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         Module 2: Educate Client on Personal Finance

         
         
         
         
            
            
            Module 2 discusses providing financial counselors with the knowledge and strategies
               to effectively educate clients on personal financial management. Topics of
               discussion include the use of essential financial planning tools, teaching clients
               how to understand and manage income, spending, net worth, debt, and credit. The
               material covers both the technical aspects of personal finance and the practical
               skills needed to guide clients through informed financial decision making.

            
            
            
            Competency 1 introduces foundational financial planning tools, such as cash flow
               statements, spending plans (budgets), net worth statements, and financial ratios.
               The discussion focuses on the purpose and process of creating these tools, ensuring
               clients can assess their current financial status and track progress toward their
               goals. The focus is on helping clients understand how these tools interrelate,
               visualize their financial situation, and build confidence in managing their personal
               finances through effective record-keeping and tracking systems.

            
            
            
            Competency 2 addresses the practical aspects of managing daily financial activities,
               including banking services, savings strategies, electronic money management, and tax
               considerations. Topics of discussion include educating clients on selecting
               financial institutions, understanding employment benefits, optimizing tax
               situations, and managing money.

            
            
            
            Competency 3 focuses on helping clients understand credit fundamentals, including
               credit reports, scores, and credit products. Topics of discussion include guiding
               clients through debt management strategies, identity theft prevention, and the
               responsible use of credit.

            
            
            
            Competency 4 explores the financial considerations involved in significant life
               purchases, such as housing and large consumer acquisitions. Topics of discussion
               include how to guide clients through the processes of renting, buying, or selling
               a
               home, and educate them on consumer rights and protections. This competency also
               covers decision-making strategies for evaluating large purchases, understanding
               financing options, and assessing the long-term impact of major financial commitments
               on a client’s overall financial plan.

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on Personal Financial Planning Tools

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Educate a client about spending plans/cash flow statement

                  
                  

               
               
               
               	
                  
                  
                  Explain the purpose of a spending plan/cash flow statement

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to review/track current spending

                  
                  

               
               
               
               	
                  
                  
                  Explain various budgeting methods

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to prioritize their expenses

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to develop options to fund expenses

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to develop and manage a spending plan aligned with goals

                  
                  

               
               
               
               	
                  
                  
                  Brainstorm strategies with a client for increasing income and decreasing
                     expenses

                  
                  

               
               
               
               	
                  
                  
                  Educate client about a net worth statement

                  
                  

               
               
               
               	
                  
                  
                   Explain the purpose of a net worth statement and the process of creating
                     one

                  
                  

               
               
               
               	
                  
                  
                  Analyze the net worth statement and address client concerns

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about personal financial ratios

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to calculate relevant financial ratios (e.g., debt-to-income,
                     basic liquidity, front-end/back-end housing)

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to understand and analyze financial ratios

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on Financial Planning Tool Purpose

         
         
         
         
            
            
            This area explores essential financial management tools, including cash flow
               statements and day-to-day money tracking systems. This area also explains why
               maintaining organized personal financial records is crucial and explores different
               record-keeping approaches to find what works best for a clients’ needs.

            
            

         
         
         
         
         
            
            
            Purpose of Personal Financial
               Statements

            
            
            
            
               
               
               Personal financial statements are powerful tools for understanding the client’s
                  current financial health and tracking their progress over time.

               
               
               
               Cash flow, net
                  worth, and spending plan/budget statements, defined below, help the client navigate
                  financial challenges as these tools can illustrate a clear picture of monthly
                  income, expenses, and debt obligations. They can be especially helpful for a
                  financial counselor working with a client annually and over multiple years. Creating
                  a clear, accurate, and detailed view of where a client stands financially can help
                  them make informed financial decisions and create a plan to reach their goals.

               
               
               
               
                  
                  
                  	
                     
                     
                     Cash flow statement:
                        
                           A document that summarizes a client’s income and
                              expenses over a specific time period such as a month or a year. Also called an income
                              and
                              expense statement. It tracks actual cash movements, showing whether a person is
                           living within their means by calculating net gain or loss during the
                           defined period.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Net worth statement:
                        A financial snapshot that lists an individual’s
                              or organization’s assets, liabilities, and net worth on a particular date. It summarizes what a person owns versus what they owe, showing their
                           financial solvency at that specific moment.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Spending plan
                              (budget):
                        A financial tool that outlines an individual’s
                              or household’s income and expenses over a specific period, aiding in managing finances
                              and
                              achieving financial goals. It provides a framework for allocating income to essential expenses,
                           discretionary spending, savings, and debt repayment, enabling
                           individuals to track their progress and make informed financial
                           decisions.
                        

                     
                     

                  
                  

               
               
               
               Personal financial statements help clients and their families visualize their
                  financial journey—from past decisions that shaped their current situation to
                  where they stand today and where they want to be in the future regarding savings,
                  investing, retirement, and family planning. Personal financial statements can create
                  past, present, and future views of the client’s financial path. 

               
               
               
               The cash flow and net worth statements work together to create a
                  complete financial picture. Looking at Exhibit 2-1 holistically, one can see how a cash flow statement considers where a
                  client comes from, tracks monthly income and expenses, and helps to identify
                  spending patterns and potential savings opportunities. Meanwhile, the net worth
                  statement represents the present and compares everything the client owns (assets)
                  against what they owe (liabilities). Together, these tools can help look at their
                  future and build a financial action plan—one that not only manages monthly
                  cash flow but helps to build net worth over time.

               
               
               
               
                  Exhibit 2-1: Cash Flow and Net Worth Statement Over Time
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Past 

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Present

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Future

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Cash flow statement

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Net Worth Statement

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Spending Plans/Budgets

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Focuses on where you have been in your personal financial
                                       journey

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Focuses on where you are in the current moment

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Focuses on where you are headed

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Lists actual income and expenses

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Lists assets and liabilities

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Lists planned income and expenses

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Yields surplus or deficit used when creating a budget

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yields current net worth

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Either balances income and expenses or produces the
                                       desired surplus

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               Financial tracking is a foundational step in achieving financial
                  clarity. Help the client track their monthly income, expenses, and debt in a way
                  that works for their lifestyle. There is no one right way to do this, so work with
                  the individual to decide what approach they feel most comfortable with. Discuss
                  whether they prefer digital tools or paper records, considering their technical
                  comfort level and daily habits. Check in regularly to update their record-keeping
                  methods and files over time, supporting them as they build sustainable financial
                  tracking habits that will serve their long-term goals. To ensure clarity, define the
                  purpose of cash flow and net worth statements.

               
               

            
            

         
         
         
         
            
            
            Educate Client on Financial Planning, Record Keeping

            
            
            
            
               
               
               It is helpful for a
                  financial counselor to acknowledge that life is not always predictable. The
                  counselor could say something like, “While we’re exploring ways to strengthen your
                  financial situation, let’s also talk about record keeping and building in some
                  flexibility. Even with good money management habits and organized personal financial
                  records, sometimes adjustments are needed when life throws unexpected curves. But
                  with proper guidance and strong organizational skills, an unexpected challenge
                  doesn’t need to derail your personal financial well-being.”

               
               
               
               Let the client
                  know that managing finances can be challenging amidst life’s many demands. Whether
                  they are visiting proactively or responding to a current challenge, setting aside
                  time for financial planning requires commitment. In today’s busy world, many
                  people—even those with stable finances—find it easier to handle money reactively
                  rather than plan ahead. Point out that creating financial systems requires upfront
                  effort but provides both daily peace of mind and resilience for the future, making
                  life significantly easier in the long run. Here are a few more ways record keeping
                  can result in long-term benefits.

               
               
               
               
                  
                  
                  	
                     
                     
                     Regularly tracking monthly income, expenses, and debts helps to create a
                        clear personal financial picture.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Organized record keeping is not just paperwork—it is a powerful tool that
                        helps spot spending patterns, makes tax time easier, and provides
                        documentation for important financial decisions.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Keeping good records now saves time and stress later when the client needs
                        this information for loans or in case of an emergency.

                     
                     

                  
                  

               
               
               
               Much of
                  financial counseling work with clients will be developing cash flow statements,
                  which is necessary to tackle before they can accurately create a budget. There are
                  a
                  variety of record-keeping formats to choose from, so it is best to work together to
                  determine a format they are most comfortable with.

               
               
               
               Help them examine
                  their income streams, spending patterns, and record-keeping habits so they can
                  identify specific areas where they might benefit from targeted guidance. Some
                  clients may need help with basic expense tracking, while others might want
                  strategies for irregular income or assistance with debt management. The cash flow
                  assessment allows for a customized counseling approach, suggesting practical actions
                  that align with both their immediate financial reality and long-term goals.

               
               
               
               Discuss with the client how they use cash and suggest practical tracking methods,
                  like keeping a small notebook, using their phone’s notes app, their checkbook
                  register, or saving receipts. Keep in mind that cash is notoriously difficult to
                  track because it can easily be spent without leaving a trail. Even rough estimates
                  of cash spending can help create a more accurate picture of their overall
                  expenses.

               
               
               
               Financial
                  record keeping includes collecting and organizing documents that evidence the
                  client’s financial transactions, such as utility bills, credit card statements,
                  store receipts, tax returns, and pay stubs. Proper document organization extends
                  beyond basic tracking—recommend clients keep both paper and digital copies of
                  important records, possibly in different physical locations for security. For
                  digital records, suggest saving copies on both a local hard drive and in secure
                  cloud storage to protect against data loss. This well-organized documentation not
                  only maintains financial order but also ensures family members can access critical
                  information in emergencies.

               
               

            
            
            
            
               
               
               Record-Keeping Purposes 

               
               
               
               
                  
                  
                  Think of financial record keeping like building a map. It helps one know where they
                     have been, where they are, and makes planning their future much easier. When
                     discussing record keeping with clients, the counselor will likely encounter two
                     common concerns: those who do not see the value in keeping financial records and
                     those who feel overwhelmed by creating an organizational system. Help them
                     understand that while setting up good record-keeping habits takes some initial
                     effort, it pays significant dividends in the long run. Among the benefits, financial
                     records:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Save valuable time when gathering information for taxes or loans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reduce stress during important financial decisions.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Provide clear data for making informed decisions.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Protect financial interests with proper documentation.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ensure family members and beneficiaries can access critical information in
                           emergencies.

                        
                        

                     
                     

                  
                  
                  
                  Exhibit 2-2 shows a short
                     list of how keeping financial records benefits us in money management, financial
                     applications, and protection planning.

                  
                  
                  
                  
                     Exhibit 2-2: Why Keep Financial Records?
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	 
                                    
                                    
                                    	 
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       Money Management

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Budgeting

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             Track income and expenses

                                             

                                          
                                          
                                          	
                                             
                                             Monitor spending patterns

                                             

                                          
                                          
                                          	
                                             
                                             Plan future spending

                                             

                                          
                                          
                                          	
                                             
                                             Adjust financial habits

                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Net Worth Tracking

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             Calculate assets and liabilities

                                             

                                          
                                          
                                          	
                                             
                                             Monitor financial progress

                                             

                                          
                                          
                                          	
                                             
                                             Set financial goals

                                             

                                          
                                          
                                          	
                                             
                                             Make investment decisions

                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Financial Applications

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Credit/Loan Applications

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             Prove income history

                                             

                                          
                                          
                                          	
                                             
                                             Show payment reliability

                                             

                                          
                                          
                                          	
                                             
                                             Document assets

                                             

                                          
                                          
                                          	
                                             
                                             Verify employment

                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax Preparation

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             Document income sources

                                             

                                          
                                          
                                          	
                                             
                                             Trace deductive expenses

                                             

                                          
                                          
                                          	
                                             
                                             Support tax claims

                                             

                                          
                                          
                                          	
                                             
                                             Maintain audit trail

                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Protection Planning

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Insurance Documentation

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             Track policy information

                                             

                                          
                                          
                                          	
                                             
                                             Document valuable assets

                                             

                                          
                                          
                                          	
                                             
                                             Support claims process

                                             

                                          
                                          
                                          	
                                             
                                             Review coverage needs

                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Estate Planning

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             Update wills and trusts

                                             

                                          
                                          
                                          	
                                             
                                             List assets for beneficiaries

                                             

                                          
                                          
                                          	
                                             
                                             Document important accounts

                                             

                                          
                                          
                                          	
                                             
                                             Maintain emergency access

                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Record-Keeping Options

               
               
               
               
                  
                  
                  There are several approaches to keeping financial records, and the best choice often
                     depends on the client’s comfort level with technology and security preferences.
                     Traditional paper records offer increased control and privacy and can include using
                     folders, filing cabinets, or binders to organize statements, receipts, and important
                     documents. Many people feel more comfortable with this tangible approach. It does
                     require physical storage space and manual updating.

                  
                  
                  
                  For clients who are comfortable with basic technology, downloadable forms and
                     spreadsheets might offer more flexibility. They can create custom tracking systems
                     using digital spreadsheets or download pre-made templates for budgeting and expense
                     tracking. These digital options make it easier to update records and perform
                     calculations while still maintaining control over their data. Educate clients on how
                     to protect digital records by maintaining three types of backups: one on their
                     computer for easy access, another on an external hard drive for local backup, and
                     a
                     third in secure cloud storage that they can access from anywhere.

                  
                  
                  
                  Modern financial apps provide the most automation by connecting directly to personal
                     accounts. These tools can automatically categorize transactions, track spending, and
                     update records in real time, significantly reducing manual entry. However, this
                     convenience comes with security considerations and cost. While these apps use
                     high-level encryption and security measures, some clients may feel uncomfortable
                     granting access to their financial accounts. Data breaches are a real concern that
                     needs to be weighed against the convenience. Work with each client individually to
                     determine their comfort level with technology and data sharing when recommending
                     automated financial tools. Exhibit 2-3
                     lists some advantages and limitations of different record-keeping options.

                  
                  
                  
                  
                     Exhibit 2-3: Record-Keeping Options Advantages and Limitations
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Method

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Advantages

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Limitations

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Paper Records

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Does not require Internet to access

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No technology required

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Tangible organization

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Familiar method

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Not vulnerable to system outages

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Requires physical storage

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Manual updates needed

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No automatic calculations

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Risk of physical damage

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Hard to create backups

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Spreadsheets

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Flexible and customizable

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Automatic calculations

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Easy to backup

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No account access needed

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             One-time setup

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Manual data entry

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Requires basic tech skills

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Regular updates needed

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Computer access required

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Limited automation

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Apps

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Automatic updates

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Real-time tracking

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Advanced analytic

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Mobile access

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Minimal manual entry

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Account access required

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Privacy concerns

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Data breach risks

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Monthly fees possible

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Internet dependent

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Gathering Current Sources of Income

         
         
         
         
            
            
            This area examines various income sources, including employment, self-employment,
               unearned income, capital gains, and income assistance. It explores how to identify
               different types of income and understand their impact on a client’s overall
               financial picture.

            
            

         
         
         
         
         
            
            
            Educate Client on Employment and Other Income

            
            
            
            
               
               
               A critical discussion to prioritize
                  with clients involves their employment and income. Income is defined as: Money earned through work, investments, or other sources. Counsel the client to gather a complete picture of how they/their family unit
                  earn money, from their employment status to every source of income they receive.

               
               
               
               Understanding total income means looking beyond the basic paycheck. The client’s money
                  may come
                  from multiple sources, such as their job, disability benefits, retirement accounts,
                  and other assistance programs. All of these sources (and possibly others) combine
                  to
                  create their total income.

               
               
               
               Earned income is money received for work performed, such as wages, salaries, tips,
                  and self-employment earnings. Unearned income is money or other resources received
                  from sources other than employment, such as interest, dividends, rental income,
                  Social Security benefits, such as SNAP or WIC, pensions, and unemployment
                  compensation.

               
               
               
               Most employees earn either a wage
                  (paid by the hour) or a salary (fixed amount regardless of hours). The current
                  federal minimum wage is $7.25 per hour, though many states have higher minimums. If
                  the employee is paid hourly and works more than 40 hours in a week, they are
                  typically entitled to overtime pay of at least 1.5 times their regular rate, though
                  some jobs are exempt from this rule. Some people may think wage and salary are the
                  same. Help the client differentiate the common forms of earnings, including wages,
                  salary, commissions, bonuses, and tips.

               
               
               
               
                  
                  
                  	
                     
                     
                     Wage:
                           
                        A wage is
                           what an employer pays an employee to work and is almost always an hourly
                           rate, e.g., $7.25/hour.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Salary:
                           
                        A payment
                           made to an employee for a set period for work performed, e.g.,
                           $50,000/year or $15,000/contract.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Commissions: 
                        Earnings paid to an employee based on a percentage of
                              goods or services sold. For example, real estate agents earn a percentage of the sale price
                           of the property sold.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Bonus:
                           
                        An extra
                           payment, usually at the end of the calendar or fiscal year based on
                           meeting certain goals. Personal financial goals should not factor in
                           these earnings because they are not guaranteed.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Tips:
                           
                        A payment
                           made directly to a worker by a customer for a service, typical in the
                           food and entertainment industry.
                        

                     
                     

                  
                  

               
               
               
               Note: While an employee cannot legally earn an hourly wage and a salary from the same
                  employer, all other forms of income can be combined for total wage. Many people earn
                  a base salary plus a bonus, for example.

               
               
               
               When counseling a client, the identifying income worksheet in
                  Exhibit 2-4 helps ensure that a client
                  does not overlook any money coming in when gathering all sources of income, whether
                  it is regular employment income, tips, commissions, or other earnings. Start with
                  active employment, including wages, tips, or commissions of their own, and include
                  their spouse, if applicable. Talk through investments and passive income as well as
                  any disability, retirement, and assistance they may receive. Note that each income
                  category includes an ‘Other’ option to accommodate additional sources specific to
                  the client’s individual situation.

               
               
               
               
                  Exhibit 2-4: Identifying Income Worksheet
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Source of Income

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Monthly

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Yearly

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Client’s Name:

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Date: July XX, XXXX

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Employment

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Wages, tips, or commissions

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Spouse or partner wages, tips, or commissions

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Part-time employment

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Unemployment

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Investments/Passive Income

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Rental property

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Royalties from intellectual property

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Disability

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Social Security Disability benefits

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Disability insurance proceeds

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Retirement

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Pension

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Social Security

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Retirement distributions

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Additional Assistance

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Child support

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Veterans’ benefits

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Alimony

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Student loans or grants

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Scholarships

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Income tax refund

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Public Assistance

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Housing

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Medical

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Food

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Notes

                                    
                                    
                                    
                                    

                                    
                                    
                                    
                                    

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               Understanding the stability
                  and predictability of a client’s income sources is essential to financial
                  counseling. Examining the household income flow, including its sources, stability,
                  and predictability, can help support the ability to provide effective financial
                  counseling tailored to a client’s specific situation.

               
               

            
            
            
            
               
               
               Types of Employment and Self-Employment Income

               
               
               
               
                  
                  
                  A client’s employment status significantly impacts not just their income amount but
                     also how they receive it, what employment benefits accompany it, and what financial
                     responsibilities they must manage themselves. Employment benefits are defined as: Non-wage compensation provided by employers, such
                        as health insurance, paid time off, or retirement plans.

                  
                  
                  
                  Full-time employees typically receive regular, predictable paychecks with taxes
                     already withheld by their employer. They generally enjoy employer-provided benefits,
                     including health insurance, paid time off, retirement plans, and sometimes
                     additional perks like life insurance or disability coverage. Their employers pay
                     half of their Social Security and Medicare taxes.

                  
                  
                  
                  Part-time workers usually earn hourly wages with less predictable schedules and
                     income. While some part-time positions offer limited benefits, many do not qualify
                     for health insurance or retirement plans. Like full-time employees, they have taxes
                     withheld from their paychecks, and the employer pays half of their Social Security
                     and Medicare taxes, which are mandatory.

                  
                  
                  
                  Self-employed individuals and independent contractors (including gig workers,
                     freelancers, business owners, and professionals like plumbers or accountants) have
                     the most variable income patterns. They are responsible for all of their benefits,
                     must pay quarterly estimated taxes, and cover both the employee and employer
                     portions of Social Security and Medicare taxes (self-employment tax). They need more
                     extensive record keeping for business expenses and deductions.

                  
                  
                  
                  Tax-exempt income is defined as: Earnings that are not subject to taxation.

                  
                  
                  
                  Pre-tax dollars are defined as: Income set aside or contributed before taxes are
                        deducted.

                  
                  
                  
                  Use Exhibit 2-5 to talk about some of
                     the key differences between employment types when counseling clients, particularly
                     focusing on the financial implications of full-time employment, part-time work, and
                     self-employment that will affect their budgeting, tax planning, and benefit
                     considerations.

                  
                  
                  
                  
                     Exhibit 2-5: Employment Status Comparison
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Feature

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Full-Time

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Part-Time

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Self-Employed

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income predictability

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Highly predictable

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Moderately predictable

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Variable/ less predictable

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tax withholding

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Employer withholds taxes

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Employer withholds taxes

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Self-managed quarterly payments

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Social Security and Medicare

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Split 50/50 with employer

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Split 50/50 with employer

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       100% paid by individual (15.3%)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Health insurance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Often employer provided

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Rarely provided

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Must purchase individually

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Retirement benefits

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Often includes 401(k) match

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Rarely provided, Need to self-fund

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Self-funded SEP IRA, Solo 401(k), etc.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Paid time off

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Typically provided

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Limited to none

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Unpaid time off

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Record keeping 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Basic (pay stubs, W-2)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Basic (pay stubs, W-2)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Can be complex (income, expenses, receipts)

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Full-time employees can usually build budgets around steady income, while part-time
                     workers and many self-employed individuals might experience more income variability.
                     Those with fluctuating income may need to use factors other than average monthly
                     salary alone to determine how to build up their emergency funds. It is also
                     important to note that some self-employed professionals maintain steady, reliable
                     income streams through established businesses or long-term contracts. A client’s
                     employment type also affects how they file taxes, what deductions they can claim,
                     and whether they are responsible for their own insurance benefits. Educate them on
                     how these factors can impact both their monthly budget and long-term financial
                     health.

                  
                  

               
               

            
            
            
            
               
               
               Unearned Income Sources

               
               
               
               
                  
                  
                  Unearned income is money a client receives from sources other than wages, salary,
                     commissions, bonuses, or tips. Understanding the various types of unearned income
                     sources is important for accurate financial planning. It is income that comes from
                     sources other than working. These are some common types.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Investment income, defined as:
                           Earnings generated from financial assets or
                              investments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Social Security benefits

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pension payments

                        
                        

                     
                     
                     
                     	
                        
                        
                        Lottery winnings

                        
                        

                     
                     
                     
                     	
                        
                        
                        Alimony or child support

                        
                        

                     
                     
                     
                     	
                        
                        
                        Disability payments

                        
                        

                     
                     
                     
                     	
                        
                        
                        Inheritance

                        
                        

                     
                     

                  
                  
                  
                  Rental income is a unique type of unearned income that requires specific financial
                     considerations. If a client earns money from rental property or rent out space in
                     their home, counsel them on several key aspects.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Keep detailed records of rent payments received.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Track all property-related expenses for tax purposes.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Set aside money for maintenance and repairs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Consider seasonal vacancy rates in the overall budget.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Understand tax implications of rental income.

                        
                        

                     
                     

                  
                  
                  
                  Some key details to help the client understand are that most unearned income is
                     taxable, and some may affect their eligibility for certain benefits like government
                     assistance programs. The client’s rental income might not be consistent
                     month-to-month. Unearned income may need separate record-keeping systems or require
                     estimated tax payments/professional tax advice. The key as a financial counselor is
                     treating unearned income as part of the client’s overall financial picture, planning
                     for its fluctuations, and understanding any obligatory reporting that comes with
                     it.

                  
                  
                  
                  Tax laws can vary significantly by state and from year to year. Be prepared to refer
                     clients to a tax professional for guidance on complex tax situations, especially for
                     those who may benefit from specialized advice.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Income
               Assistance

            
            
            
            
               
               
               There are financial safety net programs available to people living in the United
                  States. If a client experiences a reduction in income, they may need to access
                  government financial assistance programs to support themselves and their family
                  through a possibly difficult time.

               
               
               
               When discussing income assistance with a client, start by understanding
                  both their needs and their attitudes toward assistance programs. Some clients may
                  be
                  hesitant to apply due to stigma (their own or from others), pride, or misconceptions
                  about eligibility. Create a supportive environment where they feel comfortable
                  discussing any concerns. Explain that government assistance programs are available
                  to help people until they are able to improve their financial circumstances. Clarify
                  that these programs can be grouped into several categories:

               
               
               
               
                  
                  
                  	
                     
                     
                     Unemployment benefits

                     
                     

                  
                  
                  
                  	
                     
                     
                     Medicaid

                     
                     

                  
                  
                  
                  	
                     
                     
                     SNAP and TANF

                     
                     

                  
                  
                  
                  	
                     
                     
                     Grants

                     
                     

                  
                  
                  
                  	
                     
                     
                     Housing and utilities assistance

                     
                     

                  
                  

               
               
               
               Here is an example of unemployment benefits that might be helpful. The
                  clients are expecting their first baby in four months. One of them is employed
                  full-time, and the other, who is pregnant, is employed part-time. The full-time
                  spouse just learned they will be laid off next week. The couple faces an immediate
                  reduction in income and needs income assistance. The spouse who is employed
                  part-time cannot add hours to their workload due to being pregnant. The couple is
                  examining their budget, reducing expenses, and checking their emergency savings
                  while trying not to stress about the loss of income. The clients should apply as
                  quickly as possible for unemployment benefits after employment is terminated or
                  reduced.

               
               
               
               Unemployment benefits, which provide temporary support when someone
                  loses their job through no fault of their own, are cash payments made to the
                  individual. There are important details to understand about unemployment
                  benefits.

               
               
               
               
                  
                  
                  	
                     
                     
                     The benefit amount is based on their previous earnings, yet they will likely
                        receive much less than their regular paycheck.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The maximum unemployment benefits they can receive are capped; benefits may
                        not be enough to sustain them and their family.

                     
                     

                  
                  
                  
                  	
                     
                     
                     These benefits typically last no more than 26 weeks (approximately six
                        months).

                     
                     

                  
                  

               
               
               
               Note that each state administers its own unemployment benefits programs, so always
                  check with individual state guidelines.

               
               
               
               Unemployment benefits are a form of public insurance,
                  meaning premiums for unemployment insurance are paid by employers each time an
                  employee is paid. It is worth noting that the benefit will be significantly less
                  than their previous full-time paycheck, so an emergency fund in tandem with
                  unemployment benefits can provide an important safety net during this difficult time
                  to bridge the gap between unemployment benefits and living expenses while they seek
                  new employment.

               
               
               
               Numerous government agencies provide various types of support for individuals and
                  families facing challenging times. The couple in this example may
                     qualify for assistance to support them during this time of income reduction.
                     Exhibit 2-6 lists some key
                  government financial assistance programs and their area of service.

               
               
               
               
                  Exhibit 2-6: Key Government Financial Assistance Programs
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Program

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Area of Service

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Supplemental Nutrition Assistance (SNAP)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Food

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Temporary Assistance for Needy Families (TANF)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Cash assistance for very low/no-income individuals

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Medicaid

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Healthcare

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Housing Choice Voucher Program

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Housing

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    LIHEAP

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Home energy assistance

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Women, Infants, and Children
                                          (WIC)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Food

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               The following sections briefly outline resources and direct counselors
                  to experts for additional financial safety net programs available to clients who may
                  be experiencing a reduction in income.

               
               

            
            
            
            
               
               
               Children’s Health Insurance Program (CHIP)

               
               
               
               
                  
                  
                  Children’s Health Insurance
                        Program (CHIP) is defined as: A state and federally funded
                        program that offers affordable health coverage for children in families with incomes
                        too
                        high for Medicaid but too low to afford private insurance.

