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Disclaimer

Financial investing carries an inherent risk that you will lose part or all of 

of such risk may involve but are not limited to federal/state/municipal 
tax liabilities, loss of all or part of the investment capital, loss of interest, 

The Teaching Company or its lecturers, and neither The Teaching Company 
nor the lecturer is responsible for your use of this educational material or 

tax advice provided in these lectures may not be used to avoid tax penalties 

use of these lectures.
limitations of liability, liability shall be limited to the greatest extent allowed 
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Money Management Skills

Scope:

M
surprisingly fascinating world of how we manage money throughout our 

us to make common mistakes, review the most important information about 

wrong investments, buy the wrong kinds of insurance, and fail to meet our 

also learn when and why it makes sense to borrow and save and what it 

Within this framework, you will be given the information you need to know 

different accounts to give you the highest possible return for the amount of 
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Following a life cycle plan involves understanding our choices for borrowing 

and you will determine whether it makes sense to go into debt to pay for 

The science of risk management explains how we should choose insurance 
products that protect against big risks while ignoring some popular products 

federal tax system, along with the various deductibles and exemptions we 

of planning an estate, including options to transferring assets outside of a 
will and the legal documents everyone should complete to ensure that we 

will learn the steps involved in putting together a budget that balances future 

will demystify the investment advising business by reviewing the types of 



Understanding Your Financial Brain
Lecture 1

Financial Decisions and the Brain

 

saving for retirement—but not enough to actually do something 

The truth is that the prefrontal cortex we use in conscious decision 

 the elephant decides it really wants 

much older part of the brain and takes up much more real estate 
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responsible for 
things like emotions, 
automatic responses 
to stimuli, and 

of work to keep your 
prefrontal cortex 

system is a lot faster 

we use most often in 

planning means not 
only knowing what to do but how to create a plan that will actually 

 be tempted by impulse 
spending with credit cards or never actually putting money in our 

show that we have a tendency to be very impatient when making 
decisions in the present and are much more patient when making 

lights up when you engage in planning for the future, but the limbic 

We 

of a concept known as narrow framing, or simply framing, that 

Financial planning causes a struggle between 
the rational brain and the emotional brain.



paycheck into a savings account and then transfer money to the 

a few days to transfer assets to a checking account before you can 

if you force your rational brain to intervene before your limbic 

Loss Aversion

we dwell on losses? Our best guess is that loss aversion gave our 

many people underperform the market, buy the wrong insurance, 

know that stock prices tend to go through cycles and that the worst 

saw their stock investment climb more than double, to about  
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Loss aversion is fascinating because we seem to give a lot more 

small losses are a normal part of taking risk, and we get rewarded 

providing annual statements, which are less likely to show a loss 

averse tendencies, you can achieve a long-term bonus by accepting 

Other Behavioral Barriers

aversion, the prefrontal cortex is also slow and gets tired easily 

tactic—for car salesmen, for example—is to overwhelm the 



7

make an offer on a house, choose a mortgage, or even agree to buy 

This is one piece of conventional wisdom that can be explained  

The tendency to focus too much on recent events affects our general 

economic expansion, people tend to be very optimistic about the 

This cyclical optimism and pessimism also impacts the expected 

can be an excellent time to rebalance your portfolio by selling bonds 
and buying more stocks—the opposite of what our emotions would 

be a good opportunity to sell stocks and rebalance our portfolio  

choose investments that automatically rebalance and avoid the 
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is so powerful that it has completely transformed how we think 

resistance, and we often overestimate our future willingness to 

Most advisors know that the single best way to get a client to save 
more for retirement is to have them bring in a retirement form from 

you choose a percentage or monthly savings amount, almost all 

knowledge is the ability to use that knowledge to change habits and 

that we all have a tendency to sell our winning stocks and keep 



The problem is that stock prices tend to exhibit short-term 

1. 
elephant and the rider, and how can the rider outsmart the elephant?

2. 
so powerful?

