Slide 9 additional notes:  
Your Cash Flow equals your total income less your total expenses.  If your cash flow is too little, zero, or negative then you are headed for financial trouble and you will need to make changes.  If, on the other hand, your cash flow is positive or large, then you are in a position to get ahead and save for your goals.  

Knowing your debt ratio is a good way to decide if you have a financially healthy amount of credit.   A debt ratio is sometimes called your debt to income ratio and is the percentage of your monthly income that goes towards paying for the credit or loan debt you owe.  Many creditors calculate your debt ratio and use it as a guideline in the credit approval process. A low debt ratio means that you can probably meet your monthly debt payments comfortably without financial strain.   

Ask participants to refer to debt ratio handout:  
For your personal assessment you may use your monthly net income, which is your “take home” income after taxes and other payroll deductions. Include other monthly sources of income also.  You will need to list and total all of the debt you have that you pay back on a monthly basis.  This includes all installment loans EXCEPT your mortgage and all credit card payments or other loans.  If your credit card payments vary, include a “high average” estimate for this calculation.  You should aim at keeping your debt ratio at 20% or less.  Read debt level descriptions on handout.  
You may find that creditors may calculate your debt ratio differently from this formula and from each other; some use gross income and others use net income; some include housing or mortgage costs in the debt total and others do not.  In this case, your percentage will be different and so will the corresponding levels of what is considered healthy or too much.  

It is a good idea to know your debt ratio.  Before you take on additional debt, you can calculate what your debt ratio will be by including the new debt payment in your total.  This way you can decide ahead of time if you will be at a healthy ratio to allow you to comfortably pay off the new loan without financial stress.  Using this ratio can help you determine how much new debt you can handle when considering large purchases such as a car.  
Slide 11 additional notes:  
Activity:  Demonstrate how to make a goal a SMART goal:

Say:  A vague financial goal would be to say that “I want to buy a nice TV as soon as I can” 

Write on board:  New TV

Say: Let’s make it a SMART GOAL: 

Make it Specific: Write on board:  I want buy a XXXXmodel flat screen TV
Make it Measurable:  Write on board: I need to save $2000 
Make it Time bound:  Write on board:  I want this within one year.
Make it Realistic:  How will you do this realistically?  Probably not by buying lottery tickets.  Realistically, in order to do this you will need to save write on board:  I will save $77 per paycheck (note: assumes 26 pay periods/year) 
Is this attainable?  What is your strategy to attain this?  Write on board: I will buy less (fill in the blank for whatever works for you or ask for suggestions:  dinners at restaurants, shoes, clothes, golf games  
The best way to make this happen is to Pay Yourself First and have the $77.00 put straight into a savings account every payday so you can’t spend that money on something else.  

Activity (need calculators):  Take a moment to pick one short term, one medium term and one long term goal and make them SMART goals by filling in the details on the goal worksheet.
By having specific written goals you can motivate yourself to save money and may be able to achieve them without resorting to using credit to finance your dreams. 

Slide 12 additional notes:    
When you track your spending, add it up, and put it into categories you may find many areas that you can cut back on to save money for other, more important things.  Once you get a clear accounting of where your money goes you can review it to see if your spending matches up with your intentions and goals.  You can practice “mindful spending”.  

Optional activity:   Distribute “Paycheck Power Booster Calculators” and demonstrate.  
It is a good idea to create an annual spending plan or budget that includes all yearly expenses.  Don’t forget to add in periodic expenses that don’t occur regularly like taxes, insurance and gifts.  However, many people find a monthly budget more helpful because they can review it more often and make changes along the way.  If you are creating a monthly budget remember to include and budget for those periodic or yearly expenses, you can break these amounts down into monthly amounts and save or set aside a monthly portion of these big expenses.  

Once you list all of your income and expenses it is time to balance the budget.  Add up both sides and compare.  If you are lucky enough to have extra income, you can save more for your goals!  On the other hand, if your expenses are more than your income you will need to make some changes.  See where you might be able to increase your income or reduce your expenses instead of getting deeper in debt each month.   The easiest expenses to reduce are the variable or periodic expenses.  