                  
                  
                  
                  Many states offer CHIP to families earning up to twice the federal poverty level or
                     even higher.
                     A person can have job-based insurance and still qualify for CHIP, depending on their
                     income. Most states allow people to apply for both CHIP and Medicaid at the same
                     time. Since each state runs its program with different rules, check with the state
                     health department for specific details about coverage and eligibility.

                  
                  

               
               

            
            
            
            
               
               
               Department of Veterans Affairs (VA)

               
               
               
               
                  
                  
                  Department
                        of Veterans Affairs (VA) is defined as: A U.S. government agency that
                        provides healthcare services, benefits, and support to eligible military veterans
                        and their
                        families.

                  
                  
                  
                  VA disability compensation helps veterans with conditions caused or worsened by military
                     service.
                     Veterans with honorable or general discharges automatically qualify, while other
                     discharge types may still be eligible based on individual circumstances.
                     Compensation amounts are based on disability ratings from 0% to 100%, with
                     additional benefits for those with dependents. These payments are tax-free. The VA
                     offers higher payments for veterans with severe disabilities who need daily
                     assistance. Caregivers may also qualify for support when veterans need continuous
                     personal care. A counselor can help veteran clients apply for these benefits by
                     assisting with documentation submission. Since each situation is unique and
                     requirements can change, refer clients to the VA or a Veterans Service Officer for
                     specific details about eligibility and benefits.

                  
                  

               
               

            
            
            
            
               
               
               Housing Choice Voucher Program (Section 8)

               
               
               
               
                  
                  
                  Housing Choice Voucher
                        Program (Section 8) is defined as: A federal assistance program
                        that provides subsidizing vouchers to low-income individuals and families, enabling
                        them to
                        afford safe and sanitary housing in the private market.

                  
                  
                  
                  Section 8 helps
                     low-income families, elderly, and disabled individuals afford housing in the private
                     market. Recipients pay 30% of their monthly adjusted gross income for rent and
                     utilities, with the voucher covering the rest up to a local payment standard.
                     Vouchers can be used for various housing types including houses, apartments,
                     townhouses, and mobile homes, provided they meet minimum health and safety
                     standards. Local Public Housing Authorities (PHAs) administer the program, with
                     application processes and waiting lists varying by location. When
                        working with clients interested in Section 8, help them understand the
                        application requirements and prepare for potential challenges, such as limited
                        voucher availability, housing options, and long wait times. Since each housing
                        authority has different rules and availability, refer clients to their local PHA
                        for specific information about application procedures and current waiting
                        periods.

                  
                  

               
               

            
            
            
            
               
               
               Low Income Home Energy Assistance Program (LIHEAP)

               
               
               
               
                  
                  
                  The Low Income Home
                        Energy Assistance Program (LIHEAP) is defined as: A federal subsidy
                        program designed to assist low-income households afford home energy bills, energy
                        crises,
                        and weatherization.

                  
                  
                  
                  LIHEAP helps eligible low-income households manage their energy costs. The program
                     may assist
                     with heating bills in winter, cooling bills in summer, emergency help to prevent
                     utility shutoffs, and energy-related home repairs and weatherization. Both
                     homeowners and renters can qualify, and the program covers various heat sources,
                     including electricity, gas, and oil. Assistance amounts vary based on income,
                     household size, and energy costs, with priority often given to the elderly,
                     disabled, or households with young children.

                  
                  
                  
                  When working with clients who might benefit from LIHEAP,
                     help them understand the application process and timing. Examples of documentation
                     a
                     client may need to provide include proof of income, residency, recent utility bills,
                     and documentation of household members. For crisis assistance, they may need to show
                     evidence of an energy emergency. Since funding is limited and provided on a
                     first-come, first-served basis, encourage clients to apply early during enrollment
                     periods, which vary by state. Contact the local LIHEAP office to learn about current
                     application timelines and help the client access weatherization services like
                     insulation installation, air leak sealing, and energy efficiency improvements.

                  
                  

               
               

            
            
            
            
               
               
               Medicaid

               
               
               
               
                  
                  
                  Medicaid is defined as: A joint federal and state health insurance program that
                        provides medical coverage for individuals and families with limited income and
                        resources.

                  
                  
                  
                  Medicaid provides health
                     insurance for low-income households, people with disabilities, elderly individuals,
                     and others who qualify under specific state programs. Eligibility varies by state,
                     with some states extending coverage to more people through expanded Medicaid
                     programs. Unlike private insurance, Medicaid typically offers comprehensive benefits
                     with little to no cost to the recipient. Most states allow people to apply online,
                     by mail, or in person at their local Medicaid office. Since each
                        state administers its own Medicaid program with different rules, refer clients
                        to their state’s Medicaid office for specific information about eligibility
                        requirements and covered services.

                  
                  

               
               

            
            
            
            
               
               
               Medicare

               
               
               
               
                  
                  
                  Medicare is defined as: A federal health insurance program primarily for individuals
                        aged 65 and older, and for certain younger individuals with disabilities or specific
                        medical
                        conditions.

                  
                  
                  
                  Medicare consists of different parts covering hospital care, medical services, and
                     prescription
                     drugs. Since Medicare rules and coverage details change periodically, refer clients
                     to www.medicare.gov or their State Health Insurance Assistance Program for the most
                     current information about benefits and enrollment.

                  
                  

               
               

            
            
            
            
               
               
               Nutrition Assistance Programs

               
               
               
               
                  
                  
                  There are varying food assistance programs available across
                     the United States. Supplemental Nutrition Assistance Program (SNAP) is defined as: A federal aid program
                        that helps low-income individuals and families afford nutritious food. SNAP provides food assistance to low-income households through an Electronic Benefits Transfer
                        (EBT), which is defined as: A system that enables state welfare
                        departments to provide their clients with financial benefits from public benefits
                        programs
                        such as SNAP in the form of a payment card. An EBT card can be used at grocery stores, participating farmers’ markets, and
                     some online retailers. The Special Supplemental Nutritional Program for Women, Infants, and Children
                        (WIC) is defined as: A USDA program that provides nutritious foods to pregnant women and minors up to the
                        age of
                        5 who are at nutritional risk.  Summer EBT (sometimes called SUN Bucks, depending on location) helps families
                     meet nutritional needs during the summer months when children do not receive school
                     meals. 

                  
                  
                  
                  Applications for these programs can typically be submitted online, in
                     person, by mail, or by phone through state or local offices. Those with immediate
                     needs may qualify for emergency SNAP benefits, available within seven days.
                     Eligibility and benefit amounts vary based on household size and income, so refer
                     clients to their local office for specific information about qualification
                     requirements.

                  
                  

               
               

            
            
            
            
               
               
               Social Security Disability Insurance (SSDI) Benefits

               
               
               
               
                  
                  
                  Social Security Disability
                        Insurance (SSDI) is defined as: A federal program that
                        provides financial assistance to individuals who are unable to work due to a qualifying
                        disability and who have earned enough work credits through prior employment.

                  
                  
                  
                  SSDI provides monthly benefits to people who cannot work due to a disability expected
                     to last at
                     least one year or result in death. Eligibility requires having worked and paid
                     Social Security taxes long enough to earn sufficient work credits, with the number
                     needed varying by age. The disability must prevent substantial gainful activity in
                     any job, not just a person’s previous occupation. The application process involves
                     submitting medical records, work history, and other documentation. Many applications
                     are initially denied, but appealing these decisions may lead to approval. When
                     working with clients applying for SSDI, help them understand the importance of
                     thorough medical documentation and persistence through the appeals process, if
                     needed. Since requirements and procedures change periodically, refer clients to the
                     Social Security Administration for the most current information about eligibility
                     and application procedures.

                  
                  

               
               

            
            
            
            
               
               
               State General Assistance Programs

               
               
               
               
                  
                  
                  Many states offer emergency assistance or general assistance programs (sometimes
                     called general relief or home relief) to help people who do not qualify for other
                     forms of aid. These programs typically serve seniors, adults without minor children,
                     and people waiting for approval of disability benefits. Benefits and eligibility
                     requirements vary by state but generally target individuals with few or no assets
                     who cannot access other assistance. Some programs focus on specific groups, like
                     individuals who are unhoused or people with disabilities, with benefits sometimes
                     limited to certain months and work requirements for able-bodied recipients.
                     Assistance received while waiting for SSI approval usually must be repaid from the
                     first benefit check. Applications can typically be submitted through local
                     assistance offices in person, online, by phone, or by mail. Beyond these state
                     programs, many nonprofit organizations offer additional assistance to individuals
                     with low income or special needs. Financial counselors should research what public
                     assistance programs are available in their state and what additional resources might
                     be available through community organizations, religious institutions, and other
                     local support networks, as these can be valuable resources for clients in need of
                     immediate help.

                  
                  

               
               

            
            
            
            
               
               
               Supplemental Security Income (SSI)

               
               
               
               
                  
                  
                  Supplemental Security Income
                        (SSI) is defined as: A federal program that provides
                        monthly financial assistance to individuals who are aged, blind, or disabled, and
                        have
                        limited income and resources.

                  
                  
                  
                  SSI provides monthly
                     payments to people with limited income and resources who are 65 or older, blind, or
                     disabled (including children). Unlike Social Security benefits, SSI does not require
                     a work history to qualify, as it is designed specifically for those with very
                     limited income to help with basic needs like food and shelter. Payment amounts vary
                     based on individual circumstances, living arrangements, and other income sources.
                     Most people who qualify for SSI also become eligible for Medicaid and SNAP benefits.
                     The application process involves providing documentation of income, resources, and
                     medical conditions if applying based on disability. When working with clients who
                     might qualify for SSI, help them understand the strict income and resource limits
                     that apply to the program. More about SSI is discussed under retirement benefits.
                     Since eligibility requirements and benefit amounts change periodically, refer
                     clients to the Social Security Administration for the most current information about
                     the application process.

                  
                  

               
               

            
            
            
            
               
               
               Temporary Assistance for Needy Families (TANF)

               
               
               
               
                  
                  
                  Temporary Assistance for
                        Needy Families (TANF) is defined as: A federally funded,
                        state-run program providing financial assistance and support services to low-income
                        families
                        with children to promote economic self-sufficiency.

                  
                  
                  
                  TANF provides cash assistance to
                     very low-income families with children when parents or caregivers are unemployed and
                     seeking work. Each state administers its own TANF program using federal funds,
                     resulting in different names, eligibility requirements, and benefit amounts across
                     states. Children in TANF households automatically qualify for free school meals, and
                     in most states, families receive Medicaid coverage. When applying for TANF, the
                     application is typically considered for SNAP benefits as well, even if a person does
                     not qualify for the cash assistance. The program generally includes work
                     requirements and time limits on receiving benefits. Applications can be submitted
                     through local human services offices, and applicants must provide documentation of
                     income, assets, and household composition. Since program details
                        vary by location, refer clients to their state’s human services department for
                        specific information about eligibility requirements and application
                        procedures.

                  
                  

               
               

            
            
            
            
               
               
               Workers’ Compensation

               
               
               
               
                  
                  
                  Workers’ compensation is defined as
                     follows: A state-mandated insurance program that provides
                        benefits to employees who suffer job-related injuries or illnesses.

                  
                  
                  
                  Workers’ compensation provides benefits to employees who get injured or become ill
                     because of
                     their job. This insurance program covers medical care for work-related injuries,
                     rehabilitation services, and income benefits, including partial wage replacement and
                     disability payments. In cases of fatal workplace accidents, death benefits may be
                     provided to surviving family members. Most employers are required by law to carry
                     this insurance, with benefits provided regardless of who was at fault for the
                     injury. Workers’ compensation differs from disability and unemployment insurance,
                     as
                     it specifically addresses workplace injuries and typically prevents employees from
                     suing employers for these incidents. The application process usually involves
                     reporting the injury to the employer, seeking medical treatment from an approved
                     provider, and filing a claim within the required deadlines. Requirements and
                     benefits vary by state, so employees should contact their state’s workers’
                     compensation board or commission for specific information about eligibility and
                     claim procedures. The program aims to help injured workers recover and return to
                     work while protecting both employees and employers from the financial impact of
                     workplace injuries. This will be discussed in more detail in the section that
                     addresses money, taxes, and employment.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client to Make Cash Flow and Spending Plans

         
         
         
         
            
            
            This area focuses on how to help clients create and implement effective money
               management systems. It reviews cash flow statements and spending plans, analyzes
               financial ratios, and explores counseling strategies to advise clients on how to
               close gaps between income and expenses.

            
            

         
         
         
         
         
            
            
            Assist Client to Develop a Cash Flow
               Statement

            
            
            
            
               
               
               
                  
                  
                  
                  
                  
                  A
                     financial counselor will assist clients in developing a cash flow statement.
                     Some related terms are: 
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     Expenses: 
                        An outflow of cash or other resources used to cover costs
                           related to operating, investing, or financing activities.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Surplus: 
                        The amount by which total income exceeds total expenses.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Deficit: 
                        The shortfall that occurs when expenses exceed income or
                           revenue.

                     
                     

                  
                  

               
               
               
               Cash flow statements consist of three components: income, expenses, and the resulting
                  surplus or
                  deficit. They help illustrate whether someone is living within their means by
                  determining whether there was a net gain or loss during a specific time frame, like
                  a month or year. This statement uses a cash-based accounting
                     method, recording only transactions that have actually occurred (money owed to
                     others and money owed to the client is not recorded).

               
               
               
               The timing of cash movements can significantly impact financial
                     stability. Even when overall income is adequate, misalignment between when money
                     arrives and when it needs to be paid out can create challenges. Effectively
                     managing when money comes in and goes out can be equally important as having
                     enough total income to cover expenses. For example, if a client receives their
                     paycheck on the fifth day of every month, but their rent is due no later than
                     the third of every month, they may be regularly assessed a late fee for paying
                     rent late. If a cash flow statement demonstrates sufficient income to cover
                  expenses but a client is unable to pay their bills when due, tracking the dates of
                  income and expenses on a calendar, in a notebook, or using a spreadsheet can help
                  identify where cash flow timing is a concern. If cash flow is
                     sufficient but there is a problem with timing, clients can attempt to get due
                     dates for their bills changed to better align with their income and/or create
                     and maintain a cash buffer that can cover the largest expense impacted by cash
                     flow timing. 

               
               
               
               A financial counselor should talk to the client about what income and
                  expenses are included on the cash flow statement before moving to line items listing
                  actual dollar amounts. Discuss that income includes earned and unearned sources and
                  that some are irregular in frequency. Refer back to income they have identified in
                  the Identifying Income Worksheet (found in Educate Client on Gathering Current
                  Sources of Income).

               
               
               
               Cash flow/spending plan calculations and analysis can manage short-term
                  changes while tracking monthly cash flow. A detailed examination of the client’s
                  income and expenses to understand how money flows through their finances helps track
                  where money comes from and where it goes over a specific period, specifically a
                  month or year.

               
               

            
            
            
            
               
               
               Assist Client to Track/Review Current
                  Income

               
               
               
               
                  
                  
                  When assisting clients with tracking their current income for a cash flow statement,
                     help them track and review current income. Some related terms are:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Net pay,  also called disposable
                              income or take-home pay:
                           The amount of earnings an employee receives after all taxes
                              and deductions are taken out.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Gross income: 
                           The total earnings received by an individual or business
                              before any taxes or deductions are taken out.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pay stub: 
                           A document accompanying a paycheck that outlines an
                              employee’s gross earnings, deductions, and net pay for a specific pay period.

                        
                        

                     
                     

                  
                  
                  
                  Educate clients to
                     distinguish between gross income and net pay, also referred to as disposable income
                     or take-home pay on their pay stubs. This difference between gross income and net
                     pay can be substantial and affects their actual available cash. Guide them to
                     identify all recurring income sources, including wages, benefits, pensions, and
                     regular government assistance. Emphasize that one-time payments like tax refunds,
                     gifts, or occasional bonuses should be noted separately and not included in monthly
                     cash flow calculations, as these can distort the regular income picture.

                  
                  
                  
                  For clients with variable income, such as gig workers, freelancers, or
                     hourly employees with inconsistent schedules, traditional monthly tracking may not
                     provide an accurate picture. Discuss with these clients how to best capture the full
                     pattern of their earnings.  Reviewing three-to-six months of income history can help
                     identify averages, seasonal patterns, and cycles in their income flow, or a
                     three-month rolling average of earnings may be helpful. For example, if they earned
                     $2,000 in January, $3,000 in February, and $3,500 in March, the average monthly
                     income would be approximately $2,800. This will give a more realistic number for
                     budgeting than looking at just one month. Understanding their highest and lowest
                     earning periods becomes essential, as using their lowest monthly income for baseline
                     budgeting can help prevent shortfalls during leaner times. Be sure to ask the client
                     about other sources of regular income.

                  
                  
                  
                  In Exhibit 2-7, a client couple tracks their
                     income. This is a start of a running example of a family of four with two working
                     adults with an annual combined net income of $78,000. The first client lists their
                     monthly net income of $4,167 in full-time salary. Their partner lists $1,668 in
                     part-time monthly net income. The couple includes $665 in monthly after-tax
                     investment income. Since the couple combine their income and expenses, going
                     forward, they will use just the combined family income amounts for their cash flow
                     statement.

                  
                  
                  
                  
                     Exhibit 2-7: Calculating Income For Cash Flow Statement
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Income Client One

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Income Client Two

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Income Combined Family

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Salary/Wages (after taxes)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $4,167

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,668

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,835

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Investment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $665

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,500

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Whether this type of table is used or another, the tracking
                     method should match the client’s comfort level and daily habits. Some clients prefer
                     digital solutions like smartphone apps or spreadsheets, while others might be more
                     consistent with paper ledgers, checkbook registers, or calendars. Whatever method
                     they choose, emphasize the importance of recording all income immediately when
                     received. For self-employed clients, develop a system for separating business and
                     personal income to maintain clear financial boundaries. This foundational income
                     tracking will provide an accurate income portion needed for creating a comprehensive
                     cash flow statement.

                  
                  

               
               

            
            
            
            
               
               
               Monthly, Semi-Monthly, Bi-Weekly, Weekly, Hourly

               
               
               
               
                  
                  
                  When educating a
                     client on recording income, pay attention to timing and tax. Income may arrive
                     monthly, semi-monthly, bi-weekly, weekly, or hourly, while expenses may follow
                     different schedules. Clients often report some figures monthly and others annually
                     in their financial documents.

                  
                  
                  
                  It is also important to be able to convert between various pay structures when
                     calculating financial ratios (and considering the fair market value of employment
                     benefits), which will be discussed in more detail later in this module.

                  
                  
                  
                  Exhibit 2-8 lists formulas
                     to convert various pay structures to monthly income. All income in the table uses
                     gross pay.

                  
                  
                  
                  
                     Exhibit 2-8: Calculating Monthly Equivalent Pay
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Pay Period

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Calculations/Examples (These use gross pay)

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Monthly

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             No calculation needed.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Use the monthly gross pay.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Semi-Monthly

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Calculation:

                                       
                                       
                                       
[image: ../images/mathml_equation-block_r8o_8bx_ciy_width_894.png]


                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Example:
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                                       Bi-Weekly

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Calculation:

                                       
                                       
                                       
[image: ../images/mathml_equation-block_wyv_d92_ipk_width_1317.png]


                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Example:
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                                       Weekly

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Calculation:
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                                       Example:
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                                       Hourly

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Calculation:
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                                       or
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                                       Example:
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               Assist Client to Track/Review Current
                  Monthly Spending

               
               
               
               
                  
                  
                  Fixed expenses are defined as: Regularly occurring costs that remain the same and are
                        paid at regular intervals.

                  
                  
                  
                  Variable expenses are defined as: Costs that can be controlled and fluctuate over
                        time.

                  
                  
                  
                  Periodic expenses, which will be
                     discussed in more detail later, are defined as: Costs that occur at irregular but predictable
                        intervals other than monthly, such as quarterly insurance premiums or annual property
                        taxes.

                  
                  
                  
                  Expenses represent the total money spent during a specific time
                        frame. These can be categorized in various ways, but one common approach is
                        dividing them into fixed and variable expenses. Fixed expenses remain consistent
                        each period and often involve contractual obligations, while variable (or
                        flexible) expenses fluctuate in amount and typically allow for greater
                        individual control. This classification is particularly important when
                        addressing cash flow problems, as variable expenses can usually be adjusted more
                        quickly than fixed ones. When helping clients, emphasize that maintaining
                        flexibility in their spending provides greater resilience when facing unexpected
                        costs or income reductions. The more of their budget that falls into the
                        variable category, the more adaptable they may be able to be when financial
                        circumstances change.
                     Exhibit 2-9 lists examples of fixed,
                     variable, and periodic expenses.

                  
                  
                  
                  
                     Exhibit 2-9: Examples of Fixed, Variable, and Periodic Expenses
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Fixed Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Variable Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Periodic Expenses

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Savings contributions

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Food

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Vehicle registration

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Car payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Utilities 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Real estate taxes

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Rent or mortgage payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Medical bills

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Homeowners insurance

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cell phone

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Childcare

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Gifts

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cable/internet

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Clothing

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Vacations

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  After establishing the client’s income sources, a next step
                     would be to track and review monthly spending. Building on our previous discussion
                     of fixed and variable expenses, we can further categorize spending into essential
                     expenses (necessities required for basic living) and discretionary expenses
                     (optional spending that enhances quality of life but is not strictly necessary).
                     When helping clients categorize their expenses, use these clear distinctions while
                     remaining sensitive to the fact that discussions about spending priorities can feel
                     deeply personal, especially when defining wants versus needs.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Discretionary
                                 Expenses:
                              
                           These are
                              costs that are not necessary for basic survival or maintaining essential
                              obligations. They can be fixed or variable. These are typically wants
                              rather than needs and include spending on entertainment, dining out,
                              hobbies, premium services, vacations, and non-essential shopping. The
                              defining characteristic is that these expenses can be reduced or
                              eliminated if necessary without serious negative consequences to health,
                              safety, or legal obligations.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Essential
                                 Expenses:
                              
                           Costs that
                              must be paid to maintain basic living standards, health, safety, and
                              legal commitments. They can be fixed or variable. These include housing,
                              utilities, basic groceries, necessary transportation, healthcare,
                              minimum debt payments, and insurance. The key feature of essential
                              expenses is that failing to pay them would result in significant
                              negative consequences such as homelessness, utility shutoffs, health
                              deterioration, legal problems, or damage to credit.
                           

                        
                        

                     
                     

                  
                  
                  
                  The counselor’s role is to assist the client with a cash flow
                     statement to track and review monthly spending while dividing expenses into fixed
                     and variable categories.

                  
                  
                  
                  Note that for credit card spending, avoid double-counting. If the
                     client pays off their balance in full each month, categorize the actual purchases
                     (groceries, gas, entertainment) in their respective categories. However, if they
                     carry a balance, count the monthly credit card payment as a fixed expense while
                     tracking new purchases in appropriate categories. Exhibit 2-10 continues
                     with the same client example from our previous income tracking expenses example. It
                     is organized into expense categories: home, daily living, transportation,
                     entertainment, health, and financial obligations. There is no single way to sort
                     expenses. Some clients will determine different categories, or it may be determined
                     together with the counselor that identifying fixed and variable expenses is helpful
                     for them.

                  
                  
                  
                  Exhibit 2-10: Detailed Spending Analysis for Cash Flow Statement
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Home, Utility, and Grocery Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Rent

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,400

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Utilities

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Groceries

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $400

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,950

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Transportation Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Gas

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Car maintenance/repairs

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Car wash services

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Annual vehicle registration (two cars)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $40

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $490

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Insurance Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Renter’s insurance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $25

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Health insurance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $225

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Life insurance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $55

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Car insurance 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $125

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $430

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Loan and Credit Card Payments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Student loan payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $485

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Car payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $165

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Credit card payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $800

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Entertainment Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cable/internet

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $80

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Dining out

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Movies/community theater

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $100

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $330

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Savings and Investments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Long-term savings

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $200

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Retirement savings

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $350

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Health Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Health club/gym

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $75

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Prescriptions

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $100

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Over-the-counter medicines

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Co-payments/out-of-pocket

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $75

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $300

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Miscellaneous

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Personal care/barber

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $100

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Children’s toys/gear

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       After-school care

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Religious organization

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Subtotal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $450

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,100

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Track/Review Periodic
                  Spending

               
               
               
               
                  
                  
                  Periodic expenses are
                     predictable costs that do not occur monthly but need to be included in the client’s
                     cash flow statement. These are either fixed or variable. A client
                        knows when and how much a fixed periodic expense is due. These are bills like
                        their vehicle registration, insurance premiums (if not escrowed or monthly),
                        professional licenses, property taxes (if not escrowed), or annual memberships.
                        For a variable period expense, the client can predict when, but the amount will
                        vary. These expenses include things like holiday gifts, school supplies,
                        seasonal clothing, vehicle maintenance, or home repairs.

                  
                  
                  
                  To handle these expenses, assist the client in listing all periodic
                     expenses and when they are due. Calculate the annual total and divide the total by
                     12 to determine the monthly savings needed. Treat that monthly savings as a
                     necessary bill each month.

                  
                  
                  
                  In the previous example, our client has two fixed periodic expenses.
                     Their car insurance is $750 every six months, $1,500/year, and vehicle registration
                     for two vehicles is $480/year. That totals $1,980 in fixed periodic expenses
                     annually. When divided by 12 months, the amount is $165. Instead of waiting for
                     these bills to be due, talk to the client about how to spread them out over time by
                     saving at least $165 each month.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Calculate a Surplus or
                  Deficit

               
               
               
               
                  
                  
                  A financial
                        counselor can assist a client in calculating a surplus or deficit. There is a
                        surplus when a client’s income is higher than their expenses. If their expenses
                        are higher than their income, they have a deficit. Exhibit 2-11 provides an
                     example.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_tl2_8pf_uei_width_982.png]

                     

                  
                  
                  
                  
                     Exhibit 2-11: Cash Flow Statement Example
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	 
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Amount

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Salary (after taxes)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,835

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Freelance/Side Income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Investments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $665

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,500

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Expenses

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Rent/Mortgage

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,400

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Utilities (Electric, Water, Gas)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Groceries

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $400

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Transportation (Gas, Maintenance, Repairs, Public
                                          Transit)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $490

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Insurance (Auto, Health, Renter’s, Life)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $430

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Loan/Credit Payments (Student, Auto, Credit Card
                                          Balance)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $800

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Entertainment/Dining

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $330

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Savings and Investments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $350

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Health Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $300

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Miscellaneous

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $450

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,100

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Surplus (Deficit)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Surplus: $400

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  The cash flow calculation for the sample statement, showing a surplus
                     of $400 is the result of:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Total monthly income of $6,500.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Total monthly expenses of $6,100.
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            Assist Client to Develop a Spending
               Plan (Budget)

            
            
            
            
               
               
               A spending plan, or budget, helps a client take control of their money by showing
                  them exactly how much they earn and choosing in advance how they will use it. Think
                  of it as creating a roadmap for their money. It helps cover their needs, plan for
                  their goals, and avoid spending more than they earn.

               
               
               
               This is an estimate of the client’s income and expenses. It
                  allows them to work toward achieving their financial goals—in other words, it is a
                  plan for their money. To understand how budgeting works in practice, consider an
                  example. If a client walks into the grocery store with only $50 in cash and needs
                  to
                  purchase enough food for the next 48 hours, their budget is $50. They might track
                  this budget by adding costs before placing items in their basket or by making a
                  shopping list with estimated prices beforehand. Both approaches help ensure they
                  stay within their $50 limit while meeting their goal of having enough food for the
                  weekend. This same principle applies to larger financial planning, just on a
                  different scale. For our purposes here, when referring to a spending plan or budget,
                  we will use the term budget.