Suggested Reading

Questions to Consider
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Managing Money with Life Cycle Theory
Lecture 2

this lecture, you might have a completely different perspective about your 

Assumptions of Life Cycle Theory

One assumption of life cycle theory is what economists call 

marginal utility assumption says that we get a little less happiness 

saving not as bad or good but as what it actually is—a transfer of 



of happiness you get from spending in all of your life cycle 

not living in luxury in one life cycle stage while living in poverty in 

spending, then that means that you also have to agree that spending 
about the same amount of money in every year of your life is what 

instruments, such as checking accounts, mortgages, student loans, 

is to build the biggest pile of money, think of it as a game where the 
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look a lot different than the earnings path of someone who never 

earnings over their lifetime and divide it by their life expectancy, 
you get the permanent income, or the amount of money you should 

Education is an investment. It costs you money, but more education means a 
steeper earnings path.



much less than their permanent income—for example, while they 
are in college—the life cycle model says that he or she should be 

most sense is to save less early in life, and then to increase your 

Saving and Investments

toward interest on the loan, but the rest of it goes toward paying 

that reduces our spending now in order to increase spending in the 

time and money in the present in order to increase our earnings in 
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Life cycle planning is about making sure that we get the most out of 

off: The wealthy retiree has all that money in the bank now because 

Thinking in terms of marginal utility of spending is like using a 

in spending after retirement tips the scales in favor of spending in  

Financial Risk
The idea of marginal utility of money is essential to dealing 

to being emotionally traumatic, life cycle theory says that a sharp 



best strategy is to plan our saving and spending based on the best 

how much we expect to earn over our life cycle, we can estimate 
our permanent income and try to spend about the same amount of 

decrease drastically if something bad happens, such as the death 

buying insurance if it can prevent a large drop in spending from an 
unexpected loss? 

1. 

still be recommended that a young family save?

2. Can we ever really know our permanent income, and what should we 

the future?

Questions to Consider

Suggested Reading
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Basic Investing—Keep It Simple
Lecture 3

Cshares of a money-market mutual fund—is what smart investing 

characteristics of investments so that you can decide which investments 

various investments and their basic features, you will be exposed to a way of 

Liquidity

immediate resources to cover a health emergency, spending 
during a period of unemployment, or payment for an unexpected  

investors need to be compensated for locking up their money, 
investments that are easier to exchange for cash will have a lower 



Risk

 
a stock or bond today, we expect that in the future it will be worth 
more—that it will have a payout that represents the difference 

what the payout will be, and greater volatility in the payout means  

investors historically have received a higher rate of return on their 

they go to spend the money they invested, it could be a lot or a 

amount or the higher amount? This is the essence of a concept 
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investing in government bonds and the eight-and-a-half percent 

extra return investors get on average for accepting more variation 

th

averse because he or she needed such a high rate of return to buy 

holding a mix of investments that include a hefty share of stocks, 

poorly in some years, they tend to bounce back, making a long-
term investment in stocks less volatile than a short-term investment 

few-month period, but if you lengthen the time period, they have 

There are two reasons why many less-sophisticated investors shoot 
themselves in the foot when they invest in stocks, underperforming 



the best strategies for building wealth is being able to accept an 

long-term investors, holding a healthy percentage of stocks in your 

The second reason many people lose money on their investments is 

you had half of your money in each of the stocks, your portfolio 

rid of a certain amount of volatility caused by the ups and downs 
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lot of money. 



portfolio theory says that the risk of your portfolio is directly 

more systematic risk, and they get no extra return for bearing 

a higher expected return for taking more unsystematic risk by only 

percentage of your portfolio that you invest in the risk-free and the 
risky mutual funds depends on your risk tolerance and the time 

Keep It Simple

intelligent, hard-working people who try to beat the market, but it 
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as well as—if not better than—most professional mutual fund 

until you meet your goal, and choose simple, inexpensive, well-

The Little Book of Common Sense Investing

The Intelligent Investor

 

1. What will happen to the risk premium if more investors prefer stocks to 
bonds in the future?

2. 
from result in better investment choices by employees?

Questions to Consider

Suggested Reading



The Key Financial Instruments
Lecture 4

Financial instruments are the products we buy in the marketplace as 

using passive investments of stocks and bonds not only makes you 
better off in the long run but also keeps you from having to worry about 

Liquid Assets

For this reason, the main purpose of cash is for direct transactions 

checking accounts, money-market accounts, and money-market 

to get from each, with checking accounts generally paying the least 

are drawn from a bank that is a member of the Federal Deposit 

can access money in a checking account by writing paper checks, 

Money-market accounts limit the number of transactions per 
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online high-interest savings accounts may be the best deal for those 

 

 

 