Activity:  Say:  Look at your spending plan and circle the expenses you would reduce if you needed to.  
Creating a spending plan or a budget is only helpful if you follow it and monitor your income and expenses to be sure you are on track with your plan.  To follow the budget, continue to track your spending and compare the actual amounts with your plan. You may find you need to adjust your budget along the way if your actual income or expenses are not as you predicted.  
Slide 17 additional notes:  

Be sure to read the fine print on loan and credit card agreements.  Credit card and loan agreements can be very confusing, but not knowing ahead of time may cost a lot in fees and interest.  For instance, many credit union staff members know that cash advances usually have large fees and accrue interest from the first day without a grace period.  But many consumers without experience don’t realize these details and may have made a different choice if they had.  

Credit unions do a good job of helping members understand their accounts and loans, but many other lenders don’t.  Many of the people experiencing foreclosure now are in that position because they did not understand the terms of the mortgage loans.  

Many consumers pay unnecessary fees for tax preparation services because they don’t feel competent to complete their own returns or they don’t know about free services available like the “Just File It!” program offered by many credit unions.  Tax return advances provided by tax preparers are enticing, but they are a very expensive way to borrow money.  

It is also important to be a smart consumer of car, home, life and medical insurance to save money and be sure you are protected.  There are many ways of saving money on car insurance like getting a group discount, bundling car and home insurance with the same company, and checking your deductable amounts.  Term life insurance is less costly than whole life insurance.  Be sure to get adequate medical insurance coverage to help avoid a large financial drain in case of an accident or illness.  

Slide 18 additional notes:
While you can’t always prevent identity theft, the important thing is to discover it quickly and take the appropriate steps to stop it.  The best way to do this is to check your account balances frequently.  At the very least make sure you check your monthly checking account and credit card statements.  Better yet, check your accounts online frequently during the month to watch for fraudulent activity.  You should also check your credit reports regularly to detect any activity or accounts that are fraudulent.  

Slide 20 additional notes:  

Character describes how someone has handled credit in the past.  Lenders look at your credit score and also make sure you have a healthy debt ratio.  It is also good for your character to show stability; someone that has moved around a lot or changed jobs may find this counts against them in a loan application and should explain the reasons.   

Lenders rely heavily on your credit score to approve loans and determine your interest rate.  For some lenders, your credit score is the only criteria they look at.  

A good credit score is also needed to rent or lease a house or apartment, to get cell phone service and to get the best auto insurance rates.  Some employers check credit scores as part of the job application process.  

Slide 21 additional notes: 
30% of your credit score is based on the amount of money you owe and the portion of credit you have available on revolving accounts. – What is the total amount you owe?  How many accounts do you have? What is the proportion of installment loan amounts still owing in relation to the original loan balance? What portion of your credit limit is available on credit lines and credit cards?  It is good for your score to stay well under your credit limits and have a large percentage of unused available credit.  

15% of your credit score is based on length of credit history – How long have you had credit?  What is the average age of all of your accounts?  If you open new accounts or close older accounts, it will lower your average account age.   

10% of your credit score is based on the types of credit used – Revolving vs. installment.  This category looks at the number of accounts that you have in various types of loans including credit cards, installment loans, and mortgages.  Having a high portion of unsecured loans or of revolving credit will hurt your score.  Many people can improve their score by moving some of their credit card balances to installment loans at the credit union.  In doing so, they may also be able to pay this amount back at a lower interest rate.  

10% of your credit score is based on new credit and inquiries- Have you opened many new accounts?  Are most of your accounts newer?  Do you have new credit inquiries because you are anticipating a credit purchase?  These are all signs that you may be taking on a lot of new credit and overextending yourself and can hurt your credit score.  Credit inquiries that are not for loan applications, such as those from an employer or current creditor, are called credit review inquiries and do not count against your score.  

It has been reported that up to half of all credit reports contain errors.  It is important to check your credit report for errors and also to monitor them for identity theft of fraud.  You can get a copy of your credit report free from all three credit reporting agencies.  You can contact them directly or to annualcreditreport.com.  If you want the actual score, you will pay a small fee.  The best way to stay on top of errors or fraud would be to request a report from one of the agencies every three months, covering each of them once in a year.  