               
               
               
               Financial counselors
                  serve clients in many ways, including assisting them in creating budgets,
                  establishing budget monitoring approaches, and developing methods to evaluate
                  progress toward their personal financial goals. A key part of this process is
                  identifying what percentage of their income remains after all essential expenses
                  have been paid. This is a client’s discretionary
                     income, which is defined as: The portion of income remaining after taxes and
                     essential living expenses are paid..

               
               
               
               This calculation is necessary for developing a complete budget because
                  it helps determine how to allocate the remaining funds. Counsel the client to help
                  them decide how this remaining percentage should be distributed across variable
                  expenses, savings goals, emergency funds, and entertainment. If previous income
                  tracking has occurred, the total income figures should be mostly accurate, providing
                  a solid foundation for these decisions.

               
               
               
               As previously discussed, the monthly cash flow statement could help
                  identify fixed and variable expenses, which can form the foundation for tracking
                  both projected and actual spending. When creating a budget, set up four columns. In
                  the first column, fill in the variable expenses from the client’s cash flow
                  statement. Label the second column “Projected Amount” (what the client expects to
                  spend), the third column “Actual Amount” (what was actually spent), and the fourth
                  column “Difference” (the variance between projected and actual figures). This
                  comparison between what was planned and what actually occurred provides valuable
                  insights for adjusting future projections and identifying areas where spending may
                  need more attention or control.

               
               
               
               Exhibit 2-12
                  provides a sample budget tracking sheet.

               
               
               
               Exhibit 2-12: Budget Tracking Sheet
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	 
                                 
                                 
                                 	
                                    
                                    
                                    Budgeted Amount

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Actual Amount

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Income

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Salary (after taxes)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Freelance/Side Income

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Investments

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Income

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Expenses

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Rent/Mortgage

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Utilities (Electric, Water, Gas)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Groceries

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Transportation (Gas, Maintenance, Repairs, Public
                                       Transit)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Insurance (Auto, Health, Renter’s, Life)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Loan/Credit Payments (Student, Auto, Credit Card
                                       Balance)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Entertainment/Dining

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Savings and Investments

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Health Expenses

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Miscellaneous

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Expenses

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Surplus (Deficit)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                     

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               

            
            
            
            
               
               
               Explain Various Budgeting
                  Strategies

               
               
               
               
                  
                  
                  Everyone has different
                     ways of managing money, so choosing the right budgeting strategy is personal. Whether someone chooses a Pay Yourself First, Zero-Based Budget,
                        or a 50/30/20 strategy, the best system is one they use. When helping clients
                        choose a budgeting strategy, consider their comfort with technology, how much
                        time they can spend tracking expenses, whether their income is steady or
                        variable, and their overall financial goals and priorities. 

                  
                  
                  
                  While creating a budget plan is essential, having reliable strategies
                     to track spending is equally important to ensure the client is following their plan.
                     Several common tracking tools can support a client’s budgeting efforts, regardless
                     of which budgeting strategy they choose. Checkbook balancing serves as a
                     verification system that helps confirm the accuracy of transactions by comparing the
                     client’s records against bank statements to catch errors and maintain awareness of
                     their account balance.

                  
                  
                  
                  Simple notebooks provide a straightforward approach to recording income
                     and expenses, with the ability to organize entries by date or category and calculate
                     running totals. This strategy requires minimal technology but demands consistency
                     in
                     recording all transactions. Spreadsheets offer more sophisticated tracking
                     capabilities, allowing for automatic calculations, visual representations of
                     spending patterns, and easy comparison between planned and actual amounts. With
                     built-in formulas and the ability to create multiple worksheets, spreadsheets can
                     generate reports and insights that help evaluate budget performance over time.
                     Combined, these budgeting strategies and methods provide the financial data to
                     implement a chosen budget approach successfully.

                  
                  
                  
                  While these aforementioned tools help track where money goes, effective
                     budgeting requires a structured approach to planning how to allocate money in the
                     first place. Educate the client on the pros and cons of several popular budgeting
                     strategies that provide frameworks for making financial decisions.

                  
                  
                  
                  
                  The calendar strategy of budgeting is an approach
                     where a client tracks and schedules their income and expenses according to specific
                     dates on a calendar, rather than using traditional budget categories, marking all
                     income and expenses directly on the calendar based on when they occur during the
                     month.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Advantages: Clear visual timeline of when money comes in and goes out. Helps
                           prevent mismatches of spending money before having money.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risks: Limited category tracking. It is harder to know where overspending
                           might be happening or where cutting back could help to reach savings
                           goals.

                        
                        

                     
                     

                  
                  
                  
                  Envelope system is
                     defined as follows: A budgeting method where specific amounts of cash are
                        set aside in labeled envelopes for various spending categories. The envelope system divides money into physical or digital envelopes labeled for
                     specific expense categories, each containing only the amount budgeted for that
                     category each month. When an envelope is empty, spending in that category stops
                     until the next budget period, creating a tangible boundary that prevents
                     overspending. If there is money left over, the money can roll over to the next
                     month, transfer to a different envelope, or be put into emergency, retirement, or
                     investment savings.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Advantages: Creates clear spending limits that are physically impossible to
                           exceed, making it excellent for those struggling with overspending.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risks: Can be inconvenient for online purchases or shared expenses and
                           requires diligent cash management.

                        
                        

                     
                     

                  
                  
                  
                  Percentage-based budgeting allocates income according
                     to predetermined ratios, such as the 50/30/20 rule (50% needs, 30% wants, 20%
                     savings) or the 70/20/10 approach (70% expenses, 20% savings, 10% debt/giving).
                     These strategies provide simple frameworks that balance current living expenses with
                     long-term financial goals while adapting to different income levels.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Advantages: Offers clear guidelines that scale with changing income and
                           simplifies the budgeting process.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risks: May not work well for those with very low incomes or high fixed costs
                           that do not align with the suggested percentages.

                        
                        

                     
                     

                  
                  
                  
                  The Pay Yourself First strategy prioritizes savings by
                     immediately setting aside a predetermined percentage or amount of income for savings
                     goals before budgeting for any other expenses. This approach treats savings as a
                     non-negotiable expense rather than something that happens with leftover money at the
                     month’s end.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Advantages: Ensures consistent progress toward financial goals by making
                           savings automatic and prioritized.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risks: If the percentage is inaccurately calculated, money may need to be
                           withdrawn to address regular spending requirements that were insufficiently
                           budgeted, undermining the original purpose of the strategy. Alternately, too
                           little might be saved to make a significant impact during an emergency.

                        
                        

                     
                     

                  
                  
                  
                  Zero-based budgeting assigns every dollar of income a
                     specific purpose until no money remains unallocated, effectively bringing the
                     difference between income and planned expenses to zero. This strategy requires
                     regular review and adjustment as expenses change, ensuring complete awareness of
                     where each dollar goes.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Advantages: Creates complete accountability for all income and eliminates
                           unconscious spending.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Risks: Requires significant time commitment for tracking and adjusting.

                        
                        

                     
                     

                  
                  
                  
                  Clients with income that varies from month to month may need to plan
                     differently than someone with a steady paycheck. One approach would be to consider
                     how they might create a basic budget using their lowest typical monthly income,
                     making sure they can cover essential expenses even in lean months, and develop a
                     clear list of which expenses take priority when money is tight. During months when
                     they earn more, they may want to save the extra money to help cover future expenses
                     and build a substantial emergency fund since they will likely face more irregular
                     income periods than someone with a fixed income. Counsel them to think in six-,
                     nine-, or twelve-month windows and listen to how they approach their priorities
                     through income fluctuations.

                  
                  

               
               

            
            
            
            
               
               
               
                  Assist Client to Prioritize their Expenses 
                  

               
               
               
               
                  
                  
                  We express our
                     values by the ways we spend, invest, and donate our money. A client’s financial
                     beliefs, attitudes, and behaviors are culturally rooted and can impact the
                     relationship they have with their counselor. When assisting a client in prioritizing
                     expenses, the counselor must keep in mind that items they may categorize as wants
                     are non-negotiable needs for someone else based on personal values, cultural
                     expectations, or professional obligations. When budgeting, it is important to
                     respect what each person defines as necessities while helping them plan
                     accordingly.

                  
                  
                  
                  Help the client by first listing all the items they spend money on each month.
                     Clarify that needs are essential to their ability to live and work. Needs are often
                     recurring expenses and account for a big percentage of the budget. Wants are those
                     items that help them live more comfortably. They could live without them, but they
                     might enjoy life more when they have them. Wants are often a variable expense.

                  
                  
                  
                  When the list is complete, ask them to separate the items into two categories:
                     can/cannot live without (i.e., needs/wants). Do not make any judgments during this
                     time. Let them process. Listen to how they make decisions. A counselor may witness
                     items shift categories the further the client progresses through the process.

                  
                  
                  
                  A financial counselor should help clients understand that budgeting and prioritizing
                     expenses are about making choices. After they list and divide their needs and wants,
                     if their expenses are greater than their income, guide them to see that they have
                     to
                     either reduce some expenses or increase their income. Explain how specific budgeting
                     strategies can help them account for both wants and needs while establishing clear
                     priorities.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Develop Options to Fund Expenses

               
               
               
               
                  
                  
                  When helping clients
                     develop effective spending plans, financial counselors must balance behavioral
                     principles with practical realities. The most effective plan is not necessarily the
                     most mathematically optimal one, but rather the one the client will consistently
                     implement. Begin by understanding the client’s values, habits, and relationship with
                     money. Some clients thrive with detailed tracking systems, while others need
                     simplified approaches that reduce decision fatigue. Consider factors like the
                     client’s organizational tendencies, their comfort with technology, and previous
                     experiences with financial planning.

                  
                  
                  
                  It is crucial to recognize that resistance to change is natural, and gradual
                     implementation often leads to more sustainable results. When clients propose
                     unrealistic spending plans, counselors should use collaborative discussion rather
                     than outright rejection. Ask probing questions that help clients discover potential
                     obstacles themselves:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        “How will this work during months with unexpected expenses?”

                        
                        

                     
                     
                     
                     	
                        
                        
                        “What has prevented this approach from working for you in the past?”

                        
                        

                     
                     

                  
                  
                  
                  This client-centered approach maintains autonomy while guiding toward more realistic
                     solutions. Remember, these are guidelines, not strict rules. The key is finding a
                     balance that helps to meet both current needs and future goals.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Align a Spending Plan with Goals

               
               
               
               
                  
                  
                  A financial counselor
                     should help a client connect their spending to what matters most to them by
                     revisiting their personal financial goals, including progress on their emergency
                     fund.  Discuss both long-term (1-5 years plus) goals, like retiring comfortably, and
                     short-term (less than a year) goals, like taking a vacation. Keeping these goals in
                     mind helps guide decisions and maintain motivation.

                  
                  
                  
                  Next, examine their current spending to see if it aligns with these priorities. For
                     example, if a comfortable retirement is a goal and they are currently saving 4-5%,
                     could they increase that by 2% by reducing spending on dining out or
                     entertainment?

                  
                  
                  
                  Could they consider setting up automatic transfers to support their goals? If they
                     hope to save $2,000 for a vacation this year, that means setting aside $167 monthly.
                     The counselor’s role is to help them brainstorm ways to successfully achieve their
                     financial goals. For example, setting aside a monthly sum to fund a future
                     vacation.

                  
                  
                  
                  Remember, counsel the client to help them understand that a spending plan is not
                     about restriction. It is about making sure their money goes toward what matters most
                     to them.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Develop a Spending Plan that Works

               
               
               
               
                  
                  
                  Work with the client to develop a spending plan that fits their
                     life, not the other way around. The most effective plan needs to match their habits,
                     lifestyle, and personal goals. If they are tech-savvy, a budgeting app might work
                     best. If they prefer hands-on tracking, the envelope system might be their
                     solution.

                  
                  
                  
                  Help them identify spending behaviors that might require budget adjustments. For
                     instance, if they regularly exceed their dining out budget, explore whether the
                     budget is unrealistic or if their habits need to change. Sometimes, the answer is
                     increasing the budget in one area while decreasing it in another.

                  
                  
                  
                  Discuss strategies to help them stick with their plan:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Track spending in real-time rather than waiting.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Review the plan weekly to stay on track.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Set up automatic transfers for savings.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Use reminders for bill payments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Keep emergency funds separate.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Know what to do in the event of a splurge.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Adjust the plan when circumstances change.

                        
                        

                     
                     

                  
                  
                  
                  The key is creating a flexible, realistic plan that helps achieve goals while still
                     being enjoyable enough to maintain. A perfect budget that is too restrictive to
                     follow is less effective than a decent budget used consistently.

                  
                  

               
               

            
            
            
            
               
               
               Assist a Client to Interpret Plan
                  versus Actual Results 

               
               
               
               
                  
                  
                  The financial counselor
                     can talk about the client’s spending plan versus their actual results such as in
                     Exhibit 2-13. The Budgeted Amount column
                     gets information from the cash flow statement, but from there includes planned
                     changes in income or expenses. The Actual Amount column can be filled in at the end
                     of the month with actual spending. This results in a budget variance.

                  
                  
                  
                  Budget variance is defined as: The difference between the amount budgeted and the
                        actual outcome.

                  
                  
                  
                  Note the column labeled “Actual” to track income and expenses as they
                     occur throughout the month, and the column labeled “Difference” to calculate surplus
                     or deficit within the budget. The difference analysis can be completed as an
                     end-of-month exercise, allowing clients to review their spending patterns and make
                     informed adjustments for the month ahead.

                  
                  
                  
                  The summary section provides a monthly overview by displaying the total
                     expected income and overall surplus or deficit across all three columns: Budget,
                     Actual, and Difference. A counselor can use this at-a-glance summary to counsel,
                     educate about financial position, compare planned versus real-world results, and
                     help track a client’s progress over time. It serves as both a financial snapshot and
                     a decision-making tool for the client’s future personal financial planning.

                  
                  
                  
                  
                     Exhibit 2-13: Spending Plan (Budget) Versus Actual Results
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	 
                                    
                                    
                                    	
                                       
                                       
                                       Budgeted Amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Actual Amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Difference

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Salary (after taxes)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,835

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,834

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Freelance/Side Income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Investments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $665

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $616

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       ($50)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,500

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,450

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Reduction in income: ($50)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Expenses

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Rent/Mortgage

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Utilities (Electric, Water, Gas)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $150

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $110

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $40

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Groceries

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $380

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $410

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       ($30)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Transportation (Gas, Maintenance, Repairs, Public
                                          Transit)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $465

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $65

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Insurance (Auto, Health, Renter’s, Life)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $430

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $430

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Loan/Credit Payments (Student, Auto, Credit Card
                                          Balance)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $800

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $800

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Entertainment/Dining

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $300

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $280

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $20

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Savings and Investments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Health Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $300

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Miscellaneous

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $470

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       ($70)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Expenses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,025

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,950

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Reduction in expenses: $75

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Surplus (Deficit)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Surplus: $475

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Surplus: $500

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Increase in surplus: $25

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Exhibit 2-13 demonstrates an
                     overall monthly variable expense spending activity of $75 under budget even though
                     the client overspent in two of the expense categories. However, there was $50 less
                     in income from investments for a net increase in the surplus of $25 to a $500
                     surplus. Here are some possible options for how to allocate the $500 surplus:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Pay yourself first! Add to emergency fund savings.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reward yourself by spending half on a treat and putting the rest toward a
                           financial goal.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pay high-interest debt off! Put toward debt repayment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Save for a short-term goal.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Build a buffer in a checking account.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Contribute to a retirement account.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client to Manage Spending Plan and Close Gaps

            
            
            
            
               
               
               Part of the work of a financial counselor will be to educate clients to manage their
                  budget and close gaps.

               
               
               
               When working with
                  clients who need to decrease expenses, educate them about various strategies—from
                  simple adjustments to significant lifestyle changes—so they can tailor
                  recommendations to their individual needs. While decreasing expenses typically
                  yields faster results for clients, it is also important to be familiar with
                  approaches for increasing income that could be discussed with clients.

               
               
               
               Remind clients that combining multiple strategies often works best. Small
                  improvements in both income and expense can add up to significant positive changes
                  in the overall budget. Help clients focus on changes they can maintain long-term
                  rather than unsustainable quick fixes.

               
               

            
            
            
            
               
               
               Brainstorm Client Strategies for Increasing Income 

               
               
               
               
                  
                  
                  A financial counselor should brainstorm with the client to explore legitimate ways
                     to
                     increase income while avoiding risky schemes. Here is a list of ideas:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Rather than immediately suggesting a second job (which can be difficult to
                           sustain and may interfere with family and social time or benefits
                           eligibility), explore whether their primary employment offers growth
                           potential. Discuss requesting a raise, especially if they have been with
                              their employer for over six months, taken on additional
                              responsibilities, or improved their skills. Research industry salary
                              standards and document specific achievements and contributions before
                              meeting with management. Timing a request after completing a successful
                              project or during an annual review can increase the chances of
                              success.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Take additional hours. If paid hourly or eligible for overtime, communicate
                           with managers about availability for extra shifts or holiday coverage when
                           pay rates might be higher. Consider cross-training in different departments
                           to qualify for more opportunities within the same company.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Find a side job. Get to know the clients personally to discover hidden
                           opportunities. They might have hobbies or skills that could generate income,
                           items to sell, or space to rent. These conversations often reveal overlooked
                           possibilities. Look for flexible gig work that complements the client’s
                           schedule and leverages existing skills or assets they already have. Consider
                           seasonal opportunities that offer higher pay during peak periods but do not
                           require year-round commitment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Develop a new skill. Invest in certifications or training programs that have
                           direct connections to higher-paying positions in the client’s field. Take
                           advantage of employer tuition reimbursement programs or free online courses
                           that can qualify them for promotion or specialized roles.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Review
                           payroll deductions; they might be over-withholding or paying for unused
                           optional benefits. Payroll deductions could be a way to help clients save
                           money. Additionally, restructuring how much is withheld could potentially
                           enable clients to take home more.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Set calendar reminders to review benefits packages annually, as they might be
                           missing out on employer matching contributions or tax advantages. Ensure
                           clients are receiving all benefits they are entitled to. This includes
                           assistance programs, enforcement of child support payments, and optimal
                           timing for social security benefits for those nearing retirement age.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Brainstorm Client Strategies for Decreasing Expenses

               
               
               
               
                  
                  
                  When brainstorming ways
                     to adjust spending with a client, consider revisiting their complete expense
                     tracking. This awareness often naturally helps identify potential areas for change.
                     Focus on exploring options that maintain the client’s priorities and lifestyle
                     preferences. For instance, some people find that small daily purchases add up
                     significantly over time, like a daily $5 coffee shop visit potentially representing
                     around $1,800 annually. What is most important is helping clients make informed
                     choices based on their values and goals.

                  
                  
                  
                  Encourage daily habits as they can yield meaningful savings. Talk about how creating
                     shopping lists and meal plans may help reduce food waste and impulse purchases.
                     Brainstorm about less expensive alternatives for activities, like finding free
                     community events for entertainment. Here is a list of additional ideas to decrease
                     expenses:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Rethink subscription services. Review all recurring monthly subscriptions,
                           like streaming platforms, apps, and services. Consider consolidating similar
                           services.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Review bank and credit card statements for auto-renewal subscriptions. Set a
                           quarterly reminder to review all statements, specifically looking for small
                           recurring charges that may have been forgotten. Many subscription services
                           count on people forgetting about them after the free trial period ends.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Identify and close redundant bank accounts to avoid unnecessary fees.
                           Consolidate multiple checking or savings accounts to reach minimum balance
                           requirements that waive monthly fees. Simplifying banking may also make it
                           easier to track money and reduce the risk of overdraft fees from forgotten
                           accounts.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Find a lower-cost phone, internet, and/or cable plan. Call current providers
                           and ask about available promotions or loyalty discounts. Consider prepaid
                           plans, family plans, or bundling services for additional savings, and be
                           prepared to switch providers if they will not match competitors’ offers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Prioritize goals (e.g., postponing vacations, reducing dining out). Use a
                           values-based approach to rank short-term (within one year) and long-term (1
                           - 5 years or more) financial goals in order of importance. Be willing to
                           temporarily sacrifice wants of lower priority to accelerate progress toward
                           the most meaningful objectives.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Make intentional spending choices aligned with priorities. Before any
                           significant purchase, pause and ask, “Does this expense move me toward or
                           away from my most important goals?” Create a 24-hour waiting period for any
                           non-essential purchase over a certain dollar amount. This strategy might
                           help clients tempted by online shopping ads that lead to impulse purchases
                           of any dollar amount.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Set up budget billing with utility companies to avoid seasonal spikes.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reduce energy usage. Install programmable thermostats, LED light bulbs, and
                           low-flow showerheads to cut utility costs. Unplug electronics when not in
                           use and run major appliances, like laundry and dishwasher, during off-peak
                           hours when electricity rates may be lower.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Distinguish between needs and wants. Create a clear list separating essential
                           expenses (housing, utilities, basic groceries) from discretionary spending
                           (Consider asking, “Will this purchase matter to me in 30 days?”), which may
                           change from month to month, so revisit it. Remember that some wants are
                           important for maintaining motivation and life satisfaction. The goal is not
                           to eliminate all non-essential spending but to find a sustainable
                           balance.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Changing Timing of Income or Expenses

               
               
               
               
                  
                  
                  Educate the client to understand that synchronizing when money comes in and when
                     bills are due can significantly improve their cash flow management. While they
                     likely cannot change their payday, some creditors and service providers will adjust
                     bill due dates upon request. This timing adjustment does not reduce the amount owed
                     but can prevent late fees and overdrafts by aligning expenses with income.

                  
                  
                  
                  When counseling clients who struggle with timing mismatches, suggest building a
                     financial buffer. This is not their emergency fund but rather a one-month cushion
                     that separates bill payment timing from paycheck arrival. This buffer provides
                     flexibility in when bills can be paid and alleviates payment pressure. Implementing
                     this strategy offers a practical approach to managing due dates in relation to pay
                     schedules, ensuring money is not immediately flowing out as soon as it comes in.
                     This could help reduce some anxiety and gradually move clients away from
                     paycheck-to-paycheck living.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Net Worth Statement

         
         
         
         
            
            
            This area explains the purpose of a net worth statement. The discussion includes the
               importance of a personal balance sheet, liquid assets, short and long-term
               liabilities, and tracking net worth over time.

            
            

         
         
         
         
         
            
            
            Explain Use and Components of Net Worth
               Statement

            
            
            
            
               
               
               A net worth statement,
                  also known as a balance sheet, provides a snapshot of financial health at a single
                  moment in time by comparing what a person owns (assets) to what they owe
                  (liabilities). The net worth statement shows how much cash and
                     liquid assets the client has available, helps determine the size of their debt
                     burden, and identifies their major assets and their values. A counselor should
                     educate a client about the purpose of a net worth statement and some of the
                     information needed to calculate this statement. 

               
               
               
               
                  
                  
                  	
                     
                     
                     Net worth: The value remaining after subtracting all liabilities from
                           total assets.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Assets: 
                        An item of monetary value owned by an individual or business,
                           including cash, property, and investments.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Liabilities: 
                        A debt or obligation that one party owes to another.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Cash equivalent: 
                        A short-term, highly liquid asset that can easily be
                           converted into cash and carries minimal risk.

                     
                     

                  
                  

               
               
               
               Exhibit 2-14 illustrates net worth components
                  and their definitions.

               
               
               
               
               
                  Exhibit 2-14: Net Worth Statement Components and Definitions
                  
                  
                  
                  
                     
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Category

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Sub-Category

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Definition

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Examples

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Assets

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Liquidity

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    The ease an asset can be quickly converted to cash without
                                          significantly affecting its value.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Cash, checking/savings accounts, money market accounts,
                                       short-term CDs

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Tangible assets 

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Physical and investment assets

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Real estate, vehicles, collectibles, stocks, bonds

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Intangible assets

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Non-physical assets representing value

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Patents, copyrights, trademarks, digital content

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Liabilities

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Short-term

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Debts due within one year

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Credit card balances, short-term loans

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Long-term

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Debts extending beyond 1 year and one day

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Mortgages, student loans, auto loans, business loans

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Net Worth

                                    
                                    
                                 
                                 
                                 	 
                                 
                                 
                                 	
                                    
                                    
                                    Total Assets Less Total Liabilities

                                    
                                    
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Positive net worth

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Assets exceed liabilities

                                    
                                    
                                 
                                 
                                 	 
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Insolvent

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Liabilities exceed assets

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               A net worth statement organizes all of a client’s financial components into a clear
                  structure, allowing them to see their complete financial picture. By calculating net
                  worth periodically (quarterly or annually), they can track their financial progress,
                  identify trends, and make informed decisions about spending, saving, and investing.
                  Many people find that seeing positive trends in their net worth, either through
                  decreased debt or increased savings, helps them stay motivated to maintain
                  intentional financial habits and stick to their budget. A positive
                     net worth typically indicates financial health, while a negative net worth
                     signals that the client may need to focus on debt reduction or asset building.
                     The ratios derived from the net worth statement provide additional insights into
                     the client’s financial stability, liquidity (ability to cover short-term
                     expenses using readily available assets), and debt management. Understanding
                     these components helps the client set realistic financial goals and develop
                     strategies to improve their overall financial well-being.

               
               
               
               When counseling about net worth statements, educate clients about who
                  might be interested in their net worth. Here is a list of some potentially
                  interested parties:

               
               
               
               
                  
                  
                  	
                     
                     
                     Financial institutions (for loan applications)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Potential investors or business partners

                     
                     

                  
                  
                  
                  	
                     
                     
                     Insurance companies

                     
                     

                  
                  
                  
                  	
                     
                     
                     Estate planners

                     
                     

                  
                  
                  
                  	
                     
                     
                     Tax authorities (for certain tax situations)

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Estimate Current Value of Tangible
                  Assets

               
               
               
               
                  
                  
                  When listing assets, it is important to understand that different types of assets
                     behave differently over time, as in the case of depreciating and appreciating
                     assets:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Depreciating asset: Property that is expected to decrease in value
                              over time due to wear and tear or market forces, but the rate of decrease in value
                              could
                              change or differ by market. Some examples of assets that typically lose value over time are vehicles,
                           computers, furniture, and appliances.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Appreciating asset: 
                           Property that is expected to increase in value
                              over time due to market forces, but may or may not actually increase in value and
                              if it
                              increases in value, the rate of increase may also change. Some examples of assets that may gain value are homes, land, certain
                           collectibles, and investment-grade art or jewelry. These appreciating assets
                           can contribute to building a client’s wealth.

                        
                        

                     
                     

                  
                  
                  
                  Special attention
                     should be paid to items that require additional insurance coverage beyond a standard
                     homeowner’s or renter’s policy. These typically include firearms, fine jewelry,
                     artwork, musical instruments, high-value electronics, coin collections, antiques,
                     and family heirlooms. Insurance companies specifically ask about these items because
                     they need special riders or additional coverage.

                  
                  
                  
                  For these assets, educate clients on how to document details about each, including
                     purchase price, date acquired, current estimated value, and serial numbers where
                     applicable. Taking photographs of valuable items can also be important for insurance
                     purposes. This documentation helps both with tracking net worth and ensuring proper
                     insurance coverage.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to Estimate Current Value of Investments

               
               
               
               
                  
                  
                  A financial counselor should educate clients about the value of their investment
                     assets by reviewing current statements or online accounts. For stocks, bonds, and
                     mutual funds, counsel them to use the most recent market value shown in their
                     investment accounts. For retirement accounts like 401(k)s, IRAs, and pension plans,
                     counsel them on where to find their current balance, which can usually be found
                     through online account access or quarterly statements.