Mutual Funds
The most popular way for small investors to buy stocks is through 

The fund buys stocks and bonds in the market, and then it sells 



cut of the total mix of 
stocks and bonds in the 

company keeps track of 
who owns what percentage 
of the stocks and bonds in  

The most common mutual 

big corporations that do a 

fund company takes your 

of these shares can cost hundreds of dollars apiece, it makes sense 
to send your money to a fund company instead of trying to buy  

Stocks

Mutual funds are the most popular 
way for small investors to buy stocks.
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money to a corporation, which uses the money to hire managers and 
workers to create a product, and then sells the product back to you 

enough stock, you can vote on the board of directors, and for every 
share of stock, you receive a dividend that is a percentage of the 

this, the prices of value stocks tend to be fair, and they tend to 

The best way to invest in stocks is either through a mutual fund 
or an exchange-traded fund, which is similar to a mutual fund in 
concept but trades on the market instead of issuing and redeeming 

fund manager to choose which stocks to buy and when to buy or sell 
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The biggest reason that actively managed funds underperform is 

fund manager, he or she has to pick the right stocks that are already 

that any fund manager can consistently pick the right stocks often 

fund, which spreads your money around the world, including the 

Bonds

different, because most make interest payments every six months,  

That assumes the company is still in business—which is one of the 
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up your emergency savings account, start thinking about putting 

have historically been taxed at lower rates, so these are known as tax-

as a combination of taxable accounts and tax-sheltered accounts, 

The second thing to remember is that if you invest in a bond fund, 
the duration of that fund will determine how much the fund will rise 

long-term bond funds on average have a higher rate of return over 

The other characteristic of bond funds you need to consider is 

most important reason to pay attention to this is because government 
bonds may be tax advantaged, in which case you should put them in 



Investing in Stocks and Bonds
The best way to invest in stocks and bonds is through passive, well-

portfolio, you may only need a single fund that invests in both 

1. 

and taxes do you need to consider?

2. Why do you think there are so many mutual funds if most investors 
would be better off investing in a low-fee index fund?

Suggested Reading

Questions to Consider
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How to Use Credit Optimally
Lecture 5

Calso be a temptation that prevents us from reaching our long-term 

consumer credit system works, but is also means being aware of our own 

trouble dealing with credit, along with how to get the most out of borrowing 

Credit Cards

charging you interest in the outstanding balance of your credit card 

interchange fee is about two percent of every charge you make, and 

a dollar per day on interchange fees, and that money shows up in 

These can include a cash percentage of each transaction paid back 
to you at the end of the year or points toward gift cards, hotels, or 

Carrying credit card debt is costly, and it can sabotage your long-



habit of carrying a credit card balance, we often think that at some 

things that tempted us yesterday and fall into the same spending 

yourself to one or two credit cards, and ask your bank to reduce the 

One method for reducing unnecessary spending is to make each 

It’s certainly easy to swipe a credit card to buy goods, but you can get into 
credit card debt if you aren’t good at managing your money.



Le
ct

ur
e 

5:
 H

ow
 to

 U
se

 C
re

di
t O

pt
im

al
ly

goods and are better able to imagine the other things they could 

much more likely to dig yourself out of the debt hole by working 

balances, paying in cash, sleeping on a big purchase, and avoiding 

Debit Cards
The popularity of debit cards may seem like a mystery, because they 

the money and when you pay it back, and your checking account 

 



the growth in debit card use is its popularity among those with bad 

also provide a means for those with self-control problems to dig 

off a credit card balance in full every month, then a debit card gives 

Car Loans

amount of money that you borrow, and you chip away at it over 
time with your car payment while paying interest for the privilege 

as your stake in the car, or the percentage of the car that belongs to 
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Occasionally, you can get a very low rate that is subsidized by the 
manufacturer to help move a slower-selling car, but you have to 

often get a lower interest rate by paying off the car in three years 

The biggest mistake people make when buying cars is being 

is often higher than the price they could have gotten from shopping 

about shopping around for the best price and the best loan terms can 

The second mistake people make is to focus only on the car 
payment and not on how much they are paying for the car and what 

some idea of the loan terms you can get from a bank, including the 

allows you to make a lower payment that only covers the expected 



few years and suffering most of the depreciation, and then handing 
the car over to a second owner, who pays a lot less each year to 

is when car companies try to get rid of slow-selling cars through 

alternative to buying the car, if you go this route, make sure that 

Credit Score

to get a competitive interest rate on a car loan or a credit card is 

in a good credit score can pay off by reducing loan and insurance 

is a detailed listing of your prior credit experiences, including which 

three free credit reports is that there are three primary credit-reporting 

inconsistencies among reports because of inaccurate information, so 
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1. 
does borrowing make sense?

