ll 
probably want to do once a year as 
part of evaluating where you stand 
financially and the progress you’re 
making toward your goals.

WHAT YOU OWN
Cash and Cash Equivalents. Figure 
out what you have in your checking, 
savings, or money market accounts,  
as well as CDs, US Treasury bills,  
and the cash value of your life  
insurance policies.

Personal Property. Add up the  
value of your cars, boats, electronic 
equipment, fine art, jewelry, and 
antiques. Remember that some  
assets, like antiques, may increase  
in value (or appreciate) over time, 
while others, like stereo equipment, 
may decrease in value (or depreci-
ate). You may want to have some  
of the more valuable things you  
own professionally appraised.

To figure your net worth, or where
you stand financially at a given 

time, you use a simple equation: Your 
assets, or what you own, minus your 
liabilities, or what you owe, equals 
your net worth.

If your assets outweigh your liabili-
ties, you have a positive net worth. 
But if you have more liabilities than 
assets, you have a negative net worth. 
With a consistently negative net 
worth, you could get so deeply in debt 
that it would be difficult to pay what 
you owe. Most advisers say your first 
goals should be paying off your debt 
and beginning a savings plan.

Your Net Worth
Your net worth statement is a simple equation 
of your financial situation.

FAIR MARKET VALUE
One tip for calculating your assets is 
to use the fair market value, which is 
the price a buyer would pay on the open 
market for something you are willing to 
sell. Fair market value assumes that the 
buyer and seller are both well-informed 
consumers and that neither is under any 
pressure to buy or sell.
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meet your goals. That could mean 
cutting back in certain areas, or re- 
allocating from one area to another.

Ultimately, you’ll have better  
control over your household cash flow 
if you take control of your spending.

HOME CHECKING
If simply recording your monthly 
expenses is still not keeping your 
finances on track, you have another 
option: You can choose to open a  

separate checking 
account just for your 

household expenses.
When you get your  

paycheck, you can deposit it in  
your general account, and then  
transfer enough money to cover your 
estimated household expenses. When 
you get your household bills, pay for 
them through the designated home 
account. This process helps you  
separate your household bills from 
other bills, and also lets you deal  
with smaller increments of money  
in your personal checking account. 

Opening a household account is 
also the perfect time to get a jump 
start on investing by opening an 
investment account. Each time you 
set aside money to pay your bills, 
pay yourself a percentage of your  
earnings too.

whether you’re financially on track.
Of course, there are bound to be 

changes in your life that will alter the 
way you spend money. For instance, 
you’re likely to make adjustments 
to your budget if you get a salary 
increase or you’re buying a new home. 
If you have particular goals in mind 
(like getting rid of your debt), you 
may have to adjust your resources to 

When you go to the grocery
store, you usually take a  

list of the items you need to 
buy. That helps you shop more 
efficiently and economically. 

Creating a household budget 
can help you in similar ways. By 
listing your monthly expenses, you 
can keep track of the amount of 
money you’ve spent, plan what you 
expect to spend in the future, and 
learn where you can cut costs so you 
can save, invest, or get out of debt.

Once you’ve assessed your 
monthly finances, you can make a 
projected budget for the year, writing 
down what you expect to spend each 
month based on what you spent last 
year. As the months progress, you  
can compare your actual expenses 
to what you thought you’d spend,  
and adjust your spending—or your 
budget—accordingly. 

Of course, your budget is not set 
in stone. It’s a working model. But 
you’ll know where the money went 
when you’ve spent more than you 
wanted to in a particular month or  
on a particular expense. That can  
help you control your spending in  
the future.

GOING WITH THE FLOW
Keeping track of your household  
cash flow is an ongoing process. 
You need to track your income and 
expenses through accounting, analysis, 
and adjustments.

Accounting is basically keeping a  
record of your expenditures. Perhaps 
the simplest way to do your own 
accounting is to keep and file your 
receipts, either paper or digital. 
That way, you’ll have a record of the 

3 Calculate your nonmonthly fixed 
expenses, which are bills that don’t 

arrive monthly but do come on a fixed basis 
(every six weeks or biannually, for instance). 
You might find it convenient to convert these 
into monthly expenses. For example, if your 
auto insurance costs $800 every six months, 
that’s $133 per month. You can then add  
this amount to your fixed monthly expenses.

4 Compile a list of your variable 
monthly expenses. Basically, every-

thing that doesn’t fit into the earlier catego-
ries goes here, such as food, clothing, credit 
card payments, subscriptions, contributions, 
and medical expenses. If you don’t have 
records of these expenses, you can look  
at your checkbook or credit card bill for a 
record of your major monthly expenses.

1Figure out your monthly income. List
all your sources of income, including your 

salary, investments, rental property, alimony, 
and child support, as well as Social Security 
and pension payments, if you receive them. 

2 List your fixed monthly expenses, or 
the expenses that are the same month to 

month. This category includes your mortgage, 
car payments, specific investment goals,  
and anything on a fixed monthly schedule.

WHAT’S YOUR SITUATION?
To calculate your household cash flow, you need to have a handle on your 
monthly income and expenses.

Household Budget
Making a budget can help you organize 
your household finances.

amount,  
date, and 
description of 
the purchase, 
which can come  
in handy later. You 
can also account  
for your expenses  
by keeping a note- 
book with you when you 
shop. Every time you buy something, 
record the purchase, amount, and date. 
You could also use one of the many 
apps available for this purpose. 

Once a month, you should analyze 
the record of your expenditures, and 
compare it to your projected budget. 
Analyzing will help you understand 
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You may also be able to participate 
in an Employee Stock Ownership 
Plan (ESOP). With an ESOP, your 
employer contributes shares in the 
company to the plan, and they are 
allocated to employee accounts on 
a prearranged basis.

Some companies offer their 
employees stock options as a way of 
giving them a share in the company’s 
potential success. As an employee 
with stock options, you have the right 
to buy shares of your company’s stock 
during a specific time period at a pre-
set price, usually significantly lower 
than the market price. However, most 
companies put restrictions on when 
you can exercise your options or sell 
the stock.

ADDITIONAL BENEFITS
You may receive other benefits from 
your employer as well, or be able to 
purchase them at group rates.  
These include: 
n Life insurance 
n Disability insurance 
n Employee assistance programs 
n Childcare 
n Health club membership 
n Tuition reimbursement 
n Flexible spending accounts 
n Long-term care insurance

NEXT STEPS
If you’re married, and  
you and your spouse  
have different health- 
care packages, you and your dependents 
are in a good position to be covered for 
most medical costs, using a technique 
called coordination of benefits. By 
settling a medical claim with your own 
insurance company and then submitting 
the settlement to your spouse’s insurer, 
you may get broader coverage for your 
medical expenses, though never more 
than the actual cost. For example, some 
plans may offer dental insurance or pay 
a higher percentage of an approved 
expense than others.

However, if one plan is significantly 
better than the other, you can cut  
costs by only participating in the plan 
that offers the best benefits. Some 
employers even offer a small bonus  
for not participating in their plan.

at least the annual minimum—$1,350 
for individual or $2,700 for family 
coverage in 2018—and could be  
substantially higher. With a HDHP, 
you are eligible to contribute to a 
health savings account (HSA).

FOR YOUR FUTURE
The chance to participate in your 
employer’s retirement savings plan 
is one employee benefit you’ll want 
to take advantage of. A retirement 
savings plan, like a 401(k), 403(b), 
or 457, lets you accumulate money 
toward your retirement by contribut-
ing pretax dollars and deferring tax  

on any earn-
ings in your 
account. Tax 
deferral allows 
your earnings 
to compound 

at a faster rate than if you put money 
into taxable investments, and poten-
tially creates an important source of 
retirement income.

In certain retirement savings plans, 
your employer also contributes to your 
account, in some cases by matching 
part of your contribution. But with 
many plans, you must choose to 
participate to get these employer 
contributions.

In all of the plans, you decide how 
the money you contribute is invested 
by choosing among the options your 
plan offers.

SPREADING THE WEALTH
Some companies offer profit sharing 
plans. If your company has a profit-
able year, your employer may add up 

to $54,000 
in 2017, or 
25% of your 
compensation 
(whichever is 
less) to your  

profit sharing account. You won’t 
owe income tax on contributions or 
any earnings in the account until you 
withdraw the money. And if your  
plan allows—and you meet certain 
criteria—you may be able to borrow 
from the account.

Reaping the Benefits
Getting a job means more than just bringing home a paycheck.

Whether you’re starting your first
job or moving up the corporate 

ladder, making the most of your 
employee benefits package makes 
smart economic sense. In fact,  
you should weigh the benefits that 
different jobs offer if you’re choosing 
among them. For example, you may 
decide that the opportunity to get 
family healthcare coverage at a  
modest cost may be more valuable 
than a slightly higher salary. 

FOR YOUR HEALTH
You may get health insurance as  
part of your employer’s package of 
benefits. Some employers pay the  
full cost, and some require you to  
pay some or all of the cost. Most 

plans cover hospital care, medical 
treatment, visits to doctors, medical 
examinations, and similar expenses.

If you have a fee-for-service plan, 
you can choose any doctor or hospital 
you want. You pay the full cost of  
care up to a certain amount, or 
deductible, before your insurance 
kicks in. Once you’ve reached the 
deductible, your insurance company 
will pay a percentage (often 70% to 
80%) of the medical costs that they 
approve, and you pick up the rest, 
known as your copayment.

Your employer may offer a type  
of managed care known as a 
Preferred Provider Organization 
(PPO). You can choose any doctor 
you want, but it costs you less if  

you choose a doctor 
who is included 
in the insurer’s 
preferred list.

A number of 
employers offer a 
high deductible 
health plan 

(HDHP). The 
premiums are 
somewhat lower 
than with other 
types of plans, but 
you must pay the 
full cost of medical 
care out-of-pocket 
until you have 
met the deduct-
ible. That will be 
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cards can help you control spending. 
Some experts suggest getting rid of  
all but one credit card and using it  
for emergencies only. While careful 
use of credit helps you build a good 
credit history, charging more than   
you can afford  
to repay— 
especially  
if you don’t 
make at  
least the 
minimum 
payment  
each 
month— 
is one of  
the fastest 
ways to undermine your access  
to future credit and to get into  
potentially serious financial trouble.

USING YOUR SPENDING RECORD
Once you’ve created a spending 
record, you can figure out where you 
may be able to cut costs. Here are 
some hints to help you get started.

If your utility bills are eating away 
at your cash flow, try to remind your-
self to turn off lights when you’re  
not in the room, and to keep air con-
ditioning and heating under control.

Keep your eyes open for sales  
and try to take advantage of them, 
especially for large purchases.

If you live in a city with public 
transportation but you’re still driving 
a car, consider your alternatives.  
You can save money on gas and car  
maintenance by opting for the bus  
or train—and maybe avoid traffic 
headaches as well.

TAKING ACTION
By resolving your financial problems 
before they overwhelm you, you can 
avoid legal consequences of bad  
debt, such as losing purchases you’re 
paying for on credit, having creditors  
sue you, or even the possibility of 
bankruptcy. And if you get out of 
debt, you don’t have to worry about  
a court ordering your employer to  
take a percentage of your salary to  
pay for what you owe.

Repaying the debts you’ve built  
up won’t happen overnight. But if  
you get your spending in check  
and possibly get some professional 
advice, you can resolve your financial 
problems over time. 

You can extend the time period  
you have to repay what you owe by 
asking your creditors to rewrite your 
loans. You’ll probably be charged  
more interest if you get a loan  

extension, but having 
more time may help you 

pay off your debt.
   If you have 
debts with several 
creditors, you can 
try to consolidate 

them into one loan 
so you’re making 

only one payment 
instead of several each 

month. The rates on consolidated 
loans can be high, and you may be hit 
with a prepayment fee if you pay the 
loan off ahead of schedule. So you’ll 
want to make sure you have enough 
information before you try to put 
together a repayment package. 

DIVORCE AND DEBT
If you are getting divorced, you may 
have to deal with debt incurred while 
you were married. If you signed any 
joint agreements or had joint accounts 
during your marriage, you’re equally 
responsible for any debt that resulted.

You’re also responsible for any 
unpaid taxes due on joint tax returns. 
However, you are not responsible  
for any taxes on income that your 
spouse concealed from you during 
your marriage.

Creditors may also try to make  
you repay debts your spouse ran  
up during your marriage. And laws 
vary from state to state about whether  
you are legally responsible for those 
debts, especially if you’re separated 
but not divorced.

RESOURCES
If you’re having trouble  
getting out of debt, you  
can get advice from a  
credit counselor. These professionals 
offer financial advice, as well as create 
a personal system which can help you 
reduce your debt. You can contact 
the National Foundation for Credit 
Counseling (NFCC) at 800-388-2227 
or online at www.nfcc.org or The 
Association of Independent Consumer 
Credit Counseling Agencies at 800- 
450-1794 or online at www.aiccca.org.

Getting a Handle 
on Debt

Keeping your debt in check is crucial to your financial health.

Most people assume that debt
of any kind is harmful to their 

financial health. The reality, how- 
ever, is that some debts aren’t bad. A 
mortgage, for instance, is considered 
a good debt, since you’ve purchased  
an asset that may appreciate in value 
in the future. So are college loans,  
or money you borrow to start or  
build a business.

Bad debt is money you owe for 
things you no longer get any benefit 
from. These debts are the ones to try 
to eliminate.

SIDESTEP DEBT
Do you want to avoid debt altogether?

Make a weekly or monthly  
financial budget. As part of this  
budget, identify what your basic costs 

and extra expenses are. Don’t forget 
to include your savings.

Avoid impulse spending. Try to 
limit your purchases to necessities.  
If you have credit cards, do your best 
to pay the bills in full each month.

Do your research before you  
buy anything. You can save money  
if you know where or how to get the 
best deal.

ELIMINATING DEBT
If you’re in debt, there are ways to 
change your financial situation. One 
way is to create a spending record to 
chart how you are using your money. 
For a month or so, write down every 
penny you spend and where it goes.

Then break down your expenses 
into essential categories, including 
housing, gas, and groceries, and  
non-essentials, like dining out, extra 
clothing, or anything else you spend 
money on. 

To reduce your debt, take a close 
look at your nonessential expenses, and  

decide which of these 
you can live with-
out. Cut them 
from your budget. 
Once you’re out  

of debt, you can 
slowly reintroduce 
the things you’ve 
really missed,  
one at a time.

You may find 
that limiting  
the way you 
use credit 

DON’T DELAY
The longer you put off dealing with  
debt, the longer it’s likely to take you to 
get back in financial shape. If you owe 
more than you can reasonably repay, 
you may even have to consider filing  
for bankruptcy to get protection from 
your creditors. But that step seriously 
damages your credit history without 
wiping out all your debts.
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payment is due. If you’ve paid your 
previous balance in full and on time, 
no interest is charged on purchases 
you’ve made during the billing period. 
But if a card has no grace period, then 
you’ll be charged interest from the 
moment you buy something until you 
pay your credit card bill, even if you 
paid your last balance in full.

SECURED CARDS
If you’re turned down for a credit card, 
investigate a secured credit card. 

Secured cards work the same way 
as regular credit cards, with one 

twist: You have to open an 
interest-bearing account, 
like a savings or money  
market account, or CD,  
with the bank that issues 
the card. If you don’t make 
your payments on time, the 
bank will take the amount 

you owe out of your account. 
But if you use the card regularly and 

pay on time, you may become eligible  
for a regular credit card.

Some credit cards offer low initial 
interest rates, called teaser rates. These 
apply for at least six months, but after 
that significantly higher rates may 
apply. You have to look at the APR  
to get a true sense of cost.

Some interest rates, known  
as variable rates, change from 
time to time, either at the  
discretion of the card 
issuer or according to  
a formula created by  
the issuer. Fixed rates  
can change as well, but 
you’ll be given at least  
45 days’ notice when  
your rates are going to change. 

However, some rates go down with 
time, so you should always keep your 
eyes open for better deals. It may be  
a good idea to switch cards if you  
find a lower rate.

GRACE PERIODS
If you always pay in full, look for  
a card with a grace period. That’s  
the amount of time (by law at least 
21 days) you have between the date 
you receive the bill and the date the 

WHAT IT’S CALLED WHAT IT MEANS

Annual fee The flat rate you pay per year to use the card. It’s often between 
$25 and $50, but some cards don’t charge the fee at all. Others  
charge much more. 

Annual percentage The cost of using credit, expressed as a yearly rate, that includes 
rate (APR) interest and certain fees, though not late fees.

Finance charge The dollar amount you pay to use credit, determined by the 
amount you borrow, the term, and the APR.

Grace period The number of days you have to pay your bill without 
owing a finance charge.

Late payment fee The fee you may be charged if you don’t pay the minimum 
balance by the due date. 

Minimum payment The amount you must pay by the due date. If you don’t 
due pay at least this amount, you may be charged a late  

payment fee on your next bill.

Over limit fee The amount you must pay if you charge more than your credit limit 
and you’ve opted in to being able to charge more than your limit. 

CRACKING THE CODE
Understanding the lingo gives you an idea of credit card benefits and drawbacks.

Shopping with a credit card is a
snap, but shopping for the card 

that’s right for you is another matter. 
Ask yourself these questions: 
n  Do you pay your credit card bills  

in full and on time each month? 
n  If not, do you spread out repayment 

over a fairly long period of time?
n  Do you shop primarily at one store, 

or at many locations?
The answers can help you choose  

a card that will help you use credit at 
the lowest cost.

A WORLD OF OPTIONS
Not all credit cards are the same. 
With traditional credit cards, such 
as MasterCard, Discover, and Visa, 
you can charge up to a certain dollar 
amount, called your credit limit or 
spending limit. It’s generally between 
$500 and $10,000, depending on your 
credit history. You have the choice of 
paying your bill in full each month, or 
paying what you owe over time. But 
you have to pay at least the minimum 
balance each month or you’ll face a 
late charge, often $25 or more. 

Charge cards, like the traditional 
American Express Card or Diners 
Club card, have no stated credit limit. 
However, you do have to pay your  
bill in full each month. If you don’t, 
you’ll be charged interest, and you 
may not be allowed to use the card 
again until you’ve paid your bill.

An affinity card is cosponsored  
by the card issuer, such as a bank or 
credit union, and another company, 
such as an airline, car manufacturer, 
non-profit organization, or website. 
The card issuer handles the billing, 
while the cosponsoring company 
offers perks, like travel points toward 
airline trips. Affinity cards usually 
have an annual fee, may have a high 
annual percentage rate (APR), and 
you usually have to charge a large 
amount before you get any benefit 
from using the card. 

Many retail stores, from giants like 
Target to specialty shops, offer charge 
cards, also called retail credit cards. 
Generally, these cards don’t have 
annual fees, but the finance charges 
on unpaid balances may be higher 
than on other cards. The biggest prob-
lem may be having too many different 
bills arriving throughout the month. 

IN YOUR BEST INTEREST
Unless you always pay your 

balance in full, you should 
look first at a credit card’s 
interest rate. The rate you 
pay is a major factor in 
determining how much 
credit costs you.

Credit Cards
Using a credit card is easy.  
But choosing one isn’t always simple.
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RESOURCES
Your family can learn 
more about money  
at these websites.

Kids.gov has a list of US government 
agency websites designed to introduce 
kids to all kinds of information about 
money and personal finance. Go to 
www.kids.gov/k_money.htm. 

Consumer Financial Protection 
Bureau (CFPB) provides a variety of 
resources for parents and caregivers to 
use in helping children develop financial 
skills, including a list of common ques-
tions and answers about money. See 
www.consumerfinance.gov/educational-
resources/money-as-you-grow/.

Jump$tart Coalition brings together 
organizations that want to improve kids’ 
financial literacy. It’s a great resource  
for information about what’s available. 
To access its links page, go to  
www.jumpstart.org/links.cfm.

Talking to Your Children
    about Money
Get an early start on teaching your kids the value of money.

Your kids go to school to learn
grammar, multiplication tables, 

and history. But what about their 
financial education? As a parent, you 
play a crucial role in your children’s 
education, and one area to focus on is 
teaching your children about money.

THE APPLE DOESN’T FALL FAR…
You probably know that children are 
excellent at the art of observation. 
Just as young children readily imitate 
words and gestures, older children 
are bound to pick up your financial 
behavior. 

So a good first step in teaching  
your children about money is to make 
an effort to handle your money in a 
way you’d like them to copy. If your 
life shows that financial security  
comes from hard work, and that 
responsible spending is the result of 
thought and care, not impulse, your 
children will be more likely to take 
what you say about money seriously.

Some parents even involve their 
children in managing the family’s 
finances, so the children know how 
much money is coming in every 
month, how it is being spent, and 
what financial choices have to  
be made. Their views on what’s 
important may even help you revise 
your financial priorities.

START YOUNG
Letting kids make decisions about 
money at an early age can help them 
understand the concepts of earning, 
spending, saving, and investing. You 
can start these lessons by creating a 
minibudget with your children.

Start with two spending lists: one 
for essentials and the other for non-
essentials. In the essentials category, 
you might include expenses like  
lunch money and clothing. In the 
non-essentials category, you can  
place anything that your children like 
to spend money on, such as snacks, 
comic books, or name-brand shoes or 
other clothing. Then, you can agree 
on a weekly or monthly allowance 
that covers the essential expenses  

TAKING CARE OF BUSINESS
As your children get older, 
they may want to get jobs. 
Here are some reasons why 
getting a job can benefit  
your kids:
n  A job can help your  

children learn what it  
feels like to earn money, 
not just receive it

n  Your children can learn 
about the taxes taken out 
of a paycheck

n  A job is a way for your children to 
excel in a certain area 

n  Working can boost self-confidence 
and help pave the way to a  
successful career

INVESTING 101
To help your children learn about 
investing, you can find a company  
that your children know and would 
enjoy following. Then, invest in a  
few shares of stock, re invest any  
dividends the stock pays, and track 
the performance of those stocks  
with your children. 

Another option is to invest  
in mutual funds directed toward  
children. The benefits of starting a 
fund are twofold: Your children can 
learn about the fund through educa-
tion kits and activities that the fund 
provides, and you can start to build 
your children’s financial security.

and a fair amount of the nonessential 
expenses. That way, your children will 
have an allowance that helps them 
understand the difference between 
necessities and extras at an early age.

AN ALTERNATIVE TO SPENDING
Once you’ve established an allowance 
with your children, you can teach 
them an important lesson about  
saving. Try including a percentage  
for saving in the essentials list to  
show that planning for the future  
is a necessity if they want to be able  
to do the things they love. 

And if your children have money  
left over at the end of a week, you can  
discuss the alternatives of spending it 
now on something they want, adding  
it to the savings account toward the 
purchase of a more expensive item,  
or spending it later on something  
they really want.

Many banks offer children’s 
accounts that don’t charge service  
fees for small balances. You can 
start your children off by opening an 
account with an amount you choose, 
and encourage them to add to it regu-
larly. You might even add a savings 

bonus, matching any amount they 
put into the savings account.

  If your children are working, 
and you can manage it finan- 
cially, you might encourage 
them to set up an individual 
retirement account (IRA)  
and make a gift of the money 
they deposit. The maximum 
deposit is 100% of earned 
income up to the annual 
limit. In 2017, it’s $5,500. 
This gift can help them 
gain an understanding 
of the value you  
put on saving and 
investing money. 

ESSENTIALS NONESSENTIALS
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those assets in the wills. Trusts can be 
especially important if they own prop-
erty in more than one state or if their 
individual estates are larger than the 
amount they can leave tax free. In 2017, 
it’s $5.49 million at federal level and 
increases annually to reflect inflation. 

Be sure that the names of the  
beneficiaries on pension funds,  
insurance policies, IRAs, and certain 
other investments are current. The 
assets in each of those accounts go 
directly to the named beneficiary. 

Review which property they  
own jointly. If one parent dies, the 
surviving parent will own all of the 
property they had owned jointly.

TAKING INVENTORY
To find the value of an estate, you 
need to identify and add up what the 

assets are worth, and then subtract 
the costs of any outstanding debts, 
such as income taxes or mortgage  
payments. From there, you can  
begin to settle the estate.

   An asset’s worth is determined 
by figuring out the fair market 
value, which is the price some-

one would be willing to pay for 
property under current market 

conditions. That can be especially 
important if they’ve owned certain 

assets—such as a home or stock 
purchased as part of a retirement 
savings plan—for a long time. 

When you create an inventory  
of your parents’ estate, be sure to 
include any of the following that  
apply to them:
n Real estate
n  Securities, such as stocks, bonds, 

and mutual funds
n Interest and dividends that are owed
n  Bank accounts, including money-

market savings accounts
n All physical personal property
n Life insurance policy face values
n  Annuities paid by contract  

or agreement
n Income tax refunds due
n  Payments from IRAs and other 

retirement plans
n  Claims paid for pain and suffering, 

even after death (except in cases 
of wrongful death)

n  Custodial accounts of which one 
of your parents is the custodian

GET AN EXPERT
If sitting down with your parents to talk 
about financial matters seems too dif-
ficult, or if you meet resistance, there is 
another route you can take: Get them in 
touch with an estate-planning attorney.

The advantage of talking with  
an expert is that your parents can 
keep their financial matters per- 
sonal. You can breathe easier  
knowing that your parents’  
finances are in order, and you  
can minimize conflicts over the  
more personal aspects of their  
wills and trusts.

But a major drawback may  
be the cost, since lawyers’  
fees can be hefty. On the other  
hand, except with very simple  
estates, it usually pays to get legal  
advice to help ensure that your  
parents’ intentions will be followed.

All in the Family
Helping your parents to plan their estate 
now may prevent headaches later.

Your parents probably helped
you through tough decisions 

during your early years, and 
forced you to think about things 
you would have preferred to 
ignore. But as you get older,  
you may be in the sometimes 
uncomfortable position of  
urging your parents to make 
important financial decisions 
about managing their money 
and handling their estate plans. 
If your parents are elderly, in 
poor health, or if only one of 
them is living, your help may 
be even more essential.

THE REASONS
As strange and sometimes 
awkward as it may seem to 
talk about money with your 
parents, it’s often a neces-
sity. First of all, you and 
your siblings, if you have 
any, may need to manage 
your parents’ affairs if they 
get sick or become incapac-
itated. Having a durable 
power of attorney—a legal 
document that gives you the 
right to act on your parents’ 
behalf—is one of the only 
ways you can make financial 
or other decisions for them. And 
you should know where to find impor-
tant legal documents such as their 
wills, as well as have a grasp of the 
size of your parents’ estate. Though 
only a limited number of estates are 
large enough to face federal taxes, 
state estate taxes may apply. 

DOING IT RIGHT
One way to reassure your parents  
that you’re not prying is to explain that 
you don’t need to know the specific 
dollar details now, though someone 
will eventually. But you should insist 
that they create a list of their assets 
and liabilities and file it in a place  
that someone—you, an attorney, or a 
close family friend—can find if neces-
sary. This information should include 
the locations of all insurance and 
retirement policies, legal documents, 

safe deposit boxes, financial state-
ments, and personal assets. Remind 
them that keeping the list in a safe 
deposit box is a bad idea, since the 
box will be sealed and inaccessible  
if one of them dies.

GETTING IT ON PAPER
You may have to encourage your  
parents to decide what they want to 
happen to their estate after they die. 
If they don’t leave the required docu-
ments, the courts will determine what 
will happen to their assets. Here are 
some things to be sure they’ve done  
or to suggest that they should do.

Each parent should write a will to 
designate who should inherit his or 
her assets. They might also set up one 
or more trusts, so they can pass assets 
on to others without having to include 
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WAYS TO OWN PROPERTY
There are four ways to own property, including investments.

JOINT TENANTS
If you own property with 
two or more people, you 
may be joint tenants. Any 
one of you can sell your 
share, but in most cases, 
you have to get the con-
sent of the other owner  
or owners first. And if  
you sell, the proceeds 
must be shared equally 
with the other owners.

TENANTS IN COMMON
If you’re a tenant in com-
mon, you own property 
with two or more people. 
Each of you has the right 
to sell or give away your 
share of the property and 
to keep the profit if you do 
sell. The surviving owners 
are not automatically enti-
tled to inherit the portion 
of an owner who dies.

TENANTS BY  
THE ENTIRETY
If you’re married, you  
and your spouse may  
own property as tenants 
by the entirety. Neither of 
you can sell without the 
other’s permission, nor can 
you leave the property to 
someone other than your 
spouse in your will.

a result, that person’s estate may be 
taxable and the surviving partner may 
end up paying inheritance taxes. 

One alternative in a case like this 
is to set up a trust, which is a legal 
document that transfers ownership to 
a trustee, who distributes the assets 
according to your wishes when you 
die. Passing property to your partner  
through a trust may be a way to 
ensure that your intentions for the 
property are acted on. That’s because 
it is more difficult for unhappy family  
members to contest a trust than a 
will. But if you’re considering a trust, 
be sure to consult an attorney who 
specializes in that area of the law.

COMMUNITY PROPERTY
The nine community property states  
are Arizona, California, Idaho, Louisiana, 
Nevada, New Mexico, Texas, 
Washington, and Wisconsin.

The Ins and Outs 
of Ownership

When it comes to ownership, you can go 
solo or take partners along for the ride.

You have several options when it
comes to owning bank accounts, 

real property, and investments. You 
can own everything the same way,  
or you can choose specific types  
of ownership for different assets.  
Certain rules govern your rights to  
the property and the decisions you 
can make about it, depending on  
the type of ownership you have. 

MARRIAGE, DIVORCE, AND OWNERSHIP
Ownership can become slightly 
complicated when you get married 
or divorced. Generally, anything you 
owned before you got married—and 
keep in your own name—is yours 
even in the event of divorce.

However, any money that  
you and your spouse earn during  
your marriage, as well as any  
investments and property you  
bought, is considered marital  
property. If you get divorced, that 
property is divided between you and 
your former spouse, though it’s not 
necessarily divided evenly unless you 
live in one of the nine community 
property states. In those states the 
law says that each of you gets half 
your assets, no matter who earned  
the money or bought the property. 

JOINT DIFFICULTIES
Joint ownership has many benefits, 
but there’s no guarantee that your 
ownership share is completely pro-
tected. If you have a joint checking or 
savings account, or a joint investment 
account, and signatures from both 
owners aren’t required to authorize a 
transaction, you (or the other owner) 
are entitled to take all assets out of 
the account on your own.

INVESTING WITH A PARTNER
If you’re in a long-term relationship, 
but you’re not married, you and your 
partner have several options for  
owning property and investments 
together. Joint tenancy with rights 
of survivorship works the same way 
for unmarried people as for married 
people. If one of the owners dies,  
the other automatically gets the  
joint property.

However, if you’re not married, 
you can’t pass property to each other 
free of tax, as married couples can. 
The total value of whatever you own 
jointly is legally considered part of 
the estate of whoever dies first. As 

SOLE OWNERSHIP
If you have sole ownership, 
you are the only owner of 
the property and have the 
power to decide what  
happens to it. You can 
sell it, give it away, or 
leave it to someone in  
your will, as long as you 
own the property outright.

In some cases of joint tenancy, your share 
is automatically passed on to the other 
owner or owners if you die. That’s called 
having rights of survivorship, often 
abbreviated JTWROS.
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Next, get a grasp of the basics. Go 
to your library and start reading maga-
zines and newspapers. Then branch 
out to more advanced books on the 
economy, stock market, and investing. 

Check out investment seminars 
that are being sponsored by reputable 
financial institutions, look at websites 
on finance, stocks, and mutual funds, 
and talk to friends and family who are 
already investors.

Finally, look for a financial adviser 
who can help you select specific 
investments. It’s one of the best ways 
to get the expertise you need to make 
important decisions.

THE INVESTMENT PROCESS
It’s smart to set up an investment 
account that’s separate from your 
checking account. It can be an 
insured savings or money market 
account, a money market mutual 
fund, or an account with a brokerage  
firm. Or you can plunge right in and  
make your investment account a stock 
mutual fund. Compare the costs 
to open and maintain each type of 
account, and find out what the  
current earnings are. You may find 
that moving right to the stock  
fund makes the most sense.

You can add a specific 
amount to your account  
every week or every month,  
as part of managing your 
household accounts. Or you  
can have the money deposit- 
ed directly from your pay-
check or transferred from 
your checking account. 

RECYCLED EARNINGS
Reinvesting your investment earnings 
is one of the easiest and most reliable 
ways to build your portfolio. 

If you invest in a mutual fund, you 
can select the reinvestment option 
when you open the account. Then  
the fund will automatically use your 
earnings to buy more shares instead 
of sending you the money. You can 
also choose to reinvest any dividends 
you earn on stocks that offer dividend 
reinvestment plans (DRIPs). 

Investing is about putting your
money to work so that your prin-

cipal, or the amount you start with, 
increases in value. If you choose your 
investments wisely, they can make 
the difference between being able to 
achieve your financial goals or being 
forced to postpone them. 