                  
                  
                  
                  A personal financial counselor’s role is to help clients understand where to locate
                     and track their investments. Remind clients that investment values can fluctuate
                     daily with market conditions, so the net worth statement provides a snapshot at a
                     specific point in time. For clients who are daily account watchers, suggest using
                     the same date each month or quarter when recording investment values, as this might
                     help them identify trends and make comparisons more meaningful over time. Refer them
                     to their financial advisor for planning and investment questions.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to List Short-Term Liabilities

               
               
               
               
                  
                  
                  Short-term liabilities are debts that must be repaid within one year. These typically
                     include payday loans, short-term personal loans, and longer-term loans that are
                     scheduled to be paid off within one year. A financial counselor should educate the
                     client about what does and does not count as a short-term liability.

                  
                  
                  
                  Regular monthly bills, like utilities or rent due but not yet paid, are not typically
                     included as liabilities on a net worth statement—these are expenses, not
                     debts. For example, if the client’s electric bill is due on the 15th and they have
                     not paid it yet, it is still considered a current expense rather than a
                     liability.

                  
                  
                  
                  When the client is listing personal loans, such as money borrowed from family
                     members, they should include these if there is a clear expectation of repayment.
                     However, caution them that informal loans might need special consideration in
                     situations like bankruptcy filings.

                  
                  
                  
                  Explain to clients that tracking short-term liabilities in their net worth statement
                     is important regardless of income level. For clients who maintain consistent payment
                     patterns and stable monthly expenses, these liabilities may not fluctuate
                     dramatically month-to-month. However, clients with variable income, seasonal
                     expenses, or those actively working to reduce debt should monitor short-term
                     liabilities more frequently. The level of detail and frequency for tracking should
                     be tailored to each client’s specific financial situation, debt management approach,
                     and financial goals rather than based solely on income level. Regular monitoring
                     helps all clients maintain awareness of their complete financial picture and
                     supports progress toward financial objectives.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client to List Long-Term Liabilities

               
               
               
               
                  
                  
                  Long-term liabilities are debts that extend beyond one year. Mortgage, car, and
                     student loans, as well as large credit card balances, are common examples. Educate
                     clients that long-term liabilities also include car loans, student loans, personal
                     loans, and the balance of credit card debt that will not be paid off within one year
                     and one day. While the monthly payments on these debts appear in the client’s
                     budget, the total remaining balance is what appears as a long-term liability on
                     their net worth statement.

                  
                  
                  
                  On a net worth statement, counsel the client that for each long-term debt, they are
                     to list the current total balance owed, not the monthly payment amount in the
                     “long-term liabilities” section. For example, if they have a $200,000 mortgage with
                     a $1,500 monthly payment, they will list the full $200,000 as a liability.

                  
                  
                  
                  Help the client keep in mind that while the total amounts might seem daunting, these
                     debts are often balanced against assets like their home or education that may grow
                     in value or earning potential over time.

                  
                  

               
               

            
            
            
            
               
               
               Value of Tracking Net Worth over Time (Trends)

               
               
               
               
                  
                  
                  Tracking net worth over
                     time can reveal important trends in a client’s financial health. These trends can
                     show whether they are building wealth, staying steady, or losing ground.

                  
                  
                  
                  The
                     client can use their net worth statement to regularly monitor how their financial
                     decisions impact their overall financial well-being. By reviewing this document
                     periodically, they can evaluate their own debt management strategies and identify
                     areas needing attention. The financial counselor can guide them in interpreting
                     these results and help them develop informed financial decisions based on what the
                     net worth statement reveals.

                  
                  
                  
                  These trends serve both motivational and informational purposes.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Motivational: Many people find that seeing positive trends in their net
                           worth, such as paying off a personal loan or reducing mortgage or student
                           loan debt, motivates them to maintain intentional financial habits and stick
                           to their budget.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Informational: Tracking net worth changes provides financial advisors with
                           valuable insights when making investment recommendations.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client to Develop Net Worth
               Statement

            
            
            
            
               
               
               A client’s net worth
                  expectations will differ depending on where they are in their life and financial
                  journey. Financial counselors must remember that financial life
                     stages are often independent of age and can occur in different sequences based
                     on individual circumstances, career paths, family situations, and personal
                     priorities. Open conversations can help a counselor to understand a client’s
                     unique situation.

               
               
               
               Educate the client to understand that net worth measures a
                     person’s assets against their debts. Exhibit 2-15 illustrates
                     the personal net worth of our example client family. The example client
                  family has total assets equaling $96,300 and total debt of $78,500, which results
                  in
                  a personal family net worth of $17,800. Note the bar graph
                     depiction of their assets versus debts. The summary of assets and debt on the
                     bottom half provides a snapshot of how each in this example is divided among
                     types.

               
               
               
               Exhibit 2-15: Personal Net Worth Summary
                  
                  [image: Personal net worth summary showing $17,800 with $96,300 in assets and $78,500 in debt; includes breakdowns of asset types and debt categories. Go to long description for more details.]
                  
                  
                  
                     Go to long description.
                     

                  
                  

               
               
               
               To assist a client in developing a net worth statement, the client first lists their
                  assets. Then, they list all their debts (liabilities).

               
               
               
               Exhibit 2-16 shows a net
                  worth statement for the example client couple. This is one of many
                     net worth statement formats to choose from. Rows and items will reflect
                     individual client’s needs. It is necessary to state that when counseling a
                     client and their spouse, there are several reasons for married couples to
                     complete their net worth statement together. Here are a few:

               
               
               
               
                  
                  
                  	
                     
                     
                     It provides a comprehensive financial picture.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Married couples share legal and financial interconnectedness.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Couples may share financial goals that a net worth statement may inform.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It may aid estate planning.

                     
                     

                  
                  

               
               
               
               
                  Exhibit 2-16: Net Worth Statement
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	 
                                 
                                 
                                 	
                                    
                                    
                                    Amounts

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    ASSETS

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Joint checking account

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $2,800

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Joint savings account

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $4,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Health savings account

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $3,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Stocks

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $3,200

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Bonds

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $2,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Retirement accounts 401(k)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $18,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Retirement account 401(b)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $18,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Vehicle (2017 SUV)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $11,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Vehicle (2019 sedan)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $14,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Electronics

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $2,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Furnishings

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $7,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Collectibles

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Jewelry

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $3,800

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    529 College savings account 

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $4,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Assets

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $96,300

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    LIABILITIES
                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Credit card balances

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $13,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Auto loan

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $17,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Student loans

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $48,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Debts

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $78,500

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    NET WORTH

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Assets Minus Total Liabilities

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Solvent: $17,800

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               When a financial
                  counselor helps a client and their family calculate their net worth, they are aiding
                  them in identifying a valuable financial ratio for their personal financial journey.
                  Remember, these numbers represent more than mathematical calculations. They reflect
                  life circumstances, opportunities (or absence of), and decisions.

               
               

            
            
            
            
               
               
               Assist Client to List and Sum Monetary (Liquid) Assets

               
               
               
               
                  
                  
                  Monetary (liquid) assets are those that can quickly be turned into cash without
                     losing value. A financial counselor should ask the client to list bank accounts,
                     ensuring they also consider checking, savings, and money market accounts. They
                     should write down the current balance for each. If unknown, direct them to use their
                     bank’s mobile banking app, online banking option, or most recent paper statement.
                     Next, advise them to add any cash they have on hand. Include any money in a home
                     safe or safe deposit box.

                  
                  
                  
                  Then, counsel them to consider other liquid assets, like certificates of deposit
                     (CDs) that mature within a year, cash value life insurance policies, money market
                     mutual funds, or cash management accounts. Once all accounts are listed, total the
                     balances. The sum equals total liquid assets.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client with Interpreting Net
                  Worth

               
               
               
               
                  
                  
                  
                     
                     
                     
                     Part of a financial counselor’s role is to assist the client with interpreting
                        net worth.
                     

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_s25_6yn_li1_width_853.png]

                     

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_ook_sr9_hyf_width_1260.png]

                     

                  
                  
                  
                  Insolvent is defined as:
                     A financial condition where a person or entity owes more
                        than they own, making it difficult or impossible to meet debt obligations. When a client’s total liabilities exceed their total
                        assets, it is known as insolvency. This means that even if they sold everything
                        they own, they would not have enough to pay off all their debts.

                  
                  
                  
                  If the result is a negative net worth (often shown in parentheses),
                     this may result in a spectrum of reactions. In the U.S., negative net worth often
                     results from student loans or medical debt. While concerning, these types of
                     negative net worth are different from insolvency caused by consumer debt like credit
                     cards. Student loans, while substantial, typically represent an investment in
                     earning potential and can be managed through various repayment programs. Medical
                     debt, though stressful, often has more flexible repayment options and may have less
                     impact on a client’s financial future.

                  
                  
                  
                  However, insolvency due to credit card debt or other consumer loans may
                     raise red flags. This type of negative net worth may suggest ongoing spending beyond
                     one’s means and typically carries high interest rates that make recovery more
                     difficult. It may indicate a need for immediate intervention through credit
                     counseling or debt management programs.

                  
                  
                  
                  Solvent is defined as: A financial condition in which a person or entity has enough
                        assets to cover their liabilities, allowing them to meet debt obligations as they
                        come
                        due.
                     Solvency is not just about having a positive net worth. It is
                        about a client’s ability to meet financial obligations over time. Clients with
                        positive net worth might face insolvency challenges if their assets are not
                        sufficiently liquid or if their debt-to-income ratio is too high.

                  
                  
                  
                  When reviewing a client’s net worth statement with them, focus
                     on key financial health indicators that go beyond just the total numbers. These
                     indicators help assess their current financial stability while identifying specific
                     areas for improvement that align with their long-term financial goals and values.
                     The following discussion points can help clients understand the practical
                     implications of their net worth statement.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Monthly Payment Reality:
                              
                           How much of
                              the client’s monthly income goes toward debt payments? While this is not
                              directly shown on their net worth statement, it is crucial to their
                              daily financial health. Lower percentages mean more flexibility in their
                              monthly budget. This connects net worth to everyday budgeting
                              concerns.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Quick
                                 Resources Access:
                              
                           What portion
                              of the client’s assets can be accessed quickly if needed? Having most of
                              their wealth tied up in their home or retirement accounts might look
                              good on paper but could create challenges during emergencies. This helps
                              clients understand the importance of having a balanced mix of
                              assets.
                           

                        
                        

                     
                     

                  
                  
                  
                  Using these questions to understand the distinctions may help them
                     determine next steps, like focusing on income growth for student loan debt,
                     negotiating medical payments, or seeking professional help for consumer debt
                     management. Talk to the client about sources of liabilities rather than drawing
                     conclusions or assumptions about the final net worth.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Personal Financial Ratios

         
         
         
         
            
            
            This area explores key financial ratios that reveal how a client’s income is
               distributed among bills, savings, and discretionary spending. There is a discussion
               of practical approaches to explain these calculations in accessible terms, helping
               clients visualize and understand the proportional allocation of their resources for
               improved financial decision making.

            
            

         
         
         
         
         
            
            
            Assess Client Comfort Level with Using
               Financial Ratios

            
            
            
            
               
               
               Financial ratio is defined as: A quantitative measurement used for evaluation of a
                     person’s financial health. Financial ratios can be a helpful tool when tracking, measuring, and reflecting
                  on personal financial health. However, they can also be
                     intimidating for some individuals.

               
               
               
               One approach to help assess a client’s comfort level with financial
                  ratios is to use a comfort scale and ask them to rate their feelings about different
                  ratios. For example, ask them, “On a scale from one-to-five, how do you feel when
                  I
                  talk about financial ratios, such as debt-to-income?” A counselor could also ask
                  open-ended questions:

               
               
               
               
                  
                  
                  	
                     
                     
                     “Have you worked with financial ratios before?”

                     
                     

                  
                  
                  
                  	
                     
                     
                     “Are there any you are currently tracking?”

                     
                     

                  
                  
                  
                  	
                     
                     
                     “What is your general comfort level about using financial ratios to think
                        about your personal financial journey?”

                     
                     

                  
                  

               
               
               
               Discussing financial topics like financial ratios can help to break the
                  ice with the client and learn more about their comfort levels while building an
                  important relationship. Part of the counselor’s role is to help make financial
                  concepts less intimidating, create comfortable dialogue, and identify areas where
                  clients need support.

               
               

            
            
            
            
               
               
               Alternatives to Using Financial Ratios

               
               
               
               
                  
                  
                  Financial ratios can
                     provide valuable data points to help a financial counselor make important planning
                     decisions before meeting with clients. There is alternative guidance a counselor
                     could provide to clients who choose not to use financial ratios as a measure of
                     success or for whom financial ratios might feel overwhelming.

                  
                  
                  
                  When working with these clients, the counselor can share other ways to track
                     progress. For example, the client may prefer to monitor if their checking account
                     balance is growing, if they are paying bills on time without stress, or if their
                     debt is steadily decreasing. Many clients find it more meaningful to focus on
                     real-life indicators like having money left at the end of the month or feeling less
                     anxious about finances.

                  
                  
                  
                  Success might mean reaching specific milestones, like saving money toward a down
                     payment, paying off a credit card, or building an emergency fund. The client might
                     prefer tracking simple yes/no questions. These straightforward measures can be just
                     as effective as financial ratios in showing progress toward their goals. As clients
                     build routine habits they are familiar with, consider introducing them to looking
                     at
                     their financial ratios quarterly or yearly and answering some yes/no questions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        “Did I stay within my spending plan this month?”

                        
                        

                     
                     
                     
                     	
                        
                        
                        “Did I add to my savings?”

                        
                        

                     
                     
                     
                     	
                        
                        
                        “Did I avoid new debt?”

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Debt-to-Income (DTI) Ratio

            
            
            
            
               
               
               Debt-to-income (DTI) ratio is defined
                  as: A financial ratio that is used to determine
                     a client’s relative indebtedness and creditworthiness. Lenders use variations on this
                     ratio
                     when approving or denying a mortgage application. It is calculated by dividing all
                     or a
                     subset of debt payments for a given time period by gross income for the same time
                     period.
                  DTI demonstrates what portion of a client’s assets are financed by
                     debt. When less than half of what they own is financed by debt, they are
                     generally in a stronger position to handle unexpected expenses and increased
                     borrowing capacity if needed. This helps clients understand if their debt load
                     is appropriate for their asset level.

               
               
               
               Lenders and landlords use DTI to evaluate financial capacity because it
                  indicates the percentage of income being used to pay all of a client’s debts.
                  Mortgage lenders typically want the ratio to be no more than 36% of gross monthly
                  income, while landlords often look for housing costs to be no more than 30%, though
                  these standards vary. DTI is calculated by dividing total monthly debt payments by
                  total monthly gross income.

               
               
               
               
                  
[image: ../images/mathml_equation-block_hoq_7cy_gcg_width_933.png]

                  

               
               
               
               The example client couple has so far listed their net income for their cash flow
                  statement and spending plan. Now they need to use their gross income. The full time
                  worker’s gross income from regular employment is $5,555 and the part-time worker’s
                  gross income from regular employment is $2,085 and their pre-tax investment income
                  is $800. They sum this: $5,555 + $2,085 + $800 = $8,440. They multiply this by 12
                  to
                  calculate their annual gross income: $8,440 x 12 = $101,280 annually. Their total
                  minimum monthly debt payments equal $800 (annual $9,600), consisting of student loan
                  ($485), credit card ($150), and car ($165). As the financial
                     counselor works with the client, they might facilitate a conversation about the
                     percentage of their monthly gross income going toward debt to help bridge what
                     might feel like an abstract concept and the client’s everyday reality.
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            Assist Client with Liquidity
               Ratio

            
            
            
            
               
               
               The net worth statement provides a holistic picture of
                  financial health, while the liquidity ratio focuses specifically on emergency
                  preparedness. Together, these tools can help a financial counselor demonstrate
                  concrete ways for clients to improve their financial position—whether by increasing
                  assets, decreasing liabilities, or both—in a manner tailored to their individual
                  circumstances.

               
               
               
               Liquidity is defined as:
                     The ease an asset can be quickly converted to cash without
                        significantly affecting its value.
                     Liquidity ratio is defined as: A financial ratio that helps determine how long
                     (e.g., how many months) a client’s liquid assets could last to keep paying their expenses
                     if
                     their income sources were cut off. It is calculated as liquid assets divided by monthly
                     expenses.
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               Financial
                  experts generally recommend a ratio of 3 to 6 months of expenses. Counselors can help clients understand if they have enough accessible resources
                     to handle emergencies or income interruptions without incurring debt or selling
                     assets. In counseling a client to determine this ratio, gather information from
                     both their cash flow statement (monthly expenses) and their net worth statement
                     (monetary assets). This ratio helps clients to visualize their immediate
                     financial cushion for unexpected challenges.

               
               
               
               Exhibit 2-17 takes liquid assets information
                  from the example family’s net worth statement. If total liquid assets available are
                  $6,800, assuming there is no cash on hand, and monthly expenses equals $6,100 from
                  the family’s cash flow statement, how many months of liquid assets does that
                  equal?

               
               
               
               
                  Exhibit 2-17: Liquid Assets from Net Worth Statement
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Liquid Asset

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Market Value

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Checking account(s)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $2,800

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Savings account(s)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $4,000

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $6,800
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               Address Client Concerns

               
               
               
               
                  
                  
                  A financial counselor must address client concerns. Assure them that it is natural
                     to
                     feel uncertain about assets whose values change based on market conditions. People
                     have little control over market values of things like homes, investments, or
                     retirement accounts. Let the client know that these fluctuations are normal and
                     expected and they can be planned for.

                  
                  
                  
                  For investments like stocks and mutual funds, remember that short-term market changes
                     matter less if investing for long-term goals like retirement. While it can be
                     stressful to see account balances drop during market downturns, historically,
                     markets have recovered and grown over longer periods. Consider asking them how they
                     responded the last time markets dropped.

                  
                  
                  
                  Each client is unique in how they respond to financial uncertainty. It is important
                     to understand their past behaviors by asking questions like, “What did you do when
                     the market fell last time?” Risk tolerance varies significantly between individuals,
                     and understanding a client’s comfort level is essential. For new clients, ask about
                     their reactions to previous financial events: “How did you feel when property values
                     in your neighborhood increased or decreased?”

                  
                  
                  
                  Always try to understand the client’s whole financial picture and timeframe for
                     goals. Retirement might be 15 years away for one client but only three years for
                     another, significantly affecting appropriate strategies. Address concerns with
                     honesty and accuracy, and when questions fall outside one’s expertise, direct
                     clients to fiduciaries or legal advisors.

                  
                  
                  
                  Do not forget to highlight positive financial decisions clients have made. This
                     approach empowers them and builds confidence as they move through their financial
                     plan. Instead of dwelling on worries, emphasize successes and use them as building
                     blocks for future progress.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client to Analyze Financial Ratios

            
            
            
            
               
               
               Financial ratios serve as
                  benchmarks that allow comparison of current spending patterns against recommended
                  guidelines. When discussing personal financial planning tools, the debt-to-income
                  and liquidity ratios are often relevant to conversations financial counselors will
                  have with clients, but other ratios not presented in these materials may also be
                  helpful, depending on the client.

               
               
               
               Present ratios to clients as navigation tools for their financial journey rather than
                  rigid rules. Help clients see how these and other measurements can guide decisions
                  that align with their values—whether that is charitable giving, career choices, or
                  lifestyle preferences. The goal is to make financial ratios feel less like
                  mathematical exercises and more like practical tools for living according to their
                  principles and achieving their dreams.

               
               

            
            
            
            
               
               
               Explain Ratios in Ways that Make Sense to Client

               
               
               
               
                  
                  
                  Instead of talking about
                     a liquidity ratio, a financial counselor could explain it as months of expenses the
                     client can cover. For example, if their monthly expenses are $3,000 and they have
                     $9,000 in savings, it means they can cover three months of expenses if needed. This
                     makes the concept more concrete and easier to understand.

                  
                  
                  
                  For DTI, break it down into simple terms. For every $1,000 they bring home, how much
                     goes to paying debts? If $300 goes to debt payments, that is 30%—no complex
                     math needed. Or have the client think of a single paycheck. Ask, “How many dollars
                     out of each hundred of that paycheck go to debt, and what’s left?”

                  
                  
                  
                  Talk about the savings rate by asking, “What is your savings rate now?” If the client
                     is saving 5% of their $5,000 monthly gross income, they are saving $250
                     monthly/$3,000 annually. Ask them to consider what difference an additional 1%
                     savings would make. Calculate the savings if they started saving $300 monthly (6%)
                     over 20 years, not factoring in compound interest. Change the length of time based
                     on their individual goals.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Monthly savings of $250 for 30 years (principal only): $250 x 12 x 20 =
                           $60,000 in total contributions

                        
                        

                     
                     
                     
                     	
                        
                        
                        With an additional 1% savings ($50 monthly): $300 x 12 months x 20 years =
                           $72,000 in additional principal

                        
                        

                     
                     

                  
                  
                  
                  By breaking ratios down into everyday language and relatable numbers, clients can
                     better understand and use these tools for their short-term and long-term financial
                     planning.

                  
                  

               
               

            
            
            
            
               
               
               Rationale for Target Values/Ideal Ratios

               
               
               
               
                  
                  
                  The target
                     values for financial ratios typically come from several sources, including academic
                     research, financial industry analysis, historical economic data, and real-world
                     experience of financial institutions. For example, the recommendation to maintain
                     a
                     debt-to-income (DTI) ratio below 36% is established as the standard limit for
                     conventional mortgages based on extensive lending experience and research about
                     sustainable debt levels, despite the existence of various exceptions and loopholes
                     in lending practices.

                  
                  
                  
                  However, it is important to explain to clients that these ideal ratios are
                     guidelines, not rigid rules.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        These targets represent generally sustainable levels.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They are based on what has worked for some people over time.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Different experts may recommend slightly different targets.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Personal circumstances may justify different targets.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They are goals to work toward, not pass/fail tests.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Ratio Calculation Aids or Links

               
               
               
               
                  
                  
                  Liquidity ratios calculator https://www.calculatorsoup.com/calculators/financial/liquidity-ratios-calculator.php

                  
                  
                  
                  Debt-to-income (DTI) ratio calculator https://www.calculator.net/debt-ratio-calculator.html

                  
                  
                  
                  Financial
                     calculators from Dinkytown.net

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Assist Client to Manage Money, Taxes, and Employment

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Educate a client about financial services

                  
                  

               
               
               
               	
                  
                  
                  Describe various saving methods

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about basic banking

                  
                  

               
               
               
               	
                  
                  
                  Brainstorm savings and borrowing strategies for the unbanked

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in understanding the need to accumulate and manage an
                     emergency fund

                  
                  

               
               
               
               	
                  
                  
                  Guide a client through the components of electronic money management

                  
                  

               
               
               
               	
                  
                  
                  Familiarize a client with basic tax management

                  
                  

               
               
               
               	
                  
                  
                  Analyze a client’s previous year’s income tax returns

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in determining potential withholding adjustments

                  
                  

               
               
               
               	
                  
                  
                  Discuss strategies to maximize deductions and credits

                  
                  

               
               
               
               	
                  
                  
                  Discuss the implications of the current tax regulations

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in identifying reputable and qualified tax preparation
                     services

                  
                  

               
               
               
               	
                  
                  
                  Educate a client on the consequences of not filing their income taxes on
                     time

                  
                  

               
               
               
               	
                  
                  
                  Discuss how to use a tax refund to support a client’s financial goals

                  
                  

               
               
               
               	
                  
                  
                  Discuss employment considerations with a client

                  
                  

               
               
               
               	
                  
                  
                  Identify sources of employment and contract income

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in identifying, understanding, and optimizing employment
                     benefits

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in interpreting information in a pay statement

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in preparation for possible unemployment and educate them
                     about unemployment resources

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in evaluating job offers (including but not limited to
                     compensation packages and benefits)

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client about Financial Services

         
         
         
         
            
            
            This area discusses financial service options and institutions, including how to
               compare traditional banks, credit unions, and alternative providers to evaluate a
               client’s banking relationship. This area also discusses various savings approaches,
               electronic money management tools, emergency fund strategies, and borrowing options
               for unbanked or underbanked clients.

            
            

         
         
         
         
         
            
            
            Educate Client About Banks and Credit
               Unions

            
            
            
            
               
               
               When educating a client on making decisions about personal banking, there are several
                  types of financial institutions to consider. The primary options include banks and
                  credit unions.

               
               
               
               
                  
                  
                  	
                     
                     
                     Bank: 
                        A financial institution licensed to accept deposits, provide
                           loans, and offer various financial services such as wealth management, currency exchange,
                           and safe deposit boxes.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Credit union: 
                        A nonprofit financial cooperative owned by its members
                           that offers financial services similar to commercial banks, often at lower fees and
                           rates.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Depository institution: 
                        A financial institution that accepts deposits
                           from the public and offers related services like loans and checking and savings
                           accounts.

                     
                     

                  
                  

               
               
               
               Note that
                  throughout this discussion, when we refer to banks, we include both banks and credit
                  unions as they provide many similar core services despite their different
                  organizational structures. Both banks and credit unions facilitate the flow of money
                  and accept deposits from their customers. Most banks and credit
                     unions offer similar core financial services and products. Some key similarities
                     include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Deposit
                        accounts (checking, savings, money market)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Loans (personal, auto, mortgage, business)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Credit cards

                     
                     

                  
                  
                  
                  	
                     
                     
                     Direct deposit

                     
                     

                  
                  
                  
                  	
                     
                     
                     ATM access

                     
                     

                  
                  
                  
                  	
                     
                     
                     Automated and electronic bill pay

                     
                     

                  
                  

               
               
               
               Some key differences include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Ownership structure: corporate (banks) versus member-owned (credit
                        unions)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Profit model: profit (banks) versus not-for-profit (credit union)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Eligibility requirements

                     
                     

                  
                  
                  
                  	
                     
                     
                     Branch availability

                     
                     

                  
                  

               
               
               
               Both banks and credit
                  unions provide federal deposit protection: Federal Deposit Insurance Corporation
                  (FDIC) for banks and National Credit Union Administration (NCUA) for credit unions.
                  
                  Coverage is based on ownership categories that determine insurance
                     limits.

               
               
               
               
                  
                  
                  	
                     
                     
                     Ownership category: 
                        The legal classification used to determine who
                           owns a bank account.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Joint ownership: 
                        A legal arrangement where two or more individuals own
                           a property or account together.

                     
                     

                  
                  

               
               
               
               A
                     financial counselor can help the client understand the various benefits bank
                     accounts offer. Most commonly, people have a checking account and a basic
                  savings account. Most bank accounts come with an ATM
                     card, which is defined as: A plastic card linked to a bank account, used primarily for
                     withdrawing cash or making basic transactions at automated teller machines.
                  When educating clients, be sure to explain how ATM transaction
                     fees can add up over time.ATM transaction
                        fee is defined as: A charge applied by financial institutions each
                        time a customer uses an ATM that is outside their bank’s network.