2. 
which a borrower with a lower credit score is worse off than a borrower 

Questions to Consider

Suggested Reading



Investing in Education
Lecture 6

Like any investment, paying for knowledge involves costs and 

The Education Payoff

more important than where you go to college in predicting future 
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Over a lifetime, the payout will be higher from an investment 

of these skills help not only in our work productivity but also in 

college and high school graduates, or engineers versus psychology 

more-skilled students tend to get accepted by more-prestigious 

the more marginal students and also tend to come from a lower 

talented students, and it may not be a good idea to encourage a 

Planning and Saving for Education



your own spending in order to transfer resources to someone who is 

this either out of a sense of obligation or because the future well-

The government provides a number of tax incentives to encourage 

any money you invest can be taken out tax-free if you use it for 

bonus by letting you reduce your taxable income by the amount of 
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allocations in order to lower your level of risk as your child gets 

The government provides an additional incentive when parents 

front, but you can credit it dollar for dollar against your tax liability 

and fees deduction will allow you to reduce your income by up 

The Coverdell education savings account allows a smaller annual 

advantage of the Coverdell is that you can use the money for private 



There is no ability to save on state income taxes with a Coverdell, 
so the only tax advantage is avoidance of federal taxes on any 

advantage of Coverdell accounts is for precollege education, and 
the only tax advantage is sheltering from investment taxes over 
time, these make sense for parents who are saving early for private 

Federal Student Loans
The federal government provides loans to students, but your ability 

eligibility for grants such as Pell grants, but these are primarily for 
very low-income students whose parents may not have enough to 

and students, along with information on assets outside of retirement 

so it might be worth seeing an adviser or consultant to maximize 

account that is owned by someone other than a parent, this counts 
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loans, the government pays all of the interest expenses while the 

Rates of interest are slightly lower for undergraduate debt and 

Federal unsubsidized student loans are smallish loans, ranging 

amounts increase by a few thousand dollars for students in later 

lower amount and increase every two years for students whose 

let you pay no more than 20 percent of your monthly discretionary 



a life cycle perspective, it can make sense to have an increasing 
loan repayment schedule because the income of college graduates 

rates are higher, and many have variable rates of interest that 

One of the downsides of student loans is that you cannot get rid of 

Getting Financial Aid 2015

———, The Race between Education and Technology

1. 
investment, what are the payoffs, and what is the risk?

2. 
the parents and for the children?

Suggested Reading

Questions to Consider
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The Economics of Home Ownership
Lecture 7

expensive to keep and maintain, it costs a lot to sell them, and we make 

the basics of housing, including getting and understanding a mortgage, 
shopping around for a house, paying property taxes, and why homeowners 

Buying a House

places you in different locations every two or three years, then 

expensive houses tend to be bigger but also tend to have more 

rates, better schools, less noise, and other positive neighborhood 



The two most important factors you may underestimate are number 

in control of your environment—a concept known as locus of 

There is a general tendency to underestimate the additional costs 

Home Financing

The practice of establishing and maintaining a credit history in 
order to maximize your credit score becomes very important when 

you receive on a mortgage, and a higher interest rate will affect how 

needs to be under a certain percentage of your total income—for 
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percent down payment on a home—repaid by setting up regular, 
automatic withdrawals from your paycheck at the mortgage rate—

The front-end ratio only considers your income and housing 

When buying a house, you need enough money for a down payment, which 
should be at least 20 percent of the price of the house.



payment, a back-end ratio limit is higher than the front-end  

mortgage rate, mainly because they know the system and shop 

surprised at how much mortgage rates vary from the cheapest to the 

when you look up mortgage rates online, make sure you sort and 

There are other mortgage products, and some of them—especially 

of the loan value that you pay up front in order to reduce the loan 
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When and Why to Buy a House

for a while keeps you more mobile and saves you thousands of 

tax is an expense that is, in a way, very much like a rental payment 

a home is much more expensive because you have much more to 
insure, including the house, its contents, and even some liability 

 

When you borrow money using a mortgage, you gradually pay 

Why might you still buy a house, despite all of the costs? There 

Research shows greater life satisfaction among owners as compared 



The second good reason is that the home is a powerful savings 
tool, because when we make a mortgage payment, a little bit goes 

wants us to own, so they provide some incentives that renters 

sheet as the difference between the market value and the mortgage 

line of credit, which is an open credit line that is secured by home 
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a lot of low-interest borrowing, but they can also drain one of the 

more debt than you can repay—and this leads a homeowner down 

Nolo’s Essential Guide to Buying Your First Home

1. 