Investing isn’t the same as saving. 
When you save, you usually put some 
of your money in a safe place where  
it earns interest—a bank savings  
account, for example. Savings 
accounts are ideal as emergency 
funds, or for holding money you 
expect to spend in the near future. 
But the interest you earn on bank 
savings accounts doesn’t usually grow 
much faster than the rate of inflation. 
That means the money you save won’t 
be worth much more in the future 
than it is today, leaving you short on 
buying power. Factor in the cost of 
taxes and that sets you back another 
step. To come out ahead, you must 
earn more.

WHAT THE INVESTMENTS ARE 
Whether you’re a new or experienced 
investor, the investments to concen-
trate on are: 
n  Stocks, ETFs, and mutual funds

that invest in stocks
n  Bonds, ETFs, and mutual funds

that invest in bonds
n  Cash and cash-equivalent

investments, such as
certificates of deposit (CDs)
and US Treasury bills

In general, you choose stocks and 
stock mutual funds for growth, bonds 
and bond mutual funds for income, 
and cash and cash equivalents to  
hold the money you’re planning to  
use in the fairly near future or are 
accumulating to invest.

The longer your time frame, the 
more you need to focus on growth. 
That might include investments  
you make to pay for your children’s 
education while they’re still quite 
young, and certainly includes what 
you’re investing for retirement.

THE STEPS TO TAKE
Finding the right investments isn’t 
hard, but it won’t happen if you don’t 
make up your mind to get started. 
The biggest investment mistake you 
can make is to procrastinate.

Unless you have a lot of money on 
hand, perhaps from an inheritance or 
a pension payout, you’ll be building 
your investment portfolio over time. 
That means you can begin small and 
learn as you go. 

The first step is to define your 
investment goals. If you know what 
you want to achieve and the time 
frame you have to do it, you can  
narrow the field to the type of invest-
ment that best matches your goals. 

HELPFUL HINTS
There’s no rule about  
how much you should  
be investing, but a  
reasonable goal is to aim for is 10%  
to 15% of your gross income. If you’re 
contributing to a retirement savings plan 
at work, the percentage you’re putting 
in your account counts toward the total. 
And whenever you get a bonus, a gift,  
or other unexpected cash, it’s a good 
idea to put some or all of it into your 
investment account as well. That extra 
boost can make a big difference.

The Basics of Investing
Investing can seem very complicated. But it doesn’t have to be. 
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VERY RISKY BUSINESS
Market timers and day traders, who buy 
and sell investments very quickly, try to 
take advantage of market volatility by  
buying when prices move down and selling 
when prices move up. The problem is that 
stock movement isn’t predictable. There’s 
no way to make money consistently. 

DOLLAR COST AVERAGING
One way you may be able to take 
advantage of volatility is by using an 
investment strategy called dollar cost 
averaging. That means you invest the 
same amount of money in a specific 
investment on a regular schedule no 
matter what it costs. For example, 
you might add $100 to a mutual  
fund every month. 

When the price goes up, your  
$100 buys fewer shares. When the 
price goes down, you buy more 
shares. If you stick with the plan for 
an extended period, you may be able 
to lower the overall price of your 
investment, since your average cost 
per share will be less than the average 
share price. But you do have to buy 
when prices drop for the strategy  
to work.

One word of caution: This 
strategy won’t protect you  
against market losses or  
guarantee a profit.

UNDERSTANDING YIELD
Yield is the total amount you earn on an 
investment each year as a percentage of 
what you spent to buy it. You calculate 
yield, sometimes called annual percent-
age yield (APY), by dividing the interest  
or dividends by the purchase amount. 

If you’re earning $500 a year on a money 
market mutual fund in which you’ve invest-
ed $10,000, and another $500 on a savings 
account in which you deposited $20,000, 
your income is the same, but your yield 
is significantly different. The mutual fund 
yield is 5% ($500 ÷ $10,000 = 0.05, or 5%), 
but the savings account yield is just 2.5% 
($500 ÷ $20,000 = 0.025, or 2.5%).

Paying attention to yield is essential, 
since it’s a measure of the earnings you’re 
accumulating in your investment accounts. 
But, as important as yield is, it’s not the 
only thing to watch. You also want to  
track total return, or your earnings plus  
(or minus) any increase in the value of  
your investment.

The Power of Time
Time can be your most powerful investment ally—or 
your fiercest opponent.

I t’s true that it’s never too late to
start investing. But it’s even more 

true that it’s never too soon. Consider 
this example of two investing styles: 

Karen starts saving money at age 
25, investing $200 a month in a tax-
deferred retirement plan earning 8%. 
Tricia starts saving in the same plan at 
45, but she puts away $400 a month, 
twice as much as Karen. At 65, both 
Karen and Tricia have invested a total 
of $96,000, but Karen’s investment 
has grown to $702,856, while Tricia’s 
investment is worth only $237,179, 
even though she invested the same 
amount of money.

How does Karen end up with so 
much more money? Because her 
investment has the advantage of an 
extra 20 years of compounding, a 
financial phenomenon that makes 
time work in her favor. Basically, 
compounding means you have earn-
ings on your earnings, which increase 
the size of your investment base. The 
more years your earnings compound, 
the greater your investment’s value.

HOW COMPOUNDING WORKS
Each time your earnings are paid, 
they’re added to your principal, 
which is the amount you invested.  
As time goes by, you earn both on the  
original amount you invested and on 
the previous earnings. The best way 
to take advantage of compounding is 
to start investing as soon as you can, 
even if you start with a small amount. 
Given enough time, compounding  
can turn it into a sizable sum.

TIME AND RISK
Over the course of a day, a month, or 
a year, most investment prices fluctu-
ate, sometimes dramatically. They go 
up and down repeatedly in response to 
changing market conditions, investor 
attitudes, and other factors. This con-
stant movement, known as volatility, 
varies from investment to investment, 
with some investments being signifi-
cantly more volatile than others.

Stock prices, for example, tend  
to be more volatile than bond prices. 
So the shorter the period that you 
own a stock, the more risk you take 
that its price will be down if you need 
or want to sell. That’s why most finan-
cial advisers recommend you don’t 
put money into stocks if you know 
you’ll need it in the next year or two.

But over every 15-, 20-, or 30-year 
period since 1926, stock prices as a 
group—though not the price of every 
stock—have increased in value. 

THE INVESTING RACE
The younger you are when you 
start investing, the more you  
benefit from compounding. If you 
begin at 25, you can contribute  
less each month and still come  
out ahead of someone who  
starts at 45, even if she  
invests more than  
you each month.

Base amount 
+ Earnings

= New base amount 
+ Earnings

= New base amount 
+ Earnings

= New base amount 
+ Earnings

= Value over time
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Companies classified as small caps 
have market values under $2 billion. 
They’re often younger companies  
that rarely pay dividends. Instead, 
they reinvest any earnings to 
expand their operations. 
While some compa-
nies in this group  
fail or are bought by  
larger companies, 
others are the large 
caps of the future.

INVESTMENT  
STRATEGIES
You can use a  
number of different 
strategies to invest in stocks.

A buy and hold approach means 
you look for stocks you expect to 
increase significantly in value over a 
number of years. When you buy, you 
keep the stocks for the long term. 
Typically you don’t sell when the  
price drops and may even buy more 
shares during such periods. 

If you trade, you buy stocks  
you expect to increase in value in 
the short term and establish a set of 
guidelines to help you decide when  
to sell. For example, you might always 

sell a stock whose price has  
increased 20% and use the gain to 
make another investment.

You can look for value stocks,  
or bargains, whose prices are lower 
than the company is worth. When  
the price goes back up, you can sell  
at a profit. This type of investing is 
known as buying low and selling high, 
and although it sounds pretty basic, 
history shows that most investors  
tend to follow the crowd and do just 
the opposite. Instead of buying low, 
most investors buy popular stocks 
when prices are going up and sell 
unpopular stocks as prices are falling.

You can look for growth stocks  
in industries that seem likely to  
have a powerful role in the future. 
Investors who bought computer  
stocks in the 1980s and technology 

stocks in the 1990s are 
examples of investors 

seeking growth.

CAPITAL GAINS
If you own stock 
that increases in 

value, you get a 
double bonus. First, 

your net worth increases, 
which helps you become more  
financially secure. If you need cash  
to reach a particular goal, you can  
sell some of the stock to pay for it.  
If not, it has the potential to continue 
to increase in value.

In addition, you don’t owe tax on 
any increase until you sell the stock 
and realize, or pocket, the capital 
gain. Any tax you owe at that point  
is figured at the capital gains rate, 
which is always lower than your  
current income tax rate. 

Stocks
Stocks have an important place in an investment portfolio. 

When you buy stock, you’re buying
a small part of a publicly traded 

company. Your equity, or ownership, 
means you’re in a position to profit 
from the company’s success. That’s 
usually measured by its earnings or by 
an increase in the price of its stock, 
or both. 

When you buy stock, you do take a 
certain amount of risk that it will drop 
in value and be worth less than you 
paid for it. If you sell when the price 
is down, you can lose money. 

Despite that potential risk, stocks 
continue to be popular investments 
with people trying to meet their  
long-term financial goals. That’s 
because, over time, stocks have  
provided significantly higher returns 
than any other type of investment. 

STOCK PRICES
A stock doesn’t have a fixed value 
the way some other investments do. 
Its price can go as high as you and 
other investors are willing to pay to 
own it—usually because you expect 
it to be worth even more in the 
future. Similarly, a stock’s price can 
drop, sometimes significantly, if the 
issuer is in financial trouble or is  
part of an industry that’s out of  
favor with investors. 

Traditionally, the 
stronger a com-
pany’s earnings 
and the more 
consistently 
they have  
increased, the 
more investors  
have been willing to pay  
for the stock. In the late 1990s, 
though, technology and Internet 
stocks increased rapidly in value  
even though many of them weren’t 
profitable. That bubble burst in 2000, 
and the stock market lost value for 
three years before recovering in 2003.

STOCK SIZES
Companies are classified by their  
size, known as market capital ization, 
or market cap. That’s the price of a 
share of stock multiplied by the total 
number of existing shares. 

For example, a company with  
100 million shares of stock priced 
at $34 each would have a market  
cap of $3.4 billion.

Since a company’s capitalization  
is a factor in its growth potential  
and how vulnerable it is to financial 
stress, size is something to take into 
account as you choose stocks for  
your portfolio.

The largest US companies—there 
are about 500 of them—have market 
caps of over $10 billion. Many of the 
blue chips, or the oldest and most 
financially stable companies, pay 
dividends and grow at a steady but 
modest pace.

Midsized companies—another  
500 or so fall into this category— 
have market caps between $2 and  
$10 billion. If a mid-cap company 
prospers and its stock price increases, 
it may displace a company in the 
large-cap group that has grown  
slowly or slipped in value. 
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BUYING TO TRADE
You can also trade bonds through a 
broker on the secondary market. That 
means you buy bonds that another 
investor is selling—or sell bonds you 
own to investors who are interested in 
buying. Some investors trade bonds 
as they would stocks, with the goal of 
making money on price fluctuations 
and interest rate changes.

THE BIG ZERO
Zero-coupon bonds work a little  
differently than most other bonds.  
You buy them at a deep discount,  
or much less than their par value. For 

example, you might pay $11,000 for 
a $20,000 zero-coupon bond. You 
receive no interest during the bond’s 
term, but when the bond matures, 
you get the face value plus the inter-
est that accumulated over the years.

The relatively low cost and big  
payout on zero-coupon bonds makes 
them popular with people investing 
for big-ticket items with predictable 
time frames. Remember that you have 
to pay taxes on the interest you earn 
each year, even though you don’t  
receive it until the bond matures.  
And zero-coupon prices are extremely  
volatile in the secondary market.

CORPORATE

When you buy  
a bond, you lend
your money.

You receive regular
interest payments until 
the term ends. Then you 
get the face value back.

TREASURY

MUNICIPAL

AGENCY

BOND
BASICS
BOND

BASICS

Bonds
If you’re looking for income, bonds may be the right choice. 

Bonds are debt securities. When
you buy a bond, you’re really lend-

ing money, called your principal, to a 
company or government for a certain 
term, or period of time. The com-
pany or government—known as the 
issuer—agrees to pay you interest on 
the loan principal, just as you would 
pay interest if you borrowed money 
from a bank. And the issuer promises 
to repay the principal when the bond 
matures at the end of the loan period. 

THE VALUE OF BONDS
The bond’s par value is the amount 
that the issuer borrows and the 
amount that’s repaid at maturity. In 
most cases, that par value is $1,000. 
But market forces and investor  
attitudes affect bond prices just as 
they do stock prices, though with 
bonds the increases and decreases 
are always in relation to par value.

Changes in the interest rate have 
the biggest single impact on bond 

prices. As rates go up, the prices  
of existing bonds drop because they 
provide a smaller return. For example, 
if interest rates increase from the 5% 
on an old bond you bought to the 6% 
on a new bond you’re buying, you’d 
get 1%, or $10, more per $1,000 
investment on the new bond than  
on the old one. As a result, you and 
other investors would be willing to 
pay less to buy an old bond than 
a new, higher-paying one, and the 
price of the old bond will drop below 
$1,000. Bonds selling for less than par 
are said to be selling at a discount.

Similarly, if rates drop, older bonds 
become more desirable because they 
provide a higher return. So investors 
will pay more than $1,000, or what’s 
known as a premium, to own them.

BUYING TO HOLD
If you buy a bond when it is issued 
and hold onto it until it matures, it’s 
a simple transaction. You pay your 
money up front, and know exactly 
how much you’re going to earn and 
when you’ll get your principal back. 
That appeals to investors who want  
to be able to count on a steady  
stream of income.

Inflation poses a potential risk. 
Since the interest a bond pays is  
usually fixed, the amount you receive 
over time will buy less. That’s a  
particular problem with long-term 
bonds, which is one of the reasons 
they typically pay at a higher rate  
than short-term bonds. For that  
reason, you need some incentive  
for tying up your money. 

HELPFUL HINTS
Some bonds require  
large initial investments  
of $10,000 or more,  
putting them out of range for the  
average investor. You might want to  
investigate bond funds, which own a  
number of different bonds, as a way of 
diversifying your portfolio. Or you might 
open a Treasury Direct account and buy 
US Treasurys, which you can purchase  
in increments of $100, whether you  
want one or a thousand.

Municipal bonds, known as munis, are 
issued by state and local governments to 
raise money for projects and expenses.  
If you buy municipal bonds from the state 
you live in, the interest is tax free. If you 
buy bonds issued by another state, you 
have to pay state and local (but not  
federal) taxes on the interest. 

Agency bonds are issued by various  
government agencies for specific projects. 
For example, GNMA, or Ginnie Mae, 
bonds are issued to raise money to help 
provide affordable mortgages. Rates tend 
to be slightly higher than on Treasury 
bonds because they pose a marginally 
higher risk. The interest is taxable.

Corporate bonds are issued by compa-
nies who want to raise money—to fund 
expansion or modernization, for example. 
Corporate bonds tend to pay the highest 
interest, but the interest is taxable unless 
you hold the bonds in a tax-deferred or 
tax-exempt retirement savings plan. 

US Treasury bills, notes, and bonds 
are issued to raise money for running the 
federal government. These bonds tend to 
pay lower interest than corporate bonds, 
but you have to pay only federal taxes on 
the interest, not state or local taxes. 

TYPES OF BONDS
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INDEX FUNDS
Some index funds are actively managed  
and others, called index funds, are 
passively managed. Unlike an actively 
managed fund portfolio, which holds 
investments the manager chooses, an 
index fund’s portfolio are determined by 
the market index to which it is linked. 

An index fund’s goal is to provide  
a return that’s as close as possible to 
the return on the underlying index. 
The theory behind these funds is that, 
in the long term, it’s almost impossible 
to beat the return of the market. Of 
course, active managers don’t accept 
this view.

Because index fund portfolios are 
updated only as frequently as the 
underlying index is updated, the fees 
on index funds tend to be substantially 
lower than the fees on actively man-
aged funds making similar investments.

THE GOING PRICE
Each mutual fund has a net asset 
value (NAV), which is found by 
dividing the total assets of the fund 
by the number of existing shares. 
The fund’s assets are the investments 
it owns, called its underlying invest-
ments, and their value is determined 
by their current market prices.

When you sell shares back to the 
fund, it pays you the NAV. It’s figured 
at the end of every trading day.

MAKING MONEY WITH A FUND
A mutual fund pays you and other 
shareholders two types of distribu-
tions. Income distributions are 
based on dividends or interest the 
fund earns on its investments. 
Capital gains distributions are  
paid from profits the fund makes  
from selling investments it owns. 

You can take these distributions  
as income or you can reinvest them  
to buy more shares in the fund.  
The advantage of reinvestment is  
that it’s designed to help you build 
your principal. Remember, though, 
that you have to pay income tax each 
year on your distributions even if you 
reinvest them, unless you own the 
fund in a tax-deferred account such 
as a 401(k) plan or a traditional IRA.

HELPFUL HINTS
There are two types  
of mutual funds: load  
and no-load. A load  
fund charges a load, or sales  
commission, when you buy or sell  
shares or once a year, depending on 
the fund. Usually, you buy a load fund 
through a broker or financial adviser.

A no-load fund, which you can buy 
from the investment company that  
sponsors the fund, doesn’t charge a 
sales commission—but some do charge 
a 12b-1 fee, which covers some of the 
fund’s marketing costs. 

Mutual Funds
To conduct a good fund performance, a mutual 
fund manager must know the score.

When you invest in a mutual fund,
your money is pooled with the 

money of other investors to give  
the fund enormous buying power.  
As money comes into the fund, the 
fund’s manager decides how to invest 
it, based on the fund’s investment 
objective, his or her approach to 
investing, and what’s happening in  
the financial markets. 

You can redeem your shares at any 
time by selling them back to the fund. 
The price you get when you sell is de-
termined by the fund’s current value. 

SOMETHING FOR EVERYONE
Whether your investment goal is 
growth, income, or a combination  
of the two, there’s a mutual fund  
for you. Each fund states its invest-
ment objective in a prospectus, 
which is a document that describes 
the fund’s performance, investment 
style, fee structure, and key invest-
ments. You can request a prospectus 
from the fund or ask your financial  
adviser for a copy.

FUND FACTS
Mutual funds fit into three basic  
categories: stock funds, bond funds, 
and money market funds.

Stock funds focus on increasing 
the value of your investment, though 
the rate of growth they seek may  
vary significantly. Some also invest  
in dividend-paying stocks to provide 
some current income. Funds tend to 
be more price stable than individual 
stocks, since weak performance by 
some holdings may be offset by  
strong performance from others. 

Bond funds invest to provide 
income, though if your share of fund 
earnings is reinvested, your fund may 
also grow in value. One big advantage 
of bond funds over individual bonds 
is that you can invest significantly 
smaller amounts and get greater 
diversification. But bond funds  
aren’t bonds. There’s no maturity 
date, no fixed rate of interest, and  
no promise that you will get your 
original investment back. Instead,  
the value of a share of a bond fund 

goes up and down to reflect what’s 
happening in the market.

Money market funds buy 
debt investments, such as short-

term corporate and government 
bonds. They’re not insured but seek 

to maintain their value at $1 per 
share. You can put your money in a 
money market fund while you decide 
where to invest it, use the fund to 
hold your emergency cash, or use it  
as a checking account.
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trade in an organized market, there’s 
no guarantee that anyone will want to 
buy what you’ve collected when you’re 
ready to sell it. And there’s no way to 

anticipate whether or 
not you can sell 

at the price 
you want.

PRECIOUS 
METALS

Precious 
metals (gold, 
silver, plati-
num, and 

palladium) are 
investments of 

enduring value, 
although their  
market prices vary 
with supply and  
demand. That’s  
one reason most 

investment advisers 
suggest these are 

high-risk investments 
for individual investors.

There are different 
ways to invest in precious 
metals. These include 

actual physical ownership 
(gold bars and silver 

coins are two exam-
ples), bank or 

institutional 
certificates 
that repre-
sent owner- 
ship, or 

stock in mining 
companies. You 

can invest in mutual 
funds that own stock 
in mining companies 
or the actual 
precious metals.

DERIVATIVES
A derivative is an investment, such as 
a futures contract or an option, whose 
value depends on the value of an 
underlying investment, 
such as a stock  
or commodity. 
(Commodities 
are the raw 
materials in  
consumer products.) One appeal of 
derivatives is that you can use lever-
age, or a small amount of your own 
money, to buy something of greater 
value. But derivative prices are volatile, 
which means you can make or lose a 
good deal of money very quickly.

When you buy or sell a futures 
contract, you’re agreeing to carry out 
an obligation to close the deal  
on a certain amount of the 
underlying product by the 
expiration date, which is a 
specific date in the future. 
But what most investors  
do instead is buy an off- 
setting contract—for 
example, one that obliges 
them to sell if their origi-
nal contract obliged them 
to buy, hoping to make 
money on the changing 
value of the contract. 

When you buy an option, you  
pay a premium, or a fraction of the 
value of the investment, for the right  
to buy or sell a specific quantity of  
the underlying asset at a set price, 
known as the strike price, within a 
particular time frame. Unlike a futures 
contract, a buy option puts you under 
no obligation to do anything before 
the contract expires. But it can be an 
opportunity to profit if your analysis  
of the market is correct.

When you sell an option, though, 
you collect the premium but you 
must fulfill an obligation to 
buy or sell the under-
lying investment 
at the strike 
price if the  
option is  
exercised. The 
biggest risk occurs  
if you sell an option on stock you don’t  
own, because it means you’d have to 
buy it at market price to meet your 

obligation to sell. That could cost 
you a bundle.

Choosing Alternative 
 Investments
There are lots of ways to put investment money to work.

You can build your investment port-
folio without looking further than 

stocks, bonds, and cash. But there’s  
a range of other investment opportu- 
nities you might want to investigate  

to help meet your 
financial goals. 

Some of them, 
like buying real 
estate, may have 
the added advan-
tage of providing 

you with a place to 
live. Others, such as futures contracts, 
are higher-risk choices that may not 
be something you’re ready to consider. 
But having a sense of the possibilities 
can help you make informed decisions. 

Choices like certificates of  
deposit (CDs) are insured cash-  
equivalent investments that typically 

provide a stronger 
return than the 
return on savings 
accounts. And, 
at the other end 
of the spectrum, 
you might con-
sider investing  
in start-up  

companies or companies that aren’t 
publicly traded. To do that, you  
may have to have a significant net 
worth—often over $1 million.

REAL ESTATE
Whether it’s the place you call home 
or property you rent to someone else, 
real estate is an investment. Better  
yet, real estate investments have  
historically increased in value and 

may have tax 
advantages, 
such as 
deducting  
property 

taxes and mortgage interest. Further,  
if you make a profit on the sale of your 
home, there’s no capital gains tax on  
up to $250,000 of that profit if 
you’re single, or $500,000 if you’re 
married and file a joint return, 
provided you’ve lived in your 

home for two of the previous five  
years and meet other requirements.

Of course, there’s no guarantee 
you’ll make money. Real estate is  
not liquid, which means it can take 
time to convert your investment to 
cash, especially if you try to sell the 
property in periods of high mortgage 
rates or limited demand. 

As an alternative, you can buy 
shares in publicly traded Real Estate 
Investment Trusts (REITs), which 
invest pools of money in a variety of 
real estate ventures. Though they have 
risks as well, REITs offer you greater 
diversification than you could get  
buying property on your own.

COLLECTIBLES
Collectibles include objects such as 
fine art, antiques, stamps, coins, 
fine wine, and basically any 
other possession that  
people consider  
valuable. You can 
make a good deal 
of money if you 
have an eye for  
collectibles, or if 
the right buyer is  
interested in what 
you’re selling.  
But unlike  
publicly traded 
securities or 
mutual funds, 
which usually 
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bonds and other fixed-income  
investments drops because they 
provide a smaller return than newly 
issued bonds. Rising interest rates 
may also mean lower stock prices, 
since investors put more money  
into interest-paying 
investments.

Your life situation also plays a role 
in the amount of risk you’re willing  
to take. If you have children you plan 
to send to college or aging parents  
who depend on you for financial 
support, you may be unwilling to 
put any money at risk, even if those 
investments were likely to produce 
significant returns in the future. Or if 
you’re taking the risk of building your 
own business, you might want other 
investments you can be sure of.

Your personality matters as 
well. It’s counterproductive 
to make investments that 
make you so nervous you 
can’t sleep. But the best 
approach is for you to learn 
more about the long-term 
rewards of thoughtful  
risk-taking.

RECOGNIZING RISK
Market risk and interest  
rate risk are two of the major 
investment risks you have to 
anticipate, although you can’t 
predict when they will occur. 

Market risk is the chance  
that the financial markets as a 
whole will drop in value and  
create a ripple effect on your 
portfolio. For example, if the 
stock market loses value, 
chances are your stock or 
stock fund will decrease in 
value as well until the market 
returns to a period of growth. 
Market risk exposes you to 
potential loss of principal, 
since some companies don’t 
survive market downturns. 
But an equal threat is the 
loss of principal that can 
result from selling when 
prices are low. 

Interest rate risk 
is the possibility that 
interest rates will go 
up. If that happens, 
the value of existing 

NEXT STEPS
If you’re uncomfortable  
with risk, start out slow- 
ly. You might try invest- 
ing in an index fund that tracks a broad 
segment of the market, or an equity  
mutual fund with a long and stable  
performance history. Keep track of its 
performance over a period of time so  
you get used to its value moving up and 
down. The last thing you want to do  
is choose a volatile fund, panic, and sell 
when the price drops, and then watch  
the price go back up again without you.

Futures  
Speculative stocks 
High-yield bonds

Growth stocks  
Low-rated corporate bonds 
International investments

Blue chip stocks  
Balanced mutual funds  
Treasury bonds and bills 
Money market funds

Risk and Return
On the trail to meeting investment goals, 
risk and return go hand in hand.

For your principal to increase
enough in value to meet your 

financial goals, you have to learn to 
live with a certain amount of risk. 
Risk includes the chance that your 
investments might, at certain times, 
be worth less than you paid for them, 
and even the chance that you might 
lose some or all of the money you 
have invested.

What you’re looking for in 
exchange for taking those risks is 
known as return. It includes any 
income you get from an investment 
and any increase in its value.

A WORD TO THE WISE
Avoiding what you think of as risk  
is one of the biggest investment 
gambles you can take. For example, 
chances are that you won’t lose 
money you put in checking or  
savings accounts and other federally 
guaranteed bank deposits. But the 
rate of return you realize on these 
accounts is so low that you risk  
falling victim to inflation, the  
gradual decline in the purchasing 
power of the dollar.

In fact, there’s no such thing as  
a completely risk-free investment. 
The only way that phrase is ever 
used accurately is when it’s applied 
to 13-week US Treasury bills. Since 
they’re backed by the federal govern-
ment, there’s virtually no chance that 
the principal won’t be repaid. And 
since the term is so short, there’s no 
real danger from inflation. 

A RISK CONTINUUM
One approach to dealing with risk  
is to rank investment choices by risk 
level. The riskiest choices include 
futures contracts and speculative 
stocks, while the least risky are  
US Treasury bills and insured CDs.

The other perspective classifies 
risk by the kinds of investment  
decisions you make. Then the riskiest 
choice is to put all your money into 
just one or two investments and to 
concentrate on investments that are 
vulnerable to inflation. The least risky 
is investing for long-term growth and 
building a diversified portfolio.

TIME OF YOUR LIFE
The younger you are, the more you 
can afford to make higher-risk invest-
ments. That’s because you have the 
time to wait out market fluctuations.

If you’re retired or nearing  
retirement, you may be counting  
on income from your investments. 
Losing principal at that point poses a 
much higher risk because you’ll have 
a smaller base to produce the income 
you need. And you have less time to 
wait for a market rebound.

TOTAL RETURN
Total return measures the increase  
or decrease in value of an investment, 
including any reinvested dividends. For 
example, if a $1,000 investment paid  
you $50 in dividends before you sold it  
for $1,200, your total return would be 
$250 ($50 + $200). But if you earned  
the $50 and sold for $900, you’d have  
a negative total return of –$50  
($900 – $1000 = –$100 + $50 = –$50).

TOTAL RETURN INCREASE
The initial investment is $1,000.

+$200 Value increases
+ $50 Dividend paid

= $250 Total return
÷ $1,000 Investment

= .25 or 25% percent return

TOTAL RETURN DECREASE
The initial investment is $1,000.

–$100 Value decreases
+ $50 Dividend paid

= –$50 Total return
÷ $1,000 Investment

= –.05 or –5% percent return
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way down? One solution may be to 
rebalance only when one asset class 
exceeds the allocation you’ve assigned 
to it by 15%. Using such a benchmark 
can help reduce the stress of wonder-
ing whether or not to make portfolio 
changes and cut trading costs too.

And remember that changes in 
your personal life, or a major change 
in your financial goals, may call for a 
revised asset allocation. Adopting a 
baby, for example, might mean you 
want to put new emphasis on building  
a college savings account. Or taking 
an early retirement may accelerate 
your need for regular income.

A FINER CUT
The other part of controlling risk is 
called diversification. Since there’s 
no one perfect investment, your goal  
is to invest in a combination of indi-
vidual investments across the asset 
classes that complement your objec-
tives and risk tolerance. For example, 
you might soften the risk of 
investing in an aggressive- 
growth mutual fund by 
putting some money into 
a blue chip fund. The 
first mutual fund may 
keep you well ahead of 
inflation, but can expose 
you to intense volatility 
at times. The second is 
more likely to protect 
your principal but  
probably won’t grow  
rapidly in value.

NEXT STEPS
There are some guide- 
lines to keep in mind  
as you begin to allo cate  
your portfolio. These include:
n  Growth. You’ll want to stay ahead

of inflation with investments that
increase in value over time. Stocks,
stock funds, and real estate are typical
growth investments.

n  Income. You may need regular income
from your investments, especially if
you’re retired. Bonds, bond funds, and
CDs are typical income investments.

n  Liquidity. You never know when you
might need cash quickly. In case of
an emergency, you want to have some
liquid investments, such as money
market funds and short-term CDs.

n  Risk. There’s no such thing as a risk-
free investment. Higher growth and
income come with more volatility and
the risk of losing your principal. Higher
liquidity comes with the risk of falling
behind the rate of inflation. Owning a
number of investments with different
types of risk can help protect you from
losing out on any one of them.

A s logical as it might seem to look
for the perfect stock, bond, or 

mutual fund and make it your invest-
ment of choice, that’s not the best 
approach to meeting your financial 
goals. No single investment, or type  
of investments, provides a strong 
return year in and year out. 

The saving grace is that each  
asset class—stocks and stock mutual 
funds, bonds and bond mutual funds, 
and cash and cash equivalents—tends 
to perform differently in different 
economic markets. When stocks falter 
because interest rates are high, bonds 
often provide a strong return, and vice 
versa. Rather than risk being invested 
in the wrong asset at the wrong time, 
the solution is to divide your portfolio 
among the various classes so you are 
always in a position to benefit from 
whatever is doing well.

THE RIGHT ALLOCATION
There’s no one right allocation for 
everyone. But there are some general 
allocation guidelines you may want to 
think about. Perhaps the most impor-
tant is that every portfolio needs some 
growth, typically from stock and  
stock mutual funds, some liquidity,  
typically from cash equivalents 
including US Treasury bills and CDs, 
and, in many cases, some income, 
typically from bonds.

Most financial advisers suggest 
that younger women allocate a greater 

percentage of their portfolio to growth 
than older women, since they have 
more time to recover from a potential 
drop in value. If you’re in your 30s, 
you might have as much as 85% of 
your portfolio in stocks and stock 
mutual funds and the rest in cash. 
But if you’re 65, you may choose to 

reduce your 
stock holdings  
to 60% or even 
less and allocate 
30% or more  
to bonds.

The old rule 
of thumb was 
that if you  
subtracted your 
age from 107, 
that number was 
the percentage 
you should put 

into stocks. But to find an allocation 
that’s right for you, consider your  
age, your financial goals, and your  
risk tolerance. 

STAYING ON TRACK
Every time the value of the invest-
ments in your portfolio changes,  
the asset allocation you have chosen 
is affected as well. 

For example, you may have decided 
that you want to keep 70% of the value 
of your portfolio in stocks. If the stock 
market soars, the value of your stocks 
may increase so much that they are 
worth 90% of your portfolio. To keep 
your allocation on track, you should 
review your portfolio annually, and you 
might want to sell some of your stocks 
and reinvest the money in bonds or 
cash. If the stock market falls, how-
ever, you’d have to move more money 
into stocks to get back up to 70%.

Sticking with your chosen asset 
allocation mix over time can be diffi-
cult, since it often seems to go against 
common sense. Who wants to sell 
when the stock market is booming,  
or buy when it seems to be on its  

Diversifying Your 
 Portfolio
Variety isn’t just the spice of an investor’s life. 
It’s an essential ingredient.
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investment philosophies and risk 
tolerances similar to your own. 