               
               
               
               Having a bank account offers many benefits:

               
               
               
               
                  
                  
                  	
                     
                     
                     Security—the money is federally insured

                     
                     

                  
                  
                  
                  	
                     
                     
                     Convenience—the option to pay by check is easier and cheaper than paying by
                        money order

                     
                     

                  
                  
                  
                  	
                     
                     
                     Income—compounding interest grows money over time

                     
                     

                  
                  
                  
                  	
                     
                     
                     Access—options for borrowing money such as mortgages or automobile or
                        personal loans

                     
                     

                  
                  

               
               
               
               
                  Understanding the following account types will help the client make
                     informed decisions about where to keep their money based on their personal
                     financial goals.
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     Checking account: 
                        A bank account designed for frequent transactions
                              like deposits, withdrawals, and payments, often linked to checks or debit cards.
                           This type of account offers multiple ways to access
                              money beyond checks, including debit card transactions at ATMs and
                              retail locations, as well as electronic fund transfers through phone
                              banking or online banking platforms.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Savings account: 
                        A deposit account offered by banks or credit unions
                              that earns interest and is designed for storing money safely while keeping it
                              accessible.
                           These accounts may require an initial minimum deposit
                              and could charge fees if the balance falls below a specified
                              threshold. Similar to checking accounts, savings accounts are
                              federally insured up to $250,000 per depositor through either FDIC
                              (banks) or NCUA (credit unions). While unlimited deposits can be
                              made, most financial institutions restrict withdrawals to six per
                              month without penalty. 
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Money market accounts:
                              
                           
                        Type of savings accounts that typically
                              offer higher interest rates than regular savings, along with limited check-writing
                              privileges and transaction restrictions.
                           Money market accounts combine the security of FDIC or
                              NCUA protection with higher interest rates than basic savings
                              accounts, though they usually require larger minimum balances. With
                              limited check-writing privileges, they are excellent for emergency
                              funds or clients with regular excess income. Moving surplus funds
                              from checking to a money market account enables better returns while
                              maintaining reasonable access.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Certificates of
                              deposit: 
                           
                        Savings instruments offered by banks that
                              lock in a fixed interest rate for a specific term, with penalties for early withdrawal.
                           For clients who can commit funds for a specific time
                              frame, certificates of deposit (CDs) offer enhanced savings
                              opportunities. CDs are FDIC/NCUA insured. CDs are time-bound savings
                              products with fixed interest rates that typically increase with
                              longer terms, ranging from three months to five years. Minimum
                              deposits vary but can start as low as $100. When the CD matures,
                              clients can either withdraw their principal plus interest or renew
                              for another term. This makes CDs suitable for money that will not be
                              needed immediately but should remain relatively safe and
                              predictable.

                     
                     

                  
                  

               
               
               
               Consider a client’s specific needs and preferences when helping them
                  find suitable banking options. For clients prioritizing in-person assistance and
                  community connection, local banks often provide accessibility and personalized
                  support. For clients who value digital convenience, online or virtual banks might
                  be
                  more appropriate, offering enhanced mobile features and potentially lower fees.
                  Regardless of whether the client chooses a local institution, national chain, or
                  digital-only bank, encourage them to compare multiple options. This comparative
                  approach remains essential for identifying the accounts that best align with their
                  unique financial situation, service needs, and priorities.

               
               

            
            
            
            
               
               
               FDIC Insurance

               
               
               
               
                  
                  
                  Deposit Insurance Limit is defined as
                     follows: The maximum amount insured by a government
                        agency, like the FDIC in the U.S., to protect depositors’ funds in case of a bank
                        failure.

                  
                  
                  
                  The Federal Deposit Insurance Corporation (FDIC) is
                     an independent federal agency that insures deposits in banks up to $250,000 per
                     depositor, per institution, per ownership category. Created in 1933 during the Great
                     Depression to restore public confidence in banks, the FDIC:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Monitors and examines banks for safety and soundness.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Resolves failed institutions through mergers or direct payment to
                           depositors.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Enforces consumer protection laws.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Operates without Congressional appropriations, funded by premiums from member
                           banks.

                        
                        

                     
                     

                  
                  
                  
                  FDIC coverage does not extend to all deposits. It does not extend to investment
                     products such as stocks, bonds, mutual funds, life insurance policies, annuities,
                     or
                     cryptocurrencies. Cryptocurrency is defined as
                     follows: A digital or virtual form of currency that uses
                        cryptographic techniques for secure online transactions and that is managed outside
                        of
                        conventional financial institutions.

                  
                  

               
               

            
            
            
            
               
               
               NCUA Insurance

               
               
               
               
                  
                  
                  The National Credit Union Administration (NCUA) insures and
                     regulates credit unions just as the FDIC does for commercial banks. The National
                     Credit Union Share Insurance Fund (NCUSIF) protects member deposits up to $250,000
                     per ownership category if a credit union fails, following the same coverage rules
                     as
                     FDIC insurance. The NCUA conducts regular examinations to ensure safety and
                     soundness, manages failed institutions through mergers or by guaranteeing insured
                     funds, enforces consumer protection regulations, and monitors financial health. Like
                     FDIC insurance, NCUA coverage excludes investment products such as stocks, bonds,
                     mutual funds, insurance policies, annuities, and cryptocurrencies.

                  
                  

               
               

            
            
            
            
               
               
               Educate Client on Choosing Financial Institutions

               
               
               
               
                  
                  
                  When helping clients with banking decisions, financial counselors should focus on
                     finding institutions that meet individual needs while providing appropriate
                     protections. Use the Three C’s Framework to educate clients on cost, convenience,
                     and consideration.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Cost:
                              
                           Monthly
                              account fees for checking accounts can often be waived by maintaining a
                              minimum balance or setting up direct deposit. Consider interest rates
                              and transaction charges like per-check fees. Be aware of overdraft and
                              overdraft protection fees. ATM fees add up quickly when using
                              out-of-network machines.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Convenience:
                              
                           Consider
                              how convenience factors will impact daily banking experiences. Evaluate
                              branch locations near the client’s home or work for in-person services,
                              and check the ATM network coverage (including whether the bank
                              reimburses fees for out-of-network use). Additional convenience features
                              to discuss include safe deposit box availability, direct deposit
                              options, and overdraft protection.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Consideration:
                              
                           Personal
                              attention and access to financial advice can impact long-term banking
                              satisfaction. A client may prefer having a dedicated banker or financial
                              advisor who understands their specific situation and can provide
                              personalized guidance, especially when considering mortgages,
                              investments, or business loans. This relationship can become
                              particularly important during life changes. Give this careful
                              consideration when counseling on switching financial
                              institutions.

                        
                        

                     
                     

                  
                  
                  
                  People choose a bank based on various criteria—from services offered and quality of
                     customer service to convenient locations or alignment with their specific financial
                     needs. When clients consider making this move, guide them to apply the C’s framework
                     to evaluate potential new banking relationships. This structured approach can help
                     them make a meaningful improvement rather than simply choosing an institution.

                  
                  
                  
                  A financial counselor should help clients identify banking institutions that align
                     with their circumstances and priorities. Support them in comparing multiple options,
                     ensuring their banking choice advances their financial goals rather than creating
                     additional challenges.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Saving Methods and Electronic Money Management

            
            
            
            
               
               
               A financial counselor can help
                  clients think about what they are saving for and when they will need the money
                  before they choose any savings method. Help them consider how access to the funds,
                  potential interest returns, tax implications, and insurance protections are factors,
                  and help them match the savings method to their specific goals and comfort level
                  with risk. Even saving a little bit each month is better than not saving
                  anything.

               
               
               
               Counsel the
                  client about savings methods and electronic money management. Encourage them to set
                  aside surplus money as soon as they receive it, allowing it to accumulate over time.
                  This proactive approach helps avoid month-to-month shortfalls that can lead to debt
                  accumulation and make it harder to achieve financial goals. The spending plan/budget
                  equation can open the discussion of what to do with a surplus:
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               Understanding this formula helps to identify if there is an opportunity for savings
                  or if they need to decrease expenses or increase income.

               
               
               
               There are two general buckets the client’s surplus monies may go into: savings and
                  investments. Savings are those funds needed for emergencies, immediate needs, and
                  short-term (less than one year) goals. Investments are assets purchased for
                  long-term (five or more years) goals and include investment (such as stocks and
                  bonds) accounts, retirement accounts, and real estate. Here, we focus specifically
                  on helping the client understand the savings bucket.

               
               
               
               Establishing and revisiting savings methods, including setting
                  up automatic savings transfers, are beneficial for consistent savings success. Help
                  the client think about scheduling these transfers to coincide with their paydays,
                  perhaps treating them like a monthly bill, while encouraging them to periodically
                  review and adjust their overall savings approach.

               
               
               
               Encourage the client to tailor their savings goals by considering key life factors:
                  their current
                  age, retirement timeline, short-term needs (within one year) such as holiday
                  expenses, and medium-term goals (one to five years) like saving for a vehicle or
                  home down payment. Financial experts commonly recommend a savings ratio of
                  approximately ten to twenty percent of income, but emphasize that this target should
                  be adjusted based on individual circumstances and priorities.

               
               
               
               Once clients understand
                  the different savings vehicle options, they can explore specific strategies to make
                  saving automatic, consistent, and aligned with their goals. Savings strategies,
                  especially when an individual first starts working, are helpful to establish since
                  “set it and forget it” plans allow savings to accumulate without having to decide
                  to
                  save each month. A few common strategies are payroll deductions, Save More Tomorrow,
                  and Pay Yourself First.

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Payroll deduction:
                           
                        The
                           employer automatically takes money from the employee’s paycheck and
                           contributes to retirement or other savings account.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Save More
                              Tomorrow:
                           
                        Increasing
                           the percentage saved according to annual income increases. For example,
                           in year one, a person saves 2% of their paycheck. If they receive a
                           raise of 2.5%, they dedicate 1% of the raise toward savings to increase
                           the total savings to 3%.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Pay
                              Yourself First:
                           
                        Setting
                           aside a portion of income for savings or investments before spending on
                           bills and other expenses. Literally, pay yourself before paying anything
                           else. This strategy prioritizes financial health by ensuring consistent
                           savings, helping one prepare for emergencies and future goals.
                        

                     
                     

                  
                  

               
               
               
               While
                  establishing savings habits is beneficial for long-term financial health, managing
                  day-to-day banking transactions is equally important for avoiding unnecessary fees.
                  Understanding overdraft protection can have an immediate positive impact on the
                  client’s overall financial health. Overdrafts occur when one spends more money than
                  they have in their account. This can happen due to poor timing between deposits and
                  withdrawals, forgotten automatic payments, or miscalculating the available balance.
                  Multiple transactions can trigger multiple fees in a single day, and some banks
                  charge additional daily fees until the account returns to a positive balance. A
                  small purchase can quickly turn into a significant expense.

               
               
               
               There are two main approaches to overdraft protections to educate clients about.

               
               
               
               
                  
                  
                  	
                     
                     
                     Opt In
                              Protection:
                           
                        A banking
                           service that requires the customer’s explicit permission, allowing the
                           bank to approve debit card transactions and ATM withdrawals even when
                           there are insufficient funds, typically for a fee.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Opt Out
                              Protection:
                           
                        The
                           customer’s explicit decision to decline overdraft coverage, which means
                           debit card transactions and ATM withdrawals will be declined at the
                           point of sale when there are insufficient funds, preventing overdraft
                           fees.
                        

                     
                     

                  
                  

               
               
               
               To illustrate how overdraft protection works in practice, consider this example. A
                  client has $100 in their checking account on Thursday evening. They have opted in
                  to
                  overdraft protection. On Friday morning, these transactions occur in this order:

               
               
               
               
                  
                  
                  	
                     
                     
                     7:00 AM: Automatic monthly gym membership charge of $45 posts.

                     
                     

                  
                  
                  
                  	
                     
                     
                     9:00 AM: Client buys a $5 coffee with their debit card.

                     
                     

                  
                  
                  
                  	
                     
                     
                     11:00 AM: Client’s $80 car insurance payment automatically withdraws.

                     
                     

                  
                  
                  
                  	
                     
                     
                     2:00 PM: Client buys lunch for $12 with their debit card.

                     
                     

                  
                  

               
               
               
               Here is how it plays out:

               
               
               
               
                  
                  
                  	
                     
                     
                     Gym charge: $100 - $45 = $55 balance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Coffee: $55 - $5 = $50 balance

                     
                     

                  
                  
                  
                  	
                     
                     
                     Insurance: $50 - $80 = ($30), triggers a $5 overdraft fee

                     
                     

                  
                  
                  
                  	
                     
                     
                     Lunch: ($35) - $12 = ($47), triggers a 2nd $5 overdraft fee

                     
                     

                  
                  
                  
                  	
                     
                     
                     Final balance is ($52)

                     
                     

                  
                  

               
               
               
               What started as four typical transactions resulted in the client owing $52 due to
                  the
                  cascading effect of transaction timing and overdraft fees. If the client had not
                  opted in to overdraft coverage, their lunch purchase would have been declined at the
                  point of sale, saving them overdraft fees. It is important to help clients
                  understand these different options and the explicit choices they need to make when
                  opening accounts.

               
               

            
            
            
            
               
               
               Savings Strategies

               
               
               
               
                  
                  
                  Building a strong savings strategy means thinking about different types of
                        savings for different needs. While emergency funds form the foundation of
                     financial security as discussed earlier, medium-term goals require their own
                     approach.

                  
                  
                  
                  For medium-term (one to five years) goals like buying a car, planning a bar/bat
                     mitzvah, a 40th birthday party, or saving for a down payment on a house, one
                     strategy is to set up separate savings accounts for each goal. This way, clients may be less tempted to dip into the
                        emergency fund, and they can track their progress toward each specific
                        objective. Many banks let customers nickname these accounts to help them stay
                        motivated.

                  
                  
                  
                  Educate your client about revolving savings and sinking funds
                     as approaches that work well for recurring but irregular expenses. These are defined
                     as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Revolving savings: 
                           A flexible saving method where money is regularly
                              set aside and used for ongoing or recurring expenses, often replenished over time
                              for future
                              needs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Sinking fund: 
                           A savings strategy where a client sets a regular amount
                              of money aside to cover a specific future expense or purchase to enable affording
                              that
                              purchase.

                        
                        

                     
                     

                  
                  
                  
                  The key difference is that sinking funds are typically depleted and rebuilt from
                     zero for specific anticipated expenses while revolving savings maintain a target
                     balance that is replenished after each withdrawal. These funds are perfect for
                     predictable but intermittent costs that appear throughout the year, such as car
                     insurance, holiday gifts, or annual vacations.

                  
                  
                  
                  The strategy is straightforward. Figure out the total cost, divide by
                     12, and save that amount monthly in the designated account. When the expense comes
                     due, the money is ready to go, and one can start building it back up for the next
                     time.

                  
                  
                  
                  Exhibit 2-18 gives an example
                     of a revolving savings fund.

                  
                  
                  
                  In this example, the clients want to take a summer vacation in July but
                     are concerned about having $1,200 available in their monthly budget. They also know
                     that November and December often include extra social events, dinners, parties, and
                     gifts requiring funds beyond their monthly budget. Their total estimated annual cost
                     for these seasonal expenses is $1,880, but they are concerned the November and
                     December needs may exceed the predicted amounts. They agree to save $250/month.

                  
                  
                  
                  By implementing a revolving savings approach, they can deposit $250
                     incrementally from January through June to build savings for their July vacation.
                     Then, they resume $250 deposits from August through October to prepare for the
                     anticipated November and December events. The table below illustrates this 12-month
                     revolving savings fund strategy, showing how the clients can break down yearly
                     expenses into manageable monthly savings goals. Use this example to help clients
                     list their predictable annual costs and create a savings plan that takes the stress
                     out of these regular but irregular expenses.

                  
                  
                  
                  Exhibit 2-18: Revolving Savings Fund
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Month

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Deposit Into Fund

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Withdrawal From Fund

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Fund Balance

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       January

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       February

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $500

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       March

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $750

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       April

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,000

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       May

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,250

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       June

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,500

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       July

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,200

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $550

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       August

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $800

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       September

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,050

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       October

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,300

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       November

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $500

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,050

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       December

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,050

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $3,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,950

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Balance $1,050

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                           Adapted from Garman & Fox
                           

                        
                        

                     

                  
                  
                  
                  Clients may choose to keep these different savings options separate to
                     avoid confusion and temptation. Some clients may choose to use different banks for
                     emergency funds versus medium-term savings or set up automatic transfers to keep
                     everything organized. The key is to help them create purposeful savings methods that
                     align with their specific goals and circumstances and empower them through a clear
                     and purposeful savings plan.

                  
                  

               
               

            
            
            
            
               
               
               Electronic Money Management

               
               
               
               
                  
                  
                  Electronic
                     banking has transformed how we manage money and offers tools that sharply contrast
                     with traditional paper-driven banking. Some clients may not be
                        comfortable with or trust digital alternatives to the paper checks and mailed
                        bank statements they are used to. While writing checks requires manually
                        tracking expenses in a register and waiting for transactions to clear,
                        electronic banking provides instant access to information and automated features
                        for managing money.

                  
                  
                  
                  A financial counselor
                     should educate the client about online banking services that may be available at no
                     cost or for a fee, depending on their financial institution. Two online services
                     worth discussing are electronic funds transfers and electronic bill pay. These
                     digital tools allow clients to monitor accounts, move money between accounts, and
                     handle bill payments directly through their banking platform.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Electronic funds
                                 transfers: 
                           The digital movement of money between bank
                                 accounts through electronic systems. Most online banking services involve electronic funds transfers
                              (EFTs). An EFT allows someone to move money from one
                                 bank account to another, either within the same financial
                                 institution or across multiple institutions, electronically (rather
                                 than by check or cash).

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Electronic bill pay:
                              
                           Electronic
                              bill payment is another popular feature of online banking. This service
                              allows an individual to log into one account and view all their
                              scheduled bill payments in one place. Most banks offer the service for
                              free, but some charge a monthly fee.
                           

                        
                        

                     
                     

                  
                  
                  
                  Electronic bill pay may warrant further explanation for some clients,
                     so the counselor may want to clarify the automatic payment and manual payment
                     options of online bill pay. Exhibit 2-19
                     describes each. Ask the client how they would feel having their
                        bills set to automatic or if they think they would prefer manual online
                        payments.

                  
                  
                  
                  Exhibit 2-19: Electronic Bill Pay Options
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Automatic Payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Manual Payment

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Automatic bill payment services enable individuals to
                                          authorize their financial institution to handle
                                          recurring expenses without manual intervention. The
                                          client provides necessary payment details and specifies
                                          which account should be debited. This option works
                                          particularly well for consistent obligations like
                                          student loan payments with fixed amounts due on the same
                                          date each month. However, clients should maintain
                                          sufficient account balances to cover all scheduled
                                          automatic payments to prevent overdraft fees.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Manual bill payment allows account holders to initiate
                                          online bill payments directly. This method can be
                                          especially useful for managing variable expenses such as
                                          electric bills or credit card statements. Clients can
                                          access their accounts (perhaps on payday), enter
                                          specific payment amounts for their established payees,
                                          and determine the precise timing for each transaction.
                                          Once these details are set, the financial institution
                                          handles the payment processing automatically.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  A client may need support choosing the right mix of electronic and
                     traditional methods based on their comfort level with technology and personal money
                     management style. Consider discussing some potential advantages of electronic tools,
                     such as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        24/7/365 account access

                        
                        

                     
                     
                     
                     	
                        
                        
                        Immediate transaction tracking

                        
                        

                     
                     
                     
                     	
                        
                        
                        Automated bill payments

                        
                        

                     
                     
                     
                     	
                        
                        
                        Instant fund transfers

                        
                        

                     
                     
                     
                     	
                        
                        
                        Mobile check deposit

                        
                        

                     
                     
                     
                     	
                        
                        
                        Real-time balance alerts

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Traditional Bank Products

               
               
               
               
                  
                  
                  Banks offer a range of financial products, from everyday accounts to specialized
                     services.

                  
                  
                  
                  A financial counselor’s role is to educate clients about effectively managing these
                     banking options while helping them minimize unnecessary fees. Encourage clients to
                     seek low or no-fee accounts and teach them how to monitor and avoid extra charges.
                     While federal law requires clear disclosure of all fees, and most can be avoided
                     through careful selection and spending awareness, ensure clients understand these
                     common fee triggers:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Account
                                 minimums:
                              
                           Some banks
                              require minimum deposits to open accounts and minimum balances to avoid
                              monthly fees. Keeping balances above these thresholds helps clients
                              avoid maintenance fees.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        ATM
                                 transactions:
                              
                           While ATMs
                              offer convenient cash access, they may incur fees, especially when used
                              outside the bank’s network. Discussing strategic ATM usage can help
                              clients minimize these costs.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Overdrafts:
                              
                           Banks charge
                              fees when approving transactions despite insufficient funds. These
                              standard fees apply to each instance and can accumulate quickly,
                              creating significant financial burden. Regular account monitoring helps
                              prevent overdrafts.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Overdraft
                                 protection:
                              
                           Federal
                              regulations prohibit charging fees on ATM withdrawals and one-time debit
                              card transactions that create overdrafts unless the customer has
                              explicitly opted into an overdraft protection program. Check
                              transactions follow different rules.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Automated
                                 funds transfer agreement:
                              
                           Linking
                              savings and checking accounts allows automatic transfers when balances
                              are low. While banks may charge transfer fees, these are typically
                              cheaper than overdraft fees. Many banks also offer free low-balance
                              alerts via email or text.
                           

                        
                        

                     
                     

                  
                  
                  
                  Fees appear on monthly statements under terms like maintenance fees, service charges,
                     or ATM fees. Online banking tools often show fees in real-time. Exhibit 2-20 lists some common bank fees and
                     some of the ways to avoid or waive them.

                  
                  
                  
                  
                     Exhibit 2-20: Common Bank Fees
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Common Fee

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Ways to Avoid or Waive

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Monthly maintenance fee 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Maintain minimum balance

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Set up direct deposit

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Make required monthly transactions

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Out-of-network ATM fee

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Use in-network ATMs

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Plan cash withdrawals

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Find banks that reimburse ATM fees

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Overdraft fee 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Set up account alerts

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Link to savings for protection

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Keep close eye on account

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Wire transfer fee 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Use free transfer alternatives

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Compare banks’ wire fees

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Bundle with other services

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Paper statement fee

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Sign up for e-statements

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Use mobile banking app

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Replacement card fee 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Keep card in secure location

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Report loss promptly

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Minimum balance fee 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Maintain required balance

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Look for accounts without minimums

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Request fee waivers

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Keep these important notes in mind:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Fees and minimums vary significantly between banks—always check
                           specific institutions.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Online banks typically offer lower fees and higher interest rates than
                           traditional banks.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Some fees may be negotiable, especially for long-term customers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Student and senior accounts often have special fee waiver programs.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Products Offered by Non-Banks

               
               
               
               
                  
                  
                  When considering financial products from tech companies or non-banks, it is important
                     to help clients understand what protections they do and do not have. Many consumers
                     use different financial technology (fintech) platforms without realizing that these
                     operate under different regulatory frameworks than traditional banking institutions.
                     While these digital platforms offer convenient features and interfaces that may seem
                     superior to traditional banking apps, the underlying protections depend on the type
                     of financial institution providing the service, not just the digital interface.

                  
                  
                  
                  The financial counselor can help clients understand the differences by thinking about
                     it as leaving their valuables with different people. When they put their money in
                     a
                     bank, it is like leaving it with a security guard in a vault. They are trained and
                     licensed, and the government (FDIC or NCUA) promises to pay them back if anything
                     happens to the guard or the vault.

                  
                  
                  
                  The risks of less-regulated tech companies became evident in Synapse Financial
                     Technologies’ catastrophic collapse of 2024 when thousands of consumers found their
                     funds inaccessible after the banking-as-a-service provider abruptly froze accounts.
                     Many customers did not realize that Synapse was not a bank but rather a middleware
                     service connecting fintech apps to actual banks. When the company faced regulatory
                     issues, consumers discovered the limitations of putting money in platforms that
                     operate in regulatory gray areas. This is an example of why it is important to
                     understand the distinction between traditional banks and tech-based financial
                     services.

                  
                  
                  
                  For further guidance on navigating fintech options, financial counselors can direct
                     clients to resources like the Consumer Financial Protection Bureau’s consumer
                     education materials. A link is available in the related additional resources.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client in Understanding Need for Emergency Fund

            
            
            
            
               
               
               Many financial professionals recommend building an emergency fund that covers 3-6
                  months of expenses to help with unexpected financial hardships or loss of income.
                  The amount a client saves should ultimately be tailored to their individual goals
                  and circumstances.

               
               
               
               Emergency savings are defined as: Funds set aside to cover unexpected expenses or
                     financial emergencies. An emergency savings serves as the client’s financial safety net when life takes
                  unexpected turns. Every financial journey needs this foundation of security before
                  building toward other long-term goals like investments. There are many reasons why
                  an emergency fund is essential.

               
               
               
               
                  
                  
                  	
                     
                     
                     It protects against unexpected expenses (medical bills, car repairs, home
                        maintenance).

                     
                     

                  
                  
                  
                  	
                     
                     
                     It can provide income during a job loss or reduced hours.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It may prevent high-interest debt accumulation during a crisis.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It can allow for avoiding liquidating investments at inopportune times.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It can help reduce financial anxiety and stress-induced decision making.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It may preserve long-term financial goals during temporary setbacks.

                     
                     

                  
                  

               
               
               
               Counsel the
                  client about the peace of mind they think an emergency fund could provide. Educate
                  them about how automating systems for transferring and savings may add to that peace
                  of mind. Here are some ideas to share about automated transfers:

               
               
               
               
                  
                  
                  	
                     
                     
                     They create both psychological and physical distance from everyday
                        spending.

                     
                     

                  
                  
                  
                  	
                     
                     
                     They remove the need for constant willpower and decision making.

                     
                     

                  
                  
                  
                  	
                     
                     
                     They establish a deliberate barrier that prevents impulsive access.

                     
                     

                  
                  
                  
                  	
                     
                     
                     They allow money to grow invisibly without feeling the pinch.

                     
                     

                  
                  
                  
                  	
                     
                     
                     They eliminate the need to remember to save each month.

                     
                     

                  
                  
                  
                  	
                     
                     
                     They help adjust one’s lifestyle to live on slightly less than they earn.

                     
                     

                  
                  

               
               
               
               Ask the client what they think about starting a small weekly or monthly automated
                  transfer. Discuss what would feel manageable for them. As their comfort level
                  increases, they can gradually increase the amount.

               
               

            
            
            
            
               
               
               Accumulating an Emergency Fund

               
               
               
               
                  
                  
                  Building emergency savings is a gradual process that requires patience and
                     consistency. Counsel the client to establish realistic expectations and a
                     personalized approach. Many experts suggest a goal of 3-6 months of essential
                     expenses, but this might seem overwhelming for someone just starting.

                  
                  
                  
                  Consider suggesting these strategies to help clients steadily build their emergency
                     funds:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Start small with a mini emergency fund of $500 to $1,000 to handle minor
                           unexpected expenses.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Identify potential sources for initial funding (tax refunds, bonuses, gifts,
                           or selling unused items).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Look for small, painless budget adjustments that free up additional savings
                           capacity.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Celebrate milestones to maintain motivation (first $500, one month of
                           expenses, etc.).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Consider multiple savings vehicles based on accessibility needs (high-yield
                           savings account, money market account).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Discuss whether to separate the emergency fund from other accounts to reduce
                           temptation.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Explore whether bank locations or ATM access might be important in an
                           emergency.

                        
                        

                     
                     

                  
                  
                  
                  Remind clients that building an adequate emergency fund typically takes time. The
                     journey might involve setbacks when emergencies occur before the fund is fully
                     established. Frame these moments not as failures but as validation of why the
                     emergency fund is so important in the first place.

                  
                  

               
               

            
            
            
            
               
               
               Managing an Emergency Fund

               
               
               
               
                  
                  
                  Many clients may develop such a strong emotional attachment to their emergency
                     savings that using it—even for its intended purpose—can trigger feelings of failure,
                     anxiety, or disappointment.

                  
                  
                  
                  This psychological aspect is often overlooked in financial education. After months
                     or
                     years of disciplined saving and watching the balance grow, seeing that number
                     decrease can be genuinely distressing, even traumatic for some clients. The very act
                     that should represent financial resilience (using emergency savings instead of
                     credit) can paradoxically feel like a financial failure. A financial counselor can
                     proactively prepare the client:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Frame the emergency fund as a tool designed to be used, not just
                           accumulated.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Celebrate when the client uses the fund appropriately rather than turning to
                           high-interest debt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reinforce that rebuilding the fund is a normal, expected part of the
                           financial cycle.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Acknowledge the emotional difficulty while reinforcing that using emergency
                           savings is a financial success story.