Why do you think homeowners are wealthier than renters?

2. 

Suggested Reading

Questions to Consider



Managing Risk with Insurance
Lecture 8

Risk is the possibility that something valuable we own could suddenly 

Insurance

experience a loss after a recent disaster than we were before the 
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The second bias that causes a lot of bad risk-management decisions 

control your emotions after a loss, then you will be wealthier 

house, this will have a big impact on your happiness because your 

the insurance premium in order to avoid a big loss from an  

When to Buy Insurance

create a risk retention limit, which is a dollar amount below which 

This limit should be based on your wealth and your ability to cover 

The average cost of most insurance is the difference between 
the premium and how much the insurance company pays out on 



deductibles is to ensure that you have some incentive to avoid a 

which occurs when people behave a little more carelessly when 

skin in the game through a deductible, insurance companies can 

might be able to save a lot on your insurance premium by choosing 

Life Insurance
The most important form of insurance protects your human capital, 

a household—because the purpose is to replace their ability to  

Term life insurance, or life insurance that provides coverage for a 
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One strategy is to estimate the amount needed to fully fund 

Whole life insurance is meant to provide coverage for your whole 

It is important to have life insurance because it protects your family in the event 
of your death.



early in life, your premiums for the same amount of coverage will 

whole life insurance get more expensive because your risk of dying 

type of whole life product—there are many different names for 

Disability Insurance
The second type of insurance for protecting human capital is 

that many people who think they might become disabled buy the 

the insurance buyer knows more about their true risk of loss than the 
insurance company, then buyers with the highest risk will buy more 

The best way to buy disability is in a group policy through your 

to sign up for group disability, but if you have the option, then you 
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over time have a deductible feature known as an elimination period, 

Homeowner’s Insurance

important insurance product that covers not only the value of 
your home but also the property inside and outside your home and 

For most homeowners, it makes sense to stick with the basic 

means that it covers losses from any cause other than those 

in the house after an incident, living expenses are covered up to 20 

value of your old electronics and furniture, not what they cost when 



take a video of all the stuff in your house so that you have evidence 

Car Insurance

When you buy umbrella insurance, your insurer will make you get 
much higher liability limits on your auto policy—usually a half 

Comprehensive insurance covers losses that occur from damage to 

limit when deciding whether to buy coverage and maximize your 

can pay for with higher deductibles and dropping collision and 
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1. What is the goal of risk management for an individual, and how is 
managing household risk different from managing risk of a corporation?

2. 
they be attracted to insurance that is least valuable according to a life 
cycle framework?

Questions to Consider

Suggested Reading



Essential Tax Principles
Lecture 9

The purpose of this lecture is to give you a better understanding of 

it makes up about half of all federal revenue and is used to calculate state 

Federal Taxes

Progressive taxation means that higher-income citizens pay a 

the taxes the federal government receives through the income tax 

That also means that top earners have the most to gain by reducing 



60

Le
ct

ur
e 

9:
 E

ss
en

tia
l T

ax
 P

rin
ci

pl
es

includes things like interest earned on a savings account, rent from 

The government has become far stricter about reporting small 

you have a hobby or online side business that produces income, you 

Deductions

calculating the amount of income we use to estimate federal income 
taxes and eligibility for other types of deductions—also known 

starting to phase out deductions and exemptions for high-income 

The most common above-the-line deduction is the amount you save 

sheltered retirement account, you can reduce your income today by 

retirement savings as income when you pull it back out after you 
retire, so the primary advantage of these accounts is the ability to 