Successful clubs require their 
members to pull their own weight, 
both by researching companies and 
performing administrative duties. 
Many clubs rotate administrative 
responsibilities among members  
so that no one has too many duties  
or too much power. And remember, 
by joining a club you’re agreeing to 
follow their rules, which are often 
written down as a charter or bylaws. 

DECIDING WHAT TO BUY AND SELL
Most investment clubs work the same 
way. The majority focus on equity 
investments and buy individual stocks 
rather than stock mutual funds. An 
average club portfolio might include 
anywhere from 10 to 20 stocks at any 
one time—enough to provide diversity 
but not so many that it’s hard to keep 
track of how they’re doing.

Each club member, or team  
of members, researches a number  
of companies and reports on them  
at monthly meetings. Then everyone 
votes on which stocks to buy and sell 
with the combined funds. 

Everyone profits from this division  
of labor. Plus, there are people around  
to keep you motivated and answer 
your questions. 

GETTING STARTED
If you’re serious about starting an 
investment club, here are some of  
the topics you’ll want to discuss with 
your fellow members. 
n  Accounting methods: What  

program or platform will you use? 
n  Broker: Whom will you use to  

complete your transactions?
n  Bylaws: What basic rules do you 

want to lay down for membership, 
participation, and other policies?

n  Club officers: How will you decide 
who’s going to fill which offices, and 
how long will each office term be? 

n  Funding: What will the initial 
investment be?

n  Dues: How much will each member 
contribute each month?

n  Stock research: How will you go 
about researching companies?

FINANCIAL ADVISERS
The convenience and low cost of 
online trading has its appeal, but new 
investment clubs might  want to con-
sider using a broker for guidance and 
advice. A broker is someone to call 
with technical questions, especially  
as you’re just getting started. And  
brokerage accounts may offer useful 
services, such as free check writing  
or discounted trading rates for clubs. 

You should meet with several  
brokerage firms before deciding which 
one to use. One of the questions you 
might ask is whether the broker has 
worked with clubs before. And you 

should be sure to establish which 
members are authorized to place 

orders or speak for the club.

HELPFUL HINTS
The best way to find  
the right investment  
club may be to start  
your own, though you might find a 
local one by asking friends or searching 
online. Starting a club is not as difficult 
as it sounds, but it does require a serious 
commitment. Remember that costs tend 
to be higher for new clubs since mem-
bers are still learning the ropes. 

A number of organizations, most nota-
bly the National Association of Investors 
Corporation (NAIC), offer step-by-step 
information to help get you started.  
You can check out the NAIC website 
at www.betterinvesting.org, or contact 
them at 877-275-6242.

Investment Clubs
When it comes to investing, you don’t have to go it alone.

Joining an investment club can
be a great way for beginners to 

get an introduction to investing and 
for experienced investors to share 
sophisticated analysis and research. 
The camaraderie of working together 
as a group to realize common goals  
is an added plus, whatever your  
personal situation may be.

Best of all, many clubs regularly 
realize returns that beat market  
indexes, rewarding their participants 
with a profit on their investments.

HOW CLUBS WORK
Most investment clubs have between 
10 and 20 members, so they’re small 
enough to allow real interaction but 
large enough to build up a diversified 
portfolio. You and the other members 
decide on your investment goals, how 
much and how often you will contrib-
ute to the investment pool, and how 
to invest your combined assets. You 
may want to hire an adviser, or have 
experts from the financial community 
speak to your group, and you’ll prob-
ably want to develop an educational 
program to explore investment  
principles.

Here are some reasons to consider 
starting or joining a club:
n  You can invest a modest amount, 

say $50 or $100 a month
n  You experience the ups and downs 

of investing without putting a lot 
of your assets at risk

n  You benefit from other members’ 
research and knowledge

n  You typically pay lower brokerage 
commissions on club transactions 
than individual investors pay 

IS A CLUB RIGHT FOR YOU?
It usually doesn’t make sense to join 
an investment club unless you plan  
to stick with it for several years. Plus, 
most clubs don’t want to waste their 
time on uncommitted members or 
those who want to drop out at the 
first sign of trouble.

Since you’re in for the long haul, 
make sure the other members of a 
club are people you trust and enjoy 
working with. Remember that they’ll 
share in the decisions that will affect 
your money, so make sure you’re  
comfortable not being in total control. 
It’s a good idea to find people with 
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stock dividends. But one incentive  
for buying stocks or mutual funds is 
that if you hold them for more than 
one year and make a capital gain,  
or profit, when you sell, your gain is 
taxed at a lower rate than withdrawals 
from a tax-deferred plan.

Another reason to consider stocks 
is that dividends on most US stocks 
are also taxed at the lower long-term 
capital gains rate. And it’s also a good 
idea to reinvest your earnings. Before 
you begin, it might be wise to consult 
a financial adviser who can lay out 
your choices and provide guidance  
on what investments may be right  
for you.

SOCIAL SECURITY
Almost 49 million Americans now 
benefit from the monthly income 
Social Security provides to retired 
workers and their spouses.

While you’re working, you auto-
matically contribute 6.2% of your 
annual salary—up to a set salary limit, 
which, increases annually—for Social 
Security, and 1.45%* of your total  
salary to Medicare. Your employer 
matches the amount you put in each 
pay period. When you retire, the 
amount you get from Social Security 
is based on your total earnings 
(adjusted for inflation), divided by  
the number of months you worked,  
to get what’s known as your averaged 
indexed monthly earnings.

If you’re married, you’re entitled  
to receive 50% of whatever your  
spouse receives when he or she 
begins taking his benefits. So if you 
work but earn less than your spouse, 
or you don’t work outside the home, 
you can still receive Social Security 
payments. However, Social Security 
will provide only a portion of the  
money you will most likely need  
during retirement.

RESOURCES
If you’d like more  
information on issues  
specific to women and  
retirement, there are several resources 
on the web that you can consult.

The Women’s Institute for a  
Secure Retirement offers information 
on pensions, health care, and more.  
Their website is www.wiserwomen.org.

Institute for Women’s Policy 
Research is a national resource on 
income security for women, with a focus 
on retirement security. The website is 
www.iwpr.org. 

The Administration on Aging has a 
National Education and Resource Center 
on Women and Retirement Planning  
that integrates financial information  
and resources for older women. The 
website is www.acl.gov.

About 41% of workers surveyed in
2016 by the Employee Benefit 

Research Institute (EBRI) have tried 
to figure out how much money they 
will need to live comfortably in  
retirement. But having a steady  
source of income in your 70s and 80s 
is essential if you want to maintain 
your financial independence, be able 
to afford the things that are important 
to you, and avoid feeling that you’re a 
burden on your family.

The good news is that you can start 
saving today—through an employer 
sponsored retirement plan, a personal 
retirement plan, and a portfolio of  
personal investments.

QUALIFIED EMPLOYER PLANS
One of the most effective ways to 
invest for retirement is to partici- 
pate in an employer sponsored, tax-
deferred retirement plan. If your 
employer offers this type of plan, it’s 
smart to sign on, since tax-deferred 
plans have the potential to provide 
faster compounding of your earnings.

When you contribute pretax salary 
to a qualified plan, you don’t pay taxes 
on that money, or on any earnings in 
the account, until you start with- 
drawing. You can contribute up to  
a set limit each year, plus catch-up  
contributions if you’re 50 or older,  
and you put your money into  
the investments offered  
through the plan.

PERSONAL TAX- 
DEFERRED PLANS
You can also create a  
personal retirement plan, 
taking advantage of other 
tax-deferred investment 
opportunities, including  
traditional IRAs, Roth  
IRAs, and fixed and  
variable annuities. A  
major difference between 
a personal retirement  
savings plan and an 
employer sponsored plan 
is that you often have to 
pay taxes on the money 

you contribute before you invest it. 
But there may be cases when you  
can deduct your contribution to a  
traditional IRA.

However, you can defer taxes on 
investment earnings with a personal 
retirement plan, just as you can with 
an employer sponsored plan. That 
means you don’t have to report any 
earnings on your tax return until you 
start withdrawing money.

TAXABLE INVESTMENTS
Since women receive less from Social 
Security and pensions than men do, 
it’s even more essential for women to 
make wise personal investments.

You’ll pay tax on the money before 
you invest it, and you have to pay 
taxes on your annual earnings, such  
as your mutual fund distributions or 

DID YOU KNOW?
A woman earns about 79 cents for  
each dollar a man makes. Women are 
generally in the workforce for fewer years 
than men, often because they are raising 
children or caring for elderly parents. And 
80% to 90% of women will be completely 
responsible for their finances at one point 
in their lives. For these reasons alone, 
saving for retirement is crucial to every 
woman’s life.

Investment Income
The key to a comfortable retirement is investing early and wisely. 

* Rate is 2.35% for 
single tax filers with 
AGI over $200,000 
and joint filers with 
AGI over $250,000. 
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THE 400 CLUB
The most common salary reduction 
plans are named after the sections  
of the federal tax code that describe 
them—401(k), 403(b), and 457. 
There are also thrift savings plans 
(TSP) that don’t have numbers,  
and two types of plans identified  
as SIMPLEs. 

While each plan is a little  
different, they share some important 
characteristics:
n  You can contribute a percentage  

of your pretax income, up to an 
annual limit established  
by Congress

n  The contribution reduces your 
current taxable income

n  Any earnings in your plan 
accumulate tax deferred

n  There is generally a penalty on 
withdrawals before you reach 
age 59½

n  Withdrawals are taxed at your 
regular income tax rate

IT’S YOUR CALL
If you work full-time for an employer 
who offers a plan, you’re eligible to par-
ticipate if you’re at least 21 years old. 

Retirement savings plans, unlike 
most pension plans that employers 
offer, are portable. That means  
if you leave a job, you can take the 
amount you’ve contributed with you, 
either by transferring it to a rollover 

HELPFUL HINTS
If your employer 
offers the option  
of contributing your 
retirement savings to a Roth 401(k) or 
similar plan, it’s something to evaluate  
seriously. Contributions aren’t tax 
deductible, so your taxable income isn’t 
reduced. But when you’re ready to take 
income from the account after you retire, 
no tax will be due on the withdrawals.  
That could provide even greater tax 
savings later than you’d enjoy now. 
Contribution limits and investment  
choices are the same, though matching 
funds go into an identically invested  
tax-deferred account.

Pay no tax on 
retirement 
investment 
earnings until 
you withdraw 
from your plan

Retirement Savings Plans
Employer plans are one of the most convenient 
ways to save for retirement.

P lanning for retirement can seem
daunting, confusing, and some-

times downright exhausting. But  
putting money into retirement  
investments can pay off, literally, 
in the long run. 

One of the most popular ways  
to invest for retirement is through  
an employer sponsored retirement  
savings plan. These plans let you 
contribute pretax income, or income 
from which taxes haven’t been 
withheld. Your contributions and 
any earnings they produce are tax 
deferred. You don’t owe taxes on  
your retirement savings until you  
start withdrawing money from  
your account.

Your untaxed investments  
compound, since your earnings  
are added to your principal. That  
creates an even larger base to produce 
the next round of earnings. In turn, 
you can accumulate money in your 
account more quickly than in taxable 
accounts earning at the same rate.

As an added bonus, you owe less 
current income tax because your  
taxable income is reduced by the 
amount you contribute to the plan. 
The money you save on taxes can be 
invested in an IRA or other account 
to help you move even closer to 
achieving your financial goals. 

HOW RETIREMENT SAVINGS WORKS
The way a retirement savings plan 
works is that your employer creates a 
plan that lets you set aside a certain 
percentage of your salary each pay 
period. You then invest by choosing 
from the options your plan offers, 
which may include fixed-income,  
equity, and other mutual funds, and 
annuities. You also get to choose  
how much of your contribution  
goes to each investment.

Your employer may match, or  
add to, your retirement account. One 
method employers use is to match  
50% of whatever you contribute to 
the fund, up to a certain percentage 
of your salary, often 6%. So if you 
earned $45,000 and contributed 6%, 
or $2,700, to the plan, your employer 
would contribute an additional $1,350, 
or 50% of your amount. 

MOVING INVESTMENTS
One advantage of retirement savings 
plans is that you have control over 
how your money is invested within 
the plan. And you can transfer your 
money from one investment to another 
if one isn’t performing as well as you 
expected or if more attractive choices 
are added to your plan. Depending on 
what your plan’s rules are, and how 
frequently your account is valued,  
you can transfer money quarterly, 
monthly, or even daily. 

It’s a good idea to avoid frequent 
switching, because it makes it harder 
to reach your goals. But making cer-
tain changes can help you to diversify 
your portfolio or let you rebalance 
your allocation to improve your 

account’s long-term performance.

IRA or to a plan your new employer 
offers. Any amounts your employer 
has matched may be moved as well, 
provided you’ve been at the job long 
enough to qualify. 

And while there’s usually a penalty 
for withdrawing early, you may be 
able to borrow from your plan. There’s 
no penalty for borrowing, though you 
must pay interest on the loan as you 
repay it. The drawback of borrowing 
is that the money you take out of  
your account can’t grow, so you are 
likely to limit the rate at which your 
retirement savings accumulate.
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THE LIMITATIONS
Keep in mind that federal regulations 
govern the contributions to all tax-
deferred plans, including employer 
sponsored savings plans, and plans 
you set up yourself, including IRAs.

For example, if you participate  
in a 401(k), 403(b), or 457 plan, the 
amount you can contribute is capped 
each year, though the ceiling will 
increase from time to time. There’s 
also a cap on annual contributions  
to IRAs, though it’s substantially  
less than the cap on employer plans.

YEARLY CONTRIBUTIONS
There’s normally a limit on what  
your employer will contribute to  
your retirement savings plan each  
pay period. If you spread out your 
contributions throughout the year,  
you have a better chance of getting  
all the matching funds you’re entitled  
to than if you added large amounts  
a few times a year.

If your employer matches your 
contribution to a certain percentage, 
it’s also smart to contribute at least 
that percentage. If you don’t, you’re 
giving up money you’re entitled to.

TYPE OF ANNUAL 10% TAX* REINVESTMENT
INVESTMENT INVESTMENT EARNINGS (IF ANY) AMOUNT

Tax deferred $4,000 $400 $0 $4,400 

Taxable $4,000 $400 $124 $4,276

*Tax based on combined state and federal tax rate of 31%

HOW INVESTING WORKS
If you participate in a tax-deferred retirement plan, you don’t pay taxes until you withdraw. 
But do you save money on a year-to-year basis? In most cases, you do. 

After 30 years your account balance is:

+

+

–

–

=

=

MAKING THE COMPARISON
If you’re trying to decide which type of retirement plan would work for you, consider 
the following hypothetical example in which earnings are 8% before tax:
.
EMPLOYER PLAN
You invest $2,000 pretax  
dollars in an employer’s plan, 
such as a 401(k) or 403(b). 
You don’t pay taxes on your 
contributions or earnings  
until you start to withdraw. 

TAX-DEFERRED PLAN
You invest $1,380 aftertax 
dollars in a tax-deferred plan, 
such as an IRA or an annuity. 
You don’t pay taxes on the 
earnings until you withdraw. 

TAXABLE INVESTMENTS
You invest $1,380 after- 
tax dollars in taxable  
investments. You pay taxes 
every year on the earnings. 

Even after you pay the taxes you’ll owe on your tax-deferred account, you’re likely to 
come out ahead if you invest in a tax-deferred plan.

*Tax figured at 31% combined rate for a single payer reduces $2,000 income to $1,380

Tax-Deferred Benefits
You can get a break from Uncle Sam as you 
build a tax-deferred retirement plan.

You’ve probably heard that tax-deferred investing
is a wise choice. But it can be hard to see the  

benefits, since they happen over time. 
To help you understand the benefits,  

consider these three ways that tax-deferred 
investments can save you money. 
n  They lower your taxable income, and  

therefore your income tax, for the year
n  They increase the amount of money  

you’ll have to reinvest
n  Over time, they can grow into 

a large pool of money

As of March 2017, there was an  
estimated $26.1 trillion in tax-deferred 
retirement plans in the Unites States,  
with $5 trillion of it in 401(k)s, according 
to the Investment Company Institute (ICI).

†Single tax payer, with one exemption and the standard deduction

Salary

– Contribution

= Taxable Income

$70,000

– $ 7,000

= $63,000

Tax on $70,000

– Tax on $63,000

= You save

$13,278†

– $11,528†

= $  1,750

TAX-DEFERRED ADVANTAGES
There’s another tax advantage to a tax-deferred retirement savings plan. Since you 
contribute part of your paycheck to the plan, the money you contribute lowers your  
salary, which in turn reduces your current income tax.

So if you earned $70,000 in a given year and contributed $7,000 to your plan account, 
the wages reported to the Internal Revenue Service would be $63,000. That means  
you’d pay $1,750 less in tax at 2016 rates.
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OR MAYBE LATER
On the other hand, if you aren’t 
ready to retire yet, you can choose 
a deferred annuity, which lets you 
build up savings over a series of years 
in a tax-deferred account. To open 
a deferred annuity account, you can 
buy an annuity contract with a lump 
sum of money, make a series of pay-
ments over time, or sometimes both.

After your account’s investments 
have accumulated, or grown for a 
number of years, you can convert your 
account value into a source of income. 
As you collect money, you owe taxes 
on the amount that has been pro-
duced by earnings. The return on  
your principal is not taxed because  
it was taxed before you put it in. 

You can either receive regular 
payouts based on your annuity con-
tract, use the money you have in the 
account to buy an immediate annuity, 
or opt for a lump-sum payment.

Since a nonqualified deferred 
annuity doesn’t have an annual con-
tribution limit and is a tax-deferred 
retirement option, it may be a viable 
choice for you. However, keep in 
mind that you’ll face penalties if you 
withdraw early, and that annuities 
may have higher fees than some  
other retirement savings options. 

FIXED OR VARIABLE?
Do you want to earn a fixed rate of 
return and be able to convert your 
annuity account so you get regular 
income for the rest of your life? Then 
a fixed annuity may be right for you, 
because it gives you a guaranteed  
rate of return. When you’re ready to  
withdraw, you can choose a payout 
method that meets your current 
financial needs. And with some fixed 
annuities, you get a bailout clause, 
so if the interest rates drop below a 
certain level, you can give up your 
policy without fines or penalties.

If you want a choice of investment 
portfolios, then a variable annuity 
may suit you better. You can choose 
from a number of equity or fixed-
income funds offered through the  
annuity. What you earn is based on the 
performance of the funds you choose. 
Your in come may increase over time, 
although there is no guarantee it will. 

Longevity annuities resemble  
immediate annuities, but the income 
begins at an age you select in the future, 
up to, but not later than, 85. The goal 
is to provide financial security as you  
age. You may want to investigate the 
advantages and potential limitations of 
this approach to retirement saving.

EMPLOYER 
SPONSORED OR ON YOUR

OWN

OR RETIRING 
LATER

RETIRING 
NOW

The World of Annuities
When you’re buying annuities, the choice is yours.

A re you deciding what to include
in your retirement savings plan? 

Are you considering ways to invest  
for retirement on your own? In either 
case you might consider annuities, 
which are tax-deferred products that 
many employers offer as part of a  
salary reduction plan or that you  
can buy individually. In both cases, 
the earnings the annuity produces 
accumulate tax deferred until you 
withdraw them.

QUALIFIED OR NONQUALIFIED
If you buy an annuity that is offered 
in an employer sponsored retirement 
savings plan, the annuity is considered 
a qualified annuity. You contribute 
pretax income, and the same contri-
bution limits and withdrawal rules 
apply to it that apply to other choices 
within the plan. 

An annuity you buy with aftertax 
income is considered a nonqualified  
annuity. The contribution and with-
drawal rules are flexible. Often you 
can postpone taking money out  
until you are 85 or older. You can 
contribute income from any source 
to the individual account. It doesn’t 
have to be money you earned. But 
the amount you put into the annuity 
is not tax deferred and doesn’t reduce 
your current taxes.

RIGHT AWAY
If you buy an annuity, you have the 
choice of receiving income from it 
right away, or building your account 
over time and eventually converting 
the money that has accumulated into 
a source of income. 

If you buy an immediate annuity, 
you make one lump-sum contribution, 
and pick a date to start receiving pay-
ments. You can choose how long you 
want to get payments, either for your 
lifetime (a life annuity), for your  
lifetime and that of another person  
(a joint and survivor annuity), for  
a set period that you choose (a fixed-
period annuity), or some combina-
tion of those options.

The actual amount you get depends 
on how much you contribute to the 
annuity, the payout option you choose, 
whether you have a fixed or variable 
annuity, and how old you are (and if 
it’s a joint annuity, the age of the  
person you’re sharing it with). 

Is an immediate annuity the right 
choice for you? It depends on your 
personal situation. Many people of 
retirement age decide to purchase  
this type of annuity because of the 
steady stream of income it will  
provide during retirement.

ORFIXED 
RETURN

CHANCE FOR 
GREATER 
EARNINGS
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of investments, and you can defer 
income taxes on your earnings.  
That means you won’t owe taxes  
on earnings in the account until  
you start to withdraw money. 

All traditional IRAs have three 
things in common:
n  Your earnings are tax deferred
n  You pay taxes on the earnings 

at your regular income tax rates 
once you start to withdraw

n  You are required to withdraw 
beginning at age 70½ 

SPOUSAL IRA
If you’re not earning income, your spouse 
can open a spousal IRA in your name and 
contribute up to $5,500 a year to your 
account—the same amount an earner can 

deposit in his or her IRA. If you’re 
working and your spouse isn’t, 
you can make the spousal 
contribution. You must file  
a joint tax return any year 
either of you puts money in 

a spousal account.
Your family income will determine if you 

can select a Roth IRA. And your income—
or whether the working spouse’s employer 
offers a retirement plan—determines 
whether you can deduct the contribution 
to a traditional IRA on your tax return.

The great appeal of a spousal IRA is  
that you don’t have to sacrifice your  
long-term financial security by taking  
time off from the workforce—whether  
to try something you’ve always wanted  
to do, spend time with your children, or 
care for older parents. 

IRAs: The Basics
Creating an IRA gives you a palette of retirement choices.

I f your employer doesn’t offer a re- 
tirement savings plan, you may have 

to shoulder the responsibility of build-
ing a retirement account on your own. 

Not having an employer sponsored 
retirement plan makes you eligible to  
deduct contributions to a traditional 
individual retirement account 
(IRA), as long as you earn income  
or are married to someone who does.

Before you jump in, you have some 
choices to make, starting with which 
type of IRA best suits your needs.

HOW TO SET UP AN IRA
To open an IRA, you fill out an  
application, provided by the broker- 
age firm, bank, mutual fund company, 
or other financial institution. You can 
choose any of these to be custodian, 
or trustee, of your IRA.

You have the power to choose 
which types of investments to include 
in your plan. That means you’re also 
responsible for following the rules of 
the IRA account, such as only con-
tributing the amount you’re entitled 
to each year, and making investments 
that have been approved. And you 
must remember to report traditional 
IRA contributions to the IRS.

TRADITIONAL IRAS
A traditional IRA is a personal, tax-
deferred retirement account. You can 
put up to $5,500 each year—but no 
more than your total earnings if you 
earn less than $5,500—in your choice 

BRUSHING UP ON IRAs
If you have a choice of which IRA to open, you can weigh the pros and cons.

 ROTH   TRADITIONAL IRA

 Nondeductible   Deductible

PROS n Tax-free income n Tax-deferred earnings n Immediate tax savings on 
n No required  tax-deferred investment 
 withdrawals n Tax-deferred earnings

CONS n Not deductible n Not deductible n Tax paid at regular rates 
n Account must be n Tax paid at regular rates  at withdrawal

open five years   at withdrawal n Required withdrawals 
to qualify for n Required withdrawals begin at 70½  
tax-free provision begin at 70½

Your contributions to a traditional 
IRA may be deductible or nonde-
ductible. Whether you qualify to 
deduct your contribution depends 
either on your adjusted gross income 
(AGI), which is your total income 
minus certain deductions, like medical 
expenses or alimony, or on whether 
you are eligible for an employer’s plan. 

Keep in mind, though, that if your 
employer doesn’t offer a retirement 
plan, you can always deduct the 
entire amount of your contribution  
up to $5,500 as a single, but the 
deduction is capped, based on your 
joint AGI, if you’re married. 

ROTH IRA
Like traditional IRAs, the earnings in 
Roth IRAs accumulate tax deferred. 
And earnings are totally tax free if you 
follow the rules for withdrawal. That 
means your account must have been 
open at least five years and you must 
be at least 59½ when you withdraw.

The most you can contribute 
in one year is $5,500—or the total 
amount you earned if it’s less than 
$5,500. But there are income limits 
on eligibility. Basically, you qualify  
if you’re single and make less  
than $118,000, or if you’re 
married, file a joint  
tax return, and your  
combined income is less 
than $186,000 in 2017. 
You can make partial Roth 
contributions for incomes up 
to $133,000 if you’re single, and  
up to $196,000 in 2017 if you’re  
married and file jointly.

THE INVESTMENTS
You have a great deal of flexibility 
when you choose your IRA invest-
ments. You can put your money 
into low-risk investments, including 
insured products, but since your goal 
is investment growth, it’s typically 
smart to invest a substantial percent-
age of your account in stock, stock 
ETFs, and stock funds.

The only things you can’t 
buy for an IRA are gems,  
non-US coins, fine art,  
or other collectibles. 
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Finally, you and your partner 
should both know where all your legal 
documents are, and how to access 
them. That can include your keys  
or codes for a lock-box or safe, your 
household computer passwords, and 
your PINs to all bank, retirement,  
and investment accounts. 

LIFE’S BUMPY ROAD
Now that you have 
a grasp on your 
current situa-
tion, you’ll be 
ready if you 

Expect the Unexpected
Knowing your finances can help you weather the unexpected.

What would you do if you lost
the job that provides most of 

your income, or were disabled and 
couldn’t work? What if your partner 
died or you were divorced and could 
no longer count on your spouse’s 
income? How would you handle a 
poor investment decision that cost  
you a large amount of money?  
What if you had elderly relatives  
who needed your financial help  
to cover their health costs? 

You can’t plan fully for these 
emergencies, but you can prepare 
for the unexpected by knowing 
exactly where you stand financially. 

FOR THE RECORD
It’s important to have a  
firm grasp of your short- and 
long-term living expenses. 
To find out how much 
money you need to 
maintain your  
lifestyle, you can 
review your check-
book, credit-card 
records, bank state-
ments, loans, and 
mortgage payments. 

Identify all  
the costs that are 
essential—food,  
shelter, transportation, 
healthcare—and total 
those amounts. Then figure 
out the percentage of those 
expenses that your income 
covers and the percentage 
that comes from various 
other sources.

While it can be a little 
frightening for people to 
realize how threatened their 
financial security would be if their 
income was suddenly cut in half or  
if their expenses doubled overnight, 
it can—and does—happen.

INFORM YOURSELF 
You should know which of your 
accounts are in your name alone,  
and which, if any, you hold jointly 
with your partner. You should also 
look at your pension plans—and your 
spouse’s pension as well, if you’re 
married—and your retirement invest-
ments. When will you have access  

EMERGENCY FUNDS
One thing you can and should 
do is build your own emergency 
fund. It’s important for most 
people to set aside three to six 
months’ worth of income in 
a readily accessible account, 
which you can tap into when 
you have unforeseen expenses. 

These expenses may be 
large, such as funding 

your elderly relative’s 
healthcare or putting 
some extra cash into 
your small business. Or 

some might be smaller, 
like replacing your car’s  
transmission or buying  
a new refrigerator. 

You and your  
financial adviser can 
decide where it’s best 
to park that money, 
whether it’s in a 
relatively risk-free 
money market 
fund, US Treasury 
bills, or a savings 
account at  
your bank.

ANOTHER VIEW
Another approach 

is that it’s better not 
to keep too much of your emergency 
money in low-risk accounts. Rather, 
you may want to keep your funds in a 
variety of investments, such as stocks, 
bonds, and mutual funds, since you 
can sell those investments if you 
are ever in need of emergency cash. 
Otherwise you risk losing too much 
buying power to inflation.

to those funds? What amount can 
you expect them to provide?

It’s a good idea to know what  
your health and insurance plans  
cover in case of an emergency, and 
whether you need authorization to  
get emergency treatment. Also be 
sure you know where copies of life 
insurance policies are and whom  
you must call to file a claim.

hit a bump in the road. No matter 
what you might face, having money 
set aside during these rocky times  
will be essential.

For instance, what if the furnace  
in your home has to be replaced, or 
the roof of your house springs a major 
leak? Or what if you’re facing a more 
long-term challenge such as providing 
for a disabled child?

If you’re single, it’s usually a good idea 
to keep up to a year’s worth of living 
expenses accessible, unless you have 
family who can help you financially.

HELPFUL HINTS
While you’re creating  
a financial plan for  
emergencies, it’s also  
a good idea to do the following:
n  Buy a notebook or looseleaf to 

organize your records
n  Use your computer or phone to 

save your financial records 
electronically

n  Write out a list of emergency numbers, 
including your financial adviser and 
lawyer, in case someone else has to 
take over your finances
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How do you avoid illegal telemar-
keting schemes? First, try to deal only 
with companies you’re familiar with 
or have done business with in the 
past. If you get a call from a company 
you don’t know, ask them to send 
you information in the mail regarding 
their products or the specific offer. 
Before you agree to buy anything  
over the phone, it’s a good idea to 
have the offer in writing. 

And, perhaps most importantly, 
experts advise that you don’t give out 
the following information over the 
phone to anyone except companies 
you trust, and only for necessary 
transactions:
n Bank account information
n Credit card numbers
n Social Security number

If you receive a telemarketing  
call that you suspect is fraudulent, 
you can report it to the Federal  
Trade Commission (FTC) by filing 
a consumer complaint form. For  
more information, you can call the 
FTC at 1-877-FTC-HELP.

YOUR FINANCIAL ADVISER
Most financial advisers want to  
help you achieve your goals and are 
willing to answer any questions you 
have about their advice. But some 
advisers may be impatient, pressuring, 
or simply dishonest. It’s possible that 
they can work against you by:
n  Doing unauthorized transactions
n  Not executing transactions you  

specifically request
n  Trading to increase their commis-

sions but not your investment 
portfolio growth

n  Making impossible promises or 
giving you misleading information
The best defense is to keep close 

tabs on your accounts to be sure 
you’ve authorized every transaction.  
If you have a complaint, spell it out  
in writing, first to your adviser and 
perhaps your adviser’s supervisor.  
And always keep a copy.

NEXT STEPS
If you want to learn  
more about fraud and  
how it can affect your  
financial security, check out the National 
Consumer League’s Fraud Information 
Center’s website at www.fraud.org. 

Avoiding Fraud
Staying alert is the best defense against fraud.

The best way to prevent fraud is to
stay informed, aware, and on top of 

your finances. The nature of fraud is 
to deceive, so it’s often difficult to rec-
ognize when you’ve gotten involved in 
a fraudulent situation. Unfortunately, 
getting out of the resulting mess can 
be made more difficult by the false, 
missing, or misleading paper trails  
that fraud may leave in its wake. 

IDENTITY THEFT
If you have to give out your name, 
credit card number, or Social Security 
number (or you’ve had them stolen), 
others can use that information to 
assume your identity, spend your 
money, or make you liable for debts or 
charges. Unfortunately, almost 18% of 
Americans have been subject to ATM, 
debit, or credit card fraud, according 
to The Pew Research Center. 

With credit cards in particular, 
your cash liability is limited and rela-
tively easy to resolve. For instance, 
both Visa and Mastercard have cre-
ated zero-liability policies, so you’re 
protected in cases of identity theft. 
But your creditors may assume you 
are at fault for unpaid bills until you 
can prove otherwise. That takes time, 
as does straightening out the records. 
And you may have to reestablish 
downgraded credit ratings. To prevent 
that, keep the following tips in mind:
n  Be very cautious about giving  

people—even friends—your key 
numbers and information, since 
they might be less careful than you

n  Don’t make theft easy—choose 
unique PINs, and avoid using  
your Social Security or other easily 
identifiable number combinations 

n  Don’t write PINs on cards or keep 
them in your wallet

n  Check your credit card bills care-
fully to be sure you authorized all  
of the charges

n  If you do lose your cards or codes, 
make sure you have a list of the  
relevant numbers in a secure place, 
along with ways to invalidate  
missing cards, passwords, and  
other important information

n  Written or printed records or notes 
can be found by anyone, so make 
sure you tear up receipts before  
you throw them away

INTERNET FRAUD
Complaints of online fraud have 
been on the rise for several years. 
But you can escape the fraud trap by 
being clear about who you’re working 
with, what you’re being offered, and 
when and how you can get out of any 
quick commitments. Hard sells that 
demand instant action or payment 
should be treated with caution.

One way to ensure your safety is  
to evaluate any online pitches very 
carefully. If something seems too  
good to be true, it may very well be. 