Slide 22 additional notes:  
To save money, avoid high interest rates and fees associated with late payments, going over your limit, cash advances and balance transfers.  Many people are not aware that credit card companies may raise your rates for late payments or going over your limit.  Cash advances accrue interest from the first day without a grace period and if there is an outstanding balance any payments are applied to that first, allowing interest charges to continue to add up on cash advances until the account is paid in full.  Balance transfers may also cost those who have not read the fine print extra charges and interest.  

There are also additional interest and fees associated with taking advantage of “skip a payment” offers and using those “convenience” checks lenders send in the mail.  

Many people are unaware of these details or don’t consider them until it is too late and they are in credit trouble.  Using credit wisely incorporates the behaviors of financial literacy that we mentioned before; these include knowing the choices and making informed decisions.  

When someone is in credit trouble and find they are unable to pay their bills, it is important for them to keep in contact with their creditors and communicate their problems.  It is beneficial to talk to a financial counselor to help define the cause of the financial problems, work out a budget, and prioritize debts.  When these steps are taken, lenders are much more willing to work with a member or a customer to help them through a financial problem without going into collection.  Some credit counselors can help negotiate work out plans with lenders to lower the payments.  It is very important to use a reputable non-profit credit counselor, there are many predatory companies that claim to help reduce debt but actually charge large fees and may harm your credit rating.  Many credit unions offer financial counseling or partner with reputable community agencies to help their members.  

Slide 23 additional notes:
The best way to earn money for long term goals is to invest in stocks, bonds, mutual funds and other investments.  Historically, investments in the stock market have averaged a 9% or better return over any ten year period.  These types of investments are not insured and the value can fluctuate widely so it is important to be able to invest your money for a long period of time and have some flexibility to time your withdrawals in order to benefit from market highs and avoid market lows.    

With any savings account or investment, always consider the interest rate, fees, penalties, and balance requirements.  

Slide 25 additional notes:

Once you know your marginal tax rate you can use this simple formula to calculate the rate of return needed to keep the purchasing value of your money even with taxes and inflation.  Of course, to make your money grow you will want to earn more than that rate.   

As your income and your marginal tax rate increase, you will need to earn a higher nominal rate of return to keep your real earnings ahead of taxes. 

Our example uses the marginal tax rate of 15% which reflects a typical married couple with an income of $45,000.  The 25% marginal rate shown below the equation would reflect a couple with an income of $100,000.  Your actual marginal rate depends on the number of dependants you have and your itemized deductions.  You can use your tax return from last year to calculate this using a financial calculator online --there is a fairly simple one at www.dinkytown.net 

By taking into consideration the effect of inflation and taxes, you can determine your real rate of return and help you see the powerful tax advantage of tax exempt earnings such as the Roth IRA account.  

Slide 28 additional notes:

On the other hand, contributions to a Roth IRA are not deducted from your income tax in the year that you make them, but you when you withdraw the money in your retirement you will not pay taxes on the distributions or the interest.  This may be a big tax advantage to you in your retirement.  

In any of these accounts, you have a choice between many different kinds of investments and you should take the time to decide what type of investment is right for you.  There are many considerations in choosing retirements accounts.  Your handouts have more information and a list of resources to help you learn more.  Many people don’t take the time to research their choices and make the most of their retirement savings.  

Slide 29 additional notes:

You may never see fees listed on your investment statements because they are not taken directly out of your account but all investments contain costs that will affect you.  The costs are taken out of your earnings.  Take the time to do a little research when choosing the specific investment options for your retirement savings.  You can examine the investment prospectus for each fund choice to find the expense ratio which describes the percent of your investments that cover fund costs.  Your employer may have given you the fund prospectus or you can find it on the fund company’s website.  Funds with the lowest expense ratio are usually index funds or similar funds that are not actively managed by a fund manager.  

Note:  In his book “The Smartest 401(k) Book You’ll Ever Read”, Daniel Solin states that “Ideally, every 401(K) plan would be stuffed with low-cost index funds or ETF’s or passively managed funds and Targeted Retirement Funds (where the underlying funds were index funds).  If you had these options, your portfolio would likely perform better than 90 percent of all professionally managed money over the long term.”