Other above-the-line deductions include interest on student loans, 
moving expenses, alimony, health insurance, and self-employment 



money you earn above the most basic living expenses, so it will 

standard deduction of about 6,000 dollars for a single person and 

deduction—for each taxpayer and for each dependent of about 

get even more tax-free income by itemizing their deduction—that 
is, reporting their deductible expenses item by item if the total 

are your state and local income taxes, your mortgage interest 

itemize, but you 
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Tax Credits

the government, because every dollar we get in a tax credit is like a 

Other tax credits include the Lifetime Learning Credit and the 

providing an increasingly generous credit up to a certain income 



 

that the government will let you essentially pay negative taxes, 

Paying Taxes

tax bill—or, if you have refundable credits, the government may 

because taxes get withheld from your paycheck every month 
 

Nobody likes paying taxes. If you choose to withhold more of your paycheck 
throughout the year, you probably won’t have to.
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deposited, then it will take about one to two weeks for the money to 

Other households may have to pay extra because they make money 

case, you will need to estimate your tax bill and make regular 

income, an easy solution is to have your primary employer withhold 

Payroll Taxes and Property Taxes
While taxes make up half of federal revenue, payroll taxes make 



Think of payroll taxes as a form of forced saving: The government 

property taxes, especially in places with older homeowners with no 

taxes have a tendency to creep upward over time at a faster rate 

U.S. Master Tax Guide (2015)

 

1. Why are above-the-line deductions so valuable?

2. 

Questions to Consider

Suggested Reading
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Saving for Retirement
Lecture 10

The purpose of this lecture is to demystify the retirement savings 

about why we want to retire, what a good retirement age is, and what we 

how much money you will need in retirement and how to invest to reach 

Retirement

saving too little or investing badly, or we can make it better by 

words, how much of your preretirement income do you want to 
spend each year after you retire? The income replacement rate comes 

What other expenses do you have now that you might not have 
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may also be spending money on your children today that hopefully 

saving for retirement until later in life. 
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How Much Money Will You Need?

of funds that most people draw on in retirement: investments  

rule, which is based on research that estimates a safe withdrawal 

studies, a retiree can withdraw about four percent of his or her 

earlier, you can live off of your savings for a few years and still 

 



that retirees would be better off annuitizing a big chunk of their 
retirement savings rather than withdrawing money from savings 

issues with variable annuities, which are investment accounts that 
allow people who may have exhausted other tax-sheltered savings 

Whether you buy an annuity or use the four percent rule, for every 

How to Invest

estimates that it loses about 60 billion in tax revenue each year from 
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match, the company will chip in the same amount of money that 

workers should be saving twice that amount or more once kids 

stocks and bonds, it rebalances automatically when stocks go up or 
down in value, and it gradually moves toward a higher percentage 

kind of person who will worry when your portfolio loses money, 



 

it works out the same if you pay the same federal income taxes 

have to begin taking money out 

money as long as you like, you can choose when and how much to 
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so upper-middle-class households that are no longer eligible 

The Bogleheads’ Guide to 
Retirement Planning

1. What impact do government tax incentives for retirement planning have 
on life cycle savings and spending?

2. 

the system be improved?

Questions to Consider

Suggested Reading



Fundamentals of Estate Planning
Lecture 11

few important facts that you need to know in order to make sure that 
your wishes are carried out after your death and to help your heirs avoid 

recipients better off, and a little bit of planning on your part can pay big 

Wills

tangible assets like homes and other property, and maybe even a 

Unless your assets are transferred automatically to a surviving 
 have to go 

your will is valid, after which the court will transfer your assets, 

months but may be drawn out for several years, depending on the 

who will oversee the distribution of your assets according to your 

relatives get your money—and who those relatives are can be 
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Personal representatives, or executors, are generally paid about one 

the ability to navigate the process of selling assets and distributing 

The executor has to follow the instructions set out in the will to 

important to make sure that the executor gets along well with your 

professional, such as an attorney, the executor who can be neutral 

attorney who takes care of your estate in probate is paid a base fee 

also charge the estate additional expenses, and if someone contests 

 



that when you die, someone else will immediately be able to access 

retirement accounts to ensure a smooth transition of assets outside 

For example, you can set up an investment or bank account that is 

Living Trusts

similar to a corporation in that it is an independent entity to which 

over your assets by appointing yourself the trustee—that is, the 

Revocable trusts are good alternatives to a will and avoid probate 
but may not avoid estate or inheritance taxation if you have a 
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Many have criticized the use of living trusts because they can 
be costly to create and, in some cases, are more expensive than 

however, is simplicity and the use of a trustee who can immediately 

carefully listed out everything on a will, it may accomplish the 

Wealthy individuals will often have a corporate trustee who charges 

the surviving spouse or heirs have extensive investment experience, 
it may be wise to place assets in the hands of a trustee who manages 