TELEMARKETING
You’re probably familiar with phone 
calls offering you free trips, discounted 
magazine subscriptions, and other 
special offers. These calls are the 
most common form of telemarketing,  
and they’re extremely common in the 
US. Many telemarketing calls are 
completely legitimate. But according 
to the National Consumers League, at 
least 92% of Americans have received 
a fraudulent telemarketing call—and 
older women are often the targets. 
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It’s also smart to know what  
pension and Social Security benefits 
you’re entitled to, which may include 
a portion of your spouse’s benefits.

The more extensive your knowl-
edge of your financial situation, the 
better your chances will be of mini-
mizing the cost—both emotional and 
financial—of your split. And if you 
know both your own financial status 
and your spouse’s, you’re more likely 
to get what you feel you deserve in 
your divorce settlement.

DIVIDING YOUR ASSETS
State laws determine much of the 
process of sharing possessions and 
wealth upon divorce. Some states use 
the rule of equitable distribution. 
That means the amount you get in 

your divorce settlement depends on 
certain factors, such as your salary 
when you got married, the length  
of your marriage, your age and your 
spouse’s age, and the expenses you 
might have as a custodial parent. 
Unfortunately for many women, it’s 
quite common that the more affluent 
partner—usually the man—gets a 
larger share of the family assets. 

If your home is in a community 
property state, then the law requires 
a fifty-fifty split of jointly owned prop-
erty and of everything either of you 
earned during the marriage. However, 
there are often major disputes about 
what was earned, what is owned, and 
so on. So keeping records and copies 
of essential information can be just  
as valuable to you in a community 
property state.

Wherever you live, you can save 
money and headaches by trying to 
work out your divorce settlement  
outside of the courts, with a lawyer 
present to document and record 
whatever you and your ex decide.

MEDIATORS AND ARBITRATORS
Mediators and arbitrators can 
also help head off a trip to court. 
Mediators are facilitators who  
participate in your negotiations but 
cannot make decisions. Arbitrators 
also advise and facilitate, but they  
are often given the power to enforce a 
settlement, known as a binding deci-
sion, which they may outline them-
selves. Unfortunately, many women 
feel that they get short-changed when 
their divorce is arbitrated, and have to 
live with the financial consequences 
of that binding decision.

RESOURCES
There are websites  
that provide divorce  
advice, guidance, and  
other types of resources. Here are  
a few to check out:
www.wiserwoman.org 
provides a variety of resources, including 
a list of useful books and articles.
www.divorcenet.com has articles and 
columns written by divorce experts, and 
a state-by-state resource center.
www.divorcecentral.com has weekly 
expert chats, frequently asked legal 
questions, and various links to state  
laws on divorce.

The Cost of Divorce
It’s important to know what you might face 
during a breakup.

According to recent statistics, 40%
to 50% of marriages end in divorce. 

So if your marriage doesn’t stand the 
test of time, you’re far from alone.

Women often bear the larger  
financial burden that results from 
divorce—regardless of who initiates 
the split. So knowing the cost of 
divorce, as well as the state of your 
finances, is very important. 

CONSEQUENCES
The financial downside of divorce  
can be substantial. For starters,  
simply getting a divorce can cost a 
bundle if you hire a lawyer to repre-
sent you. But unfortunately, that’s 
often an unavoidable cost. 

After the marriage is severed, 
you’re likely to run a separate home 
and be solely responsible for the 
mortgage or rent, insurance, utilities, 
and other expenses. There might  
be car payments, credit card debt,  
and other obligations to assume as 
well, particularly if you have children.  
And you continue to be responsible 
for any joint debts.

These costs add up to increased 
financial burdens for you. That means 
you may have to adjust your goals  
to fit your new circumstances. 

GETTING FINANCIAL HELP
You might be tempted to economize 
by not turning to a professional whose 
fees seem high. But ultimately, good 
financial advisers, lawyers, and other 
professionals can save you money by 
informing you about approaches you 
might not have been aware of, or pro-
viding you with strategies for getting 
back on a solid financial track once 
the dust settles.

WHAT YOU OWN, WHAT YOU OWE
It’s smart to keep track of your 
finances throughout your marriage. 
However, the moment you feel that 
your marriage is getting rocky, it’s 
important to start putting together 
your own record of where you and 
your spouse stand financially. Make 
sure you have copies of: 

n  Recent tax returns, wills, and  
salary statements

n  Savings, checking, brokerage,  
and credit card statements, and  
any other relevant transactions  
and status reports

n  All insurance policies—such as  
life, homeowner’s, disability,  
medical, and car 

n  Retirement plans or accounts, such 
as a 401(k), IRA, SEP, Keogh, 
employment pension, or privately 
held annuity

n  Real estate documents, like owner-
ship and occupancy certificates, 
mortgages, and home equity loans

n  Employment benefit plans—stock 
options, bonuses, insurance, or 
guaranteed wage increases

n  Appraisals and photos of valuables 

8988

P O T E N T I A L  H U R D L E S



INSURANCE
Another key part of planning for a 
medical emergency is to examine  
your insurance coverage.

With healthcare costs constantly 
growing, it is important that you pro-
tect yourself and your family 
from the catastrophes that 
all too often strike—not just 
sickness or injury, but the 
financial setbacks that 
can follow from the 
cost of treating them. 

For these reasons, you 
might want to look into 
long-term care insurance, 
which typically covers some 
of the costs that may follow 
a serious illness, like homecare 
or time in a nursing facility. You 
may be able to purchase this type  
of insurance through a group plan  
at work, but private coverage is avail-
able as well. Most experts suggest 
that you purchase long-term care 
insurance in your mid to late 50s, 
since the costs get much higher if 
you’re older than that age.

LIVING WILLS AND PROXIES
Be aware that sudden illness or injury 
may severely incapacitate the person 
it strikes—so severely that the person 
cannot take part in deciding how to 
handle his or her care, treatment,  

or rehabilitation. And the nature of 
such emergencies typically requires 
quick, decisive action.

That’s why a living will and 
healthcare proxy can be essential. 

Each is a document that 
explains what medical 
treatment you want if you 
become ill and can’t com-
municate your wishes 
directly. The living will 
details the procedures 
you want or don’t want 
in these situations. 
The healthcare proxy 

lets you name someone 
whom you want to be in 

charge of any further decisions  
about your care or treatment. 
Requirements and forms for these 
documents vary from state to state, so 
be sure yours are valid and up to date.

Your lawyer and healthcare  
providers can usually advise you  
on what to do in this regard. And 
once you have the right documents  
prepared, you should give them to  
someone who might need quick 
access to them—your partner, adult 
children, attorney, or doctor. 

MEDICAID
If you or someone you love is very  
ill, you may be able to get some help 
from the government. Medicaid, 
which is state-run and administered 
by the Centers for Medicare & 
Medicaid Services (CMS), an agency 
within the US Department of Health 
and Human Services, provides insur-
ance to low-income people who have 
large healthcare costs, particularly 
nursing home bills. If you qualify, 
Medicaid may pay for the cost of a 
nursing home or adult daycare facility.

There are strict limitations con-
cerning who qualifies for Medicaid, 
and the rules for eligibility vary from 
state to state. In general, Medicaid 
recipients are those people who  
can afford little of the costs of  
professional care. Medicaid then  
pays the rest of the bills.

You should also be aware that  
some nursing facilities don’t readily  
accept Medicaid patients. And 
Medicaid itself only pays for nursing 
homes that meet specific standards. 

For more information on Medicaid, 
you can go to the CMS website,  
www.medicaid.gov. 

Dealing with Illness
Keep your fingers on the pulse of your financial health.

Serious sickness can strike both
suddenly and unexpectedly. And 

its effects can be devastating to your 
emotional health, your financial 
resources, and your long-term plans. 
But if you’re prepared, it’s possible  
to weather an illness. 

HOW ILLNESS HITS
Remember that when you or someone 
you love gets sick or is injured seri-
ously, the effects are emotional as 
well as financial. In fact, the two are 
often linked. Can you afford to spend 
hours a day tending to a sick person 
in your home? Are you willing to do 
it? Will you need help? Where can 
you find help and at what cost? 

While there is no way to accurately 
predict the effects of illness, you can 
create a plan that gives you flexibility. 

WHAT TO DO
The cost of healthcare continues  
to soar, so you need to be sure you 
can pay the bills. At the same time, 
whoever is ill may not be earning as 
much as in the past, and whoever is 
providing care might lose income as 
well. It’s smart to anticipate what your 
cutbacks in income might be, along 
with the likely expenses you will face.

While it’s impossible to predict 
what your financial situation might be, 
it helps to consider these questions: 
n  If somebody got sick or hurt, where

would you find money to pay the
healthcare bills?

n  What portion would your insurance
policy cover?

n Would you have to cash in some
of your investments or ask your
family for help?

n Could you take time off from work
to care for a loved one who has
become ill?

n Be on top of your finances
n Know your insurance options
n Create a living will and healthcare proxy
n Be aware of government aid, like Medicaid
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The same goes for bank account 
statements, investment balance 
sheets, and passwords to your major 
financial accounts. These documents 
need to be kept where you or your 
partner can find them. And you 
should also decide on a location  
for insurance policies, retirement or 
pension plan statements, mortgage 
information, and any other records  
of substantial amounts of money  
you have or are entitled to. 

MAKING THE ADJUSTMENT
If you have a solid financial plan in 
place already, you can focus more of 
your energy on working through your 
grief than worrying about making 
ends meet.

There will be several issues to 
think about in the period after your 
partner has passed away. You’ll  
need to provide a death certificate to 
collect from the insurance and retire-
ment plans. You must have a lawyer 
read and execute the will. You may 
need to change joint bank, brokerage, 

and mutual fund accounts into your 
name alone, as well as pay off your 
partner’s bills and income taxes. 

You’ll have to contact Social 
Security to report the death—and 
confirm your status as a widow, if  
you were married. If you’re at least  
60 and were married at least nine 
months, or if you’re younger than that 
but taking care of a child under 16, or 
a disabled child, then you are eligible 
for survivor benefits.

COPING
Whether the death of your loved one 
was sudden or somewhat expected, 
dealing with the grief that accompa-
nies death is never easy. Hopefully, 
you have friends and family who 
can take care of the issues that need 

immediate attention—and provide 
support when you need it most. 

Most advisers suggest that you 
don’t make any huge decisions—such 
as selling your home, taking out loans, 

or selling off investments—imme-
diately. Instead, take the time 

to figure out how you can deal 
with your immediate grief in 
a way that’s best for you.

RESOURCES
Although family and  
friends are often a  
valuable outlet for  
expressing your grief, you may also want 
to investigate the many professional  
support groups for widows. Contact  
the following organizations for more 
information on coping with loss:
AARP Grief and Loss Programs
601 E St, NW
Washington, DC 20049
888-687-2277
www.aarp.org/griefandloss/
Coping With Loss
Provides an extensive list of grief
centers and care providers at
www.mentalhealthamerica.net

Coping with Death
Talking about your finances now can help keep 
your future secure.

Of the 13.6 million widowed people
in the United States today, 11 mil-

lion are women. Over half of women 
age 70 and older are widows, and the 
average age they become wid-
ows is 59. So chances 
are good that you’ll 
have to deal with 
living alone at some 
point in your adult 
life. By facing this 
fact now, you can  
put yourself in a 
much better position 
to cope, should some-
one you love die early  
or unexpectedly. 

Although you can’t prepare your- 
self emotionally for the death of a 
partner, you can do certain things  
now while you’re both healthy to  
create financial stability in the future. 
In preparation, the first step is to talk  
to your partner about your money  
and plans. While this will probably  
be a difficult conversation, it can  
help you to assess what you know  
and can handle. Being financially 
aware can help you avoid many  
roadblocks later.

KNOWING THE BASICS
If you feel uncertain about under- 
standing your finances, now is also 
the time to begin to look into the 
basics. Schedule a meeting with 
your family’s financial adviser, 
accountant, or lawyer.  
Your local school or 
library might provide 
seminars on money 
management and 
financial plan-
ning, and there 
are plenty of 

books, websites, and magazines that 
can be useful as well. 

It’s also possible that other mem-
bers of your family will be in a position 
to help, should your partner die. But  
if they don’t have the expertise you  
are seeking, consider a professional 
financial adviser who can be an 
impartial and unemotional guide.

DOCUMENTS 
It’s important to create a will for 
each partner. If you don’t have 
them yet, it’s a good idea to 

take care of that now. If you do  
have wills, make sure you and your 
lawyer know where they are.

Remember to:
n Talk about your finances
n Get your documents in order
n Know whom to turn to

DID YOU KNOW?
Although inheritance laws vary from  
state to state, in general it’s likely that 
you’re entitled to receive approximately 
33% to 50% of your spouse’s estate. 
That’s true even if your spouse didn’t 
leave it to you in a will.
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help with daily activities, but is not 
necessarily in need of medical atten-
tion. Many assisted living facilities 
help senior citizens with laundry, 
housekeeping, and dressing. Some 
offer medical care as well, though  
not as extensive as nursing homes. 

Finally, many people choose 
homecare, which lets you hire some-
one to care for your ailing parent in 
his or her home. According to the 
National Association for Home Care, 
over eight million people currently 
use homecare services, and there  
are over 20,000 homecare providers 
throughout the United States. 

The main advantage to homecare 
is that your parent can continue to 
live at home, and you can be sure  
that he or she is receiving care when 
it’s needed. And since Medicare  
provides over 40% of medical home-
care expenses each year, the costs  
of providing homecare for a parent 
who needs medical attention may  
not have to come out of your pocket.

you know what your parents might be 
eligible for and how to arrange for it.

Finally, geriatric care managers 
can be particularly useful for helping 
older people handle their daily lives, 
such as paying bills, grocery shopping, 
managing home health support, and 
reporting to family members on a  
regular basis. That’s especially helpful 
if you don’t live near your older parent 
or relative.

CHOICES
If you have an ailing parent, you have 
several choices when it comes to his 
or her healthcare.

First of all, you could investigate 
the option of a nursing home,  
which is a living facility that provides 
professional medical treatment. If 
your parent or parents can no longer 
live on their own, and require medica-
tions, therapy, or constant medical 
attention, then a nursing home may 
be a good choice. Keep in mind, 
though, that Medicare only covers 
the cost if your parent requires skilled 
medical care that only a nursing home 
can provide, and only if the facility is 
approved by Medicare. If your parent 
doesn’t fit those criteria, and doesn’t 
qualify for Medicaid, you and your 
family may end up having to pay the 
full expense. 

You can also look into an assisted 
living facility if your parent needs 

BEING A CAREGIVER
You may choose to be your ailing parent’s 
primary caregiver. This decision may be  
a financial one, if you and your parents 
can’t afford nursing homes or homecare. 
Or it may be a personal decision, depend-
ing on your relationship with your parents. 

However, it’s important to consider the 
financial and emotional sacrifices you 
might have to make. 

You might have to take a leave of 
absence from your job to care for a parent 
who’s ill. And seeing the day-to-day suf-
fering of a sick parent may not be an ideal 
situation for a child. So you may choose 
to pay for professional care for your par-
ents, both for their well-being and yours.

Aging Parents
Caring for parents as they age is something 
many adult children must face.

One in four households in the US
includes someone over 50 who 

needs care. With people over 85 now 
the fastest growing segment of the 
US population, the Census Bureau 
projects that the elderly dependency 
ratio—the number of people aged  
65 and over per 1,000 adults aged  
18 to 64—will nearly double in  
the next fifty years. More than  
20 million of these adults are likely  
to need assistance of some kind.

Committed to careers and chil-
dren, families struggle to help their 
parents maintain their quality of living 
as they age or become ill. And today 
the costs—in terms of money, time, 
and emotions—seem higher than  
ever before. 

And as parents live longer, not only 
their health but also their financial 
resources may fail and increase the 
burden on their children.

GETTING HELP
Dealing with aging parents is not easy 
for anyone. Financial advisers, lawyers, 
and other professionals can help. 

Turn to your financial adviser in  
particular to figure out cash flows, 
sensible tax plans, and investment 
decisions for your parents if they  
are open to your help.

Your attorney can review wills  
and other estate planning documents. 
Investigate a durable power of  
attorney, which allows you or some-
one you trust to handle a parent’s 
affairs with his or her permission. 
Otherwise, you might be faced with 
having them declared legally incom-
petent by the court. Having power  
of attorney can greatly speed and  
simplify the management of health 
emergencies and the like. 

There are also a number of govern-
ment programs that can play a crucial 
role in helping you care for older 
parents. Medicare and Social Security 
provide benefits to most people over 
65, and Medicaid may be available  
if your parents have limited assets.  
A parent may also qualify for veterans’  
benefits, Supplemental Security 
Income (SSI), local public housing,  
or elder daycare assistance. Be sure 

9594

P O T E N T I A L  H U R D L E S



being able to afford the contributions 
to an HSA. It can also be difficult to 
determine prices for required services 
from different providers so that you 
can comparison shop. 

PAYING FOR HEALTH INSURANCE
Buying insurance as an individual 
means you pay a premium on a fixed 
schedule, like monthly or quarterly. 
You will pay significantly less if you 
can participate in a group plan offered 
by your employer or a professional 
association that you belong to.  
Some employers pick up the  
entire premium for your coverage. 

An advantage of receiving group 
insurance is that you are often able 
to insure family members under your 
plan, though you may have to pay the 

premium for that coverage. But, as 
part of a group, you may not have the 
flexibility to choose between joining a 
managed care or fee-for-service plan. 
If you are married and your spouse is 

covered under a separate plan, you 
have the option of choosing the 

better plan and declining the one 
with fewer benefits.

SWITCHING JOBS
If you are changing jobs, and both 
the old and new jobs provide health 
insurance options, you qualify imme-
diately for full coverage through 
portable insurance. Because of the 
Health Insurance Portability and 
Accountability Act (HIPAA) of 
1997, a waiting period is no longer 
permitted for preexisting condi-
tions, which are medical problems 
treated prior to your coverage  
under the new plan.

The Consolidated Omnibus 
Budget Reconciliation Act 
(COBRA) of 1985 establishes  
another safety net for the period 
when you’re between jobs. If you 

leave a job, you have the right  
to continue the insurance that’s  

been provided by your employer  
for 18 months (29 months if you 
are disabled) through COBRA. 

If your employer has been  
paying your health insurance  
premiums, the cost of COBRA  
coverage can be surprising. You are 
responsible for the full premium plus 
up to 2% in administrative costs. 
Usually, COBRA will be less than 
what you’d pay to buy insurance  
independently—and could save you 
lots of money in case of an accident  
or illness. COBRA coverage is also 
available for your adult children or 
your former spouse for three years 
after they are no longer eligible for 
coverage on a family policy.

AFFORDABLE CARE
The Affordable Care Act (ACA) of 
2010 instituted a nationwide system  
of health insurance reforms and 
health insurance marketplaces where 
individuals can buy coverage if they 
aren’t covered by an employer plan. 
The ACA also introduced premium 
tax credits to make this coverage more 
accessible and requires everyone 
to have insurance or pay a penalty. 
However, the program has been con-
troversial and its future is uncertain.

Health insurance can help you
pay for the medical expenses  

you and your family might encounter. 
In general, most health insurance 
plans cover the cost of doctor and 
hospital visits. Some also include 
dentist visits, physical therapy, and 
alternative care.

HEALTH INSURANCE OPTIONS
The biggest choice in health insur-
ance today is between managed  
care and fee-for-service coverage.

Managed care, which includes 
Health Maintenance Organizations 
(HMOs) and Preferred Provider 
Organizations (PPOs), requires  
you to choose healthcare providers 
that participate in your plan and  
have agreed to accept a specific  
fee for their services. You choose a  
primary care doctor, often called  
a gatekeeper, who will refer you to 
specialists if your medical problem 
is outside his or her sphere of exper-
tise. You pay a small charge, called a 
copayment, for each visit. The pay-
ment usually ranges from $20 to $30. 

Fee-for-service medical plans, 
sometimes known as conventional 
health insurance, allow you to choose 
the healthcare providers and special- 
ists you want to use. You pay your 
medical bills until you reach your 
deductible, which is a predeter- 
mined amount of money, usually set 
around $250. After you reach your 
plan’s deductible, your insurance  
company begins to pick up part of  
the cost. Generally, you pay the bill 
first and then submit a claim. Your 
plan reimburses you a portion— 
typically 70% to 80%—of the amount 
the plan approves for the particular  
service you’ve had. 

HIGH DEDUCTIBLE PLANS
A high deductible health plan (HDHP) 
has a higher deductible than traditional 
plans—minimums of $1,350 for an indi-
vidual and $2,700 for a family and out-
of-pockets maximums for $6,650 for an 
individual and $13,300 for a family in 
2018. When you reach those amounts, 

coverage begins, but only eligible 
expenses count toward the deductible. 
The premiums you pay for the insur-
ance don’t count toward these totals. 

There are two attractive features 
of HDHPs. The premiums are lower, 
sometimes substantially lower, than 
premiums on traditional plans.  
And choosing an HDHP makes  
you eligible to open a health savings  
account (HSA), which lets you make 
tax-free contributions and take tax-
free withdrawals to cover eligible 
medical expenses. You can carry over 
amounts you don’t spend in one year 
to following years. 

The potential drawbacks are  
being able to afford the care you  
need before your coverage begins and 

Planning for Your Health
Know your choices before  
you pick an insurance policy.
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premiums over an extended period 
versus the chance that you’ll eventually 
need this type of insurance.

Buying coverage too young has  
certain risks. Due to inflation, the 
cost of living and the cost of health-
care go up each year. Assuming a 5% 
increase in the cost of care per year, a 
stay in a nursing home 30 years from 
now could cost more than four times 
as much as it does today. Long-term 
care policies with an inflation protec-
tion rider will increase the amount  
of your daily benefit each year. 

Most experts agree that the best 
time to buy long-term care insurance 
is between the ages of 55 and 60. 
That way, you avoid the extremely 
high premiums you would pay if you 
waited until you were older, and 
reduce the consequences of inflation 
that would result from buying when 
you are younger. 

INFORMATION PARTNERSHIPS
More than 40 individual states have 
established partnerships with insur-
ance companies. These partnerships 
meet special Medicaid requirements 
to give you more control over your 
healthcare. Having this type of part-
nership allows you to keep a portion 

of your assets. For example, if you 
buy a policy that will eventually cover 
$100,000 in long-term care costs, but 
your bills exceed that amount, then 
you can apply for Medicaid assistance 
and still protect $100,000 of your 
total assets.

These partnerships also distribute 
free written material on long-term 
care insurance and answer specific 
questions over the phone. For more 
information or to find out if you live 
in a partnership state, contact your 
state’s department of health or your 
financial planner to talk about parti-
cipating in a partnership program.

HELPFUL HINTS
To understand long- 
term care, it helps to  
learn the lingo. 
n  Benefit amount—How much your 

policy pays for each day of care that 
you receive

n  Benefit period—The length of time 
you receive insurance payments for 
your care

n  Elimination period—The amount of 
time you have to wait before you can 
begin receiving benefits

Insuring Long-Term Health
Educate yourself about the cost 
of extended medical care.

is measured in terms of the number 
of days you agree to pay on your own. 
Long-term care policies call this your 
elimination period. Among the most 
common choices are 30 or 90 days. 

WHEN TO BUY
Long-term care insurance is typically 
a costly investment, so you want to  
be sure that you weigh the cost of 

Over 40% of all Americans older
than age 65 will spend some time 

in a nursing home due to a prolonged 
illness or disability. The expense of 
long-term care, which includes the 
cost of an extended stay in a nursing 
home or receiving homecare, can be 
overwhelming. In such cases, neither 
managed care health insurance,  
fee-for-service health insurance, nor 
Medicare is likely to provide financial 
assistance. You need specific long-
term care insurance to ease the strain 
of paying for your future medical 
needs. Beyond your own needs,  
long-term care insurance can prove 
very worthwhile if you’re caring for  
an elderly parent or a disabled child.

Like health insurance policies, 
long-term care policies can vary  
greatly in cost and coverage. While 
some policies may cover cognitive dis-
eases, such as Alzheimer’s or senility, 
some do not. You can find the policy 
that best suits your needs by looking 
closely at the various options. 

HOW COVERAGE WORKS
Long-term care insurance typically 
pays part of the cost of a nursing 
home or a homecare provider. You 
choose the daily benefit of the 
policy, which is the maximum amount 
your policy will pay for each day of 
care you receive. Most policies allow 
benefits from $50 to $500 a day. 

Once you qualify to receive ben-
efits, the plan will pay the amount it 
has agreed to pay. You are responsible 
for the balance of the charges, if any.

HOW LONG WILL COVERAGE LAST?
The length of time you will receive 
benefits is called your benefit period. 
Insurance companies usually offer 
plans that can cover you for anywhere 
from two to five years, or for your life-
time. Keep in mind that the average 
length of a nursing home stay is just 
under three years. 

Before you receive benefits, you 
will have to meet a deductible, which 
is a predetermined amount of money 
you pay for your medical bills. For 
long-term care insurance, this amount 

COST BY STATE
One factor in the cost of long-term care  
is location. The price of nursing home  
care varies according to where you live  
or where you plan to retire. For example, 
in Louisiana the average cost of care is 
$155 a day, but in Alaska you could pay 
$771 on average day. That means one  
person could face anywhere from 
$142,428 to $703,923 for a typical  
nursing home stay of two and a half years. 

A PLAN WISH LIST
According to the National Association of Insurance Commissioners (NAIC), there 
are some features you should be sure are included in any long-term care policy  
you buy:

n  Coverage for Alzheimer’s disease
n  No requirement that you have to be 

hospitalized as a precondition of  
qualifying for benefits

n  No requirement that you must receive 
skilled nursing care before qualifying 
for custodial care coverage

n  An inflation protection option

n  No requirement that you spend time  
in a nursing home before qualifying  
for home care

n  A guaranteed renewable clause that 
ensures your policy can’t be revoked 
or canceled as you age or if you’re ill

n  At least a one-year benefit period for 
nursing home or at-home care

You also want to be sure that any pre-existing condition exclusion is no longer  
than six months.

As far as cost goes, group policies you may have access to through your employer 
will probably be cheaper than coverage you can buy on your own. They may also  
be more likely to offer the nonforfeiture option and a waiver of premium. But you’ll 
still want to check out what might be available from a professional association or 
other group you belong to.
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CALCULATE YOUR  

DISABILITY COSTS:

All your  
monthly  

expensesAdditional  

money  
receivedThe amount 

needed from 

disability plan

—

=

income or your investments. The 
result is the amount of money you 
need from a disability plan. 

If the amount you calculate is 
greater than your current income, 
insurance won’t provide it. Most  
disability policies will pay only a per-
centage of your basic monthly salary.

COVERAGE QUESTIONS
There are a few important elements 
to consider when you compare  
disability insurance policies. 

Renewability. If you decide to 
keep your disability insurance longer 
than initially planned, you need to 
make sure that it’s renewable. Many 
plans allow you to maintain coverage 
up to age 65, as long as the premium 
payments are up to date.

Cost of living adjustments 
(COLA). Many salaries increase 
when the cost of living increases.  
Your disability insurance should  
do the same. Some policies provide 
the option of buying cost-of-living 
protection so that you are eligible  
for increased benefits. 

Waivers of premium. It’s a  
good idea to choose a policy that 
includes a waiver of premium,  
which allows you to stop paying  
premium payments when you  
are collecting benefits.

Residual or partial  
disability. If you are only  
partially disabled and you  
have residual coverage,  
you will be able to collect  
a portion of your benefits. 
For example, if your  
salary drops 50%  
because of your  
disability, you  
would be able to  
collect 50% of  
the benefits. 

ARE DISABILITY  
PAYMENTS TAXABLE?
If you pay for your own disability insur-
ance, it’s not taxable income. But if your 
employer pays the premiums, the pay-
ments are taxable when you receive them. 

HELPFUL HINTS
Social Security may  
not be enough to  
cover you in difficult  
times. Qualifying for disability benefits 
through Social Security can be difficult 
because of the rigorous standards  
used to define disability. For example, 
you must be disabled for more than  
five months to apply, and be unable  
to earn more than $1,170 a month  
in 2017—or be terminally ill—to  
be eligible. 

Disability Insurance
You can replace a part of your salary while 
you’re unable to work. 

How would you support yourself if
you couldn’t work? Living with 

a disability can increase your daily 
expenses, because you’re likely to 
have more medical costs. Since most 
employer health plans replace  
only a portion of your 
salary if you 
become dis-
abled, making 
ends meet can 
be a challenge. 
Whether you 
are responsible 
for a family or only yourself, disability 
insurance is a good way to ensure that 
those who depend on your income 
won’t be at financial risk.

DEFINING DISABILITY
What qualifies as a disability? Insur- 
ance companies create their disability 
policies based on their definitions of 
disability, but these definitions can 
vary drastically. Some require you to 
be under a doctor’s continuing care 
and unable to do work in your own 
occupation. Others say you’re disabled 
only if you are unable to do any job 
that you could qualify for. 

For example, if you were a com-
puter programmer and lost the ability 
to type, you would qualify under the 
first definition but not the second. 
Many policies will not cover disabili-
ties caused by suicide attempts, drug 
abuse, war, or attempts to commit a 
crime. Preexisting conditions are also 
frequently excluded.

COSTS AND BENEFITS
The cost of disability insurance 
depends on three factors: the amount 
of money you receive each month 
during the period of disability, the 
amount of time the payments last, 
and the waiting period between the 
time you become disabled and when 
the benefits begin. 

The most common periods of  
coverage are two years, five years, and 
until age 65. The longer the coverage 
and the shorter the waiting period, 
the more expensive the insurance. 

The usual waiting time is 90 days,  
but 30-day and 180-day periods are 
also generally available. 

Like health insurance, group  
disability plans are significantly 
cheaper than individual coverage. 

And if you’re married, some 
group plans will allow your 
spouse to purchase coverage 
as well. That can be espe- 
cially helpful if he or she is 
not able to participate in a 
group coverage plan on his  
or her own.

REPLACEMENT SALARY
Most disability policies pay a percent-
age of your basic monthly salary, up 
to a specific cap, or limit. You might, 
for example, receive 60% of your 
salary each month, with a payment 
cap of $10,000. So if your monthly 
salary were $5,000, your disability 
check would be 60% of that amount, 
or $3,000. Your salary would have to 
exceed $200,000 a year to reach your 
payment cap.

If you don’t know exactly how 
much money you need from your  
insurance policy, you can calculate 
your monthly spending to come up 
with a reasonable figure. You can  
then use that information to help 
choose the disability plan that will 
allow you to support yourself.

HOW TO CALCULATE YOUR 
DISABILITY NEEDS
Add up your regular expenses using 
the following list of monthly costs:
n  Mortgage or rent (with property tax)
n  Food
n  Clothing
n  Medical expenses 
n  Car payments 
n  Credit card payments
n  Bank loans
n  Utilities
n  Home, car, health, and 

life insurance
n  Investments and monthly savings

From that total, subtract any addi-
tional money you might receive each 
month, perhaps from your spouse’s 
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market value includes the cost of 
your land, which rarely needs insur-
ance but inflates your premiums. And 
the cash value of most appliances 
depreciates over time. Getting a new 
refrigerator, for example, costs much 
more than you could get from selling 
your old one.

While the privilege of replacement-
cost coverage may come at a price, it 
protects you from the volatility of real 
estate markets and, to some degree, 
the pressure of inflation.

RENTAL AND CONDO HOUSING
Most insurance companies offer  
renter’s insurance as a standard  
policy. Levels of coverage are similar 
to those of homeowner’s insurance, 
but you normally don’t need to cover 
any part of the building. Instead,  
renters may choose to insure their 
belongings or cover their personal 
liability in case they are considered  
at fault for other people’s injuries. 

Many insurance companies now 
also offer specific insurance for those 
who own condominiums or co-ops.  
In this case, levels of protection are 
similar to those offered to renters, but 
you can purchase additional coverage 
to include the unit walls, floors, and 
ceilings. The owner association should 
still keep a separate policy to cover 
the external walls of the building.

WHEN DISASTER STRIKES
It’s much easier to file a claim if 
you’ve kept good records all along. 
Save a room-by-room inventory of 
valuable property, including purchase 
price and date, manufacturer and  
vendor, serial number if applicable, 
and even receipts and photographs 
when possible. A video of your 
belongings and home is an even  
better supplemental record. If harm 
occurs, photograph the damage as 
soon as it is safe to do so. The more 
reliably you can show your losses, the 
easier it will be to gain compensation.

Insurance can shield you from 
potential disasters.

SMOKE

LIGHTNING

WIND

THEFT

EXPLOSION

NEXT STEPS
There are several  
features that can  
qualify your home for  
a reduced “low-risk” premium. Be sure 
to tell your insurance company about:
n  Houses less than five years old
n  Durable construction, such as bedrock 

foundations and plaster walls 
n  Location—near a fire station  

or hydrant
n  Geographical region, especially inland 

and away from severe-weather zones
n  Installed features, such as intrusion 

and smoke alarms 

FIRE

Property Insurance
Protect yourself from threats to your home.