                        
                        

                     
                     

                  
                  
                  
                  This preparation can help normalize the experience and reduce the psychological
                     barrier to using the emergency fund when truly needed. This is a perfect example of
                     how financial counseling must address both practical mechanics and emotional
                     relationships with money.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Brainstorm Savings for the Unbanked

            
            
            
            
               
               
               A financial counselor will educate clients on savings and borrowing for the unbanked, defined as: Individuals who lack access to traditional banking services,
                     such as checking or savings accounts, often relying on alternative financial methods.

               
               
               
               Many U.S. households are considered unbanked, meaning no one in the house has a bank
                  account.
                  This situation arises for various reasons, including perceptions that banks are too
                  expensive, experiences of being denied accounts, distrust of financial institutions,
                  and general dissatisfaction with available banking services. Unbanked individuals
                  can face multiple financial challenges as they navigate financial systems without
                  full access to traditional banking resources.

               
               
               
               The unbanked generally
                  have three basic banking needs. One of the three is access to a debit card, defined as: A card linked to a bank account that allows users to make
                     purchases or withdraw cash, with funds deducted directly from their account.

               
               
               
               The other two basic banking needs include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Electronic funds access—The ability to receive direct deposits from
                        employers or government benefits, avoiding check-cashing fees and
                        delays.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The ability to quickly access cash—Convenient and affordable ways to
                        withdraw money for everyday expenses that require cash payment.

                     
                     

                  
                  

               
               
               
               Some prepaid debit cards offer savings pocket features or sub-accounts where users
                  can set aside money separately from their spending balance without requiring
                  traditional bank accounts. These provide a way to segregate funds for different
                  purposes while maintaining easy access. The Consumer Financial Protection Bureau
                  (CFPB) has comprehensive guides on prepaid cards, including regulations and consumer
                  protections.

               
               
               
               Payroll debit card is defined as: A reloadable debit card provided by an employer
                     that receives an employee’s wages electronically, offering access to funds without
                     a
                     traditional bank account. Some employers offer payroll debit cards that can function as an alternative to
                  direct deposit into a traditional bank account. Money-sharing apps represent another
                  solution, allowing person-to-person transfers without being tied to a traditional
                  bank account, though clients should be aware of potential fees and transaction
                  limits.

               
               
               
               Counsel clients
                  about secured credit cards that function like other credit cards but help build
                  credit history when used responsibly. These cards typically require a security
                  deposit that becomes the spending limit, reducing risk for the issuer while
                  providing the client with payment functionality. Prepaid reloadable cards available
                  at retail locations can also serve as payment alternatives without requiring a bank
                  account or credit check.

               
               
               
               Help clients explore locations in their area where check cashing services are offered
                  for lower fees than traditional providers. Additionally, some prepaid cards provide
                  access to fee-free ATM networks, and many retailers offer cash back with purchases
                  as an alternative to ATM withdrawals. For clients who need to convert checks to cash
                  regularly, comparing fee structures across different service providers can result
                  in
                  significant savings.

               
               
               
               Community Development Financial Institutions (CDFIs) provide specialized financial
                  services for those excluded from mainstream banking, often offering lower fees and
                  more flexible requirements.

               
               
               
               Rotating
                  savings circles (also known as tandas, susus, or lending circles) create
                  community-based (often deeply historical and culturally rooted) opportunities where
                  members contribute regularly and take turns receiving the pooled funds. If a client
                  expresses interest in or is already participating in a savings circle, approach the
                  conversation with respect for their cultural practices while still helping them
                  understand how this fits within their broader financial picture. These systems have
                  successfully helped people save money and build financial security for generations
                  across many cultures.

               
               
               
               Rather than automatically directing clients toward more mainstream options, recognize
                  that rotating savings circles might be the most appropriate choice for some clients
                  based on their community connections, cultural background, and personal financial
                  circumstances.

               
               
               
               Financial counselors seeking to learn more about serving unbanked clients could
                  explore the FDIC’s Economic Inclusion resources, which provide research and tools
                  specifically focused on these populations.

               
               

            
            
            
            
               
               
               Interview to Determine Why Client is Unbanked

               
               
               
               
                  
                  
                  This interview guide is designed to sensitively uncover why a client might be
                     unbanked. It explores several key factors:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Previous negative experiences with traditional banking

                        
                        

                     
                     
                     
                     	
                        
                        
                        Financial challenges like excessive fees or overdrafts

                        
                        

                     
                     
                     
                     	
                        
                        
                        Concerns about garnishments and assets protection

                        
                        

                     
                     
                     
                     	
                        
                        
                        Cultural or family influences on banking decisions

                        
                        

                     
                     
                     
                     	
                        
                        
                        Trust issues with financial institutions

                        
                        

                     
                     

                  
                  
                  
                  Some questions are open-ended to encourage dialogue while being respectful of
                     potentially difficult financial circumstances. The structure moves from general
                     banking history to specific concerns. This aims to help the counselor establish if
                     the client’s unbanked status stems from practical problems (like fees), legal
                     concerns (like garnishments), or deeper issues of trust and cultural
                     preferences.

                  
                  
                  
                  Start by saying something like, “I’d like to understand your experience with banking
                     to help find financial solutions that work best for your situation. Your answers
                     will help me provide better assistance.” Then, proceed by having a conversation with
                     the client using the questions listed here in the order they appear.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Have you ever had a bank account? If yes, when was the last time?

                        
                        

                     
                     
                     
                     	
                        
                        
                        What factors influenced your decision not to use traditional banking
                           services? 

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Listen for: fees, minimum balance requirements, past negative
                                    experiences

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        What experiences with banks have you found challenging in the past?

                        
                        
                        
                        
                           
                           	
                              
                              
                              Non-sufficient funds fees or overdraft charges?

                              
                              

                           
                           
                           	
                              
                              
                              Account closures?

                              
                              

                           
                           
                           	
                              
                              
                              Difficulties maintaining minimum balances?

                              
                              

                           

                        

                     
                     
                     
                     	
                        
                        
                        Do you have concerns about funds in a bank account being subject to
                           garnishment or legal claims?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Could you tell me about any cultural traditions or family experiences that
                           have shaped how you think about banking or financial institutions? 

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Listen for: family traditions of cash use, distrust of financial
                                    institutions

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        On a scale of 1-5, how would you rate your trust in traditional banking
                           institutions? Why did you give it that rating?

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Follow-up: What would increase your trust level? What would
                                    decrease your trust level?

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        How do you feel about exploring different ways to manage your money beyond
                           traditional banks?

                        
                        

                     
                     
                     
                     	
                        
                        
                        What financial services would be most valuable to you right now? 

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Options: safe savings, low-cost check cashing, bill payment
                                    services

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Brainstorm Alternative Savings Strategies

               
               
               
               
                  
                  
                  In addition to unbanked clients, a financial counselor may have underbanked clients, defined as: Individuals who have bank accounts but frequently depend
                        on alternative financial services, like payday loans or check-cashing services, due
                        to
                        limited access to mainstream banking.

                  
                  
                  
                  Brainstorm
                     alternative savings strategies with unbanked and underbanked clients. Second chance
                     checking accounts are an alternative savings strategy to consider. These are
                     specifically designed for individuals who have been denied traditional checking
                     accounts due to a negative banking history reported in ChexSystems or similar
                     databases. These accounts provide essential banking services to those who have
                     experienced issues like excessive overdrafts, unpaid fees, or involuntary account
                     closures. While they can come with certain restrictions, such as higher monthly
                     maintenance fees, daily debit card limits, and no overdraft protection, they offer
                     a
                     path back into the formal banking system. These accounts represent a helpful
                     stepping stone toward financial inclusion, providing the security and convenience
                     of
                     traditional banking while rebuilding their banking reputation.

                  
                  
                  
                  Though not all banks offer this option, many credit unions, community banks, and some
                     larger financial institutions do, often combining them with financial education
                     components. After maintaining the account in good standing for 12-24 months,
                     customers can usually graduate to standard checking accounts. It may be worth
                     researching current offerings in the client’s specific area, as these products
                     evolve and financial institutions recognize populations in need. As a financial
                     counselor, helping clients navigate these options can be an important part of
                     supporting their journey back to financial stability.

                  
                  

               
               

            
            
            
            
               
               
               Brainstorm Alternative Borrowing Strategies

               
               
               
               
                  
                  
                  For unbanked and underbanked clients, accessing credit presents unique challenges
                     that require alternative borrowing strategies. Credit builder loans offered by
                     community organizations and some credit unions are specifically designed for
                     individuals with limited or damaged credit histories. These small, short-term loans
                     place the borrowed funds in a restricted savings account while the borrower makes
                     regular payments, establishing a positive payment history before accessing the
                     money.

                  
                  
                  
                  Secured credit cards represent another viable option, requiring a security deposit
                     that typically becomes the credit limit. This reduces risk for the card issuer while
                     allowing clients to build credit with responsible use. Many prepaid card providers
                     now offer secured credit options alongside their standard products, creating a
                     bridge to traditional credit.

                  
                  
                  
                  Alternative financial services
                     are defined as: Financial products and providers that
                        operate outside traditional banking, such as payday loans, check cashing services,
                        and
                        prepaid cards.

                  
                  
                  
                  Though not all financial institutions offer these alternatives, many community-based
                     lenders,
                     mission-driven organizations, and certain online platforms provide these programs,
                     often combining them with financial education. After establishing positive repayment
                     history through these alternative methods, clients may qualify for mainstream credit
                     products. It may be worth exploring options in the client’s specific area as these
                     programs continue to develop in response to the needs of financially underserved
                     populations. These alternative borrowing strategies represent crucial pathways
                     toward financial inclusion, providing access to needed funds while simultaneously
                     building credit history.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Familiarize Client about Basic Tax Management

         
         
         
         
            
            
            This area discusses basic tax management and concepts, including types of taxes and
               examples, marginal taxes, and effective tax rates. This area also discusses how to
               educate clients on income tax returns, filing requirements, and various tax forms.
               Additionally, this area covers how to assist clients with refund and withholding
               goals and identify tax preparation services.

            
            

         
         
         
         
         
            
            
            Educate Client on Basic Tax
               Concepts

            
            
            
            
               
               
               Taxes are
                     financial obligations for all working people. Counsel the client to understand
                     and accurately account for their taxes as they plan their financial future. How
                     much a person pays in taxes affects their income, so understanding these
                     different tax obligations benefits personal financial planning and budgeting.
                     The government uses taxes to fund various essential services, including
                     infrastructure (roads, bridges, public transportation), education systems,
                     healthcare programs, national defense, and social safety net programs.
                     Working adults typically encounter several types of taxes:

               
               
               
               
                  
                  
                  	
                     
                     
                     Federal income tax: 
                        A tax levied by the U.S. government on
                           individuals’ and entities’ earnings to fund public services and government obligations.
                        These taxes provide funding for national programs,
                           defense, and federal operations.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Local income tax: 
                        A tax imposed by local government entities, such as
                           cities or counties, on the income earned by individuals or businesses within their
                           jurisdiction.
                        Where applicable, these taxes provide funding for things
                           like parks and recreation, public libraries, and local sports.

                     
                     

                  
                  
                  
                  	
                     
                     
                     State income tax: 
                        A tax levied by individual states on resident’s
                           income to fund public services and government obligations. Where applicable, these taxes support state-level services and
                        programs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Sales tax: 
                        A tax imposed on the sale of goods and services, typically
                           calculated as a percentage of the purchase price and collected by the seller at the
                           point of
                           sale.
                        These taxes support state and local government
                           operations.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Property tax: 
                        A tax imposed by local governments on real estate
                           properties, calculated based on the property’s assessed value, to fund public services.
                        These taxes fund local services like schools, police, and
                           fire departments.

                     
                     

                  
                  

               
               
               
               Note it is important to know that there are some states without state
                  income tax. Currently, that includes Alaska, Florida, Nevada, New Hampshire, South
                  Dakota, Tennessee, Texas, Washington, and Wyoming. New Hampshire taxes investment
                  income but not wages.

               
               
               
               Local income taxes exist in many municipalities beyond state taxes.
                  Examples include New York City, San Francisco, Philadelphia, Detroit, and Portland
                  (Oregon), where residents pay local income taxes to fund city services. These income
                  taxes impact total deductions and net pay or earnings.

               
               
               
               A financial counselor
                  should educate the client about the importance of record keeping throughout the year
                  for income documentation, potential payroll deductions (expenses subtracted from
                  their gross income), and credits (amount subtracted directly from the tax owed).
                  Educate clients that taxable income extends well beyond traditional W-2 wages. Other
                  reportable income sources include unemployment benefits, Social Security benefits,
                  gig work, self-employment earnings, rental income, and investment returns such as
                  dividends and capital gains. These various income sources may have different
                  reporting requirements and tax implications. The financial counselor should
                  emphasize that they are providing educational information, not personalized tax
                  advice, and encourage clients with complex situations to consult tax
                  professionals.

               
               

            
            
            
            
               
               
               Types of Taxes and Examples

               
               
               
               
                  
                  
                  A financial counselor should help the client to understand the tax systems and their
                     types.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Progressive taxes:
                              
                           A tax system where the tax rate increases as income
                                 rises, placing a larger relative burden on higher earners. These types of taxes increase in rate as the taxable amount
                              increases. As a result, those with higher incomes pay a higher
                              percentage than those with lower incomes. The U.S. federal income tax is
                              a primary example, with rates currently ranging from 10% to 37% across
                              different income brackets. Progressive taxes aim to distribute tax
                              burden based on ability to pay.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Regressive taxes:
                              
                           A tax system where the tax rate decreases as income
                                 rises, placing a larger relative burden on lower earners. These apply the same rate to everyone, resulting in a higher
                              effective burden on lower-income individuals, who tend to spend a larger
                              percentage of their income on taxable necessities compared to
                              higher-income households.
                           

                        
                        

                     
                     

                  
                  
                  
                  In a city with a 10% sales tax, we can see how regressive taxes disproportionately
                     affect households at different income levels. Consider a family earning $50,000
                     annually who spends about 65% of their income ($32,500) on taxable goods and
                     services. This family would pay $3,250 in sales tax, representing 6.5% of their
                     total income. In contrast, a higher-income family earning $150,000 might spend a
                     smaller percentage of their income (around 40% or $60,000) on taxable items because
                     they can allocate more to savings, investments, and tax-exempt expenses. This family
                     would pay $6,000 in sales tax, which represents only 4% of their total income. While
                     the higher-income family pays more in absolute dollars, the lower-income family
                     bears a proportionally heavier tax burden relative to what they earn, demonstrating
                     the regressive nature of sales taxes.

                  
                  
                  
                  In Exhibit 2-21, Jane B.
                     Goodie earns $17.50/hour and is paid every two weeks. She earns $1,400 in gross pay
                     and has $480.30 in deductions, so her net pay is $919.70. Under our progressive tax
                     system, higher portions of income are taxed at increasingly higher rates as earnings
                     grow. While her first several thousand dollars of annual income might be taxed at
                     10%, additional income would be taxed at 12%, with further increases at higher
                     income thresholds.

                  
                  
                  
                  Various deductions, including federal and state taxes, as well as other withholdings
                     like Social Security, Medicare, and possibly health insurance or retirement
                     contributions, reduce her final take-home amount to $919.70. This represents the
                     practical impact of progressive taxation and payroll deductions on an employee’s
                     budget. It is important to help clients understand these deductions because they
                     directly impact available income for budgeting purposes. This awareness also helps
                     clients better anticipate their tax situation at year-end filing time. Later in this
                     section, we will look more closely at specific deductions and withholdings.

                  
                  
                  
                  
                     Exhibit 2-21: Jane B. Goodie Pay Deductions
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Hourly Wage Pay Statement

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       EMPLOYEE PAY STUB

                                       
                                       
                                       
                                       Pay Period: 03/02/20XX –
                                          03/15/20XX

                                       
                                       
                                       
                                       Pay Date: 03/18/20XX

                                       
                                       
                                       
                                       Employee ID: 12345

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       EMPLOYEE INFORMATION

                                       
                                       
                                       
                                       Name: Jane B. Goodie

                                       
                                       
                                       
                                       Address: 456 Residential St.,
                                          Anytown, Statesville, USA 12345

                                       
                                       
                                       
                                       SSN: XXX-XX-1234

                                       
                                       
                                       
                                       Filing Status: Single

                                       
                                       
                                       
                                       Allowance: 1

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       EARNINGS

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Hours

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Rate

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Current Amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       YTD Amount

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Regular Pay

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       80.00

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $17.50

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,400.00

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $7,000.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Overtime

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0.00

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $26.25

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0.00

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $262.50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Gross Pay

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,400.00

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $7,262.50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       SUMMARY

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Current Amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       YTD Amount 

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Gross Earnings

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,400.00

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $7,262.50

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total Deductions

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $480.30

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,766.09

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Net Pay

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $919.70

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $4,496.41

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Marginal Taxes versus Effective Tax Rate

               
               
               
               
                  
                  
                  The marginal tax rate
                     is the percentage of tax applied to a person’s last dollar of income. It is the tax
                     rate of the highest bracket their income reaches. The effective tax rate is the
                     average percentage of tax paid on total income after accounting for all the
                     different tax brackets. It is calculated by dividing the total tax paid by the total
                     income. Think of it this way: Income gets taxed in layers, with each layer (bracket)
                     having a higher tax rate. The marginal rate only applies to the top layer, while the
                     effective rate blends all layers to show what percentage of total income goes to
                     taxes.

                  
                  
                  
                  Tax brackets are defined as: Ranges of income levels that are taxed at specific
                        rates.

                  
                  
                  
                  Exhibit 2-22 illustrates 2025 federal income
                     tax brackets and rates for single filers, married couples filing jointly, and heads
                     of households.

                  
                  
                  
                  
                     Exhibit 2-22: 2025 Federal Income Tax Brackets and Rates for Single Filers, Married
                        Couples Filing Jointly, and Heads of Households
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tax Rate

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Single Filers

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Married Individuals Filing Jointly

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Heads of Households

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       10%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0 to $11,925

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0 to $23,850

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0 to $17,000

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       12%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $11,925 to $48,475

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $23,850 to $96,950

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $17,000 to $64,850

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       22%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $48,475 to $103,350

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $96,950 to $206,700

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $64,850 to $103,350

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       24%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $103,350 to $197,300

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $206,700 to $394,600

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $103,350 to $197,300

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       32%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $197,300 to $250,525

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $394,600 to $501,050

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $197,300 to $250,500

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       35%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250,525 to $626,350

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $501,050 to $751,600

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $250,500 to $626,350

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       37%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $626,350 or more

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $751,600 or more

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $626,350 or more

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        
                           Durante (2024)
                           

                        
                        

                     
                  
                  
                  
                  To calculate effective tax rate, determine total tax paid divided by total taxable
                     income.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_dyz_afw_j2t_width_875.png]

                     

                  
                  
                  
                  For example, if a client that has $75,000 in taxable income pays $12,000 in total
                     federal income tax, their effective tax rate would be 16% ($12,000 ÷ $75,000). Note
                     that to convert from a decimal answer to a percentage, multiply by 100.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_ntc_u89_ucw_width_1057.png]

                     

                  
                  
                  
                  The effective tax rate is
                     typically much lower than the marginal tax rate because of how progressive taxation
                     works. Income is taxed in chunks at increasing rates, not all at the highest bracket
                     rate. Additionally, deductions, credits, and other tax benefits further reduce the
                     effective rate.

                  
                  
                  
                  Marginal taxes refer to the tax rate applied to the last dollar of income. In a
                     progressive tax system, income is divided into brackets, each with its own tax rate.
                     As income increases and enters higher brackets, only the dollars within each bracket
                     are taxed at that bracket’s rate—not the entire income.

                  
                  
                  
                  For example, here is how the marginal tax rates would apply to a single filer earning
                     $75,000.

                  
                  
                  
                  
                     Exhibit 2-23: Single Filer Marginal Tax Rates
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tax Rate

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Income Range

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax on This Bracket

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Running Total

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       10%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0 - $11,600

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,160

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,160

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       12%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $11,601 - $47,150

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $4,266

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,426

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       22%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $47,151 - $75,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,127

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $11,553

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  In the example in Exhibit 2-23, the filer’s
                     marginal tax rate is 22%, which means each additional dollar they earn above $75,000
                     would be taxed at 22% until they reach the next bracket. Their effective tax rate
                     is
                     approximately 15.4% ($11,553 ÷ $75,000 = 0.154). If this client earned one more
                     dollar ($75,001), that single dollar would be taxed at 22%, not their entire
                     income.

                  
                  
                  
                  The marginal rate matters for decisions about additional income, while the effective
                     rate gives a better picture of the overall tax burden.

                  
                  

               
               

            
            
            
            
               
               
               Tax Avoidance versus Tax Evasion

               
               
               
               
                  
                  
                  Tax avoidance is the legal use of tax strategies to minimize
                     the amount of tax owed. Tax evasion is the illegal
                     non-payment or underpayment of taxes. The definitions for these terms are:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Tax avoidance: 
                           The legal practice of using strategies and provisions
                              in the tax code to minimize tax liability.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Tax evasion: 
                           The illegal act of deliberately avoiding paying taxes
                              owed, often by underreporting income, inflating deductions, or hiding money or assets.

                        
                        

                     
                     

                  
                  
                  
                  People engage in tax evasion by falsely claiming deductions or deliberately hiding
                     earnings. A nail tech who does not report their tips and a handyman who does not
                     report their side projects are each evading taxes. Falsely claiming to have donated
                     $150 to a local charity is evading taxes. Tax evasion can result in civil penalties,
                     criminal charges, fines, and possibly imprisonment. It is important for a financial
                     counselor to help clients understand both their tax obligations and the potentially
                     serious consequences of failing to report income and deductions properly.

                  
                  
                  
                  Exhibit 2-24 helps the client understand the
                     three main ways income can be taxed. Regular taxable income is what the client will
                     be most familiar with—their paychecks, bank interest, or investment gains that the
                     IRS expects them to pay taxes on right away. Then there is tax-advantaged income,
                     which gives them some tax benefits through special accounts like 401(k)s or
                     traditional IRAs—these let them either postpone taxes until retirement or pay a
                     reduced tax rate. Finally, tax-exempt income is money the federal government does
                     not tax, such as interest from certain municipal bonds or earnings in Roth IRA
                     accounts. Knowing these differences can make a significant impact on the client’s
                     financial planning and how much they ultimately keep versus pay in taxes.

                  
                  
                  
                  
                     Exhibit 2-24: Three Ways Income Is Taxed
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income Type

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Examples

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Regular taxable income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Income that the IRS expects to be taxed in the current
                                          year at standard income tax rates.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Wages, salaries, bank interest, standard investment
                                          gains, rental income, distributions from pre-tax
                                          retirement accounts

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tax-advantaged income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Income that receives special tax treatment, often
                                          allowing for tax deferral or reduced rates.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       401(k) contributions (tax-deferred), traditional IRA
                                          contributions, long-term capital gains (taxed at lower
                                          rates), qualified dividends, HSA contributions

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tax-exempt income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Income that is not subject to federal income tax.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Municipal bond interest, Roth IRA earnings, certain
                                          Social Security benefits, some life insurance proceeds,
                                          gift and inheritance proceeds (in most cases)

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Understanding these different tax classifications allows personal financial
                     counselors to discuss legitimate tax avoidance strategies with clients. However,
                     there are important limitations to consider. For lower-income taxpayers, there is
                     a
                     filing threshold below which federal income tax returns are not required, though
                     they may still want to file to claim refundable credits. All income must be reported
                     to the IRS regardless of amount, even if below the $600 threshold for receiving a
                     1099 form.

                  
                  
                  
                  Financial counselors should avoid recommending specific tax avoidance strategies
                     (like choosing traditional IRAs over Roth IRAs) as this constitutes investment
                     advice beyond their scope. When discussing tax avoidance with a client, emphasize
                     its definition as legal compliance with tax laws, not necessarily optimal tax
                     behavior for every situation.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Income Tax Returns and Filings

            
            
            
            
               
               
               A financial counselor
                  may need to educate the client about income tax returns and filings. A tax return
                  includes taxpayer financial information related to income, deductions, credits, and
                  tax calculations from a single calendar year reported to the IRS on a standard form,
                  typically Form 1040. The counselor must be clear that they are not a tax
                  professional and must let the client know that filing is almost never optional but
                  that being informed about the process can be empowering.

               
               
               
               The counselor may be able to begin by reviewing previous years’ tax returns together
                  as a starting point. Note the client’s filing
                     status, which is defined as: A category on a tax return that defines the taxpayer’s
                     marital situation and affects the calculation of their tax liability and eligibility
                     for
                     certain credits; includes Single, Married Filing Jointly, Married Filing Separately,
                     Head of
                     Household, and Qualifying Surviving Spouse.

               
               
               
               Previously, did the client file Single, Married Filing Jointly, Married Filing Separately,
                  Head
                  of Household, or Qualifying Surviving Spouse? Talk about any life changes that might
                  affect how they file this year. Here are definitions of the filing status
                  options:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Single:
                           
                        Not married.
                           No dependent children or relatives.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Married Filing Jointly:
                           
                        Must be
                           legally married on the last day of the year (December 31).
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Married Filing Separately:
                           
                        Must be
                           legally married on the last day of the year (December 31).
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Head of Household:
                           
                        Not married.
                           Supports at least one qualifying dependent.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Qualifying
                              Surviving Spouse:
                           
                        Spouse died
                           within the two previous tax years and filer has not remarried. Supports
                           at least one qualifying child. In the year of death, the surviving
                           spouse files as Married Filing Jointly or Married Filing
                           Separately.
                        

                     
                     

                  
                  

               
               
               
               As the counselor uses the
                  previous returns as teaching tools, they may identify both what the client
                  understands and where knowledge gaps exist. Ask them to explain why certain forms
                  appear in their returns, such as W-2 forms for employment income or 1099 forms for
                  contract work. Remind them that all income needs to be reported, even if they do not
                  receive a tax form for it, including side jobs, gig economy work, investment income,
                  cash tips, and unemployment.

               
               
               
               Also, it is important to discuss
                  exclusions, defined as: Specific types of income or items that are not subject to
                     taxation. Some types of income are excluded from taxation entirely, such as gifts,
                  inheritances, or certain types of insurance proceeds. Make sure the client is aware
                  of these exclusions so they do not accidentally over-report their income. For
                  instance, if they received a gift or an inheritance, that income typically does not
                  need to be reported as taxable income. Knowing which types of income are excluded
                  can help the client avoid unnecessary tax obligations.

               
               
               
               Have them walk through their deduction choices to gauge their comprehension of which
                  deduction method benefited them. If the counselor notices potential gaps in the
                  client’s understanding that might benefit from professional tax guidance, help them
                  recognize when consulting a tax professional would be appropriate. Then, move on to
                  types of tax forms.

               
               

            
            
            
            
               
               
               
                  Educate Client on Interpreting Tax Return
                     Documents 
                  

               
               
               
               
                  
                  
                  If a counselor has used past years’ filings as
                     instructional tools with their client, they are likely familiar with IRS Form 1040.
                     Exhibit 2-25 shows the
                     standard tax form with six key sections that financial counselors can help clients
                     understand: 1. Personal Information, 2. Filing Status, 3. Income, 4. Taxable Income,
                     5. Tax & Credit, and 6. Refund or Liability. Clarify understanding about
                     personal information and filing status the client may have.