Trusts can be used to make sure that money passes from the estate 

trust provides an income stream for your surviving spouse during 
his or her lifetime while allowing you to decide in advance who 

Trusts that go into effect after death, also known as testamentary 
trusts, can also be used to help take care of those who otherwise 
might not be able to take care of themselves—and that includes 

state has a form that lets you transfer responsibility for your care to 

Obtaining guardianship of minors or disabled adults is an expensive 
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the guardian, but you can use your will or trust document to specify 

guardianship of your children in case you pass away before they 

Estate Taxes
Federal estate taxes today are only relevant for the very rich, but 

original purpose of the estate tax was to avoid creating dynasties 

credit, which in practical terms is the amount of the estate that can 

dies and does not fully utilize his or her applicable credit amount, 
the executor of the estate can elect to transfer the unused exemption 

There are some basic estate tax minimization strategies that 

for someone directly to the institutions providing those services 
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Advanced Medical Directive Documents 
The last part of the estate planning process involves documents 
that give others instructions on how to care for you if you become 

Later life care is very expensive both for the government and for 

makes sense to give others the option to provide the amount of care 

a general power of attorney for health care, which grants another 

The person holding the health-care proxy has the same powers as 

Wills, living trusts, estate taxes, and advanced medical directive documents are 
important things to consider as you grow older.



you—he or she can look at your medical record and choose which 

The second document is a living will, which provides instructions 

accounts while you are sick, applying for insurance, and making 

challenging, but you do it to make it easier for loved ones not to 

Clifford, Estate Planning Basics

Dalton, Estate Planning for Financial Planners

1. 

2. 
arguments for and against the estate tax, and explain how the existence 
of estate taxes affects life cycle savings and spending decisions for 

Questions to Consider

Suggested Reading
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Putting Your Financial Plan Together
Lecture 12

O

Cash Flow Statement

change from month to month—for example, a mortgage, a student 

account statement from the last few months and estimate how much 

your credit card each month, then a credit card bill can be a great 

do it accurately, use your gross income and include income and 
payroll taxes as an expense, and also account for any money that 

saving, money deposited in a retirement account is increasing your  



you exactly how much money you spend during an average month 

the marginal utility method, in which we compare the amount of 
happiness we get from spending on each item in the budget and 

deciding what to cut, be honest with yourself: Does spending that 
much money each month really make you that much happier? 
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Budget

spend your money next month in order to meet your long-term 

may include saving for a down payment on a house, a vacation, 

set nebulous goals, or goals that you make to avoid a negative 

successful than active saving, so set up automatic withdrawals from 
your paycheck or checking account to save for retirement or pay 

bank that pays a decent interest rate and create named savings 

month, and have it withdrawn automatically a few days after you 

future, you may see lower rates of return on stocks and bonds than 



Balance Sheet

at their current net market value, sorted into three categories: 

needs, investment assets whose primary purpose is to fund future 

between short-term liabilities that can be paid off within the next 
year or so and long-term liabilities that will be paid off in the 

debt or other consumer debts, while long-term liabilities include a 

There are a lot of people with near-zero net worth and a few people 
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much would the loss of an asset affect your overall wealth?

Investment Policy Statement

valuable because it forces you to identify your goals and then create 

as a commitment device, because you decide ahead of time how 

risk, this makes it easier to accept the inevitable ups and downs in 

The advantage of using an investment policy statement is that 

state of mind—people are always more rational when thinking 

when you might be tempted to take more risk, you simply follow 
the plan and buy more bonds with your stock gains to rebalance  

Financial Planners

many decisions that result in losses from bad investing, expensive 

having a planner who can serve as a rational sounding board or can 

the state, and there are no standards for education or knowledge to 



There are some basic differences among people who call themselves 

the broker makes recommendations that meet a suitability standard, 

while helping you plan for the future. 
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broker channel mutual funds consistently underperform direct 

they are often packaged with investment advice, which most people 

they are supposed to make recommendations that are in your best 

investment advisors are generally compensated as a percent of 

advisors are more likely to prefer passive investments, for example, 

Finally, there is no consistent training among professionals within 



a minimum level of knowledge and has agreed to follow a standard 

Personal Finance

The Process of Financial Planning

1. 

2. 

3. What would the medical profession look like if doctors were paid by 
medical device manufacturers and pharmaceutical companies?

Suggested Reading

Questions to Consider
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