Your home is an investment, one
of the largest you’ll ever make. 

Having property insurance, also called 
homeowner’s insurance, means that 
your financial security will remain 
intact even if you must replace or  
significantly repair your house or 
belongings. In a sense, property  
insurance assures that your family  
will always have their home.

TYPES OF COVERAGE
If you own a single-family home,  
there are five types, or forms, of  
coverage. The cheapest form, which 
provides the most limited coverage,  
is known as Dwelling Fire. The  
most popular form, according to the 
National Association of Insurance 
Commissioners (NAIC), is the 
Special, which offers the most  
comprehensive protection. The other 
three are Basic, Modified, and Broad. 
A Modified policy is designed for 
older homes with features that could 
make the cost of rebuilding greater 
than the market value of the home.

One of the advantages of talking to a 
number of agents before 

you buy is that you 
can compare their 

advice on the form 
of insurance that 
would best suit 
your needs. You 
may prefer a 
fee-only insur-
ance consul-
tant who pro-
vides advice 
but does not 
sell policies. 

This means he or she has nothing to 
gain from the decision you make.

You should always check an  
insurer’s financial and claims-paying 
reputation with a recognized rating 
agency and with your state’s  
insurance department.

PREMIUM VS. DEDUCTIBLE
Like other forms of insurance,  
property insurance charges you  
annual payments, called premiums. 
In this case, too, you agree to pay a 
deductible, which is the amount of 
your loss that you are responsible for 
before insurance coverage kicks in. 
Larger deductibles make for smaller 
premiums, but also for higher costs  
at the time you have a loss.

You may be eligible for reduced 
premiums. Groups of employees or 
alumni, for example, may be able to 
negotiate attractive rates. Senior citi-
zens also generally enjoy a discount. 
And careful planning can significantly 
cut your bills. Many insurance provid-
ers offer discounts if you hold more 
than one kind of policy (your property 
and automobile, for example) with 
them, and if you maintain your  
affiliation for a long time.

HOW MUCH IS ENOUGH?
To find your best premium rate,  
you should find out the replacement 
value of your home. To calculate 
this figure, you must research the 
cost of materials and labor to replace 
your home at current market prices. 
Homeowner’s insurance will cover 
80% to 100% of this figure, although 
many experts (and insurers) recom-
mend that you insure the full replace-
ment value. You may also choose a 

benefit that includes the replace-
ment cost of your belongings 
and of any other property, like 
toolsheds or swimming pools.

Many providers prefer to 
cover the market value of your 

home and the cash value of your 
belongings. Both figures describe 

the price you would receive 
through sale in the current 
market, and both miscalcu-
late your coverage. Home 
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CASH VALUE INSURANCE
Cash value policies combine insurance 
with cash accumulation. Part of your  
premium is set aside in a tax-deferred 
account held by the insurer and called a 
cash accumulation. You can borrow from 
the account, but any amount you don’t 
repay before your death is subtracted  
from your death benefit. 

The three main types of cash value  
policies differ in the premium, the benefit, 
and the way the cash value accumulates.

Whole life insurance has a fixed pre-
mium, paid for a specified amount of time, 
and the policy covers you until your death. 
The insurers control the cash value.

Universal life insurance offers flexibility. 
You can use part of your cash reserve to 
vary your premium, and you can change  
the death benefit. Policies also often  
guarantee a rate of return on your cash 
value, but these privileges mean high  
commissions and fees.

Variable life policies let you put a  
portion of your premium in one of the plan’s 
investment packages. The death benefit 
depends on how well the investments 
you’ve chosen are performing. For that  
reason, variable life policies are normally 
the riskiest form of insurance. They also 
usually come with the highest sales charges.

If you end your policy, you get back 
the cash surrender value. Any amount 
greater than the total you paid in premiums 
is considered taxable income before you 
reach 59½.

But it can become more costly as you 
get older, especially if you become ill 
or need medical attention.

Cash value products offer many 
payment options, access to cash,  
and life-long protection. However, 
premiums tend to be higher than 
term insurance costs.

Before you choose the type of  
coverage you want, you might want to 
consult a qualified fee-only insurance 
adviser who can help you figure out 
what your needs and goals are. 

INCOME TAX ISSUES
Death benefits are tax free to recipi-
ents. But, if you own the policy on 
your own life, the death benefit is 
included in your estate when you die. 
If your estate is large enough to be 
subject to federal estate taxes, you 
may choose to have someone else— 
a spouse or partner, perhaps—own 
your policy. Three years after the 
transfer of ownership the asset is  
no longer part of your estate.

RISK AND COST
Insurance companies set their pre-
miums based on life expectancy, and 
describe young and healthy applicants 
as preferred risks. Since these people 
are more likely to pay more annual 
premiums before the insurer has to 
pay a death benefit, they enjoy lower 
costs than higher-risk applicants.

LIVING BENEFITS
You can purchase a living benefits 
clause to provide you with access to 
some portion of your death benefit  
during an extended illness or a  
catastrophic disability. The  
rest of the benefit remains 
intact for your benefici- 
ary to eventually cover 
your final expenses.

WHAT IT COVERS
Life insurance benefits cover the 
expense of final arrangements and 
your outstanding financial responsibili-
ties. Your beneficiary may invest the 
rest to produce long-term income.

WHICH TO CHOOSE
Term insurance is generally cost effec-
tive during your early years of coverage. 

Life Insurance
Buying life insurance now will protect your loved ones in the future.

TERM INSURANCE
Term insurance covers you for a specific 
span of time, often 1 to 20 years. If you 
die in that period, your beneficiaries 
receive the face value of the policy, 
known as a death benefit. The insurance 
coverage ends when the term ends, 
unless you choose to renew your policy. 
For instance, a ten-year term contract  
will terminate after ten years if you  
don’t renew it. 

While term insurance is almost always 
reasonably priced, be aware that your  
premium might increase. Your payments 
can change on three schedules: 

Annual renewable policies are  
continued each year by paying another 
premium. Since insurance costs increase 
with age, these premiums rise steadily 
over time under this plan.

Level term policies fix the premium  
for a specified term, usually five or ten 
years. Policies generally cost less in total, 
although the earliest payments exceed 
those of an annually renewable policy.

Decreasing term policies charge small 
level premiums and provide benefits that 
decrease with time. They provide the 
most coverage in the short term.

L ife insurance is a way to provide
financial security for the depen-

dents who outlive you. Without  
that protection, the loss of your 
contribution could devastate your 
household. That’s true even if you 
don’t work outside the home, because 
the cost of hired childcare and home 
maintenance could easily equal the 
loss of a supplemental income.

With life insurance, you can cover 
yourself and your loved ones, and can 
rest assured that your family will be 
financially taken care of after you die.

HOW IT WORKS
A life insurance policy ensures that 
when you die, your beneficiary (a 
person or people you name) receives 
a specified lump sum of money, 
known as the death benefit. You  
purchase your policy through your 
annual premiums. These premiums 

can usually be made on a flexible 
schedule, and you are required to 
make payments in order to keep  
your existing coverage in force.
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SPRING/SUMMER
After you file your return, it’s time to 
review what you paid and to evaluate 
your long-term tax goals. 

Financial advisers suggest that you  
use your most recent tax return as a 
starting point to create a yearly tax 
plan. If you had high taxes on last 
year’s return, you might want to  
consider what you could do to ease 
the tax strain for the current year. It’s 
also a good way to check that you’re 
taking advantage of all the deductions 
and credits for which you qualify.

If you owed more than a few hun-
dred dollars, you can consider having 

more tax withheld or increasing your 
estimated-tax payments. Or if you got 
a large refund, you might want to do 
the opposite—have less tax withheld 
or lower your estimated-tax payments.

Keep in mind, too, that if you asked 
for a filing extension, your return is 
due on October 15.

FALL/WINTER
As the fall approaches, you should 

estimate your tax bill. Use your 
pay stubs to calculate your salary,  
check your most recent state-
ments from your bank and 
other financial institutions 
for interest and dividend pay-
ments, and try to anticipate 
any other taxable income 

you might receive, such 
as a bonus or com-

missions. Then 
figure out how 
much has been 
withheld and  

any estimated 
taxes you’ve paid. 
Using last year’s tax 

tables, figure out if you’re 
on track to have prepaid at 

least 90% of the tax you’re 
likely to owe or 100% of what 

you paid the previous year. If 
you’re short, you may want to 

have more withheld for the rest 
of the year. Otherwise you may 

face an underpayment penalty.
And you can make some other 

major financial decisions. For 
instance, if you don’t expect your  
tax rate to change for the next year, 
you could investigate postponing some 
of the income you expect until after 
the first of the year. That lets you 
postpone the tax on it as well. Or you 
might try to bunch certain expenses, 
such as medical bills that aren’t  
covered by insurance, into one year  
so they total enough to deduct. 

If you know that you have large 
capital gains, you may want to sell off 
some investments at a loss to offset 
those gains. 

The Tax Seasons
Income taxes aren’t just a springtime hassle.

Whether you’re buying a new
home, changing jobs, getting 

promoted, starting a business, or  
raising children, you’ll run into 
income tax implications. But that 
doesn’t always mean you’ll owe  
more to the federal government.

If you plan ahead, you can make 
decisions that will reduce or at least 
postpone the tax you owe. The only 
catch is that you usually need to  
get everything taken care of by  
December 31.

WINTER/SPRING
As anyone who has ever filed taxes 
knows, tax season is in high gear from 
January to April. In January, you’ll  
get a tax package from the IRS and 
start receiving the documents needed 
to complete your return. You’ll get 
a W-2 wage statement from your 
employer, as well as a Form 1099 
from each bank or financial  
institution that paid you  
interest, from any broker- 
age firm where you have 
earnings or losses, and from 
the corporations and mutual 
funds in which you own shares.  
As you get these documents,  
it’s smart to file them in a place 
where you can find them easily. 

As April 15 approaches, you  
can use the information from your 

inventory to do some initial tax  
calculations. That will let you predict 
whether you’re going to get a refund 
or will owe money. And remember 
that the earlier you file your return, 
the sooner you receive a refund, if 
you’re owed one.

April 15 is also your last opportunity  
to contribute to your Individual 
Retirement Account (IRA) for the 
previous year. After that, the contribu-
tions you make will count toward the 
next year. Contributions to Simplified 
Employee Pensions (SEPs) and Keogh 
plans are also due by April 15, unless 
you have an approved filing extension.

INCOME TAX HISTORY
Income taxes were first introduced by  
the US government in 1862 to finance the 
Civil War. They were repealed in 1872, 
but eventually reenacted under the 16th 
Amendment of the Constitution in 1913. 

Create a yearly 
tax plan.

Estimate your 
tax bill.

Do preliminary 
calculations for 
your return.

DID YOU KNOW?
As you think about your year-long tax  
concerns, it’s smart to keep the following 
things in mind.

Try not to make investment decisions 
just to escape taxes. For instance, just 
because a municipal bond pays tax-free 
interest doesn’t mean it will help you 
meet your financial goals.

Be sure you understand the difference 
between tax-deferred and tax-exempt 
investments. Tax deferred means that 
you postpone paying taxes on investment 
earnings until you withdraw them, while 
tax exempt means you will not owe  
federal tax on the earnings.

And finally, don’t overlook any tax 
saving you’re entitled to. 

107106

P R O T E C T I N G  Y O U R  R E S O U R C E ST A X E S



IRSIRS

ON YOUR OWN
If you don’t want to hire a professional, 
or you can’t fit it into your yearly  
budget, there are still many ways to 
get advice and instructions on filing 
your tax return. If you go to your  
local bookstore, you’ll probably find 
an entire section devoted to 
tax guides and instruction 
manuals. You can choose 
from books published by  
tax companies or opt  
for a book geared
toward a specific 
demographic, like 
single women or 
married couples. But  
it’s often just as helpful  
to use the IRS website, 
www.IRS.gov. 

You can also purchase software 
for calculating your own tax return. It 
can help you figure out your taxes and 
avoid math miscalculations. Microsoft, 
Quicken, and Kiplinger’s are among 
the many companies that offer this 
type of software.

In addition, there are a number 
of websites that offer free advice 

and guidance on taxes. For 
general information, you can 

go to www.ustreas.gov,  
www.moneycentral.msn. 
com/tax/home.asp, or  
www.quicken.com. If  
you’re looking for websites 
that address women- 

specific tax issues, you can 
check out www.wife.org/taxes, or  
www.planningwisewealth.com.

AGENT
n Licensed by the IRS
n Certified by the Treasury 

Department
n Able to represent you 

during an audit 
or appeal

n Typically charges 
a modest amount 
for service

TAX PREPARATION 
SERVICE
n Prepares returns for 

middle-income people
n Can join you at audits, 

but can’t represent you
n Usually charges a 

modest amount 
for service

CERTIFIED PUBLIC  
ACCOUNTANT (CPA)
n Usually hired by execu-

tives or professionals
n Often works year round 

with clients 
n Can represent you during 

audits
n Charges by the hour

ATTORNEY SPECIALIZING 
IN TAX LAW
n Acts as adviser, rather 

than preparer
n Expert in tax interpretation 

and litigation
n Can represent you before 

the IRS and in court
n Charges by the hour

TYPES OF TAX PROFESSIONALS
When you look for professional help, consider the following tax experts:

A s most Americans know, filing a
tax return can be time consuming 

and frustrating. It’s possible to miss 
out on major tax benefits and pay 
more than you actually owe, or make 
yourself vulnerable to an audit. 

However, you can turn to tax  
professionals, published guides,  
the Internal Revenue Service (IRS), 
and online resources to ease your 
stress and get sound tax advice.

THE PROFESSIONALS
You may want to ease the complexity 
of your tax return by seeking out  
professional tax help. And since 
almost half of all taxpayers turn to a 
professional tax preparer or accoun-
tant to help with their tax return, you 
won’t be alone if you decide to seek 
assistance. Professionals can find 
strategies to get the most from your 
tax return, as well as simplify the 
sometimes confusing language of  
the IRS’s instructions.

In addition to paid professionals, 
there are also a number of volunteer 
organizations that can offer advice 
and counsel during tax preparation.

COME PREPARED
You want to make sure that the  
professional you choose has the  
credentials you’re looking for. So  
start by asking your potential tax  
preparer some or all of the following:
n  Are tax preparations and returns  

a major part of your business?
n  What are your professional  

credentials in this field? 
n  How much experience do you have?
n  Have you worked with clients who 

have similar tax situations to mine?
n  Are you available to answer tax 

questions throughout the year?
n  Would you identify yourself as  

conservative or aggressive when it 
comes to interpreting tax laws?

n  What do you charge for your  
usual services?

n  What help can you provide in 
the event of an audit?

RESOURCES
Despite the negative  
feelings some people  
have toward the  
Internal Revenue Service, there are many 
ways the IRS can help you. For instance, 
you can get free information on at least 
140 topics from Tele-Tax, the IRS’s  
toll-free information service. If you call 
800-829-4477, you can choose from a
list of topics that could be helpful as you
prepare your tax return.

If you want specific tax information, 
you can contact the IRS to receive their 
printed publications or download them to 
your device. For more information, con-
tact the IRS by phone at 800-829-1040 or 
go to their website, www.irs.gov.

And if you are hearing impaired or 
have vision problems, you can get tax 
assistance in person at most IRS offices. 
Check out the IRS website to find an 
office near you.

Getting Tax Help
When it comes to taxes, it never hurts 
to get expert help.
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n  Have less income than the limit set 
by Congress unless he or she is your 
child and younger than 19 (or a full-
time student and younger than 24)
If you’re divorced or separated, 

there are special rules for determining 
who claims the children as depend- 
ents. That’s also true if you share the  
expense of supporting your parents 
with your siblings. Check with the 
IRS or your tax adviser for more 
detailed explanations.

CHILDREN WITH INCOME
If you have children who earn income 
or receive interest and dividends over 
the limit that Congress sets for the 
year, you’ll have to report  
that income and pay the  
tax that’s due. 

Since the rules can  
be complicated, it pays 

to consult IRS Publication 929, Tax 
Rules for Children and Dependents to 
determine whether to file Form 8814 
with your return or submit Form 8815 
for the child.

ALTERNATIVE MINIMUM TAX
If you have income that would  
be untaxed or taxed lightly under  
regular income tax rules, you may  
pay the alternative minimum tax 
(AMT). This method of calculating 
the tax you owe was instituted to 
ensure that wealthy taxpayers weren’t 
able to avoid income tax. But while  
it hasn’t always achieved that goal,  
in 2017, near four million households 
are subject to the AMT. It accounts 
for about 2.5% of all tax revenue 
raised from individual payers.

There are seven  
federal income  
tax brackets in 
2017. The lowest 
rate is 10% and  
the highest  
is 39.6%.

Tax Rates
The one drawback to earning more is that you pay 
income tax at a higher rate.

Federal income taxes in the US are
progressive. That means that as 

you earn more, you pay a higher  
percentage of your income in tax. 

Each rate applies to a different 
range of income, known 
as a tax bracket. The 
portion of your income 
that falls into a particular 
bracket is taxed at the  
rate for that bracket.  
For example, if your  
taxable income were high 
enough, you might pay at three of the 
six possible rates or even at all six. 

The highest rate at which you pay 
is known as your marginal tax rate. 
But your effective, or average, tax  
rate is lower than your marginal rate  
if your income falls into more than 
one bracket.

FILING STATUS
It’s not just how much you earn that 
determines the rate at which you owe 
income tax. Your filing status, or your 
identity as a taxpayer, also matters. 

You choose one status from the  
five Congress has identified: single, 
married filing jointly, married filing  
separately, head of household, or  
qualifying widow with dependent 
child. But you must choose the one 
that describes you accurately as far  
as the IRS is concerned. For example, 
long-time partners who are not legally 
married may not file a joint return. 
And a widow who lives alone and  
has no dependent children must file 
as a single taxpayer, even if she was 
married for 50 years.

STATUS QUESTIONS
Choosing one filing status over another 
may save you money. For example, a 
head of household pays less tax on  
the same amount of income than a 
single filer does. The same is true of  
a married couple filing a joint return. 

If you’re not sure which filing  
status to use, you can read the 
descriptions in IRS Publication 17 or 
consult your tax adviser. If you have  

a choice about whether to file a joint 
or separate return, as married couples 
do, you can calculate what you owe 
each way and choose the one that 
saves you money. 

Remember, though,  
that if you file separate 
returns, you may not  
qualify for certain other 
tax-saving options. For 
example, if you’re married 
but file a separate return, 
you’re not eligible to roll 

over a traditional IRA to a Roth IRA. 
Or, if you’re married and pay someone 
to watch your children, you can take 
the dependent-care credit only if you 
file a joint return.

If you discover these limitations 
after the fact, you may be able to file 
an amended return, changing your  
filing status from filing separately  
to filing jointly. But you must do it 
within three years.

DEPENDENT ISSUES
If you support someone—or provide  
at least half of his or her support—you 
may be able to name that person as 
a dependent on your tax return. But 
there are some fairly strict rules  
about who qualifies. A dependent  
has to:
n  Be related to you or live in your 

home for the entire tax year
n  Be a resident or citizen of the 

US, Mexico, or Canada for 
at least part of the tax year

n  Not file a joint return for  
the tax year with anyone 
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ESTIMATED TAXES APPLY
The government expects you to pay 
estimated taxes on:
n  Self-employment wages
n  Personal contract income
n  Substantial investment income
n  Unemployment benefits
n  Alimony
n  Some monetary awards

Tax Withholding
Your taxes keep the government running.

Imagine how hard it would be to
manage your household if you were 

paid just once a year. The federal  
government would find itself in the 
same situation if you—and every  
taxpayer—paid your tax bill on the 
day you file your tax return. So to 
ensure a steady stream of income 
throughout the year, the government 
requires your employer to withhold 
a percentage of what you earn from 
each paycheck and deposit it with  
the government. 

If you’re not employed, or if you 
have lots of income from investments 
or other sources, you must estimate 
the amount of tax you’ll owe and pay 
it in installments during the year. 

HOW WITHHOLDING WORKS
Your employer is responsible for  
withholding the tax you owe, but 
you’re responsible for providing the 
information your employer uses to 
calculate the correct amount. You 
do that by filling out the IRS Form 
W-4, which your employer will give
you when you start a new job. Ideally,
the amount that’s withheld will equal
what you owe when you figure your
tax bill, give or take a few dollars.

You report your filing status on  
the W-4 by choosing either single, 
married filing jointly, or one of the 
other options. You list the number of 
allowances you are claiming, usually 
based on the number of dependents 
you have, and other factors, such as  
a second job, that will influence the 
amount of tax you’ll owe. You can  
estimate the number of allowances  
by using the worksheets that come 
with the W-4. But you’ll find it helps 
to have your most recent tax return 
and the stub of your most recent  
paycheck handy to get it right.

The IRS can charge you a penalty 
if you’ve had too little withheld, which  

The federal  
government is 
fueled by two  
tax sources:

WHAT’S WITHHELD 
The government requires withholding  
on many types of income: 
n  Tips and commissions
n  Many job perks, like a company car
n  Sick, vacation, and severance pay
n  Bonuses, including retirement bonuses
n  Some retirement income, including  

pension, annuity, and some 
IRA payments 

n  Gambling winnings

they can detect if you owe a substan-
tial amount when you file your return. 
And there are more serious conse-
quences if you knowingly give  
false information to reduce  
your withholding.

UPDATING YOUR W-4
Your employer probably 
won’t ask you to 
update your W-4 
after you’ve been on 
the job, but will plug  
in the new information 
you provide. 

It’s a good idea to review 
what you’re having withheld 
from time to time, especially  
if you owe a substantial amount 
when you file your return or if 
you get a big refund. Any major 
change in your life—having a 
child, buying a new home, losing  
a dependent, getting a raise—will 
affect your taxes. 

The more allowances you claim, 
the smaller the amount that will be 
withheld. So if you’re in a situation 
that’s likely to decrease your taxes—
filing as a single head of household  
or jointly as a married couple, paying 
mortgage interest and real estate 
taxes, or qualifying for childcare  
credits—you can increase your  
allowances.

Or, if you have more than one job, 
your income is high enough to limit 
deductions and exemptions, or you 
have substantial investment earnings, 
you may want to decrease the number 
of allowances you could take to  
increase what’s being withheld. 

ESTIMATED TAXES
If you must pay estimated taxes, you 
use Form 1040-ES to calculate what 
you owe. That amount is due on a 

quarterly schedule, in April, June, 
September, and January. You can 
choose to pay off your whole bill at 
any time. But if you pay less than 
you owe in any quarter, you may 
owe a penalty, even if you pay 
the difference later in the year. 

Unless your income for the 
year is fairly predictable, as it 
may be if you’re collecting  
Social Security or interest  
on a certificate of deposit, it’s  
probably wise to work with a tax 
adviser to do your calculations.

A BAD WAY TO SAVE
Many people increase their with-

holding to get a big refund in the 
spring. That’s the money they use  
for vacation or some other luxury.  
But using withholding as a savings 
plan is like giving the government an 
interest-free loan, or the equivalent of 
hiding money in your mattress. What 
you get back is what you put in.

If you’re afraid you won’t save regu-
larly on your own, ask whether your 
employer will deduct money from 
your paycheck and deposit it directly 
in a mutual fund or other investment  
account you’ve chosen. Or you can 
have part of your check directly 
deposited in a checking account  
and the rest in a savings account.
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The most common adjustments 
include contributions to IRAs or self-
directed retirement plans (like Keoghs 
or SEPs), half of any self-employment 
tax you paid, qualified moving  
expenses, and alimony you’ve paid.

If your AGI is higher than the limit 
set by Congress, you won’t be allowed 
to deduct your IRA contribution, and 
your total exemptions and itemized 
deductions may be limited. 

EXEMPTIONS AND DEDUCTIONS
After you calculate your AGI, you  
can figure your taxable income by 
subtracting certain exemptions and 
deductions to which you’re entitled.

Each exemption is a fixed dollar 
amount, and typically increases from 

year to year. Unless your income  
is more than the government limit,  
you get one personal exemption as a 
single taxpayer and two as a married 
couple. You also get one exemption 
for each dependent. 

You can also subtract the  
standard deduction—again, a fixed 
dollar amount—or itemize all of the 

qualifying payments you’ve made 
during the year and subtract that 

total. Some itemized deductions 
include home mortgage 

interest, real estate taxes, 
and state and local 

income taxes.

YOUR REFUNDS 
AND PAYMENTS
Your refund or tax 
payment depends 
on what you’ve 

paid versus what you 
owe in income taxes. 

Basically, if you paid more 
than you owe, you’ll receive a 

refund. Otherwise, you’ll have to pay 
whatever the balance is.

If you’re getting a refund, you can 
either get a check from the IRS for 
the amount you’re owed, or apply  
part or all of the refund to your  
taxes for the coming year. 

If, on the other hand, you owe a 
payment to the IRS, you must pay  
it by April 15. Otherwise, you will 
most likely have to pay interest  
and a late-payment penalty. 

If you file a simple return (such as a 
1040EZ, or a 1040 with no itemized 
deductions and with an income below 
$100,000) and send it in by April 15,  
the IRS will calculate your refund or  
payment for you. 

HELPFUL HINTS
There are things you  
don’t need to report  
on your tax return:
n  Welfare income
n  Veteran’s disability benefits
n  Worker’s compensation benefits
n  Supplemental security income (SSI) 

from Social Security
n  Scholarships for tuition
n  Child support payments
n  Life insurance payouts
n  Gifts and inheritances

Income and Adjustments
Your tax return tests your math, reading, 
and comprehension skills. 

F iling a tax return is a matter of
following the line-by-line instruc-

tions that come with your tax form. 
Each form has its own set of 
instructions, and includes a 
number of charts and work-
sheets to help you figure out  
if you’re eligible for credits, 
deductions, and exemptions. 

But before you begin to deal  
with a tax form, it’s smart to under- 
stand the ins and outs  
of your yearly income.  
The first lesson to learn  
is that taxes are figured  
by reducing your income,  
factor by factor. 

You start with your gross  
income, then subtract your 
adjustments to get your  
adjusted gross income, and  
from that number subtract your 
exemptions and deductions to 
find your taxable income. 

GROSS INCOME
The term gross income refers to 
all the taxable income you have 
in one year. That includes earned 
income, such as salary, wages, and 
tips, plus sick pay, unemployment 
wages, strike benefits, and certain 
fringe benefits. Gross income also 
includes investment income (or 
unearned income), which is your 
capital gains, interest, and dividends.

If you have farm income, rents, 
retirement and Social Security pay-
ments, and gambling earnings, they 
all might be included in your gross 
income as well. 

SPECIAL CONSIDERATIONS
If you lose your job, you’ll still be 
taxed on the unemployment income 
you receive. At the end of January, 
you’ll receive a Form 1099-G, which 
shows your unemployment income  
for the previous year. 

Tips are also taxable income. You 
have to pay taxes if your employer 
doesn’t withhold on your tips.

Calculating your tips is not an easy 
task, unless you keep very detailed 

records of the amounts you receive. 
The IRS projects the estimate you’re 
likely to receive based on the type  
of job you have, and expects you to 
report and pay tax on at least that 
amount. If you keep careful records 
and calculate a smaller total than the 
one the IRS expects, you can dispute 
the IRS assumptions.

KNOWING YOUR AGI
Once you’ve figured out your annual 
gross income, you’ll need to calculate 
your adjusted gross income, or  
AGI. You do that by subtracting 
adjustments, or certain amounts you 
have spent, from your gross income. 
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To help keep your information secure, 
you’ll be asked to verify your identity  
by providing either the PIN you 
used in the previous tax year or your 
adjusted gross income (AGI) for that 
year. You’ll also have to provide your 
date of birth.

If you use a preparer, you may be 
asked to complete an e-file signature 

as many taxpayers are. You can find 
the details at www.IRS.gov/freefile. 
You can also file for free using Free 
File Fillable Forms, an electronic  
version of the paper forms. In addition, 
if you qualify based on your age or 
your income, you can use VITA/TCE 
volunteers for tax help with complet-
ing and filing your form. 

There’s more information on using 
e-file successfully in the IRS instruc-
tions for Forms 1040 and 1040A.

WHEN TO FILE
There are five payment options you 
can choose among when you file.  

Filing Your Tax Return
You have three questions to answer when you file a tax return: 
what to file, when to file, and how to file.

You don’t have a choice about
whether to file a tax return, but 

you can decide which form to use, 
what payment option to choose, and 
how to file your return, all within a 
limited range of possibilities.

FILING YOUR FORM
There are three forms you can choose 
among when you file your taxes. 
When you’ve determined the correct 
one, you can download and print the 

form you need to file your return on 
paper or you can file electronically 
using IRS e-file. Because the process 
is automated, e-file is more accurate 
than doing the calculation by hand. 
It’s also faster, both to submit your 
return to the IRS and receive your 
refund if you’re due one.

You can sign your return online 
using a five-digit personal identifi-
cation number (PIN) you choose. 
If you’re filing a joint return, each 
spouse needs his or her own PIN.  

TYPE OF FORM WHO YOU ARE

1040EZ n Single
n Married and filing jointly
n No dependents
n Under the age of 65
n Taxable income lower than $100,000
n No itemized deductions, credits, or adjustments

1040A n Any filling status
n Income from multiple sources
n  Adjustments to income only for education expenses and 

IRA contribution
n Taxable income less than $100,00
n Only standard deduction

1040 n Income above $100,000
n Self-employment income
n Get or pay alimony
n Itemize deductions
n Capital gains or losses

NEXT STEPS
To find out which tax  
software programs  
are IRS approved, go  
to the IRS website, www.irs.ustreas.gov/ 
prod/elec_svs/partners.html.

authorization form so the preparer 
can enter your PIN.

WAYS TO FILE
If you complete your own returns 
rather than paying a preparer, the  
easiest way to file is with your  
computer and IRS-approved tax 
preparation software. Use can use 
the software online, download it, or 
upload a version you purchase. 

Before you buy, check out whether 
you’re eligible for Free File software, 

Pay by April 15. If you pay in  
full by April 15, you’ll probably save 
yourself money and headaches in the 
long run, since there’s less worry of 
paying a penalty or interest.

Pay by April 15 with an exten-
sion. You can get an automatic 
extension  until October 15 if you 
need more time to complete your tax 
return. All you have to do is file Form 
4868 by April 15 by using e-file or 
mailing a paper form. You must pre-
pay an estimate of your tax bill,  

usually at least 90% of what you actu-
ally owe, on time to avoid interest and 
penalties, which start accumulating 
on April 16 and continue until you 
file your return.

Pay after April 15. If you don’t 
pay by April 15 and you don’t file for 
an extension, then you’ll be charged 
penalties and interest until you pay. 
But you can still file for an extension 
until Octiber 15, which the IRS 
encourages you to do, rather than  
not filing a return at all. 

Pay after April 15 in install-
ments. You could pay some or all 
of what you owe in monthly install-
ments by sending Form 9465 with 
your return. Interest, penalties, and a 
fee will apply even if your request is 

approved. So you’ll want to consider 
alternatives to an installment plan, 
such as borrowing the amount you 
owe, paying by credit card, or paying 
at least as much as you can afford up 
front to reduce your costs.

All but five states—Alaska, Delaware, 
Montana, New Hampshire, and Oregon—
and many local governments charge sales 
tax on the value of most or all of the 
goods and services you pay for.
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Planning for the Future
As you get older, you’ll need to figure out 
the pieces of your financial puzzle.

Or you might be part of an 
employer-funded profit sharing plan. 
In that case, the income you get when 
you retire depends on how much 
money was invested and how well  
the investments performed.

OTHER STREAMS
There are several other 
retirement savings 
opportunities you may 
take advantage of 
during your working 
years to supplement 
your current retire-
ment income.

IRAs, or indi-
vidual retirement accounts, are tax-
deferred or tax-exempt plans you set 
up with a financial services company, 
bank, or brokerage firm. You can 
select your own investments and 
begin to withdraw without penalty 
once you turn 59½. 

Annuities are tax-deferred con-
tracts that you can use to build retire-
ment savings while you’re working and 
to provide a stream of income after 
you retire. The amount you receive 
from an annuity depends on the type 
you buy, the amount you put in, and 
the payment option you choose. 

Personal investments, such as 
stocks, bonds, mutual funds, real 
estate, and certificates of deposit 
(CDs), can be another source of 
retirement income. You may include 

dividends and interest from those 
investments in your retirement budget, 
gradually convert your investment 
assets to cash, or hold onto your  
assets to build your estate. 

Jobs, either part-time or full-time, 
can also help you produce 
income when you need it,  
even after you retire.

PASSING IT ON
Once you know where 
your money is coming 
from, you can figure out 
where you might want it 
to go. The first step is to 

create a will, if you haven’t 
already. With a will, you can ensure 
that your heirs will eventually receive 
a financial legacy. 

You could set up a trust (or a  
number of trusts), which can serve 
different purposes depending on what 
your interests are. For instance, you 
can create a trust to save on estate 
taxes, one to help you distribute assets 
to the people you care about, or one  
to simply manage your property. 