                  
                  
                  
                  Look at the section labeled three, where clients enter
                     their income. From this amount, they subtract above the line deductions,
                     defined as: A type of deduction that can be claimed
                        whether taxpayer itemizes deductions or not. These above the line deductions include student loan interest, educator expenses,
                     self-employed health insurance premiums, and retirement account contributions. The
                     resulting figure is the Adjusted Gross Income (AGI), shown on line 11 of Form
                     1040.

                  
                  
                  
                  
                     
                     Look at section four and educate the client that taxpayers must decide between
                        taking a standard deduction or itemizing deductions on line 12.
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Standard deduction: A fixed dollar amount that reduces taxable income,
                              available to most taxpayers who do not itemize deductions on their tax return.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Itemized deduction: 
                           Specific eligible expenses that taxpayers can
                              report individually on their tax return to lower taxable income.

                        
                        

                     
                     

                  
                  
                  
                  Taxable income is defined as: The portion of income that is subject to taxation
                        after deductions and exemptions are applied. Taxable income is calculated by subtracting either the standard deduction or
                     itemized deductions from AGI, represents the income subject to tax, and is the final
                     number used to calculate tax liability.

                  
                  
                  
                  As shown
                     in section five, the tax is calculated based on the taxable income. Then, tax credits are applied, defined as: Dollar-for-dollar reduction on the tax an individual or
                        business owes.

                  
                  
                  
                  Unlike
                     deductions, which reduce income subject to tax, credits directly reduce the tax owed
                     and can be either refundable (potentially providing a refund) or non-refundable
                     (reducing tax to zero). A tax refund is defined as:
                     A repayment issued by the government when a taxpayer has
                        paid more in taxes throughout the year than they owe.

                  
                  
                  
                  Finally, refer to the area labeled six to discuss taxpayer liability
                     and repayment. Tax liability is defined as: The total amount of tax owed to the government.

                  
                  
                  
                  The
                     effective tax rate is defined as: The actual percentage of income paid in taxes
                        after accounting for all deductions and credits. It is calculated by dividing the total tax liability by taxable income. For
                     example, if a client has $50,000 in taxable income and owes $5,000 in taxes, their
                     effective tax rate would be $5,000 ÷ $50,000 = 0.10 or 10%. This rate is typically
                     lower than their marginal tax rate and provides a more accurate picture of their tax
                     burden.

                  
                  
                  
                  Exhibit 2-25: Form 1040 Page
                     
                     [image: Page 1 of a 2024 U.S. Individual Income Tax Return (Form 1040) with numbered sections for (1) personal information, (2) filing status, (3) income, and (4) taxable income.]
                     

                  
                  
                  
                  
                     [image: Page 2 of a 2024 U.S. Individual Income Tax Return (Form 1040) with numbered sections for (5) tax and credit and (6) refund or liability.]
                     

                  
                  

               
               

            
            
            
            
               
               
               Educate the Client on Types of Tax Forms

               
               
               
               
                  
                  
                  As a financial counselor helps clients with tax management, they can educate them
                     about organizing tax-related paperwork as a beneficial step in preparing for a
                     smooth tax filing process. Encouraging clients to create a dedicated tax folder
                     where they gather all necessary documentation well before the filing deadline,
                     perhaps throughout the calendar year, can be helpful. By systematically organizing
                     these documents ahead of time, clients can reduce stress, avoid last-minute
                     searches, ensure accurate filing, and maximize potential deductions and credits.
                     Exhibit 2-26 provides a
                     list of documents to gather.

                  
                  
                  
                  
                     Exhibit 2-26: Preparing Documents for Tax Filing
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Category

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Items to Gather

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Personal information

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Social Security numbers for all household members, bank
                                          account and routing numbers (for direct deposit or
                                          electronic payments)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tax history and income 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Previous year’s tax returns, W-2 forms from employers,
                                          1099 forms (various types for freelance work,
                                          investments, etc.), 1098 forms for mortgage interest

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Potential deductions and credits

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Mortgage or student loan interest statements, charitable
                                          donation receipts, retirement account contribution
                                          statements, homebuyer documentation, education cost,
                                          medical expense documentation, small
                                          business/self-employment expenses

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Federal tax forms are defined as: Official IRS documents used by individuals and
                        businesses to report financial activity to the federal government for tax calculation
                        purposes.
                     Exhibit 2-27 lists federal
                     tax forms, their purpose, when each is received, and whether it needs to be
                     submitted to the IRS. Use it as a reference.

                  
                  
                  
                  
                     Exhibit 2-27: Federal Tax Forms
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Form

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Purpose

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       When Received

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Submitted to the IRS Y/N

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       W-2

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Reports an employee’s annual wages and salary

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Documents the amount of taxes withheld from the
                                                employee’s paychecks throughout the year

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Provides necessary information for employees to
                                                complete their tax returns

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Reports employment taxes to the Social Security
                                                Administration and IRS

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             The employer must provide this form by January 31
                                                for the previous tax year

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             It shows an employee’s total earnings, federal
                                                and state income taxes withheld, Social Security
                                                and Medicare taxes withheld, and other
                                                deductions

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             This information is used to complete an
                                                individual’s tax return, particularly Form
                                                1040

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Multiple W-2s are issued if the individual worked
                                                for more than one employer

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Yes

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       W-4

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Tells the employer how much federal income tax to
                                                withhold from an employee’s paycheck

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Accounts for an individual’s tax situation,
                                                including multiple jobs, spouse’s income,
                                                dependents, and other adjustments.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Helps avoid having too much or too little tax
                                                withheld throughout the year

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Prevents large tax bills or unnecessarily large
                                                refunds when an individual files their return

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             An employee completes this form when they start a
                                                new job

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             They should update it when their personal or
                                                financial situation changes (marriage, new child,
                                                additional job, etc.).

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             The form helps determine the employee’s paycheck
                                                amount after tax withholding

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Since 2020, the form no longer uses allowances
                                                but instead asks for specific dollar amounts and
                                                more detailed information

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       W-9

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Collects an individual’s or entity’s Tax
                                                Identification Number (TIN) or Employer
                                                Identification Number (EIN) for businesses.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Certifies that the TIN is correct

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Indicates whether the recipient is subject to
                                                backup withholding

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Provides the legal name and business
                                                classification of the recipient

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Enable proper tax reporting by the payer.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             An employee typically does not complete a W-9 for
                                                their regular employment

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             The employer collects the employee’s information
                                                through Form W-4 instead

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             An individual might fill out a W-9 for side work
                                                or if they receive certain payments outside their
                                                regular employment

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       1099

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Serves as an information return that reports various
                                          types of income other than wages, salaries, and tips
                                          (which are reported on Form W-2)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Recipients generally receive 1099 forms by January 31st
                                          following the tax year. It is worth noting that even if
                                          an individual does not receive a 1099 for income they
                                          earned (perhaps because it was under the $600 reporting
                                          threshold for the payer), they are still legally
                                          required to report that income on their tax return.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       1095

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Provides information about health insurance coverage

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       An individual only receives this form if they purchase
                                          health insurance from a health insurance
                                          exchange/marketplace.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       1098

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Reports mortgage interest paid during the tax year

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The lender sends the original form to the IRS and a copy
                                          to them for their records.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Working as a financial counselor with self-employed clients requires special
                     consideration regarding their tax situation. Self-employment income involves more
                     complex tax reporting than W-2 employment, including quarterly estimated tax
                     payments, self-employment taxes that cover both employer and employee portions of
                     Social Security and Medicare, and detailed record keeping for business income and
                     expenses. Self-employed individuals must also navigate business deductions, home
                     office considerations, and retirement plan options that differ significantly from
                     traditional employees. Financial counselors interested in specializing in
                     self-employment tax matters should seek additional training beyond basic tax
                     concepts, as this area involves nuanced regulations that change frequently. While
                     counselors can provide general guidance on record-keeping and tax-planning
                     principles, they should recognize when to refer clients to qualified tax
                     professionals for specialized assistance.

                  
                  

               
               

            
            
            
            
               
               
               Itemizing versus Standard Deduction

               
               
               
               
                  
                  
                  A standard deduction is a flat amount that reduces taxable income. The amount, which
                     increases annually with inflation, varies based on filing status. A standard
                     deduction requires no receipts or documentation and is a simple option for many
                     taxpayers.

                  
                  
                  
                  Itemized deductions are qualifying expenses, like mortgage interest, state and local
                     taxes up to $10,000, medical expenses (up to 7.5% of AGI), and charitable donations.
                     These require receipts and documentation. If the taxpayer has a significant number
                     of qualifying deductions, they should calculate their total itemized deductions to
                     see if they provide a greater tax benefit than the standard deduction. This
                     typically happens with large mortgage interest, high medical costs, or substantial
                     charitable giving.

                  
                  
                  
                  Most taxpayers take the standard deduction. Life events may favor
                     itemizing deductions for some years. Talk to the client about things that have
                     happened recently in their life, such as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Buying a new home with a mortgage

                        
                        

                     
                     
                     
                     	
                        
                        
                        Living in high property/income tax states

                        
                        

                     
                     
                     
                     	
                        
                        
                        Major medical expenses

                        
                        

                     
                     
                     
                     	
                        
                        
                        Substantial charitable giving

                        
                        

                     
                     
                     
                     	
                        
                        
                        Certain disaster losses

                        
                        

                     
                     

                  
                  
                  
                  Remember that tax laws change periodically, so reviewing situations annually and
                     seeking advice from a tax professional is always recommended.

                  
                  

               
               

            
            
            
            
               
               
               
                  Strategies to Maximize Future Deductions and
                     Credits
                  

               
               
               
               
                  
                  
                  There is a key difference
                     between tax credits and tax deductions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Tax credits:
                              
                           Reduce the
                              actual tax bill dollar-for-dollar. A $1,000 tax credit saves the
                              taxpayer $1,000 regardless of their tax bracket.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Tax deductions:
                              
                           Reduce
                              taxable income. If the taxpayer is in the 22% tax bracket, a $1,000
                              deduction saves them $220.
                           

                        
                        

                     
                     

                  
                  
                  
                  There are refundable and nonrefundable tax credits. Refundable tax credits have these
                        characteristics:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Can result in a refund even if tax liability is reduced to zero

                        
                        

                     
                     
                     
                     	
                        
                        
                        Any remaining credit amount is paid as a refund

                        
                        

                     
                     
                     
                     	
                        
                        
                        Examples include Earned Income Tax
                           Credit (EITC), Additional Child Tax Credit, Premium Tax Credit

                        
                        
                        
                        
                           
                           	
                              
                              
                              Earned Income Tax Credit
                                    (EITC): A federal tax credit for low- to
                                    moderate-income workers with qualifying children, designed to reduce tax liability
                                    and
                                    potentially increase refunds.

                              
                              
                              
                              The EITC is one of the most significant anti-poverty programs in
                                    the U.S. tax code, helping millions of working families each
                                    year. It is a refundable credit for low to moderate-income
                                    workers, and the amount is based on filing status, number of
                                    qualifying children, and income level. It is designed to
                                 offset payroll taxes and provide incentives to work. Individuals
                                 must file a tax return to claim, even if they are not otherwise
                                 required to file.

                              
                              

                           
                           
                           	
                              
                              
                              Premium Tax Credit:
                                    A federal tax credit that lowers the cost of
                                    health insurance premiums for eligible individuals and families purchasing coverage
                                    through
                                    the Health Insurance Marketplace.

                              
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  Nonrefundable tax credits have these characteristics:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Can reduce tax liability to zero, but no further

                        
                        

                     
                     
                     
                     	
                        
                        
                        Any remaining credit amount is lost (not refunded)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Examples include Child and Dependent
                           Care Credit, Adoption Credit, Lifetime Learning Credit

                        
                        
                        
                        
                           
                           	
                              
                              
                              Child and
                                    Dependent Care Credit: A tax credit that may be claimed
                                    by individuals who pay for the care of a qualifying child or other dependent if that
                                    care
                                    gives the individual the freedom to work, seek work, or attend school full-time.
                                 

                              
                              
                              
                              Dependent: An individual who relies on another person financially and
                                    may qualify the supporter for tax deductions or benefits.

                              
                              

                           
                           
                           	
                              
                              
                              Lifetime Learning
                                    Credit: A U.S. tax credit that allows eligible
                                    taxpayers to claim an annual credit for postsecondary tuition and related expenses,
                                    with no
                                    limit on the number of years it can be claimed.

                              
                              

                           

                        
                        

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Premium Tax Credit

                  
                  
                  
                  
                     
                     
                     Premium tax credit is
                        defined as: A federal tax credit that lowers the cost of
                           health insurance premiums for eligible individuals and families purchasing coverage
                           through
                           the Health Insurance Marketplace.

                     
                     
                     
                     Premium tax credits
                        help eligible individuals and families afford health insurance purchased through the
                        Health Insurance Marketplace. The credit amount varies based on household income,
                        family size, and local insurance costs. One can choose to have the credit applied
                        directly to their monthly premium payments, reducing what they pay out-of-pocket
                        each month, or they can pay the full premium and claim the entire credit when filing
                        their tax return. Eligibility is generally limited to those with incomes between
                        100% and 400% of the federal poverty level who do not have access to affordable
                        employer-sponsored coverage. Since credit amounts and eligibility requirements can
                        change annually, refer clients to the Marketplace or a tax professional for current
                        information about their specific situation.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Implications of Changes to Tax Regulations

               
               
               
               
                  
                  
                  Tax regulations can change from year to year. It is important for a financial
                     counselor to always educate the client to seek a qualified tax professional when
                     needing specific tax advice. While they can provide general guidance, tax situations
                     often have nuances that may require specialized expertise.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Encourage the client to follow the IRS directly by subscribing to their email
                           updates and regularly checking https://www.irs.gov/ for new publications and tax law
                           changes.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Suggest that it may be beneficial for the client to consult with a tax
                           professional annually as even a brief check-in can alert them to relevant
                           changes for different situations.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ask the client if they want help setting calendar reminders and reviewing
                           potential tax planning opportunities quarterly rather than just at
                           year-end.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Suggest the client look for and attend a free tax update seminar offered
                           through a local library or community center.

                        
                        

                     
                     

                  
                  
                  
                  Financial counselors must stay informed about major changes while reassuring clients
                     that tax law does not change dramatically on an annual basis. The key is helping the
                     client establish a regular system rather than trying to catch up all at once during
                     tax season.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist the Client with Tax Refund Goals
               and Withholding

            
            
            
            
               
               
               Confirm the client’s filing status (Single, Married Filing
                  Jointly, Head of Household, etc.) as this fundamentally affects withholding
                  calculations. Ask about any recent or upcoming changes (marriage, divorce, new
                  dependents) that might alter their status. Pull from this list of questions to learn
                  more about their preferences and goals:

               
               
               
               
                  
                  
                  	
                     
                     
                     Would you prefer more money in each paycheck or a larger refund at tax
                        time?

                     
                     

                  
                  
                  
                  	
                     
                     
                     How have you typically used tax refunds in past years?

                     
                     

                  
                  
                  
                  	
                     
                     
                     Do you have high-interest debt that could be paid down sooner with larger
                        paychecks?

                     
                     

                  
                  
                  
                  	
                     
                     
                     Do you struggle to save regularly, making a tax refund your main savings
                        vehicle?

                     
                     

                  
                  
                  
                  	
                     
                     
                     Would automated transfers from larger paychecks into savings be feasible for
                        you?

                     
                     

                  
                  

               
               
               
               Discuss how the client handles income windfalls versus regular
                  income. Some clients benefit from forced savings of overwithholding, while others
                  could better utilize funds throughout the year. Consider their financial discipline
                  honestly when making recommendations.

               
               
               
               Educate the client that many financial professionals recommend
                  aiming for a zero-dollar refund because it would mean the taxpayer is managing taxes
                  and cash flow more efficiently and not overpaying taxes throughout the year. They
                  believe a zero refund maximizes available income for investment, savings, and other
                  financial goals. Ask the client how they would feel about setting a tax refund goal
                  of zero.

               
               

            
            
            
            
               
               
               Withholding Concepts and Withholding Adjustments

               
               
               
               
                  
                  
                  Explain to the client that employers use W-4 information to estimate annual tax
                     liability, dividing that amount across all pay periods. The accuracy depends on how
                     well the current W-4 information reflects their actual tax situation. There are
                     important details about adjustments to know:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Withholding can be modified at any time, not just at year start

                        
                        

                     
                     
                     
                     	
                        
                        
                        For changing filing status, adjustments should be made within 10 days of the
                           event

                        
                        

                     
                     
                     
                     	
                        
                        
                        Mid-year adjustments can compensate for earlier under- or overwithholding

                        
                        

                     
                     
                     
                     	
                        
                        
                        Fourth quarter (October, November, December) adjustments can fine-tune final
                           tax position

                        
                        

                     
                     

                  
                  
                  
                  Understanding both
                     the risks of insufficient tax withholding and the flexible options for adjustments
                     throughout the year allows clients to make informed decisions that balance their
                     immediate cash flow needs with their long-term tax obligations. 

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist the Client in Identifying Tax Preparation
               Services

            
            
            
            
               
               
               Unless properly
                  licensed, financial counselors do not provide tax advice, so it is very important
                  to
                  assist the client in identifying qualified tax preparation services. Navigating the
                  landscape of options can be overwhelming for many clients. A counselor plays a
                  crucial role in guiding them toward reputable, cost-effective solutions that match
                  their specific needs. Tax preparation assistance ranges from completely free
                  services for qualifying individuals to professional expertise for complex
                  situations, with numerous options in between. By understanding the full spectrum of
                  available resources, the counselor can help clients make informed decisions that
                  protect both their financial interests and their personal information. The right tax
                  preparation choice not only ensures compliance with tax laws but can also maximize
                  legitimate deductions and credits while avoiding unnecessary fees and predatory
                  practices.

               
               

            
            
            
            
               
               
               
                  Free Services
                  

               
               
               
               
                  
                  
                  One of the most valuable services a
                        financial counselor can provide is connecting clients with free, reputable tax
                        preparation assistance. The Volunteer Income Tax Assistance
                        (VITA) program offers free tax help and is defined as: A program offering free tax
                        assistance to qualifying individuals, including those with low to moderate incomes,
                        the
                        elderly, and limited English speakers.
                     VITA sites are staffed by IRS-certified volunteers who provide
                        basic income tax return preparation with electronic filing. When referring
                        clients, ensure they know to bring identification, Social Security cards,
                        earning statements (W-2s, 1099s), and banking information for direct deposit.
                        VITA locations can be found through the IRS website (https://www.irs.gov/) or by calling
                     800-906-9887. 

                  
                  
                  
                  Tax
                        Counseling for the Elderly (TCE) is defined as: A program offering free tax
                        assistance to individuals aged 60 and above, focusing on pension and retirement-related
                        tax
                        issues.
                     For elderly clients, the TCE program specializes in questions
                        about pensions and retirement issues unique to seniors. While it focuses
                        primarily on taxpayers aged 60 and older, TCE serves taxpayers of all ages. Many
                        TCE sites are operated through the AARP Foundation Tax-Aide program, and
                        volunteers receive training specific to tax matters affecting older Americans.
                        These sites often accommodate mobility challenges and can be located through
                     the AARP website or by calling 888-227-7669.

                  
                  
                  
                  United Way services can be accessed by anyone on the IRS website, and
                     they offer free tax preparation through their https://myfreetaxes.com/ program, which combines online filing tools
                     with in-person assistance through many local chapters. This service often reaches
                     communities with limited access to other free options and frequently includes
                     additional financial capability services such as savings programs and benefits
                     screenings. Many United Way locations provide multilingual services and year-round
                     assistance for amendments or extensions. Clients can connect with their local United
                     Way resources by dialing 211.

                  
                  

               
               

            
            
            
            
               
               
               Online Tax Preparation Tools

               
               
               
               
                  
                  
                  Self-guided tax software offers clients an opportunity to learn while potentially
                     saving on preparation fees. Many platforms offer free filing for simple returns with
                     standard deductions, while premium features for more complex situations typically
                     require additional payment plus state filing fees. These tools provide useful
                     learning experiences for users.

                  
                  
                  
                  When educating a client about online preparation, emphasize comparing total costs,
                     including state returns, before choosing a platform. This approach works best for
                     clients that are comfortable with technology.

                  
                  

               
               

            
            
            
            
               
               
               Tax Preparation Firms

               
               
               
               
                  
                  
                  Certified Public Accountant
                        (CPA) is defined as: A professional designation awarded to
                        accountants who have met specific education, examination, and experience requirements,
                        authorizing them to provide accounting services such as auditing, tax preparation,
                        and
                        financial consulting.

                  
                  
                  
                  When free services are not suitable due to income thresholds or tax complexity, clients
                     may need
                     professional assistance. CPAs and Enrolled Agents (EAs) offer specialized expertise
                     for more complicated tax situations. CPAs have undergone extensive education, passed
                     rigorous exams, and maintain continuing education requirements, while EAs are
                     federally-licensed tax practitioners who specialize exclusively in taxation matters.
                     Both can represent clients before the IRS in audits, collections, and appeals
                     proceedings.

                  
                  
                  
                  When helping clients select a tax professional, educate them to verify credentials
                     through the IRS preparer directory, inquire about experience with their specific tax
                     situation, and understand fee structures before engaging services. National tax
                     preparation chains offer standardized services with varying expertise levels and
                     often provide audit support, but quality can vary significantly between locations.
                     Suggest clients schedule consultations with potential preparers to assess knowledge
                     and communication style before committing.

                  
                  

               
               

            
            
            
            
               
               
               Tax Preparation Scams and Risks

               
               
               
               
                  
                  
                  Unfortunately, tax season brings numerous predatory practices
                     targeting vulnerable taxpayers. Refund
                        Anticipation Loans (RALs) are defined as: Short-term loans offered by lenders
                        based on an individual’s expected tax refund. RALs and similar products promise quick access to refund money but often come
                     with significant hidden costs. Interest rates on these loans can
                        exceed 150% APR when calculated annually, and additional preparation fees,
                        application fees, and processing charges can reduce refunds by hundreds of
                        dollars. Emphasize to clients that direct deposit to bank accounts typically
                        delivers refunds within 21 days without fees, making these expensive loan
                        products unnecessary for most situations.

                  
                  
                  
                  Help clients identify questionable tax preparers by recognizing red
                     flags:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Preparers who base their fee on a percentage of the refund

                        
                        

                     
                     
                     
                     	
                        
                        
                        Refusal to sign the return as preparer (a legal requirement)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Claims of special deductions others can not find

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unwillingness to provide a Preparer Tax ID Number (PTIN)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Suggestions to claim false income or deductions

                        
                        

                     
                     
                     
                     	
                        
                        
                        Directing refunds to the preparers’ account rather than the client’s
                           account

                        
                        

                     
                     
                     
                     	
                        
                        
                        High-pressure tactics to file before the client can review the return

                        
                        

                     
                     
                     
                     	
                        
                        
                        Lack of a permanent year-round office or contact information

                        
                        

                     
                     

                  
                  
                  
                  Equip clients with protective strategies, like never signing a blank or
                     incomplete return; requesting copies immediately; reviewing the entire return before
                     signing; ensuring the preparer signs and includes their PTIN; verifying that their
                     own bank account information is listed for direct deposit; and keeping receipts and
                     documents for at least three years. If a client suspects preparer misconduct, advise
                     them to file Form 14157 with the IRS, contact local police if fraud is involved, and
                     file complaints with appropriate licensing boards.

                  
                  
                  
                  For clients who have fallen victim to preparation fraud, outline
                     recovery steps including filing Form 14157-A with the IRS, requesting identity theft
                     protection if personal information was compromised, and working with the Taxpayer
                     Advocate Service if significant hardship results. Emphasize that while cleanup can
                     be time-consuming, the IRS generally works cooperatively with victims of preparer
                     fraud.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Filing Income Taxes on Time

            
            
            
            
               
               
               Filing income taxes on time is crucial, even if one believes
                  they do not owe anything. Many low-income taxpayers qualify for refundable tax
                  credits that can generate a refund even when they have paid little or no income tax.
                  Importantly, refundable means one can receive more money back than they paid in
                  taxes. Also, refunds take longer the later one waits to file. Taxes filed in
                  February can receive funds in a fraction of the time it takes to receive funds
                  processed in April.

               
               
               
               Tax extensions are defined as: Official permission granted by the IRS allowing
                     taxpayers additional time to file their tax returns beyond the standard deadline.

               
               
               
               Federal tax returns are typically due on April 15th unless this date falls on a weekend
                  or
                  holiday. While one can request an extension using Form 4868, this only extends the
                  filing deadline by six months (usually to October 15th). It does not extend the
                  payment deadline. Any taxes owed are still due by the original April deadline, with
                  penalties and interest accruing on unpaid balances.

               
               
               
               Failure to file penalties (5% of unpaid taxes per month) are significantly higher
                  than failure to pay penalties (0.5% per month), making filing on time crucial even
                  if one cannot pay in full immediately.

               
               
               
               Even with zero income tax liability, filing provides documentation of the client’s
                  financial situation, establishes compliance history, and ensures they receive any
                  benefits they are entitled to through the tax system.

               
               

            
            

         
         
   
      
         
         
         
         Discuss Employment Considerations with Client

         
         
         
         
            
            
            This area discusses employment considerations with the client. It also reviews how
               to
               identify sources of income, interpret a pay stub, understand employment benefits,
               and compare compensation benefits, including how to prepare for possible
               unemployment.

            
            

         
         
         
         
         
            
            
            Identify Sources of Employment and Contract Income

            
            
            
            
               
               
               Help clients differentiate
                  between current income sources, like hourly wages, tips, or salary, and additional
                  desired sources they may pursue. While hourly wages and salaries from traditional
                  employment include tax withholding handled by employers, contractors and
                  self-employed individuals face different responsibilities.

               
               
               
               Contractors must manage their own tax obligations, including
                  paying estimated quarterly taxes to the IRS. A crucial distinction is how Social
                  Security and Medicare contributions (FICA) are handled. For traditionally employed
                  workers, employers pay half of these taxes. However, contractors must pay both the
                  employee and employer portions through what is called self-employment tax, a term
                  that often confuses those new to contract work.

               
               
               
               These self-employment taxes (currently 15.3% of net earnings)
                  must be included in quarterly estimated tax payments and currently apply to the
                  first $168,000 of their earnings. Clients transitioning from employment to contract
                  work should be prepared for this higher tax burden and the responsibility to make
                  timely quarterly payments to avoid penalties.

               
               
               
               When evaluating potential new income sources, particularly contract opportunities,
                  clients should be advised to calculate the true after-tax value by accounting for
                  these additional tax obligations that would not exist with W-2 employment.

               
               
               
               Here is a scenario to help the conversation with a client engaged in or considering
                  contract work. If a contractor charges $100 and has $15 in business expenses, they
                  will likely also have about $20 in various local and federal taxes. They will net
                  closer to $65.

               
               

            
            
            
            
               
               
               Identify the Client’s Current Sources of Income

               
               
               
               
                  
                  
                  Use the income categories, examples, documentation, and questions in Exhibit 2-28 to help clients identify their
                     income sources.

                  
                  
                  
                  
                     Exhibit 2-28: Help Client Identify Income Sources
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income Category

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Examples

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Documentation

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Questions to Ask

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Primary sources

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       W-2 status or self-employment, regular commissions, tips,
                                          and bonuses

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Pay stubs, direct deposit records, contract
                                          agreements

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       What is your main job or profession? Do you have more
                                          than one employer?

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Other regular income

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Rental property, investment dividends/interest, pension
                                          payments, alimony, child support, government
                                          benefits

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly statements, benefit letters, court documents,
                                          investment accounts

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Do you receive any regular payments besides your main
                                          job?

                                       
                                       
                                       Do you have investments that pay you regularly?