Another way to leave wealth to  
others is through gifting. While you 
are alive, you may give up to $14,000 a 
year to as many people as you choose 
each year without any tax consequences. 
Larger gifts must be reported to the 
IRS but are not taxable until the total 
reaches the exempt amount you are 
entitled to, or $5.49 million in 2017.

A s appealing as retirement sounds
to many people, coming face to 

face with the idea of retiring may 
produce a sense of uneasiness as well. 
While some people may be nervous 
about keeping busy, and others about 
maintaining a sense of purpose, most 
people’s major concern is financial. 
Will they be able to make ends meet? 
Will there be enough money to do  
the things they’ve been looking  
forward to?

It is true that when you retire, 
you’ll no longer receive a regular pay-
check from your employer. But you 
may have several streams of revenue 
coming in, depending on the retire-
ment plans you’ve made during your 
working years. At the same time, you 
may want to start sharing your wealth 
with the people you love.

FROM YOUR PAYCHECK
Do you ever wonder whether the 
money that’s withheld for Social 
Security or the salary you contribute 
to a retirement savings plan will pay 
dividends? When you retire, you’ll see 
how putting money into these plans 
pays off.

Social Security currently accounts 
for between a third and a half of the 
average retired worker’s income. You’ll 
be able to start receiving full benefits  
between the ages of 66 and 67, 
depending on the year you were born. 
Or you may choose to get a reduced 
benefit anytime after you turn 62.

Retirement savings plans let you 
contribute pretax dollars from your 
salary into an investment account. 
You decide how your savings are 
invested by choosing among the  
selections offered by the plan.  
Once you retire, you can draw on  
the assets to provide income.

Pensions are employer plans 
designed to give you a steady source 
of income throughout your retire-
ment. You may have a defined  
benefit plan that pays you an  
annual income, usually in monthly 
installments, from money your 
employer put aside while you were 
working. The amount you receive 
depends on the number of years you 
worked, and how much you earned.

NEXT STEPS
Once you have a  
sense of where your  
retirement income will  
come from, begin to think about what 
your spending priorities are. Here’s what 
many people put at the top of their lists:
n Medical care 
n Housing
n Food and other personal needs
n Travel or other interests
n Legacy for heirs
n Donations to charity
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An annuity. If you choose an 
annuity, you’ll receive regular pay-
ments, typically monthly, for the 
remainder of your life. Most pension 
annuities are not adjusted for infla-
tion, so the amount you get will buy 
less over time. However, annuities 
paid from retirement savings plans, 
such as 401(k)s and 403(b)s, where 
you can invest your money to produce 
growth, may have the potential to pay 
you increasing amounts over time. 

IRA rollover. You may choose to 
roll over the assets from your account 
into an IRA. In that case, you can 
preserve their tax-deferred status and 
invest the assets as you choose. If you 
don’t need income from the IRA to 
cover living expenses, you can post-
pone withdrawals—and the taxes that 
are due—until you reach age 70½. 
With a rollover Roth IRA, no taxes 
are due if the account has been open 
at least five years and no withdrawals 
are required.

MORE CHOICES: ANNUITIES
If you choose to get your retirement 
income as an annuity, there are several  
more choices you’ll have to make. 

You can choose a life annuity. 
That means you get a set payment—
based on the size of your pension 
account, the current interest rate, and 
your life expectancy—every month 
for the rest of your life. A life annuity 
typically offers the highest amount  
of income while you are alive.

Another option is a joint and  
survivor annuity, which covers both 
your lifetime and the lifetime of a 
designated survivor. If you’re married, 
you may be required to name your 
spouse as the beneficiary, unless the 
spouse agrees in writing that it can be 
someone else. One advantage of this 
choice is that you and your partner 
can rest assured that the other will  
be taken care of when one of you 
dies. However, it’s likely that your 
payments will be somewhat smaller 
with a joint and survivor annuity than 
they would be with a life annuity.

Finally, you can choose a period 
certain annuity to provide survivor 
benefits for a specified time period—
often ten to twenty years. If you die 
before the time is up, the payments 
continue to your beneficiary until 
the period ends.

And if you postpone taking  
benefits until you are 70, you get a 
credit for each year you delay, which 
boosts the amount you collect each 
month when you do start.

Earnings. The amount of Social 
Security you get is based on a lifetime 
of earnings—adjusted for inflation—
divided by the number of months you 
worked. That means you qualify for 
a larger benefit payment by working 
longer and earning more. But there’s 
an annual cap on the benefit amount.

PENSION PAYOUTS 
While you’ll get a Social Security 
check every month once you begin 
to collect, the way you receive a 

pension depends on the payment 
option you choose. 

  A lump sum payment. 
If you can choose a lump  
sum payment, you 
receive all of the money 
from your pension at 
once, typically deliv-
ered by check or 
electronic transfer to 
your bank or invest-
ment account. You’ll 
have to pay income 
taxes on the amount 
immediately. 

Defined Income
In an unpredictable world, it’s nice to know 
that some things are guaranteed.

I f you have a job, then it’s likely
that you’re part of the 90% of the 

workforce that will eventually receive 
Social Security. And if you work for 
the government, a school system, or 
a large corporation, it’s very possible 
that you’ll receive a pension when 
you retire as well. 

If you don’t work but are married 
to someone who does, you may still 
qualify for Social Security and  
pension benefits.

HOW SOCIAL SECURITY WORKS
As you probably know, a specific 
amount of your paycheck is deducted 
each pay period for Social Security. 

Currently, it’s 6.2% of your annual 
salary, up to an annual limit. Another 
1.45% of your salary, with no cap, is 
withheld for Medicare. Your employer 
matches the amount you put in each 
pay period.

WHAT YOU GET
What you receive in Social Security 
depends on three factors.

Credit. To qualify for Social 
Security, you have to accumulate 
credits in the system. You get one 
credit for every $1,300 you earn in 
2017 (the amount increases slightly 
every year), and you can earn a  
maximum of four credits per year. 
You will need 40 credits, or 10 years 
of work during your lifetime, to  
qualify for benefits when you retire.

Age. You can start receiving  
partial benefits at age 62. You qualify 
to receive your full benefit if you wait 
until you reach full retirement age 
(FRA), which depends on the year 
you were born.

YEAR OF AGE YOU
BIRTH REACH FRA

1937 65
1938 65 and 2 months
1939 65 and 4 months
1940 65 and 6 months
1941 65 and 8 months
1942 65 and 10 months
1943-1954 66
1955 66 and 2 months
1956 66 and 4 months
1957 66 and 6 months
1958 66 and 8 months
1959 66 and 10 months
1960 and later 67

HELPFUL HINTS
Social Security bene- 
fits are increased  
most years to offset  
inflation. This adjustment, based on 
increases in the Consumer Price Index 
(CPI), is known as a cost of living 
adjustment, or COLA. 
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n  You could withdraw your investment 
earnings and leave your principal 
intact to produce earnings

n  You could use the earnings and a 
percentage of the principal each 
year, though with that approach  
you risk running out of 
money eventually
You’ll owe  

income tax at 
your regular 
rate on interest 
earnings. But  
if you make a 
profit by sell-
ing investments 
you’ve owned for more than a year, 
then you’ll owe the IRS tax on your 
capital gains. That tax is figured at a 
lower rate than your regular income 
tax rate. You pay the same rate on 
qualifying dividend earnings.

THE TAX-DEFERRED ADVANTAGE
If you want to preserve the tax- 
deferred status of your retirement  
savings, such as money you put into 
a salary reduction plan, you might 
want to roll your assets over into an 
Individual Retirement Account (IRA). 
There are no limits on the amounts 
you transfer, but you are allowed to 
include only pretax contributions 
and earnings in the rollover. 

The most efficient way to move 
the money is to authorize a direct 
transfer from your employer’s plan  
to the custodian of your roll-over  
IRA, which can actually be the  

same financial institution. Another 
method is to take control and 

handle the rollover yourself.
  This is not as simple 

because you have to  
follow a strict set of 

rules. First, you have 
to deposit the full 

amount of your retirement payout into  
the IRA within 60 days of receiving  
the check. However, 20% of that 
payout is automatically withheld as 
tax. To deposit the full amount, you’ll 
have to make up for the lost 20% by 

tapping into another source, 
such as a savings account. 

You will get the 20% 
back after you pay 
your taxes for the 
year, provided 
you’ve met the 
60-day deadline
for deposits.

IRA WITHDRAWALS
When you withdraw from your  
traditional IRA, you owe income tax  
at your regular rate on the earnings. 
And, if you deducted your contri-
butions, you owe tax on the entire 
amount you withdraw. You can  
withdraw without penalty when  
you reach age 59½, though you may 
wait until you’re 70½. From 70½ on, 
you must take at least a required  
minimum amount each year.

You figure the amount you must 
withdraw starting at age 70½ by 
dividing the value of your IRA on 
December 31 of the previous year  
by a number determined by your  
life expectancy. For example, if  
your account is worth $200,000  
and you’re 70, the divisor is 27.4.  
So you must take a minimum of  
$7,299 ($200,000 ÷ 27.4 = $7.299.27, 
or $7,299).

Everyone uses the same Uniform 
Lifetime table, which you can find in 
IRS Publication 590-B, “Individual 
Retirement Arrangements (IRAs).” 
But if your spouse is more than ten 
years younger than you are, you can 
use a different table, which produces 
a longer life expectancy and a smaller 
required withdrawal amount.

NEXT STEPS
You can access your  
IRA money before  
you turn 59½, using a  
process called annuitization. That 
means you create a withdrawal plan  
that pays you a fixed amount from  
your IRA each year, based on your life  
expectancy. Your annuitizing plan has to 
cover five years, or all of the years until 
you reach 59½, whichever is longer. 

The Tax Issue
Balancing taxable and tax-deferred investments makes 
the most of your retirement income.

I f you’ve been putting money into a
tax-deferred, employer sponsored 

retirement plan, an IRA, or an annuity,  
and you’ve also been building a port- 
folio of taxable investments, you’ll 
be on stronger ground when you’re 
ready to create a stream of retirement 
income. The question is how to use 
taxable and tax-deferred accounts to 
your best advantage.

BALANCING ACT
The deal you make to get the benefit 
of tax deferral on money you add to a 
retirement savings plan is that sooner 
or later you have to start taking it out.

Once you reach April 1  
of the year following the 
year you turn 70½, you 
must start withdrawing 
from your IRA and 
from your employer 
sponsored plan if 
you’re no longer  
working there. If you 
continue to work, you 
can usually postpone 
withdrawals from your 
employer’s plan until 
after you actually retire. 
Until you reach that age, 
though, you can continue to  
let your tax-deferred investments 
compound and tap your taxable 
investments for the income you  
may need. 

After you begin required with-
drawals from your tax-deferred 
accounts, you can supplement the 
amount you must withdraw with 
income from taxable investments.

TAXABLE INVESTMENTS
If you want your tax-deferred invest-
ments to continue to grow until you’re 
obligated to take required withdraw-
als, you’ll want to develop a plan for 
using the income from your taxable 
accounts. For example, you might 
want to liquidate an investment that 
has reached maturity, such as a CD or 
Treasury note. Rather than reinvesting  
the amount from that investment, you 
can put the money into a savings or 
money market account and use the 
money to cover your current expenses.

Another method you can try is to 
start liquidating your stocks, bonds, 

and mutual funds. You have 
several options to choose 

from if you decide to 
use this method: 
n  You could sell off 

some of your hold-
ings and invest in an 
annuity or income-
generating bond 
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WHAT AN ESTATE IS WORTH
Estimating what your estate would be 
worth if something happened to you 
is the only way to judge whether you 
should be worried about taxes. 

To get started, consider the 
following major elements  
of your estate:
n  Real estate
n  Personal property 

(cars, furniture, 
electronic equipment)

n  Value of any retirement plans, 
including IRAs

n  Bank accounts
n  No-fault insurance payments you 

are owed
n  Income tax refunds due to you
n  Life insurance policies you own
n  Stocks, bonds, mutual funds,  

and annuities

DOING THE CALCULATION
You can estimate your estate’s worth 
by finding the fair market value (or 
what reasonable people would pay  
for the asset on the open market) of  
all of your real and personal property. 
After totaling those amounts, you  

subtract two items: the cost of 
settling the estate and any non- 
taxable gifts to your spouse or 

a qualifying nonprofit.
Ultimately, the actual valuation 

of your estate will be calculated 
as of the date of your death. In 
some cases, an estate is valued 

six months after the owner’s 
death. That’s a decision your 
executor may choose to make 

if the delay could decrease 
your estate’s value and reduce 

the taxes your estate will face.

POWER OF ATTORNEY
It’s important to have an estate 

plan in place as soon as you begin 
to accumulate assets. As you plan 

for the long term, you might also 
want to give some thought to who 

would manage your property and 
finances if you became too ill to  
manage your accounts on your own. 
You may have a family member, friend,  
or your spouse in mind, but unless  
you legally give someone power of 
attorney, that person won’t be able  
to make financial or legal decisions  
on your behalf. 

You can ask your lawyer to draw  
up the power of attorney at the same 
time you make your will, or you can 
use a standard form and have a  
lawyer review it. Then be sure that  
the person who’ll need it knows  
where the document is.

If you want to be sure that some-
one will be able to act for you if you 
become unable to act on your own 

behalf, you should use a durable 
power of attorney. 
If you want the 

person of your choice 
to take responsibility 
only in the event that 

you become incompetent, 
then springing power of attorney 

would better suit your personal needs.
Giving someone power of attorney 

through the signing of legal documents 
isn’t a substitute for other types of 
long–term estate planning, but can  
be a valuable complement to your 
financial planning. 

Estate Planning
There’s more to your estate than you might think.

A lthough the word estate
may suggest images of 

wealth, you don’t have to be 
rich to have one. Whatever 
your financial situation, 
you’ll leave an estate behind 
when you die. Your estate 
includes everything you 
own in your name and half of 
everything you own jointly with 
another person. That includes 
real items, such as land and 
buildings, personal items, 
such as a music collection 
or an heirloom necklace, 
and all of your other 
financial assets.

The reason you write a 
will or create one or more 
trusts—documents that are 
described on the following 
pages—is to be sure that the 
people or institutions you want 
to share in your estate will do 
so. Controlling what happens to  
your estate is also the reason you 
name certain beneficiaries on 
retirement savings plans, insur-
ance policies, and other assets 
that are distributed directly at 
your death. All of those deci-
sions come under the umbrella  
heading of estate planning.

But there’s another aspect  
of estate planning, too, that 
becomes increasingly important as 
your net worth increases. It involves 
anticipating the value of your posses- 
sions to determine whether or not 
your net worth will be subject to  
federal (and state) estate taxes.

ESTATE TAXES 
Under federal tax law, each person 
has access to a gift and an estate tax 
credit. That credit, which applies to 
taxable gifts you make when you’re 
alive and whatever is left in your 
estate when you die, lets you transfer 
ownership of some or all of your  
real and personal property to others 
without owing tax on the value of 
those assets. 

In 2017, federal law lets you  
leave cash or property valued at up to 
$5.49 million without owing tax. So, for 

example, if you gave away taxable gifts 
worth $2 million in your lifetime, you 
could leave an estate worth $3.49 mil-
lion without owing federal income tax. 
In addition, if your spouse dies before 
you do and has not used up the full gift 
and estate tax credit, the balance can be 
added to the amount you can leave tax 
free if you file the required paperwork.

It should come as no surprise, then, 
that only a very tiny percentage of estates 
are taxable at the federal level. However, 
some states impose estate taxes as well, 
and some of those have a much lower 
tax-free limit than the federal government. 

Because there are so many issues with 
estate planning, it’s important to work with 
an experienced attorney. Having made the 
effort to decide what you want to happen 
to your assets, you want to make every 
effort to see your wishes are followed.
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A WILL OF YOUR OWN
Many women urge their parents or  
spouses to write a will. But remember  
if you want to choose who inherits  
your assets or serves as your children’s 
guardian, you need a will of your own. 

WHY ARE WILLS IMPORTANT?
If you die without a will, or intestate, 
you run the risk that what you want  
to happen to your property won’t 
actually happen. If you’re married  

and die intestate, your 
property will pass to  
your spouse and your 
children, if you have 
any. The proportion  
of your estate they 

receive depends on what state you  
live in—some favor the spouse, while 
others give a larger amount to the  
children. And the situation becomes 
more complicated if you’ve been  
married more than once or have  
children with different partners.

If you’re not married, then the 
courts decide which of your relatives 
will receive your property. They are 
unlikely to name friends or charities. 

PROBATE AND THE COURTS
Whatever you transfer to your heirs 
through your will has to go through  
a sometimes lengthy process called 

probate, during which  
the courts verify your will.  
The best way to move the 
process along quickly is to 
create an unambiguous will. 
Also, you should know that 

the more property you can transfer 
directly to your beneficiaries outside 
your will, the faster the probate  
process will be.

you’ll want to think carefully about 
who would be best suited for the task 
and get permission from the person 
you’re thinking about choosing. You 
may want to name a back-up execu-
tor, in case your first 
choice cannot fulfill 
the necessary respon-
sibilities. You can also 
name joint executors, 
which is a good idea 
if your estate is complicated, or if you 
want both a relative or friend and a 
professional handling your legacy. 

SIGNING ON THE DOTTED LINE
Once your will has been written, 
there’s still more work to be done. 
Your execution, commonly known  
as your signature, has to be witnessed 
by two or three people. While the  
witnesses aren’t required to read your 
will or know what’s in it, you do have 
to tell them that they’re witnessing  
the execution of your will.

When you actually sign your  
will, you should sign only one copy. 
Then, you should either 
file your will at home, 
with your attorney, or 
in another safe place. 
It’s not a good idea  
to store it in a safety 
deposit box, though, since the box 
could be sealed when you die, which 
means your will would automatically 
become inaccessible.

Will Power
A will puts your legacy in your hands. 

I f you’ve ever wondered why having
a will is so important, consider 

this: When you die without one, your 
chosen family members, friends, and 
charities may not benefit from what 
you accumulated during your life.  
A portion of your money 
could even end up in  
the hands of your  
state government. 

WRITING A WILL
When you’re ready to 
make your will, you can 
consult a professional or write it on 
your own. It’s generally a good idea to 
use a lawyer who specializes in wills 
and estates, since you may not be 
aware of all the laws that apply in  
your state. And because the fees for 
a basic will are generally 
affordable, it’s smart to 
look into professional 
help. Of course, the 
more complicated your 
estate, the greater the 
fee you should probably 
expect to pay.

If you decide to write 
your own will, you should 
research what you must 
include to make the 
document legal in your state. There’s 
an enormous amount of information 
available online, much of very useful. 
But writing a will is a serious under-
taking, and you want to get it right. 

So, once you’ve drafted a will, it’s 
smart to have a lawyer review what 
you’ve done so that your estate  
won’t face potential taxes or legal 
complications after you die. 

NAMING NAMES
In your will, you have the 
opportunity to choose your 
beneficiaries, or the people 
who will inherit your estate. 
Whom you choose is really 
up to you. The only rule is 
that if you’re married, you 

have to provide for your spouse. 
Beyond that, you can leave prop-

erty to your family, friends, charities, 
and other organizations. When you’re 
deciding whom to choose, it’s impor-
tant to be as specific as possible. Any 
language that isn’t completely clear 
could result in costly court proceed-
ings. It’s also smart to designate 
your bequests as percentages of your 

whole estate rather than dollar 
amounts, since it’s hard to tell 
in advance what your assets 
may be worth.

Another choice you’ll 
have to make is the executor 
of your will. This person  

carries out the terms of the will,  
such as collecting your assets, paying 
your bills, and taking care of tax and 
legal issues. 

Because being an executor can 
involve making complex decisions, 
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If you set up a charitable remain-
der trust, you can choose to donate 
tax-deductible assets and collect 
income from the trust for your life-
time or an agreed-upon period. When 
you die, the trust’s remaining assets 
go to the charity. 

With a charitable lead trust, on 
the other hand, the assets in the trust 
pay income to the charity for a speci-
fied period of time. When the period 
ends, your heirs inherit the assets. 

A charitable gift annuity is a  
simpler version of a charitable trust. 

The donor sets 
up the trust

The trustees
manage the 
money in 
the trust

The beneficiaries  
receive the trust  
according to the terms

TRUST
BASICS
TRUST

BASICS

You make a gift directly to a charity, 
and in turn they pay you—and a  
beneficiary you name—a set income 
for the rest of your life.

MARITAL TRUSTS
If you’re married, you may create a  
marital trust. If either of you dies, this 
trust manages the surviving spouse’s 
finances to help minimize financial  
decisions. However, you and your spouse 
may both feel qualified to handle your 
own finances and decide against a trust.

Trusts
Trusts can benefit someone you choose—and your own estate. 

C reating one or more trusts can
give you the opportunity to control 

what happens to your assets after your 
death. A trust is a legal entity, some-
times compared to a corporation, to 
which you can transfer property. 

Different trusts serve different 
purposes, so you may not be able to 
find one trust to meet all your goals. 
However, you can create several trusts  
to serve different purposes. For exam-
ple, you may be able to reduce the 
value of your taxable estate by putting 
some assets into a trust. Or you may 
be able to set up the schedule on 
which your heirs would have access  
to some of your assets. 

THE BASICS
Most trusts work the same way: You, 
as the donor, establish the trust, 
and place assets in it. The trust is 
then run by the trustee whom you 
name, and will eventually benefit the 
beneficiary or beneficiaries—the 
person, people, or organizations that 
are to receive income and perhaps the 
principal from the trust. For example, 
an elderly woman may set up a trust, 
managed by her financial adviser, to 
support her granddaughters while  
the young women are in college. 

LIVING TRUSTS
If you choose to create a trust that 
you fund during your lifetime, the 
trust is called a living trust or an inter 
vivos trust. You must decide whether 
the trust is revocable or irrevocable. 

A revocable trust is similar to a 
will. You can change what’s in it and 
who benefits from it whenever you 
choose, and its value is counted in 

your estate at your death. But unlike 
a will, the assets in a trust do not go 
through the extensive and public  
process of probate. 

An irrevocable trust is a binding 
arrangement. You can’t change any of 
its terms or reclaim an item once you 
transfer it to the trust. Despite such 
restrictions, you may want to create 
an irrevocable trust if your goal is to 
reduce estate taxes. 

To use an irrevocable trust to 
shield your estate from taxes, you  
may choose to keep your annual 
contributions under the tax-free gift 
limits. Or you can set up the trust 
using Crummey powers. That means 
the beneficiaries must be notified 
that they have the right to withdraw 
an asset within a set amount of time 
after you contribute it. But it gives 
you the opportunity, over time, to 
shed a lot of your estate value by 
passing it through the trust to the 
people you want to benefit. 

CHARITABLE LIVING TRUSTS
If you plan a gift to charity from your 
estate, you might want to create a 
trust that makes those donations  
during your lifetime instead. 

LIFE INSURANCE TRUSTS
If you own the insurance policy on your 
own life, the benefit paid at your death  
is counted in your estate. Since that can 
be a sizable asset, you can reduce the  
risk of estate taxes by setting up a life  
insurance trust expressly designed to 
own the policy on your life. Your heirs 
might plan to use the death benefit to 
replace any estate taxes that may be due.

OTHER TRUSTS
Testamentary trusts are created by your 
will at the time of your death, often to  
minimize estate taxes. You choose the  
beneficiaries and terms, and the trustee or 
trustees oversee the distribution of your 
assets after your death.
   Bypass trusts are used to ensure that  
both partners of a marriage pay minimal 
estate taxes. Each person creates a bypass 

trust. When one spouse dies, a portion  
of the estate equal to the amount that can 
be transferred, tax free, is reserved for 
future beneficiaries, and the rest of the 
estate passes, tax free, to the surviving 
spouse. The surviving spouse may also 
receive income from the first trust’s assets. 
After the second spouse dies, the assets 
in the first bypass trust go directly to the 

named beneficiaries, such as the children. 
So do the assets in the trust of the second 
spouse to die. Estate taxes 
apply only to any amount 
left in that person’s estate.
   A qualified terminable 
interest property trust 
(QTIP) is a kind of bypass trust that lets 
you determine who the second beneficiary 

will be. That might be a good way to 
pass extra assets on to your children  

from an earlier marriage, for  
example, without cutting your  
current spouse’s income if he or  
she survives you. However, keep  
in mind that if your spouse creates 

a QTIP trust, you’ll have no right to change 
any of its provisions.
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naming someone other than yourself. 
That’s because if you die while you 
are custodian of an account that  
you set up, the assets return to your 
estate and your potential estate tax 
savings disappear.

GIFTING VS. LEAVING
Gifting, like all estate planning 
options, has its limits and drawbacks. 
Most notably, you lose complete  
control over the asset once you give  
it away. You can’t access it if you  
suddenly need money. And you can’t 
control what the new owner does  
with it. 

Ironically, the other major liability 
of tax-free gifts is a tax consideration. 
Specifically, you must consider the 
capital gains taxes that will apply if 
the new owner of an asset sells it.

If you give somebody an asset  
and he or she eventually sells it, that 
person has to figure the profit based 
on the original price you paid. That 
gain in value is what’s taxed. So if  
the value of the asset appreciated 
heavily at any point between when 
you bought it and the new owner sold 
it, the new owner pays a hefty tax.

If you leave someone an asset in 
your will that he or she eventually 

sells, the taxable profit is figured from 
the time that your estate was valued 
(usually right around your death),  
and the price that you paid becomes 
irrelevant. So if the asset didn’t  
appreciate much between the time 
that the new owner received it and 
the time that he or she sold it, the 
taxes could be significantly smaller.

If the new owner has to pay any  
inheritance taxes on the asset, though, 
the tax savings from selling it may  
be negated. And you may want to 
consider the emotional benefit of  
seeing the new owner enjoy the gift.

GIFTS AND TAXES
There are several tax advantages to 
giving gifts.

If you are married to a US citizen, that 
means you can give your spouse gifts 
worth any amount, at any time, and  
will not be charged tax on those gifts.

And you won’t face taxes if you give 
gifts to charitable organizations. How- 
ever, giving large gifts could put you in 
the position of facing the alternative  
minimum tax (AMT).

Gift It Away
When it comes to estate planning, gifting can be 
as good as receiving.  

One of the most common goals of
estate planning is to reduce estate 

taxes by decreasing an estate’s total 
value. So giving away assets before 
they are included in your estate can 
be a powerful tool.

THE BASICS
The federal government allows you to 
make annual contributions of $14,000 
each to as many people as you like,  
and those gifts can be in any form. 
That means you can give your daughter  
$14,000 in cash, investments, or any-
thing of value for her birthday each 
year. And the same year, you can also 
give $14,000 apiece to each of your 
nieces and nephews. If you’re married, 
you and your spouse can give $28,000 
to each recipient each year. 

If you know that you have more 
money than you’ll need during your 
lifetime, giving some away before 
your death can significantly reduce 
the threat of ending up with an estate 
large enough to be taxed. It can also 
be a wonderful opportunity for you  
to witness the joy that your financial 
support can bring to your loved ones.

GIFTS TO MINORS
Often, parents and grandparents want 
to give young children monetary gifts 
that are too substantial to be kept in 

bank accounts  
or savings bonds.
But children 
can’t own assets 

until they turn 18 or 21, depending  
on state law. So any adult may elect  
to set up an account for a child under 
the Uniform Gifts to Minors Act 
(UGMA) or the Uniform Transfer  
to Minors Act (UTMA). 

These are investment accounts  
in the child’s name that a custodian  
maintains until the child is old enough 
to take control. Contributions to the 
account are considered gifts, and are 
tax exempt up to $14,000 per year.  
In an UTMA, you can include assets 
other than cash and securities if you 
choose to do so.

If you aren’t concerned about the 
recipients controlling the assets in 
the accounts when they turn 18 or 
21, UGMAs and UTMAs are ways to 
reduce your estate while supporting  

a child’s future
financial security.
You may want to 
focus on growth 

stocks and bonds, but children under 
19 (or 24 if a full-time student) pay tax 
at their parents’ tax rate on any taxable 
income the UGMA or UTMA account 
earns in dividends and interest. 

And since any adult is eligible to 
be a custodian, you should consider 

HELPFUL HINTS
A qualified transfer  
is a unique way to  
fund a child’s college  
tuition and maximize estate reduction. 
You make a gift to the institution—not 
the child—equal to the amount of 
tuition. The student’s bill is considered 
paid, and you can still give him or her a 
$14,000 tax-free gift for the year. 

131130

E N J O Y I N G  F I N A N C I A L  S E C U R I T YF I N A N C I A L  L E G A C Y



If you don’t already have an emer-
gency fund that could cover three to 
six months of expenses, part of your 
inheritance can serve as one. This 
fund could be vital if you lose your 
job or face an unexpected expense. 

If you have children, you may 
also decide to set aside some of your 
inheritance in their college fund. If 
you don’t have an existing education 
fund, inherited money may be a  
perfect initial investment.

SECONDARY CONSIDERATIONS
If you have already addressed your 
primary concerns, you may want to 
consider further options.

You might want to use part of 
your inheritance to treat yourself or 
improve your quality of life. You could 
splurge on an elaborate vacation or 
set aside enough money to send your 
child to private school. If you can 
afford it, there’s nothing wrong with 
responsible indulging.

Another option is to give a good  
portion of your inheritance to a char-
ity or research organization, perhaps  
in memory of the person who left you 
the money. The emotional rewards of 
carrying on a legacy by contributing to 
a good cause can outweigh the value 
of spending the money on luxuries.

WIDOWHOOD
If you are widowed, your financial 
considerations may seem particularly 
hard to handle after the loss of your 
partner. You become the full owner 
of all the property that you had held 
jointly with rights of survivorship. 
And you may have a large sum of 
life insurance money to manage. 
Eventually, you will have to claim 
your portion of payouts from Social 
Security, a pension, IRA, or annuity. 
Each of these responsibilities will be 
manageable with time. The advice  
of a trusted financial adviser or  
lawyer can be helpful.

Inheriting Wealth
Understanding inheritances is vital, whether you’re 
giving or receiving. 

During your lifetime, you might
inherit money from a parent,  

relative, spouse, or friend. Or you 
may pass the money on at your death. 
That’s why you need to educate  
yourself now about how to handle 
inheritances as well as help your  
heirs understand the implications  
of receiving your property from you. 

THE EDUCATION PROCESS
Whether you’re the person providing 
an inheritance or the person receiving 
it, it’s smart to be aware of the emo-
tional and financial implications of  
an inheritance.

When you’ve created a will, and 
have figured out to whom you’d like 
to pass your property, you may want 
to tell those people that they will be 
inheriting something from you. That 
way, the inheritance won’t come as 
a shock. And if there’s something 
specific you want to happen to that 
inheritance, such as keeping a cher-
ished heirloom in your family after 
you die, you can tell your heirs what 
your wishes are while you’re alive. 

However, if you don’t feel comfort-
able disclosing to whom you’re leaving 
inheritances, you might want to write 
out instructions—or have your lawyer 
document your wishes—so your heirs 
are informed when they receive their 

inheritances. The more information 
you can provide, the less stress 
your heirs may face after your 
death. For example, you might 
explain how to handle taking  
income from a 401(k) or 
403(b) account, or which 
assets to liquidate to pay 
financial obligations.

If you are the person 
receiving an inheritance, 
you may find that it’s 
more stressful than you 
imagined. Many people 
feel guilty about sudden-
ly coming into unearned 
wealth, while others  
are not prepared for the 
obligations that accom-
pany an inheritance. So  
learning more about how 
to invest and how to man-
age money can help you  
prepare for the day when  
you do receive an inheritance. 

CASH INHERITANCES
If you’ve received a cash inheritance, 
it’s smart to list your financial pri-
orities before you start spending the 
money. Be sure to weigh short-term 
rewards against long-term comfort. 
While a new car may be an affordable 
luxury, it may not be more important 
than your retirement security.

It’s usually a good idea to make 
paying off debt—like credit card bal-
ances—your first priority, especially  
if it’s compromising your credit rating 
or limiting your other investments. 

You might want to consider your 
retirement security as well. If you’ve 
fallen behind in your IRA contribu-
tions in the year you get an inheri-
tance, consider using $5,500 to help 
make up the difference. While you 
can’t put inherited cash in your 
employer plan, such as a 401(k), you 
may still maximize those tax savings 
indirectly. If you use an inheritance  
in your current budget, you can  
contribute more of your wages  
to your retirement plan.

GRIEVING
It’s common to feel strong emotions 
about an inheritance, since it’s often 
linked to the death of a loved one. Experts 
recommend that you postpone making 
major financial decisions until your initial 
grieving period has passed. When you 
start thinking of the inheritance as your 
money—and not as a gift or loan—you 
might be ready to start making thoughtful 
financial decisions.
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profit and loss statements, audit 
reports, and earnings projections.  
An accountant can also troubleshoot 
for you and help you fine-tune  
your budget. 

Many accountants will help  
you organize your records for more 
efficiency. And if you need a loan, 
your accountant can help you deter-
mine what type might be appropriate 
for you. 

LAWYERS
As a business owner, you’ll probably 
need to work with an attorney. If  
you have business associates who 
work with an attorney, ask for their 
recommendations. You can also  
contact your local women’s business 
association for referrals. 

In the early stages of your busi-
ness, your lawyer helped you decide 
what type of structure (sole owner-
ship, partnership, corporation, or  
franchise) would work best for you. 
And as you grow, an attorney can 
foresee various business needs, such 
as zoning regulations, employment 
practices, and workplace safety. It’s 
also important to retain a lawyer if 
you are applying for trademarks or 
patents, because many legal issues 
arise during the application process. 
Finally, it’s crucial to have an employ-
ment lawyer review your employee 
handbook to make sure you cover  
all the bases, legally speaking. 

It’s essential to find someone  
who’s experienced in business law, 
preferably someone who has worked 
with businesses like yours. You may 
also want to think about the size of 
the firm. A smaller firm may give you 
more personal attention, but a larger 
one usually offers a wider range  
of services. 

Finally, you should find out how 
you’ll be charged for the legal services 
you need. Most lawyers charge an 
hourly fee, and the cost of each  
consultation depends on the lawyer’s 
billing rate. That generally depends  
on level of experience, the part of  
the country where you live, and the 
type of firm it is. However, some 
lawyers charge a flat fee for a specific 
service, regardless of the amount of 
time it takes. 

SPECIALIZED CONSULTANTS
If you want to get your business  
into the public eye, you can hire 

advertising or marketing specialists 
to help you create an image and  
positioning scheme. A small  
advertising agency or independent 
specialist may be ideal for your  
small business’s needs.

You can also employ a public  
relations (PR) firm or add a public 
relations specialist to your staff to 
help you gain exposure that you  
otherwise may not be able to attain. 
A PR agent can write press releases, 
manage your social media presence, 
and generally educate the public on 
the latest happenings in your business. 

There are technology consultants 
who can help keep you updated with 
the latest software and manage the 
operation of your systems. 

There are also soft consultants, 
who are trained to teach your  
employees how to maximize their  
productivity, cultivate working  
relationships with clients, and more. 

Getting Professional 
 Advice

Your business can benefit from the help of experts.

A lthough it’s tempting to believe
you can run a business on your 

own, it’s usually a good idea to get 
professional help. Hiring lawyers  
and accountants can help keep you 
out of legal and financial trouble, 
while public relations experts can  
get your company in the public eye. 

Technology consultants can keep 
you abreast of the solutions that will 
work best for your bisiness. And  
having a good relationship with a par-
ticular bank or banker is a good way to 
get information when you make major 
financial decisions, such as arranging  
a line of credit or securing loans. 

Keep in mind that professional 
advice can be costly. In general, it’s  
a good idea to figure out the areas 
where expert help could provide the 
biggest boost, and hire professionals  
to achieve it. As you have more 
money at your disposal, you can hire 
other specialists as you need them.

You can also get business counsel-
ing at no cost from retired executives 
through an organization called the 
Service Corp of Retired Executives 
(SCORE), sponsored by the Small 
Business Administration. To find a 
local chapter, you can go to their  
website, www.score.org. 

FINANCIAL GUIDANCE
Running your own business is  
challenging enough without trying to 
handle your company’s tax planning 
and reporting. Most business owners 
would agree that hiring an accountant 
is a good investment.

Accountants can work with you 
and your financial officer or controller  
to keep your business financially 
sound. Some areas that accountants 
can help you with include preparing  

RESOURCES
There are formal ways  
to establish relation- 
ships with other women  
business owners, who can be a source 
of ideas and advice. 

The National Association of 
Women Business Owners  
(www.nawbo.org) maintains many local 
chapters, which host monthly meetings 
and programs to build business skills.

Similarly, the Small Business 
Administration’s Women’s Business 
Centers (www.sba.gov/offices/ 
headquarters/wbo) maintain and staff 
facilities in which these connections can 
form. They primarily provide training for 
women just starting their companies, 
or growing established businesses, by 
helping them secure venture capital, and 
offering programs on using technology, 
expanding markets, and other topics. 

Another organization worth checking  
out is the Women Presidents’ 
Organization (WPO), which is made up 
of successful women business owners. 
The WPO organizes informal and formal 
meetings for women to discuss business 
strategies, organizational skills, and  
various successes and failures in  
their own businesses. For more  
information, go to the WPO website,  
www.womenpresidentsorg.com.
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Chambers of Commerce, the  
US Department of Labor, and trade 
associations publish these surveys, 
and you can buy them from consulting  
firms or receive them through online 
subscription services. They’re reported 
regularly in trade journals. 

Another factor to consider is  
your geographical region. Salaries, 
especially in lower-paid jobs, and for 
employees with less experience, vary 
from city to city, so it’s wise to get 
some statistics on the salary trends  
in your region.

HELPFUL HINTS
While it’s very impor- 
tant to offer your  
potential employees  
a competitive salary, you need to keep 
your company’s financial well-being in 
mind as well. That doesn’t mean that 
you should skimp on the incentives you 
offer, or the compensation packages that 
you create. But it’s still crucial that your 
company remains profitable, so be care-
ful not to put your bottom line at risk.

MAKING THE OFFER
You can either call, write, or email  
to extend the offer to your potential 
employee. But for record-keeping  
purposes, it may be wise to send a 
written contract, even if you call as 
well. You should be specific in your 
offer, making sure to include the  
position’s title, general duties, start-
ing salary, start date, and a general 
description of vacation time and  
the benefits you offer. 

You may also want to add a date 
by which you expect a response.  
That makes it easier for you to  
extend other offers if your first  
choice declines the position.

THE COSTS OF YOUR OFFER
In a tight labor market, you may find 
that you have to offer higher salaries 
to attract employees. But how does 
that affect your current employees, 
who may end up making less than  
the new hires?

If you start offering higher  
salaries to your incoming employees,  
it’s smart to adjust your current 
employees’ salaries to reflect their 
skills and experience. You could also 
create a salary structure, in which you 
figure out a base salary for each job  
in your company. Once that structure 
is in place, it’s also easier for you to 
give scheduled pay raises.

Attracting Employees
To draw new employees, it’s important to have 
a well-rounded incentive package.

By knowing what you’re looking
for in an employee and providing 

incentives to attract skilled candi-
dates, you can create a strong team.

YOUR ROLE
Many businesses, both big and  
small, offer the following incentives 
to their employees.

First of all, most potential employ-
ees look for a company that offers a 
well-rounded health plan. Depending 
on how extensive your budget is, you 
may include dental and optical cover-
age, which could make your company 
more attractive than your competitors.

Offering a retirement plan, such 
as a 401(k) or SEP, can also give you 
an edge when you’re hiring. Some 
employees may want to roll over their 
current retirement plan into the one 
that you offer, while others will want 
to start building their nest eggs.

Finally, it’s standard to provide  
paid vacation time to your employees. 
One way to decide how much vacation 
time you want to offer is to find out 
what other businesses in your industry 
offer, since you want to remain com-
petitive. You’ll want to include your 
company’s policy for vacation days in 
your employee handbook, so that your 
employees know when they can expect 
an increase in the number of days  
they get.

FLEXIBLE INCENTIVES
To attract employees, you may  
want to provide flextime, which lets 
your employees set their hours or 
compress a full work week into four 

days. Or you can offer telecommuting, 
which allows your employees to work  
from home, on the road, or from 
another city.

Making these schedules work can 
be a challenge for you as the business 

owner, since it’s more difficult to  
create a cohesive office atmosphere  
if workers use flextime. But if you 
schedule regular phone conferences 
or in-office meetings, your employees 
will still feel connected to one another 
and your company in general.

SALARY DECISIONS
To come up with a reasonable salary 
for a potential employee, you should 
do some research. Find out what your 
competitors are offering to people  
in the same position you’re trying to 
fill. One way is to read salary surveys 
to see what the typical salaries are  
in your industry. 

INTERNSHIPS
One way to attract employees is to start 
young. Many companies offer internship 
programs to high school and college  
students, either for the summer or for 
credit during the academic year. If you 
offer this type of program, not only will 
you have added hands in the office, but 
you may also find some talented future 
employees among the interns you hire. 

137136

M A N A G I N G  Y O U R  B U S I N E S S



means that you pay a certain percent-
age of your company’s profits to your 
employees. If your profits are less than 
you anticipate in any year, or if you 
need the money to expand, you can 
always skip a year. 

Many companies offer stock 
options or stock appreciation rights 
to their employees. If the company 
goes public or is sold, the employees 
share your financial success. You’ll 
need professional help to set up a  
plan such as this, but you may find  
it’s a great loyalty builder. 

Finally, you can create an employ-
ee stock ownership plan (ESOP). 
With an ESOP, you create a trust 
fund for existing shares of stock and  

INCENTIVES
If you are employing a large number  
of working parents, providing sub- 
sidized daycare or giving your workers 
vouchers to daycare facilities may be 
a wise choice. There may be other 
small business owners nearby who 
would collaborate on providing  
these services.

You can arrange for on-the-job 
training when an employee joins your 
company. Or you can offer training  
or workshops every six months to a 
year. Many employers choose to  
have their employees take online 
workshops or courses in your business 
or industry. 

FINANCIAL INCENTIVES
Even if you already have retirement 
and health plans in place, or match 
your employees’ contributions to their 
retirement plans, there are additional 
ways that you can provide employee 
incentives.

You can offer a profit sharing 
plan. Basically, that  

NEXT STEPS
Not only do you want  
your business to run  
efficiently, but you  
also want to make sure that your 
employees truly enjoy work. So if you 
can, you may want to provide extras. 
These may include:
n  A game room or place to relax
n  Company outings to sporting events, 

wine tastings, or other similar 
activities

n  Free snacks, beverages, and coffee 
in the kitchen

Keeping Your Employees
Creating a strong team is key to your company’s growth.

You’ve found an ambitious, hard-
working group of employees to 

help make your business a success. 
Now your challenge is to create a 
motivational, exciting, and productive 
workplace. As an employer, it’s 
important to stay aware of your 
employees’ feelings about their 
jobs, as well as provide incen-
tives to establish a creative  
environment in your office. 

EMPLOYEE FEEDBACK
Even if you have managers to 
oversee the day-to-day work of 
your employees, there are several 
ways to get employee feedback 
directly as well. It’s an important 
way to hold on to an informal 
environment as your work  
force expands.

Keep communication lines 
open. Your employees should feel 
comfortable coming to you to dis-
cuss work issues. To maintain that 
openness as your business grows,  
try to arrange for regularly scheduled 
meetings with each employee. If  
you think some of them may be 
uncomfortable in a one-on-one  
meeting, try small groups.

Have staff meetings or lunches. 
Every two weeks or so, get together 
with your employees to review what’s 
happening in the business. You can 
include any important updates and 
generate discussion about new prod-
ucts or ideas. These meetings are also 
the time to let your employees offer 
their feedback and creative thoughts.

REWARDS
It’s very important to let your  
employees know when they’re doing 
a good job, or when you feel that  
their work needs improvement.

Schedule salary reviews and 
make promotions at regular  
intervals. By promoting employees, 
you are showing that you reward  
hard work. When you do a salary 
review, it’s the perfect time to go 
over any strengths and weaknesses  
an employee may have. And it’s also 
a time to give long-term employees 
new responsibilities.

Give criticism behind closed 
doors. A working environment should 
be positive, so while public praise is 
often a good idea, criticism should 
remain a private matter. 

establish individual ESOP accounts 
for your employees who choose to  
participate in the plan. You contribute 
shares to those accounts based on a 
formula you set up. You can use an  
ESOP to give your employees bonuses 
and incentives or as part of a 401(k) 
or other retirement plan.

MORE OPTIONS
As employment rates steadily 
increase, there’s increased  
competition among businesses 
to find and keep employees.  
Added incentives are often a 
good idea if you want to keep 
your essential employees.

Many companies have  
created mentor structures, 
often aimed toward women 
professionals, to help younger 
employees learn the ropes 
and get advice from their 
older, more experienced  
colleagues. You can imple-
ment this type of structure 
by matching up two people 
in the same division of your 
company, one with many 
years of experience and 
perhaps someone you’ve 
just hired. It’s smart to 
encourage these mentor 
groups to meet often.

Although it may be 
costly, it’s important to 
keep the technology in 
your office state-of-the 
art so employees can  
be as productive as  

possible while keeping their tech 
skills sharp.
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and a maximum out-of-pocket cost 
for covered services. It’s often a less 
expensive option than other plans  
but has some drawbacks.

FEE-FOR-SERVICE
If you want your employees to have 
the flexibility to choose any doctor,  
or to consult a specialist without 
prior approval, a fee-for-service plan 
may be right for your company. The 
patient pays the full cost of care up  
to a certain amount, or deductible. 
Once the patient hits the deductible, 
the insurance company starts paying  
a percentage of the medical costs  
they approve, and the patient makes  
a copayment, up to a set limit, after 
which the insurer pays.

With this type of plan, your costs 
will be higher if your employees have 
a low deductible, and the charges 
approved by the insurer may be much 
lower than the actual medical cost.

often a good choice. There are  
three types of managed care: 
Health Maintenance Organizations 
(HMOs), Preferred Provider 
Organizations (PPOs), and High 
Deductible Health Plans (HDHP). 

If you choose an HMO for your 
company, you and your employees  
can pick medical providers from the 
HMO’s exclusive provider list. The 
more extensive the plan’s options for 
medical providers, the more you’ll  
end up paying to provide the plan. 

A PPO is similar to an HMO 
because employees pay less if they 
choose a doctor who is considered 
“preferred,” or included on the PPO’s 
preferred provider list. To get the pre-
ferred rate, your employees may have 
to go to their gatekeeper doctor, who 
will refer them to specialists if they’re 
in need of further attention. But if you 
offer a point-of-service plan, they may 
be able to go to the specialist directly.
The amount of money you, as an 
employer, will pay for offering a  
PPO depends in part on what your 
employees’ copayment, or portion of 
the cost of a doctor or hospital visit, 
is. If your employees pay only $15 per 

visit, your costs will be higher 
because the cost to the 

employee is lower, but 
if your employees 
pay $25 or more, 
your costs will be 
lower. Deductibles 
also matter. 

A HDHP has 
substantially 
higher deduct-
ibles than other 
plans, a list 
of preferred 
providers, 

RESOURCES
When you are looking  
for a health plan,  
keep in mind that the  
costs change depending on how many 
people join the plan. 

Your business is considered a  
small group if there are between  
3 and 25 people (but sometimes up to 
100) in the health insurance plan. Costs
are generally higher for smaller plans.

If you want to save money on health 
insurance, you can join a small business 
coalition to help you get the most  
insurance for your money. For more  
information, you can contact the 
National Alliance Health home office 
at 202-775-9300 or go to their website, 
www.nationalalliancehealth.org. You 
can also try the National Federation 
of Independent Business (NFIB) at 
800-NFIB-NOW or on their website at
www.nfib.com.

If you offer an HDHP that meets federal 
government guidelines, you can offer 
your employees the opportunity to  
contribute pretax income to a linked 
health savings account (HSA). You  
may want to match a portion of those 
contributions as well. Account holders 
can take tax-free withdrawals to pay 
eligible medical costs.

Health Benefits
Offering health insurance can benefit you and your employees.

I t’s common practice for small busi-
nesses to include health insurance 

in an employee benefits package.  
And since group plans are generally 
cheaper than an individual policy, 
both you and your employees can be 
covered for less. 

Remember, though, that there’s a 
significant difference between having 
your company shoulder the cost of a 
health plan and having your employ-
ees pay some of the premiums them-
selves. One alternative is to provide 
most of the cost of health plans for 
your employees, while making family 
coverage, which workers can pay  
for themselves, available.

MANAGED CARE
If you’d prefer to allow your employ-
ees to choose from a list of medical  
providers, then managed care is 

CHOOSING AN AGENT OR BROKER
Once you have a good idea of what your 
options are, you can choose an insurance 
professional to guide you through your 
insurance choices. If you haven’t used an 
agent or broker before, these suggestions 
may help you make a choice you’ll feel 
comfortable with.
n  Get referrals from business colleagues, 

friends, and family
n  Make sure the agent is licensed by your 

state’s insurance department
n  Look for an agent who specializes in 

health insurance
n  Check on the agent’s experience
n  If the agent only represents one or two 

companies, you might want to keep 
looking for someone with a wider range 
of options

n  Find someone you feel comfortable with 
and who is easily accessible, since your 
agent or broker should be available to 
answer all your insurance questions

CHOOSING THE BEST OPTION

The health insurance business has

changed dramatically in the last ten years,

which means you’ll have to consider a 

variety of healthcare options.
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employees a real choice. If you follow 
the Department of Labor’s guide-
lines for providing a range of options, 
though, you’re not responsible for how 
well the investments your employees 
choose meet their expectations.

SEPS AND SIMPLES 
Many smaller business owners opt  
for a Simplified Employee Pension 
(SEP). With a SEP, you choose how 
much you contribute each year for 
yourself and your employees, and  
can change that amount based on 
how well your company does each 
year. There is no vesting period with  
a SEP, so any money you put in an 
account belongs to the employee the 
minute you deposit it. 

You have to put the same percent-
age of money into each qualifying 
employee’s account that you put into 
your own. So if you contribute 15%  
of your earnings into your own SEP, 
you have to contribute 15% of your 
employees’ earnings into their accounts.

Another popular alternative, known 
as a Savings Incentive Match Plan 
for Employees (SIMPLE), was cre-
ated in 1997. In fact, there are two 
versions of a SIMPLE—a SIMPLE 
IRA and a SIMPLE 401(k). If you 
choose a SIMPLE, your employees 

can contribute up to the annual  
maximum a year, and you must  
contribute either 2% for all of your 
eligible workers, or match up to 3% 
of whatever your employees choose 
to contribute. 

KEOGH PLAN 
If you have a sole proprietorship or  
are a partner in a small business, you 
may want to create a Keogh plan, 
which provides benefits for business 
owners or self-employed individuals. 

If you have employees, you have 
to provide comparable benefits to 
those who qualify to participate in the 
Keogh. That means if you put 25% of 
your earnings in your plan, you must 
contribute 25% for each employee cov-
ered by the plan. You are also required 
to have a plan administrator, who can 
be yourself or an employee. Like a 
401(k), a Keogh can involve substan-
tial recordkeeping and reporting.

If you are the head of a nonprofit  
organization, you might want to consider 
a 403(b) plan, which is a salary reduction  
plan that works in similar ways to a 
401(k). However, only employees of non-
profit organizations, schools, and hospi-
tals are eligible to participate in a 403(b).

Retirement Plans
Fashion a retirement plan that suits your company’s style.

When it comes to retirement plans,
there are a number of options  

for small businesses. It’s your job to 
narrow down the choices to a plan  
that will fit your company’s needs.

EMPLOYER SPONSORED PLANS
A plan that provides a fixed income  
to your employees once they retire 
is known as a defined benefit plan. 
With this type of plan, you as employ-
er are responsible for putting enough 
money into the plan to provide the 
income your employees are entitled 
to, as well as to meet the federal 
guidelines governing these plans.  
Not surprisingly, very few small  
business owners can afford to  
choose this type of plan.

On the other hand, you might 
choose to establish a defined contri-
bution plan. The main difference  
between this type of plan and a 
defined benefit plan is that you 
don’t guarantee a set income to 
your employees once they retire. 
Instead, the amount they receive 
depends on how much money is 
invested in the plan and how much 
the investments increase in value.

With some defined contribution 
plans, you put in all of the money 
that’s invested. One example is a 
profit sharing plan, which lets  
you contribute a percentage of your 
company’s profits each year. With 
other types of defined contribution 
plans, employees put in a portion  
of their pretax or after-tax salaries. 

BY THE NUMBERS
Any retirement plan to which your 
employees contribute income is 
known as a salary reduction plan. 

The type known as a 401(k) is a 
popular choice among small business 
owners. With a 401(k), your employ-
ees can put a part of their paycheck 
into a variety of investment options 
offered through the plan. You can 
match your employees’ contributions 
if you choose, but you’re not required 
to do so. 

One drawback of conventional 
401(k) plans is that your plan has 

to meet detailed federal guidelines.  
A typical solution is to find a highly 
regarded plan provider who special-
izes in serving small businesses and 
will handle the details and much of 
the paperwork for you. You might 
also investigate a Safe Harbor 401(k), 
which can provide the same tax 
advantages for you and your employ-
ees, but is easier to administer. 

BEING A SPONSOR
If your company offers a 401(k) plan, 
you’re the plan sponsor. That means 
you’re responsible for choosing a  
plan provider and deciding on the 
plan’s options and features, including 
the rate at which employees can con-
tribute, whether to match employee 
contributions, and whether to allow 
employees to borrow against their 
account value.

As the plan’s sponsor, you have a 
fiduciary responsibility to make deci-
sions in light of what’s best for the 
people who participate. For instance, 
it’s your responsibility to choose a 
menu of investments that offers your 
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It’s good business practice to have 
a strong relationship with a certain 
bank or banker, especially since she 
or he could help you get loans when  
you need them. If you don’t use one 
particular bank, you might want to 
open a business banking account or 
secure small lines of credit before 
applying for a big loan.

If you belong to a credit union, you 
may be able to secure a loan through 
that organization. In general, a credit 
union offers lower loan rates than  
banks or other commercial 
lenders. Credit unions may 
also charge lower or no 
fees, and can provide 
more personal atten-
tion to help you  
find a loan that 
meets your busi-
ness needs. 

All potential lenders are likely, 
however, to ask how much you are 
investing personally in your business 
venture. Among other things, it’s a 
way to assess your commitment to  
the business.

A LITTLE HELP
Since 1993, the Small Business 
Administration (SBA) has extended 
Microloans to businesses to help 
finance machinery, office space  
leases, equipment, and other  
basic necessities.

The most you can borrow with a 
Microloan is $50,000, and the average 
amount that borrowers use is about 
$13,000. Although the term of the  
loan depends on what you’re using  
the funds for, and the size of the  
loan, the longest term for a Microloan 
is six years.

The SBA can also help you create 
a loan package and secure funds 
through a program called Lender 
Match. You can qualify for the loan  
if your business is at least 51% owned 
by a qualifying person or group, and  
you can receive up to $250,000. 
The length of the loan is any- 
where from 7 to 25 years, 
depending on how you  
use the money. 

For more information,  
you can contact the SBA at  
www.sba.gov. 

RESOURCES
Some new women  
business owners have  
found it difficult to  
secure bank loans, especially if they 
don’t have significant personal assets  
or a co-signer. One organization that pro-
vides loans to women business owners 
is Count-Me-In for Women’s Economic 
Independence, which offers loans of 
$5,000 to $10,000. Your first loan can be 
$5,000, and when you pay it back in full, 
you will be eligible for another loan. You 
can find out more about this organization 
at www.count-me-in.org.

Getting the Funds
Growing a business requires a steady flow of money.

Building a business costs money—
usually more than you can gener-

ate from your operating revenues. 
Whether you’re adding a new truck 

to your fleet, building a new housing 
development, or creating software, 
you’ll need money to turn these plans 
into reality. It might help to work with 
an accountant to calculate estimated 
costs for reaching the next level  
of development.

THE BASICS
Before you borrow, list your basic 
business expenses. Each time you 
expand your business, these costs  
are likely to increase:
n Employee salaries
n Rent
n Electricity, heating, air conditioning, 

and fuel
n Paper and other office supplies
n Purchasing or leasing operating 

equipment
n Decorating or remodeling costs
n Legal and professional fees
n Insurance
n Taxes
n Machinery and power tools

BANK LOANS 101
If you’ve made the decision to borrow 
money for your business, which loan 
is right for you?

You can get a line of credit, which 
is a type of loan that gives you short-
term or seasonal funds. Basically, a 
line of credit is very similar to a credit 

card, with the notable exception that 
interest on a line of credit is lower 
and may be tax deductible. You  
borrow cash, using your business 
assets as collateral, and pay back  
the principal and interest on any  
outstanding balance each month. 

A long-term credit loan usually 
lasts up to five years, and is helpful  
if you want to have money for operat-
ing costs until your business turns a 
profit. Banks typically require that you 
provide collateral or sign a promissory 
note on this type of loan, and pay it 
back in installments.

DO YOU QUALIFY?
If you’re thinking about taking a  
loan to build your business, there are 
several qualifications that banks and 
investors normally expect from you,  
as the owner, and your business. 
Before you apply for a loan, make  
sure that you can provide potential 
lenders with the following:
n Business plan 
n Balance sheet and income statement
n Cash flow projections
n Profit and loss reports
n Personal financial statements  

for all business partners 
n Credit report
n Personal income tax returns 
n Information on business debts

GETTING THE LOAN
You may want to investigate banks 
that have a history of offering loans to 
small and growing businesses, since 
there are banks across the country 
known for being friendly to small 
businesses. And banks may offer  
special lending programs specifically 
for women-owned businesses. 

CREDIT CARDS
Visa, American Express, and Mastercard 
all offer credit cards aimed specifically at 
small businesses. These cards offer lower 
interest rates than normal credit cards, 
and often have higher credit limits.
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Development Center (SBDC). And 
don’t forget to check with your  
professional advisers—your banker, 
accountant, and attorney.

BUSINESS INCUBATORS
If your business needs help in all 
aspects of its development—from 
office space to tech support and 
more—you may benefit from a  
business incubator. Incubators  
nurture businesses until they are 
established enough to be successful 
on their own. An incubator can  
provide office space, flexible leasing 
arrangements, equipment, technical 
assistance, and general business 
advice—all in a short time span. 

In return for their help, business 
incubators often own a portion of  
the company, and get a significant 
return on their investment if the  
company succeeds. 

For more information on finding a 
business incubator for your company, 
you can check out the International 
Business Innovation Association 
(NBIA) (www.inbia.org or  
407-965-5653).

FAMILY AND FRIENDS
Many business owners have found 
themselves at a dead end when it 

comes to attracting capital. If  
you fall into this category, you  
may have to turn to friends and 
family for low-cost funding for  
your business. About 73% of 
investments for women-owned 
businesses come from friends  
and family, so you’re not alone  
if you choose this avenue.

It’s good business practice to 
classify any money you receive 
from friends and family as an 

investment, a gift, or a loan. 
If the money is an investment,  

you’re making no promise to repay,  
but the investor stands to profit if 
your company is successful. You 
should sign an agreement that  
specifies what share of ownership  
the investment provides. If the money 
is a gift and the amount from a single 
person is more than $14,000, the 
giver may have to file a gift tax return.

If you borrow the money, then 
you should draft a promissory note 
or contract that lists the terms of  
the loan. That should help you  
avoid legal complications later.

RESOURCES
There are a number  
of firms focused on  
helping women entre- 
preneurs take their businesses to the 
next level. 

Some organizations to contact are:
Growthink Research
310-823-8346
www.growthinkresearch.com
Capital Across America
615-254-1414
www.mycapital.com

Other Funding
Bank loans are not the only option  
for getting money to build your business.

I f you’re building a business, you
may be able to get funding from 

professional investing firms or 
private investors.

The money you get is known as a 
private equity investment, and the 
investors put their money into your 
business because they expect to make 
money. They reap the benefits of  
your success by getting their share 
of the purchase price if you sell your 
business, or receiving stock in your 
company if you take it public.

VENTURE CAPITAL
Venture capital is money an invest-
ment firm raises from institutional 
investors and wealthy individuals  
to fund business development.  
Some venture capitalists (VCs) 
invest in a business that’s in the early 
stages of growth, and others specialize 
in companies that are getting ready to 
do an initial public offering (IPO) 
of their stock. 

THE WOMAN CONNECTION
Women business owners have  
traditionally had trouble obtaining 
venture capital, receiving only a small 
percentage of the money available 
each year. However, there are now 
several organizations devoted to help-
ing women receive money from VCs.

Springboard Enterprises organizes 
forums throughout the country to give 

women entrepreneurs the opportunity 
to pitch their business plans to poten-
tial investors. For more information, 
go to https://.sb.co.

ANGEL INVESTORS
About 100,000 companies each 
year look for financing from venture 
capital, but only 3,000 or so actually 
get funding. However, about 30,000 
businesses have found success with 
angel investors, who are wealthy 
individuals interested in investing in 
promising companies. There are over 
two million angel investors in the  
US, and many of them specifically 
focus on women-owned businesses. 

Since angels are investing their 
own money in your business, they 
have a vested interest in the success 
of your venture. Many angels become 
mentors for the companies they sup-
port, and sit on the board of advisers. 
One drawback is that angels often 
want to be involved in the way you 
run your business, so you may give  
up a bit of your management power  
to get the money. 

There are angel investor groups 
located throughout the US. To find 
one, you might ask the local Chamber 
of Commerce about affiliated groups 
or contact your local Small Business 

BOOTSTRAPPING
When you’re growing  
a business, one of the  
buzzwords you may  
encounter is boot- 
strapping. That’s the  
philosophy that every dollar  
counts in your business,  
so saving rather than  
spending can be worth  
your while. If you’re on a  
tight budget, you can bootstrap by  
coordinating your accounts receivable  
and accounts payable so you have a con-
tinuous cash flow. Or it can mean being 
frugal with your inventory and expenses. 
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company on an approved list of sup-
pliers can help to build your business. 

You can refer to the Small Business 
Administration (SBA), which offers 
resources for small companies who 
want to secure supplier contracts. The 
Women-Owned Small Businesses 
(WOSB) Federal Contracting Program 
was created to expand the number of 
women-owned businesses that were 
able to compete for federal contracts, 
especially in industries where these 
small businesses are significantly 
underrepresented. Go to https://
www.sba.gov/contracting/government-
contracting-programs/women-owned-
small-businesses to find what you 
need to know as a contracting officer 
and as the owner of a small business.

The SBA provides a PowerPoint 
to help you complete the self-certifi-
cation process. With the certification 

you’ll be able to manage your docu-
ments, complete forms online, and 
receive deadline alerts.

For a broader perspective on 
opportunities for women, you may 
want to access the Center for 
Women’s Business Research, estab-
lished by the National Foundation for 
Women Business Owners (NFWBO). 
The Center, a source of up-to-date 
information and research studies 
about women business owners and 
their enterprises worldwide, offers a 
resource guide for small business  
owners. You can download a copy  
at www.nfwbo.org.

INFORMAL NETWORKING
Some women also create professional 
business groups. These groups meet  
at regular intervals and include 
women from various fields, such  
as accountants, lawyers, and public  
relations specialists. The women 
exchange advice and ideas in their 
areas of expertise, as well as provide 
each other with places to go for  
further information.

There are also many organizations 
that encourage networking across  
gender lines. These include:
n Chambers of Commerce
n Trade organizations
n Political organizations
n Rotary or Lions Clubs
n  Organizations centered around  

special interests
n College alumnae associations

RESOURCES
It’s a good idea to contact organiza-
tions devoted to women-based busi-
nesses. Here are some suggestions:

American Business Women’s 
Association (www.abwa.org)  
stages events for career women, 
including speakers, workshops, and 
national conventions.

The National Association 
for Female Executives (NAFE) 
(www.nafe.com) hosts a number  
of conferences on different  
“best practices” topics for various 
industries. NAFE also produces 
an annual directory that features 
profiles of over 5,000 business 
and professional organizations  
in the US and abroad.

Business Networks 
      for Women
Being a business owner and a woman can work to your advantage.

I t’s a well-established fact that
women business owners face 

challenges at every turn of their pro-
fessional careers. In response, a num-
ber of organizations, networks, and 
services have been created to help 
women build successful businesses.

CERTIFICATION
Some smaller and newer women-
owned businesses have had trouble 
getting the contracts to sell their 
products and services that are crucial 
to running a business. So a number  
of organizations have created certifi-
cation programs to give women  
business owners a better shot at 
securing government and corporate 
contracts, making deals with service 
providers, and creating business  
partnerships with other companies.

Certification by The National 
Women Business Owners 
Corporation (NWBOC), The 
Women’s Business Enterprise 
National Council (WBENC), or  
a similar organization will give  
you more opportunities to work  
with hundreds of companies and 
government programs that have 
agreed to do business with certified 
woman-owned companies.

To become certified, you’ll  
have to apply to one of the many 
programs located throughout the 
US, and meet the criteria of the  
program or programs you choose. 

One general rule is that your  
business has to be at least 51% 
women-owned and operated.  
For more information on the 
NWBOC, go to www.nwboc.org  
or call 800-794-6140. To contact 
WBENC, check out www.wbenc.org 
or call their certification department 
at 202-872-5515.

PROCUREMENT PROGRAMS
Many companies, along with depart-
ments of federal, state, and local gov-
ernments, want to do business with 
women-owned businesses. To do  
that, many organizations now support 

special procurement programs, 
which focus on attracting and using 
certified women-owned businesses  
to supply products and services.

As a business owner, you should 
contact companies to which you would 
like to sell your products, and ask 
about special procurement programs 
they might have. Checking company 
websites may be a good way to start. 

Since the US federal government 
is the single largest buyer of goods 
and services in the world, getting your 

149148

M A N A G I N G  Y O U R  B U S I N E S S



Annual percentage rate (APR) is the 
cost of credit expressed as a percent-
age of the amount you are borrowing. 
The APR includes interest and most 
fees you pay to arrange the loan. It 
does not include late payment fees.

Assets are everything you own that 
has monetary value, plus any money 
that you are owed.

Asset allocation is a strategy for  
creating a diversified investment port-
folio by putting money into different 
asset classes. Generally, it means you 
invest a percentage of your principal 
in stocks, a percentage in bonds, 
and the balance in cash or cash 
equivalents. Asset allocation does not 
guarantee a positive return or protect 
against losses in a falling market.

Beneficiary is the person, people, 
or institution you name to receive 
the assets in your retirement savings 
plan, trust, annuity, or the face value 
of your life insurance policy. These 
assets are not transferred by your will.

Capital gain is the profit you make 
when you sell an investment for more 
than you paid to buy it. If the selling 
price is lower than the price you paid, 
the difference is called a capital loss.

Cash equivalent is an investment, 
such as a money market fund, CD,  
or US Treasury bill, that you can  
liquidate easily with little loss of  
value. Like cash investments, cash 
equivalents are vulnerable to inflation 
over the long term.

Certificate of deposit (CD) is a  
type of bank investment that pays 
interest for a specific period of time 
and returns your investment plus  
earnings at maturity.

Compounding occurs when the  
earnings an investment produces are 
added to your principal, creating a 
new, larger base on which earnings 
can accumulate. 

Defined benefit plan is a traditional 
pension plan that pays a regular 
income amount to retired employees. 
The pension amount is usually deter-
mined by your final salary when you 
retire and the number of years you 
worked for your employer.

Defined contribution plan is an 
employer sponsored retirement plan 
in which each participant has an indi-
vidual account. The amount of retire-
ment income you receive depends 
on the amount that’s invested in 
your account, how it is invested, and 
the return the investments provide. 
401(k), 403(b), and profit sharing 
plans are examples of defined  
contribution plans. 

Diversification means spreading  
your investment assets among a  
number of different investment cat-
egories and then among individual 
investments within those categories. 
For example, in a diversified portfolio 
you might own stock in six companies,  
each in a different sector of the 
economy, several bonds or bond 
funds, and US Treasury bills or CDs. 
Diversification does not guarantee 
a positive return or protect against 
losses in a falling market.

Dividend reinvestment plans 
(DRIPS) let you reinvest the divi-
dends you earn on a stock investment 
directly to buy additional shares of the 
stock. The plan is run by the company 
issuing the stock.

Equity is an ownership share of an 
asset. With real estate, for example, 
your equity is the value of the prop-
erty you own outright as opposed to 
the portion that is mortgaged or that 
belongs to a joint owner. Similarly, 
stocks and stock mutual funds are 
equity investments because you own 
shares in the issuing corporation  
or fund.

Estate is the value of your assets, 
minus your liabilities, at the time of 
your death.

Executor is a person you name in 
your will to administer the transfer of 
your property and other details of set-
tling your estate. Executors are also 
known as personal representatives.

Fair market value is the amount you 
would have to pay to buy a particular 
asset or service on the open market. 
The concept of fair market value 
assumes that both the buyer and 
the seller are informed about the 
object’s value and neither is under 
pressure to buy or sell.
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Net asset value is the dollar value of 
one share of a mutual fund. It’s com-
puted each trading day by dividing the 
total value of the fund’s investments 
by the number of existing shares in 
the fund.

Net income is the amount of your 
earnings after withheld amounts,  
such as taxes and Social Security,  
are taken out. 

Net worth is the value of your assets 
minus all of your liabilities.

Par is the face value of a bond, or the 
amount you pay if you buy at issue 
and receive if you redeem the bond at 
the end of its term when it matures.

Portfolio is the collection of  
investments you own. A diversified 
portfolio includes investments from 
different asset classes and a variety of 
investments within each class.

Principal is a sum of money that 
can refer to an amount you invest, an 
amount you borrow, or the face value 
of a bond.

Probate is the legal process of prov-
ing, or verifying, your will. The court 
in which this process occurs is known 
as probate court, surrogate’s court, or 
orphan’s court. 

Prospectus is a formal written docu-
ment that outlines the background, 
objectives, and performance of a 
mutual fund. It must be issued to 
each investor who purchases a new 
issue of a registered security.

Return is what you get back on an 
amount you invest, including inter-
est or dividend payments, plus capi-
tal gains or losses. A positive return 
means you end up with more money 
than you started with, and a negative 
return means you end up with less. 

Revolving credit is a form of credit 
that allows you recurring access to a 
fixed amount of money. When you 
repay an amount, it’s available for you 
to use again.

Rollover means you move an invest-
ment from one custodian or trustee 
to another. For example, a lump sum 
payment from a 457 plan can be rolled 
over into an IRA. Or, one IRA can be 
rolled over into another IRA.

Securities are another name for 
stocks, bonds, and certain other 
investments. Originally a security was 
a piece of paper, such as a stock cer-
tificate, that proved your ownership.

Tax deferred describes investment 
amounts and investment earnings that 
are not taxed until you withdraw them 
from an account. 

Tax exempt means that no tax is due 
on earnings an investment produces. 

Trust is a legal entity that owns  
property, which you transfer to it.  
A trust is administered by a trustee, 
and can provide tax savings, financial 
management, or other advantages if  
it is set up correctly.

Underlying investments are the 
investments a mutual fund makes. 
The performance of the underlying 
investments determines the perfor-
mance of the fund.

Venture capital is business financing 
provided by institutional investors—
such as pension funds and endow-
ments, wealthy individuals or families, 
and investment divisions of corpora-
tions—to new or growing companies 
that they expect will provide a strong 
return. Venture capital is also known 
as risk capital.

Vested interest is an employee’s  
right to receive benefits from a  
pension, profit sharing, or other 
employer sponsored plan at retire-
ment. Department of Labor and 
Internal Revenue Service (IRS) rules 
establish the amount of time an 
employee must work to be vested.

Will is a legal document you use to 
transfer ownership of your property to 
your heirs. You can also use a will to 
set up trusts and to name guardians 
for your minor children.

Yield refers to the amount of income, 
expressed as a percentage, that an 
investment produces during a certain 
time period. There are several differ-
ent ways to calculate yield, depending  
on the type of investment. For exam-
ple, the yield might be calculated 
based on your investment’s original 
value or its market value.

Finance charge is the amount you 
pay for the use of borrowed money. 
With a credit card, the finance charge 
is the interest, figured as a percent- 
age, that you pay on an outstanding 
balance on your card. 

401(k) plan is a retirement savings 
plan sponsored by an employer and 
funded by employees with money  
that is deducted from their pay. 
Employers may match employee  
contributions.

403(b) plan is a retirement savings 
plan sponsored by an educational 
institution or other not-for-profit 
employer and funded by employees 
with money that is deducted from 
their pay. Employers may match 
employee contributions.

457 plan is a retirement savings  
plan sponsored by a state or local  
government and funded by employees 
with money that is deducted from 
their pay. Contributions are  
not matched. 

Grace period is the time between the 
date a credit card bill is calculated 
and the date the payment is due. 
When there’s a grace period, you owe 
no finance charges on purchases you 
made during the billing cycle if you’ve 
paid your previous month’s balance in 
full and on time.

Gross income is the total amount  
you earn before any money is withheld 
for taxes, Social Security, or pretax 
contributions to retirement or other 
plans. When you report your gross 
income on a tax return, you include 
both earned and unearned income, 
such as interest or dividends.

Healthcare proxy is a document in 
which you give someone the right to 
make decisions about the medical 
treatment you should receive if you 
are unable to make those decisions  
for yourself. The proxy must be  
signed and witnessed.

Home equity loan is a loan secured 
by the value of your ownership share 
of your home. For example, if your 
home is valued at $200,000 and you 
owe $100,000 on your mortgage, you 
can borrow against the $100,000 that 
represents your share of the value. 

Inflation describes the increase in the 
prices of goods and services over time. 
The rate of inflation can vary from as 
low as 1% or 2% a year to more than 
100%. In the US, it has averaged 
about 3% annually since 1925.

Interest is the income—figured as 
a percentage of your principal—that 
you’re paid for putting money into a 
savings account, CD, bond, or other 
fixed-income investment. Interest  
is also the percentage of a loan’s  
principal that you pay as part or all  
of the finance charge.

Intestate means dying without 
having written a will.

IRA is an acronym for individual 
retirement account or individual 
retirement annuity. Each is a tax-
deferred retirement savings plan you 
can set up on your own, and which 
imposes specific contribution and 
withdrawal conditions.

Liabilities are debts, or money you 
owe. You subtract your liabilities from 
your assets to find your net worth.

Life insurance is a contract that 
requires you, as the policyholder,  
to make regular payments to an  
insurance company to guarantee  
that a death benefit will be paid to 
your beneficiary or beneficiaries after 
you die.

Lines of credit are revolving loans 
that allow you to borrow money up  
to a predetermined spending limit. As 
you repay an amount you’ve borrowed, 
you can borrow it again without having 
to reapply. 

Liquid investment is an investment 
that can be converted easily to cash 
with little or no loss of value. For 
example, you can usually redeem 
shares in a money market mutual 
fund for the same $1 a share it cost 
you to buy. However, mutual funds 
are not insured by the federal govern-
ment and could lose value.

Living will is a legal document that 
you use to provide instructions for  
the way you want your healthcare 
managed if you are unable to make 
your own decisions.
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US savings bonds, 31
Commercial banks, 35
Commissions. See Fees
Community property, 55, 89
Compounding investments, 58, 76
Condominium insurance, 103
Consolidation loans, 47
Coordination of benefits, health  

insurance, 45
Copayments, health insurance, 44, 

96, 141
Corporate bonds, 62
Cost of living adjustment (COLA), 

101, 121
Costs, children, 12

(see also fees)
Count-Me-In for Women’s Economic 

Independence, 145
Credit cards, 34

affinity card, 48
charge cards, 48
credit record, 7
debt reduction, 47
discrimination, 38
fraud, 86
grace periods, 49
joint accounts, 39
national credit systems, 39
payments, 38
rates, 49
references, 38
retail credit cards, 48
secured, 49
small businesses, 144
traditional, 48

Credit history, 10, 39
Credit unions, 35
Credits, Social Security, 120
Crummey powers, 128
Custodial accounts, 82, 130
Custodian, 82

D
Daily benefit, 98
Data encryption, online banks, 37
Daycare benefit, 138
Day trading, 59
Death, 92–93

estate planning, 18–19, 124–125
financial effects, 14
gifts, 119
inheritance, 132–133
life insurance, 104, 105
trusts, 119
widowhood, 133
wills, 18, 92, 119, 126–127

Debit card fees, 35

Debt reduction, 10
budgets, 46, 47
consolidation loans, 47
credit counseling, 47
divorce, 47
spending records, 46, 47
(see also liabilities)

Debt securities, bonds, 62
Decreasing term, life insurance, 104
Deductibles, 44, 82, 96, 98, 102, 141
Deductions, tax returns, 115
Deep discount bond purchases, 63
Deferred investments, taxes, 81, 

122–123
Defined benefit plans, 16, 118, 142
Defined contribution plans, 16, 142
Dependents, tax returns, 110–111
Depreciation, personal property, 40
Derivatives, 67
Direct deposit, 34
Disability insurance, 15, 100–101
Discrimination, loan applications, 38
Diversification, 70–71
Dividend reinvestment plans  

(DRIPs), 57
Divorce

child support, 13
debt reduction, 47
financial implications, 15, 88–89

Dollar cost averaging, 59
Donors, trusts, 128
Down payments on homes, 28
Durable power of attorney, 52, 94, 125

E
Earned income, tax returns, 114
Earnings, Social Security, 121
Education. See College expenses
Education IRA, 13, 30
Electronic filing, tax returns, 116
Elimination period, 98
Emergency funds, 15, 23, 85
Employees

business expenses, 144
credit cards, 144
daycare, 138
Employee Stock Ownership Plan 

(ESOP), 45, 139
flextime, 8, 136
health insurance, 44–45, 136, 

140–141
internships, 136
job offers, 137
nonprofit organization, 142
on-the-job training, 138
paid vacation time, 136
profit sharing plan, 45, 138, 142

401(k) plans, 11, 45, 77, 79, 121, 142
(see also retirement)

403(b) retirement plan, 45, 77, 142
457 retirement plan, 45, 77
1040 form, 116
1040A form, 116
1040EZ form, 116

A
AARP Grief and Loss Programs, 93
Access America for Seniors, 75
Accountants, 108–109, 134
Adjusted gross income (AGI), 82, 

114–115
Adoption expenses, 13
Advisers. See Financial planners
Affinity cards, 48
Age requirements, Social Security, 120
Agency bonds, 63
Allowances for children, 12, 50–51
Alternative minimum tax (AMT),  

111, 131
American Business Women’s 

Association, 149
American Institute of Certified Public 

Accountants, 25
Angel Capital Electronic Network, 

The, 147
Angel investors, 146
Annual fees, financial planners, 25
Annual percentage rate, 48–49
Annual percentage yield (APY), 59
Annual renewable life insurance, 104
Annuities, 80–81, 119, 121, 123, 129
Annuitization, IRAs, 123
Appreciation, personal property, 40
Arbitrators, 89
Assets, 40, 70
Assisted living facilities, 95
Automatic transfers, 34
Averaged indexed monthly earnings, 75

B
Bailout clause, 81
Balance inquiry fees, 35
Balance sheets, net worth, 40
Banks

automatic transfers, 34
balance inquiry fees, 35
bank cards, 34
check-printing fees, 35
credit cards, 34
debit card fees, 35
direct deposit, 34
fees, 34, 35
online, 36–37

overdraft privileges, 34
services, 7
small businesses and, 144
stop payment order, 35
(see also types of banks)

Beneficiaries
life insurance, 104
trusts, 128
wills, 126

Benefit period, long-term health 
insurance, 98

Benefits. See Employee benefits
Bonds, 56, 62–63, 70
Bootstrapping, small businesses, 146
Brokerage firms, investment clubs, 73
Budgets, 6, 17, 21, 42–43, 46–47
Businesses. See Small businesses
Buy and hold investing, 61
Bypass trusts, 128

C
Capital gains, 61, 65, 75, 123
Career goals. See Goals
Caregivers, 15, 94–95
Cash value, 102, 105
Catastrophe health plans, 96
Certificates of deposit (CDs), 66
Certification programs, small  

businesses, 148
Charitable gift annuities, 129
Charitable lead trusts, 129
Charitable remainder trusts, 129
Checking accounts, 35, 43
Children

adoption expenses, 13
allowances, 12, 50–51
child support, 13
costs, 12
investment lessons, 50–51
savings accounts, 51
taxes, 111

COBRA (Consolidated Omnibus 
Budget Reconciliation Act), 97

Collectibles, 66–67, 83
College education

custodial savings accounts, 30
debts, 6
Education IRA, 13, 30
financial aid, 12–13
long-term goals, 30
prepay tuition, 30
qualified transfers, 130
ROTC, 31
salary statistics, 7
state savings plans, 30
student loans, 31
tuition reimbursement, 7, 31
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compounding, 58, 76
derivatives, 67
dividend reinvestment plans 

(DRIPs), 57
dollar cost averaging, 59
financial planners, 24–25, 57
futures contract, 67
goals, 20–21, 56–57
growth, 56
income, 56, 114
inflation, 68
leverage, 67
net worth, 40–41
precious metals, 67
principal, 56, 58
qualified employer plans, 74
Real Estate Investment Trusts 

(REITs), 66
retirement, 16, 74–80, 118–119
returns, 68
risks, 6, 68–69
stocks, 56, 60
tax-deferred, 78–79, 122–123
taxes, 45, 74, 76–77
underlying investments, 67
volatility, 58
yield, 59

IRAs (Individual Retirement 
Accounts), 82–83, 119

annuitization, 123
Education IRA, 30
rollover, 121
Roth, 82–83
taxes, 122, 123
traditional, 82
withdrawals, 123

Irrevocable living trusts, 128

J
Job loss, 15
Job offers, 137
Joint accounts, 39
Joint and survivor annuities, 80, 121
Joint ownership, 54–55
Joint tenants, 55

K
Keogh retirement plan, 143
Kids Bank, 51
KidsMoneyCents, 51

L
Lawyers, 88, 109, 134
Level term, life insurance, 104
Leverage, 67
Liabilities, 40–41
Life annuities, 80, 121
Life insurance, 104–105, 128
Line of credit, 144
Liquidity, 70, 71
Living benefits, 105
Living trusts/wills, 91, 128
Load funds, 65
Loan applications, 41
Long-term care insurance, 91, 98–99
Long-term credit loans, 144–145
Long-term debts, 41
Long-term goals, 20–21, 30, 32–33
Loss of use coverage, 102
Lump sum payments, 121

M
Managed care health insurance, 44,  

96, 140
Marginal tax rate, 110
Marital property, 54
Market capitalization, 60–61
Market risk, 69
Market value, 102
Marriage, financial implications, 11
Mediators, 89
Medicaid, Medicare, 91, 95, 99
Medium-term goals, 27
Mentors, 9
Microloans, 145
Microsoft Money software, 37
Money market funds, 64
Monthly expenses/income, 42–43
Mortgages, 11, 23, 28–29
Municipal bonds, 63
Mutual funds, 56, 64–65

bond funds, 64
capital gains distributions, 65
diversification, 70–71
income distributions, 65
load funds, 65
money market funds, 64
net asset values (NAVs), 65
no-load, 65
prospectus, 64
share classes, 65
stock funds, 64
underlying investments, 65

promotions, 138
retirement plans, 76–77, 118–119, 

136, 142–143
salary, 136–137
salary reduction plans, 76–79
staff meetings, 138
stocks, 45, 139
telecommuting, 136

Employment, 8–9
Equifax, 39
Equitable distribution, 89
Estate planning, 18–19, 124–125

durable power of attorney, 52, 94, 125
fair market value, 53
gifts, 130–131
power of attorney, 125
taxes, 131
trusts, 128–129
unified gift and estate tax credit, 124
wills, 52, 53

Estimated taxes, 113
Executors, wills, 126–127
Exemptions, tax returns, 115
Expenses. See Budgets
Experian, 39
Expiration dates, futures contracts, 67

F
Face value, life insurance, 104
Fair market value, 40, 53, 125
Fee-for-service health insurance, 

96, 141
Fees

banks, 34–35
financial planners, 24–25
(see also costs)

Filing status, taxes, 110
Finance charges, mortgages, 28–29
Financial aid, 12–13
Financial emergencies, 14–15, 84–85, 

88–91
Financial planners, 24–25, 57, 87, 134
Financial planning, 22–24, 134
Financial Planning Association, The, 25
Firewalls, online banks, 37
Fixed period annuity, 80, 81
Flextime benefit, 8–9, 136
Fraud, 86–87
Futures contract, 67

G
Gender discrimination, 23
Gifts, 119, 130–131
Goals, 20–21, 26–27, 32–33, 56, 57
Grace periods, 49
Gross income, 114

Growth income, 56, 71
Growth stocks, 61

H
Health insurance, 15, 96–97, 136

coordination of benefits, 45
copayments, 44, 141
deductibles, 44, 96, 141
fee-for-service, 96, 141
Health Maintenance Organizations 

(HMOs), 44, 96, 140, 141
long-term, 91, 98–99
managed care, 44, 96, 140
Preferred Provider Organizations 

(PPOs), 44–45, 96, 141
small businesses, 140–141

Health Insurance Portability and 
Accountability Act (HIPAA), 97

Homecare, 95
Homeowner’s insurance 102–103
Homes, 28–29

I
Illness, 90–91, 96–97
Immediate annuity, 80
Income

distributions, 65
gross, 114
investments, 56
monthly budget, 42–43
portfolios, 71
retirement, 32, 33

Indemnity plan, 44
Individual Retirement Accounts. 

See IRAs
Inflation, 23, 68
Information partnerships, 99
Inheritance, 18–19, 93, 132–133
Installment payments, tax returns, 117
Insurance. See Health insurance; 

Homeowner’s insurance; Life insur-
ance; Long-term health insurance

Interest, 62, 69
Internal Revenue Service (IRS), 106, 

108–117
Internet fraud, 86
Internships, 136
Intestate, 18, 127
Investments

averaged indexed monthly earnings, 75
bonds, 62, 63
capital gains, 61, 65, 75, 123
certificates of deposit (CDs), 66
children, 50–51
clubs, 72–73
collectibles, 66–67, 83
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pensions, 16, 118, 121
profit sharing plan, 45, 139, 142
projected income, 32–33
qualifying for, 33
salary reduction plans, 16, 76–79, 

118, 142
SEPs, 143
SIMPLE, 77, 143
small businesses, 136, 142–143
Social Security, 16, 118, 120
tax-deferred investments, 78–79, 

122–123
volunteering, 16
working during, 16, 119
(see also 401(k) plans)

Returns on investments, 68
Revocable living trusts, 128
Riders, homeowner’s insurance, 102
Rights of survivorship, 54
Risks

bonds, 62
interest rate, 69
investments, 6, 68–69
life insurance, 105
market, 69
portfolios, 71

Rollover IRAs, 77, 121
ROTC, 31
Roth IRAs, 82–83

S
Salary, 136–137
Savings accounts, 22, 23, 51
Savings and loans, 35
Savings Incentive Match Plan for 

Employees. See SIMPLE 
retirement plan

Secondary market bonds, 63
Secured credit cards, 49
Self-assessment, 24
SEP. See Simplified Employee 

Pension
Service Corp of Retired Executives 

(SCORE), 134
Share classes, 65
Short-term debts, 41
Short-term goals, 20–21, 26–27
SIMPLE retirement plan, 77,  

142–143
Simplified Employee Pension 

(SEP), 143
Small Business Administration 

(SBA), 145, 149
Small businesses

accountants, 134
angel investors, 146

banks, 144
bootstrapping, 147
certification programs, 148
credit cards, 144
daycare, 138
defined benefit/contribution 

plans, 142
expenses, 144
financial planning, 134
flextime, 136
health insurance, 136, 140–141
incubators, 147
internships, 136
job offers, 137
lawyers, 134
line of credit, 144
long-term credit loans, 144–145
Microloans, 145
networking, 149
nonprofit organization, 143
on-the-job training, 138
paid vacation time, 136
personal loans, 147
private equity investment, 146
procurement programs, 148
profit sharing plan, 138, 142
promotions, 138
public relations firms, 135
retirement plans, 136, 142–143
salary, 136–137
SEPS, 143
soft consultants, 135
Springboard forums, 146
staff meetings, 138
stocks, 139
technology consultants, 135
telecommuting, 136
venture capital, 146, 147

SMART goals, 21
Social Security, 16, 75, 101, 118, 

120, 121
Soft consultants, 135
Software, tax preparation, 109
Sole ownership, 54
Spending records, 46–47
Spousal IRAs, 83
Springboard forums, 146
Staff meetings, 138
State savings plans, 30
Stocks, 45, 56, 60–61, 64, 138
Stop payment order, 35
Strike price, 67
Strong Kids, 51
Student loans, 31

N
National Association of Investors 

Corporation (NAIC), 73
National Association of Personal 

Financial Advisors, 25
National Association of Women 

Business Owners, 135
National Consumer League Fraud 

Information Center, 87
National Foundation for Credit 

Counseling (NFCC), 47
National Women Business Owners 

Corporation (NWBOC), 148
Net asset values (NAVs), 65
Net worth, 10, 40–41, 125
Networking, small businesses, 148–149
No-load funds, 65
Nondeductible IRAs, 82
Nonprofit organizations, 143
Nonqualified annuities, 80
Nursing home costs, 95, 98–99

O
On-the-job training, 138
Online banks, 35
Options, 67
Overdraft privileges, 34
Ownership, 54

P
Paid vacation time, 136
Par value, bonds, 62
Parents, caregiving, 15, 94–95
Payments, tax returns, 115
Pension plans, 16, 118, 121

(see also retirement plans)
Perils, homeowner’s insurance, 102
Period certain annuities, 121
Personal identification numbers 

(PINs), 37, 86
Personal loans, small businesses, 147
Personal property, 40, 125
Personal tax–deferred plans, 74
Points, mortgages, 29
Portfolios, 70–72
Power of attorney, 52, 94, 125
Precious metals, 67
Preferred Provider Organizations 

(PPOs), 44–45, 96, 141
Preferred risks, life insurance, 105
Premiums

bonds, 62
homeowner’s insurance, 102
life insurance, 104

options, 67
Prepay tuition, 30
Prices, stocks, 60
Primary care doctors, 44, 96
Principal

bonds, 62
investments, 56, 58
mortgages, 29
savings accounts, 22

Private equity investments, 146
Probate, 127
Procurement programs, 148
Profit sharing plans, 45, 139, 142
Projected income for retirement, 

32–33
Promotions, small businesses, 138
Property, 54–55
Prospectus for mutual funds, 64
Proxies, healthcare, 91
Public relations firms, 135

Q
Qualified annuities, 80
Qualified retirement savings plan, 74, 

76, 79
Qualified terminable interest property 

trust (QTIP), 129
Qualified transfers, 130

R
Rates, credit cards, 49
Real estate, 29, 41
Real Estate Investment Trusts 

(REITs), 66
Realize, stocks, 61
References, credit cards, 38
Refunds, tax returns, 115
Reinvestment plans, 57
Renewability, insurance, 101
Renter’s insurance, 103
Renting apartments, 28
Replacement value, 102
Residual/partial disability, 101
Retail credit cards, 48
Retirement

401(k), 11, 45, 77, 79, 121, 142
annuities, 80–81, 119, 121
budgets, 16–17
defined benefit plan, 16, 118, 142
defined contribution plan, 16,  

119, 142
financial planning, 22
investments, 16, 119
IRAs, 82–83, 119, 121, 123
Keogh plan, 143
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T
Taxes

alternative minimum tax (AMT), 111, 
131

brackets, 110
capital gains, 74–75, 123
children, 111
deferred investments, 78–79, 81, 

122–123
electronic filing, 116
estate planning, 124, 131
estimated, 113
extensions, 117
filing status, 110
inheritance, 19, 132
installment payments, 117
investments, 74
preparers, 108–109
returns, 114–117
software, 109
W-4 form, 112–113
withholding, 106–107, 112–113

Technology consultants, 135
Telecommuting, 136
Telemarketing fraud, 86–87
TeleTax, 108
Tenants by the entirety, 55
Tenants in common, 55
Terms of mortgages, 29
Testamentary trusts, 128
Traditional credit cards, 48
Trans Union, 39
Trusts, 55, 119, 128–129

U
Underlying investments, 65, 67
Unemployment income, tax returns, 

114
Unified gift and estate tax credit, 124
Uniform Gifts to Minors Act 

(UGMA), 130
Uniform Transfer to Minors Act 

(UTMA), 130
Universal life insurance, 105
US savings bonds, 31
US Treasury bonds (bills/notes), 62

V
Value stocks, 61
Variable annuities, 81
Variable life insurance, 105
Venture capital, 146, 147
Volatility. See Risks
Volunteering, during retirement, 17

W
W-4 form, 112–113
Waivers of premium, 101
Websites, 87, 89, 93, 109
Whole life insurance, 105
Widowhood, 15, 92–93, 133
Wills, 18–19, 119, 126–127

beneficiaries, 126
estate planning, 52–53
executors, 126–127
intestate, 18, 127
living wills, 91
probate, 127

Withdrawals from IRAs, 123
Withholding taxes, 106–107, 112–113
Women Presidents’ Organization, 135
WomenBiz, 149
Women’s Business Centers, 135
Women’s Business Enterprise National 

Council (WBENC), 148, 149
Women’s Financial Network, 75
Women’s Institute for a Secure 

Retirement, The, 75
Workforce, reentering the, 9
Working during retirement, 17
Working Woman Network, 149

Y
Yield, investments, 59

Z
Zero-coupon bonds, 63
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Next, get a grasp of the basics. Go 

to your library and start reading maga-

zines and newspapers. Then branch 

out to more advanced books on the 

economy, stock market, and investing. 

Check out investment seminars 

that are being sponsored by reputable 

financial institutions, look at websites 

on finance, stocks, and mutual funds,

and talk to friends and family who are 

already investors.
Finally, look for a financial adviser 

who can help you select specific 

investments. It’s one of the best ways 

to get the expertise you need to make

important decisions.

THE INVESTMENT PROCESS

It’s smart to set up an investment 

account that’s separate from your

checking account. It can be an 

insured savings or money market 

account, a money market mutual 

fund, or an account with a brokerage 

firm. Or you can plunge right in and 

make your investment account a stock 

mutual fund. Compare the costs 

to open and maintain each type of 

account, and find out what the  

current earnings are. You may find 

that moving right to the stock  

fund makes the most sense.

You can add a specific 

amount to your account  

every week or every month, 

as part of managing your 

household accounts. Or you 

can have the money deposit- 

ed directly from your pay-

check or transferred from 

your checking account. 

RECYCLED EARNINGS

Reinvesting your investment earnings 

is one of the easiest and most reliable 

ways to build your portfolio. 

If you invest in a mutual fund, you 

can select the reinvestment option 

when you open the account. Then 

the fund will automatically use your 

earnings to buy more shares instead

of sending you the money. You can 

also choose to reinvest any dividends 

you earn on stocks that offer dividend 

reinvestment plans (DRIPs). 

Investing is about putting your 

money to work so that your prin-

cipal, or the amount you start with, 

increases in value. If you choose your 

investments wisely, they can make 

the difference between being able to 

achieve your financial goals or being 

forced to postpone them. 

Investing isn’t the same as saving. 

When you save, you usually put some 

of your money in a safe place where  

it earns interest—a bank savings  

account, for example. Savings 

accounts are ideal as emergency 

funds, or for holding money you

expect to spend in the near future. 

But the interest you earn on bank 

savings accounts doesn’t usually grow 

much faster than the rate of inflation. 

That means the money you save won’t 

be worth much more in the future 

than it is today, leaving you short on 

buying power. Factor in the cost of 

taxes and that sets you back another 

step. To come out ahead, you must 

earn more.

WHAT THE INVESTMENTS ARE 

Whether you’re a new or experienced 

investor, the investments to concen-

trate on are: 
n  Stocks, ETFs, and mutual funds that 

invest in stocks
n  Bonds, ETFs, and mutual funds 

that invest in bonds

n  Cash and cash-equivalent 

investments, such as  

certificates of deposit (CDs) 

and US Treasury bills

In general, you choose stocks and 

stock mutual funds for growth, bonds 

and bond mutual funds for income, 

and cash and cash equivalents to  

hold the money you’re planning to 

use in the fairly near future or are

accumulating to invest.

The longer your time frame, the 

more you need to focus on growth. 

That might include investments  

you make to pay for your children’s 

education while they’re still quite 

young, and certainly includes what 

you’re investing for retirement.

THE STEPS TO TAKE

Finding the right investments isn’t 

hard, but it won’t happen if you don’t 

make up your mind to get started. 

The biggest investment mistake you 

can make is to procrastinate.

Unless you have a lot of money on 

hand, perhaps from an inheritance or

a pension payout, you’ll be building 

your investment portfolio over time. 

That means you can begin small and 

learn as you go. 
The first step is to define your 

investment goals. If you know what 

you want to achieve and the time 

frame you have to do it, you can  

narrow the field to the type of invest-

ment that best matches your goals. 

HELPFUL HINTS
There’s no rule about 

how much you should 

be investing, but a 

reasonable goal is to aim for is 10% 

to 15% of your gross income. If you’re 

contributing to a retirement savings plan 

at work, the percentage you’re putting 

in your account counts toward the total. 

And whenever you get a bonus, a gift,  

or other unexpected cash, it’s a good 

idea to put some or all of it into your

investment account as well. That extra 

boost can make a big difference.

The Basics of Investing

Investing can seem very complicated. But it doesn’t have to be.
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A W
OMan’s Guide TO personal finance 

• Set Investment 
Objectives

• Build Good Credit

• Build a Portfolio

• Allocate Your Assets

• Manage Your Money

• Weigh Employee Benefits
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A  W O M A N ’ S  G U I D E  T O  P E R S O N A L  F I N A N C E
Women are faced with more financial decisions than ever before. If 
you’re one of the many running a household, working your way up 
a career ladder, or starting or growing a business, this book can help 
guide you to financial success. You’ll get practical advice for all the 
decisions you have to make—managing money, investing, planning 
for retirement, and knowing how to deal with the unexpected, such 
as divorce, widowhood, and debt—and the confidence to achieve 
all your personal and professional financial goals.

Lightbulb Press, Inc.  
www.lightbulbpress.com  

info@lightbulbpress.com      Phone: 212-485-8800

http://www.lightbulbpress.com/index.shtml
https://heronwealth.com/