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Irregular sources

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax refunds, gifts/inheritance, side jobs, occasional
                                          gigs, seasonal work, performance bonus, sale of personal
                                          items

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Previous tax returns, bank deposits, seasonal contracts,
                                          digital payment apps

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Do you have income that varies throughout the year?

                                       
                                       
                                       Have
                                          you received any one-time payments recently?

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  This process may help to reveal income sources the client had not considered
                     significant or had forgotten about entirely.

                  
                  

               
               

            
            
            
            
               
               
               Discuss New Sources of Income Client is Considering

               
               
               
               
                  
                  
                  When considering a second job, people often focus solely on the additional income
                     but
                     overlook the tax implications. A second job might not be financially
                     advantageous.

                  
                  
                  
                  The income from a second job is essentially stacked on top of a client’s primary
                     income, pushing that additional income into higher tax brackets. While their primary
                     job’s income spans multiple tax brackets (starting at lower rates), their second
                     job’s income is taxed beginning at their highest marginal rate from their first
                     job.

                  
                  
                  
                  For example, if their primary job places them in the 22% marginal tax bracket, every
                     dollar from their second job starts being taxed at 22% and could push them into the
                     24% or higher bracket. This means a significant portion of that additional income
                     goes directly to taxes.

                  
                  
                  
                  Additionally, the second job creates opportunity costs beyond taxes, like commuting
                     expenses, childcare, less time for meal preparation (leading to more expensive
                     convenience foods), and potentially higher vehicle maintenance costs. Discuss
                     non-monetary opportunity costs, like time with family and loved ones, reduced time
                     and energy for hobbies, and increased potential for burnout. When these factors are
                     combined with the higher effective tax rate on the supplemental income, the net
                     financial benefit might be surprisingly small compared to the time and energy
                     invested.

                  
                  
                  
                  In some cases, focusing on advancing in a primary career or developing higher-value
                     skills might provide better financial returns than taking a second job.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client in Interpreting Pay
               Statement Information

            
            
            
            
               
               
               A financial counselor will assist clients in interpreting pay statement information.
                  Some relevant terms are:

               
               
               
               
                  
                  
                  	
                     
                     
                     Payroll deductions: 
                        Amount subtracted from an employee’s gross pay by
                           the employer for taxes, benefits, and other obligations before issuing the net pay.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Pay statement: 
                        A document provided by employers to employees that
                           details gross earnings, deductions, and net pay for a specific pay period.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Paid holidays: 
                        Designated days when employees are not required to work
                           but continue to receive their regular wages.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Paid sick leave: 
                        Time off from work that employees can use when they
                           are ill or need medical care, during which they continue to receive their regular
                           wages.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Paid vacation leave (Paid Time off (PTO): 
                        Scheduled time off granted to
                           employees for personal rest or leisure, during which they continue to receive their
                           regular
                           wages.

                     
                     

                  
                  

               
               
               
               Use Exhibit 2-29 to educate the client on
                  essential earnings and deductions information. Examine key components found on most
                  pay stubs, highlighting the various taxes and deductions that affect the difference
                  between the gross pay (what they earn) and the net pay (what they take home).

               
               
               
               
                  Review the first two sections that
                     illustrate pay period, pay date, and personal employee information. It is always
                     good practice to confirm receipt of an accurate pay stub. Then, move on to the
                     earnings section and highlight the current and YTD amount columns. Clarify that
                     this area lists the wage or salary rate, amount the employee is paid, how much
                     is included in this pay period, and how much has been paid since the beginning
                     of the year or year-to-date (YTD).
                  

               
               
               
               Federal Insurance
                     Contributions Act (FICA) tax is defined as: A payroll tax that funds
                     Social Security and Medicare programs, with contributions made by both employers and
                     employees. It is important to understand that FICA taxes (Social Security and Medicare) are
                  separate from income taxes and cannot be refunded through tax filing. These mandatory withholdings build credit toward future Social
                     Security benefits and Medicare coverage. Each year the client works and pays
                     FICA taxes increases their eventual benefit amount and ensures their eligibility
                     for these critical retirement and healthcare programs.

               
               
               
               Deductions could be labeled taxes, tax withholding, withholdings, or
                  sometimes it is separated as pre-tax and after-tax deductions/withholdings.
                  Different employers and payroll systems use different terminology and organization
                  systems. One might see federal income tax labeled as FIT or Fed Tax, FICA broken out
                  separately as Social Security and Medicare, or grouped together under FICA. When
                  explaining pay stubs to clients, it is helpful to mention these variations so they
                  can recognize their tax withholdings regardless of how they are labeled on their
                  specific pay documentation.

               
               
               
               Beyond taxes, a pay stub will display voluntary deductions the client has elected,
                  such as retirement plan contributions (401(k), 403(b), etc.), health insurance
                  premiums, Health Savings Account (HSA) or Flexible Spending Account (FSA)
                  contributions, and possibly other items like union dues, charitable giving, or
                  garnishments. In the example, voluntary deductions include health insurance ($95),
                  dental insurance ($15), and 401(k) contribution ($56).

               
               
               
               Many pay statements also include a PTO section that tracks the employee’s available
                  leave balances. This section typically displays vacation and sick leave information
                  with columns showing their previous balance, newly accrued hours, hours used during
                  this pay period, and current available balance. This information
                     helps them monitor their time off benefits and plan future absences. Always
                     verify these balances for accuracy, especially after taking time off.

               
               
               
               
                  Exhibit 2-29: Sample Pay Statement
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Hourly Wage Pay Statement

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    EMPLOYEE PAY STUB

                                    
                                    
                                    
                                    Pay Period: 03/02/20XX – 03/15/20XX

                                    
                                    
                                    
                                    Pay Date: 03/18/20XX

                                    
                                    
                                    
                                    Employee ID: 12345

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    EMPLOYEE INFORMATION

                                    
                                    
                                    
                                    Name: Jane B. Goodie

                                    
                                    
                                    
                                    Address: 456 Residential St., Anytown, USA 12345

                                    
                                    
                                    
                                    SSN: XXX-XX-1234

                                    
                                    
                                    
                                    Filing Status: Single

                                    
                                    
                                    
                                    Allowance: 1

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    EARNINGS

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Description

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Hours

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Rate

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Current Amount

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    YTD Amount

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Regular Pay

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    80.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $17.50

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1,400.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $7,700.00

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Overtime

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    0.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $26.25

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $0.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $262.50

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Gross Pay

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1,400.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $7,962.50

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    DEDUCTIONS

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Description

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Current Amount

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    YTD Amount

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Federal Income Tax

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $151.20

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $859.95

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Social Security Tax (6.2%)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $86.80

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $493.68

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Medicare Tax (1.45%)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $20.30

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $115.46

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    State Income Tax

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $56.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $318.50

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Health Insurance

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $95.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $570.00

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Dental Insurance

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $15.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $90.00

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    401(k) Contribution (4%)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $56.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $318.50

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Deductions

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $480.30

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $2,766.09

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    SUMMARY

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Description

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Current Amount

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    YTD Amount 

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Gross Earnings

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1,400.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $7,962.50

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total Deductions

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $480.30

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $2,766.09

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Net Pay

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $919.70

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $5,196.41

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    PAID TIME OFF

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Description

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Previous Balance

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Accrued

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Used

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Current Balance

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Vacation

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    16.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    3.33

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    0.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    19.33

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Sick Leave

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    24.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    2.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    8.00

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    18.00

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               

            
            

         
         
         
         
            
            
            Assist Client in Understanding Employment Benefits

            
            
            
            
               
               
               Help clients identify
                  the full range of benefits their employer offers. Many clients will focus solely on
                  salary and overlook the value of their benefits package. Understanding their total
                  compensation includes more than their base salary or hourly wage, and it is
                  important to calculate the monetary value of all benefits. For example, if an
                  employer pays 80% of health insurance premiums worth $800/month, that is an
                  additional $7,680 annually in compensation.

               
               
               
               Even if employees do not opt into certain benefits, these offerings are considered
                  part of their total compensation package when the employer calculates the job offer.
                  When an employer offers a comprehensive wellness program valued at $1,200 per year
                  that includes gym membership reimbursement, this benefit is factored into the total
                  compensation package regardless of whether an employee chooses to participate. From
                  the employer’s perspective, they have allocated budget for this benefit as part of
                  the employee’s overall compensation. If the employee does not utilize the wellness
                  program, they are essentially not receiving that $1,200 portion of their total
                  compensation.

               
               
               
               Similarly, educational assistance programs (such as tuition reimbursement of up to
                  $5,250 annually) represent significant potential value that employers consider when
                  structuring compensation packages. Even if an employee never takes a single course,
                  this benefit was calculated as part of their total compensation when their salary
                  was determined.

               
               
               
               A valuation worksheet may help clients visualize the full monetary value of their
                  employment benefits. Making visible and placing value on the compensation can be
                  eye-opening. Use Exhibit 2-30 to help
                  clients see the monetary value of their current employment package. Listen to the
                  items beyond their wage or salary they prioritize. 

               
               
               
               
                  Exhibit 2-30: Total Compensation Assessment
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Category

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Visible Compensation

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Hidden Value

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Direct pay

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Salary or wage: $

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Bonus: $

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Health coverage

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Your premium: $

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Employer portion: $

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Retirement

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Your contribution: $

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Employer match: $

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Time off

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Number of days or hours

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Value: $

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Additional benefits

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Your costs: $

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Employer provided: $

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    What you pay: $

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Hidden value: $

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               Exhibit 2-30 can help to reveal the full
                  compensation picture by highlighting the hidden value of employer-provided benefits.
                  Benefits are an important component of total compensation because they represent a
                  significant cost that individuals would otherwise need to cover independently. When
                  discussing the worksheet, it is helpful to recognize that the example is not
                  exhaustive. Employers may offer additional perks such as gym memberships and tuition
                  reimbursement that are not listed in the initial example.

               
               
               
               For a comprehensive understanding, consider that clients may have varying benefit
                  packages. Some may receive an extensive array of fringe benefits, while others might
                  receive minimal or no additional benefits. Individuals who are self-employed or work
                  for employers without comprehensive benefit packages will typically need to purchase
                  these services out of pocket.

               
               

            
            
            
            
               
               
               
                  Types of Benefits 
                  

               
               
               
               
                  
                  
                  Understanding employee benefits is essential for making informed career and financial
                     decisions. The following list outlines common workplace benefits, explaining what
                     each provides and whether employers are legally required to offer them. Only a
                     handful of benefits are legally required. They are COBRA and FMLA for larger
                     employers, overtime pay for non-exempt workers, unemployment insurance, and workers’
                     compensation. 

                  
                  
                  
                  These are legally required benefits:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The
                              Consolidated Omnibus Budget Reconciliation Act (COBRA): 
                           This federal law
                              allows eligible individuals to continue their employer-sponsored health insurance
                              coverage
                              for a limited time after experiencing qualifying events like job loss or reduction
                              in work
                              hours. However, the individual must pay the entire premium, including the portion
                              that the
                              employer formerly paid, so continuing coverage can be expensive.
                           This medical insurance continuation allows employees who
                              lose health coverage due to job loss or reduced hours to continue their
                              health insurance for a limited period (typically 18 months), but they
                              must pay the full premium plus a 2% administrative fee. Required
                           for employers with 20+ employees.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Family and Medical Leave Act
                              (FMLA): 
                           A federal law that provides
                              eligible employees with up to 12 weeks of unpaid, job-protected leave per year for
                              certain
                              family and medical reasons. FMLA is required for employers with 50+ employees.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Overtime pay: 
                           Additional pay given to employees that work beyond their
                              standard working hours, typically over 40 in a week, and that is calculated at a higher
                              rate, often time and a half. Exempt employees (salaried workers above the exempt earnings
                           threshold, executives) are not eligible for overtime. Required for
                           non-exempt employees under Fair Labor Standards Act (FLSA).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unemployment insurance: Unemployment insurance is a
                           government-provided benefit designed to offer temporary financial assistance
                           to individuals who have lost their jobs through no fault of their own. It helps support unemployed workers while they search for
                              new employment opportunities. The amount and duration of benefits vary
                              by state, but the goal is to provide a safety net during periods of
                              unemployment. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Workers’ compensation: Workers’ compensation is a type of insurance
                           that provides financial support and medical benefits to employees who are
                           injured or become ill as a result of their job. It covers
                              medical expenses, rehabilitation costs, and a portion of lost wages
                              during recovery. The benefit ensures that workers are compensated for
                              work-related injuries without needing to sue their employer. 

                        
                        

                     
                     

                  
                  
                  
                  These are optional benefits:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Cafeteria
                              plan: 
                           A type of employee benefits
                              program that allows workers to choose from a variety of pre-tax benefits tailored
                              to their
                              individual needs. Also known as Section 125 plans, these allow employees to pay for certain
                           benefits pre-tax, such as health insurance premiums, FSA contributions, and
                           dependent care.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Disability insurance: 
                           An insurance policy that provides partial income
                              replacement if the policyholder becomes unable to work due to illness or injury. Provides financial protection through both long-term and short-term
                           coverage, offering income replacement if an employee becomes unable to work
                           due to illness or injury.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Long-term care insurance: 
                           An insurance policy that helps cover the
                              in-home or nursing facility costs associated with personal and healthcare needs for
                              individuals with chronic illnesses or disabilities who need long-term help with daily
                              living.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Employee Assistance Program
                              (EAP): 
                           Workplace benefit program designed to
                              confidentially help employees deal with personal or work-related problems that might
                              adversely impact their work performance, health, and well-being. EAP is confidential counseling and referral services.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Health insurance: Medical coverage for employees and potentially their
                           dependents, which can include medical, dental, and vision insurance. Not
                           federally required, though larger employers (50+) face penalties under the
                           Affordable Care Act (ACA) if not offered.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Life
                              insurance: Provides a death benefit to designated beneficiaries if
                           the employee dies; often offered as basic coverage (e.g., 1x annual salary)
                           with optional supplemental coverage.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Paid holidays: Paid time off for designated
                           holidays like New Year’s Day, Memorial Day, Independence Day, etc. Optional
                           benefit (some states have requirements).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Paid sick
                              leave: Compensation during absences due to illness or injury.
                           Federal requirement for federal contractors only; some states/cities mandate
                           it.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Paid vacation: Compensation during scheduled time off from work.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Retirement plan: Employer-sponsored plans like
                           401(k), 403(b), or pension plans that allow employees to save for
                           retirement. Features often include tax-deferred growth, ability to borrow
                           against balance (typically up to 50% or $50,000), and no credit check for
                           loans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Vesting: 
                           The process by which an employee gains full ownership of
                              employer-contributed funds in a retirement plan, often based on years of service. Vesting schedules determine when employer contributions become the
                           employee’s property. Essentially free money that grows over time.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Matching contribution: 
                           An amount of money an employer contributes to
                              an employee’s retirement account, typically based on a percentage of the employee’s
                              own
                              contributions.
                           Employer contributions to employee retirement accounts,
                              often matching a percentage of employee contributions.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client to Optimize Benefits or Evaluate Job
               Offers

            
            
            
            
               
               
               When helping clients maximize their employment benefits or compare job opportunities,
                  focus on both immediate financial impact and long-term value. Inventory all
                  available benefits at their current or prospective employers, including those they
                  might not have considered significant.

               
               
               
               Identify any unclaimed compensation where clients are not fully utilizing available
                  benefits. Common areas include unused retirement matches, health savings account
                  contributions, tuition assistance, or wellness program incentives. Calculate the
                  actual dollar value of these missed opportunities to demonstrate their
                  significance.

               
               
               
               When evaluating competing job offers, guide clients beyond comparing just base
                  salaries. Develop a side-by-side analysis that monetizes each benefit component.

               
               
               
               
                  
                  
                  	
                     
                     
                     Health insurance premium differences and coverage quality

                     
                     

                  
                  
                  
                  	
                     
                     
                     Retirement contributions and vesting schedules

                     
                     

                  
                  
                  
                  	
                     
                     
                     Paid time off policies and flexibility

                     
                     

                  
                  
                  
                  	
                     
                     
                     Professional development and continued learning allowances

                     
                     

                  
                  
                  
                  	
                     
                     
                     Commuting benefits or remote work options

                     
                     

                  
                  

               
               
               
               Help clients consider their specific life circumstances when prioritizing benefits.
                  For someone with a chronic health condition, comprehensive insurance might outweigh
                  a higher salary with minimal coverage. For a client with young children, flexible
                  scheduling, remote work options, or childcare assistance could deliver substantial
                  value.

               
               
               
               Address timing considerations for benefit eligibility, especially vesting schedules
                  for retirement plans or waiting periods for insurance coverage. These factors can
                  significantly impact the true first-year value of a compensation package.

               
               
               
               By quantifying the complete picture of employment benefits, a counselor empowers
                  clients to make informed decisions that optimize their total compensation and align
                  with their financial goals and personal needs.

               
               

            
            
            
            
               
               
               Comparing Compensation Packages

               
               
               
               
                  
                  
                  When counseling a client who is evaluating a new job opportunity, it is beneficial
                     to
                     help them look beyond the headline salary figure to understand the complete
                     compensation picture. Counsel them to compare their current position’s total
                     package, considering both obvious financial elements and less visible benefits that
                     impact long-term financial well-being.

                  
                  
                  
                  The counselor may also want to help the client consider long-term earning potential,
                     advancement opportunities, and marketable skills development that will directly
                     affect their future employability. Consider industry growth rates, company promotion
                     practices, and salary bands for advanced positions. A job with slightly lower
                     initial pay but in a rapidly growing sector might offer substantially higher
                     earnings in 3-5 years. A forward-looking analysis helps quantify the true value
                     difference between opportunities that might appear similar based on current
                     compensation alone.

                  
                  

               
               

            
            
            
            
               
               
               Fair Market Value (FMV) of Benefits

               
               
               
               
                  
                  
                  Fair market value (FMV) is defined as:
                     The estimated price that an asset would sell
                        for in a competitive market, assuming both buyer and seller are informed and acting
                        freely.

                  
                  
                  
                  Help the client to understand total compensation when evaluating employment opportunities
                     and
                     packages. Here are some key categories to consider beyond base salary and how to
                     determine their value.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Salary:
                              
                           The most
                              straightforward component—annual base pay plus any guaranteed
                              bonuses or commissions. For variable compensation like sales
                              commissions, use reasonable projections based on historical performance
                              or company averages.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Paid Time Off:
                              
                           Calculate by
                              determining the hourly wage (divide annual salary by 2080 working hours
                              in a year = 52 weeks x 40 hours per week). Then, multiply that number by
                              the number of PTO hours the employee will get per year. For example, if
                              the hourly rate is $30 and they receive 80 hours (two weeks) of PTO,
                              that benefit is worth $2,400 annually.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Health
                                 Insurance:
                              
                           The annual
                              premium cost (both employer and employee portions) for the coverage
                              level is $1,250. The employer pays $1,000 monthly. The annual benefit
                              value is $12,000 ($1,000 × 12 months).
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Other Insurance:
                              
                           For life,
                              disability, and supplemental insurance, identify the retail cost of
                              equivalent coverage if purchased independently. Many employers provide
                              basic life insurance (often 1× salary) at no cost to employees, which
                              might cost $300-500 annually on the open market.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Retirement:
                              
                           Calculate the
                              maximum employer match available. If an employer matches 5% of an
                              $80,000 salary, that is a $4,000 annual benefit. Include any
                              profit-sharing or non-elective contributions made regardless of
                              participation.
                           

                        
                        

                     
                     

                  
                  
                  
                  Consider FMV of
                     other common fringe benefits:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Tuition assistance (often an annual allowance or capped)—An employer pays a
                           set amount for an employee’s actual cost of tuition. These are valued at
                           whatever the cap is, e.g., $2,500, and factor into the total package whether
                           it is used or not.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Professional learning funds (often an annual allowance)—This is typically an
                           annual allowance, not to exceed a set amount, and is valued at whatever the
                           cap is, e.g., $2,500. It factors into the total package whether it is used
                           or not.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Wellness programs and gym memberships—These are calculated as the fair market
                           value based on the actual cost of the membership the employer provides to
                           the employee. If the monthly gym membership is $50 and the employer covers
                           the full monthly cost, the annual fair market value is $600.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Transportation and parking subsidies—Calculate the fair market value based on
                           the total dollar amount the employer provides to cover these expenses.
                           Determine the full monthly or annual cost. If a monthly public transit pass
                           costs $100 and the employer covers the full $100 monthly cost, the annual
                           fair market value is $1,200.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Technology allowances—Calculate the fair market value based on the total
                           annual technology allowance that the employer provides to the employee. If
                           the annual technology allowance is $1,500, the annual market value is
                           $1,500.

                        
                        

                     
                     

                  
                  
                  
                  The sum of these components represents the total compensation package, providing a
                     more accurate picture than salary alone for comparing job opportunities or
                     understanding the current employment value.

                  
                  

               
               

            
            
            
            
               
               
               Relocation Considerations

               
               
               
               
                  
                  
                  When discussing cost of living and relocation considerations with clients, structure
                     the conversation around what factors are valuable to them. Cost-of-living
                     calculators are one tool that can be used to compare compensation in their current
                     city to the proposed compensation in their prospective city. There may be important
                     factors that can weigh heavily in the decision to relocate.

                  
                  
                  
                  Cost-of-living indexes can be helpful because they quantify expense differences
                     between locations and typically compare housing, transportation, food,
                     entertainment, healthcare, and education costs between the two locations. Direct
                     clients to online cost-of-living calculators to get personalized comparisons. A few
                     are linked in the additional resources. Educate the client on evaluating whether a
                     relocation offer will adequately account for cost differences.

                  
                  
                  
                  The cost-of-living (COL) index calculation for an equivalent salary to the client’s
                     salary in their current city follows.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_ige_pyz_3y9_width_1632.png]

                     

                  
                  
                  
                  Counsel the client to help them determine the purchasing power equivalent to their
                     current salary in the new location and consider whether the offered salary meets or
                     exceeds cost differences in the new location. Discuss negotiation strategies if the
                     offer does not account for cost differences, and evaluate special allowances like
                     housing stipends and relocation packages.

                  
                  
                  
                  Address retirement accounts:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Explain direct rollover options for 401(k)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Review vesting schedules and potential losses if leaving before full
                           vesting

                        
                        

                     
                     
                     
                     	
                        
                        
                        Discuss differences in new employer’s retirement benefits (matching rates,
                           vesting periods) 

                        
                        

                     
                     

                  
                  
                  
                  Discuss these additional, often overlooked relocation factors with the client:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Relocation expense coverage (moving costs, temporary housing, home sale
                           assistance)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Healthcare continuation during transition periods

                        
                        

                     
                     
                     
                     	
                        
                        
                        Family considerations (spouse employment opportunities, school transfers)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Quality of life factors that affect financial well-being (commute time,
                           outdoor activities)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Long-term career growth potential in the new location

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client to Prepare for Possible Unemployment

            
            
            
            
               
               
               When helping clients prepare for a job search, focus on both practical strategies
                  and
                  maintaining essential benefits during employment transitions. Start by discussing
                  their immediate needs and longer-term career goals to create a personalized
                  approach.

               
               
               
               Encourage clients to leverage all available job search resources:

               
               
               
               
                  
                  
                  	
                     
                     
                     State unemployment office career services

                     
                     

                  
                  
                  
                  	
                     
                     
                     Local workforce development centers

                     
                     

                  
                  
                  
                  	
                     
                     
                     Industry-specific professional associations

                     
                     

                  
                  
                  
                  	
                     
                     
                     Library-based resume review services

                     
                     

                  
                  
                  
                  	
                     
                     
                     Local networking groups or community college career counseling centers

                     
                     

                  
                  

               
               
               
               Emphasize that a multi-channel approach combining online applications, networking,
                  and direct outreach typically produces better results than relying solely on job
                  boards.

               
               
               
               During employment transitions, healthcare continuation is a critical consideration.
                  Explain that clients have two primary options. COBRA coverage, which allows them to
                  maintain their exact employer plan but often at significantly higher cost, or
                  Healthcare Marketplace plans through https://Healthcare.gov. Make sure clients understand they have a
                  60-day Special Enrollment Period after losing employer coverage to explore
                  Marketplace options, which may offer substantial savings through income-based
                  premium subsidies compared to COBRA’s full premium cost. Many job seekers find
                  Marketplace plans more affordable during job transitions.

               
               
               
               Address the psychological aspects of job searching as well. Many clients struggle
                  with confidence after a job loss or during extended searches. Provide resources for
                  maintaining motivation, structuring their day, and managing the emotional challenges
                  of rejection. Setting small, achievable goals can help maintain momentum throughout
                  what might be a longer process than anticipated.

               
               
               
               Finally, encourage clients to use this transition period to evaluate their skills,
                  interests, and long-term career satisfaction. Sometimes, a job loss becomes an
                  opportunity to pivot toward more fulfilling work or to address work-life balance
                  considerations that previous positions might have compromised.

               
               

            
            
            
            
               
               
               Unemployment Insurance (UI)

               
               
               
               
                  
                  
                  Unemployment
                        insurance (UI) is defined as: A joint state-federal program providing
                        temporary financial assistance to eligible workers who have lost their jobs through
                        no fault
                        of their own.

                  
                  
                  
                  Unemployment insurance (UI) provides income to laid-off workers while they search
                     for new employment. Benefits are funded through employer-paid taxes and administered
                     by individual states, resulting in different eligibility requirements, benefit
                     amounts, and duration periods across locations. 

                  
                  
                  
                  Benefits are usually calculated as a percentage of previous earnings up
                     to a state maximum. Benefits typically replace about 40-60% of previous wages, with
                     weekly maximum amounts varying significantly by state. Most states provide benefits
                     for up to 26 weeks, though this can be extended during periods of high unemployment
                     through federal programs. 

                  
                  
                  
                  To qualify, applicants typically must have worked a minimum amount of
                     time, earned sufficient wages before job loss, be able and available to work, and
                     actively seek employment. Applications can be submitted online or by phone through
                     the state workforce agency. Since requirements vary by state, refer clients to their
                     state’s unemployment office for specific information about eligibility criteria and
                     application procedures. Many states require waiting periods before individuals
                     become eligible for unemployment benefits. 

                  
                  
                  
                  There are common restrictions that might affect the client’s
                     eligibility:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Most states require a minimum amount of work and earnings during a base
                           period (typically the first four of the last five completed calendar
                           quarters)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Quitting voluntarily usually disqualifies applicants unless for “good cause”
                           as defined by state law

                        
                        

                     
                     
                     
                     	
                        
                        
                        Being fired for misconduct typically results in disqualification

                        
                        

                     
                     
                     
                     	
                        
                        
                        Refusing suitable work without good cause can terminate benefits

                        
                        

                     
                     
                     
                     	
                        
                        
                        Missing required weekly certifications or work search requirements

                        
                        

                     
                     
                     
                     	
                        
                        
                        Failing to register with the state employment service

                        
                        

                     
                     
                     
                     	
                        
                        
                        Not being able and available to work full-time

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Educate Client about Unemployment Resources

               
               
               
               
                  
                  
                  If a client is on unemployment insurance or receiving other public benefits, the
                     client needs to know how their choices can impact receiving these benefits and their
                     future job prospects.

                  
                  
                  
                  Severance pay is defined as: Compensation provided by an employer to an employee
                        upon dismissal or discharge of employment. Severance pay can impact unemployment benefits differently depending on the
                     state. Some states delay eligibility until after severance payments end, and others
                     reduce weekly benefit amounts while receiving severance. Some states do not count
                     severance against unemployment at all. Advise clients to disclose severance
                     arrangements when applying to avoid potential overpayment issues later.

                  
                  
                  
                  Counselors should educate clients on problematic unemployment insurance extension
                     strategies clients might consider using to prolong their benefits. The following
                     actions could trigger eligibility reviews, potentially result in benefit
                     termination, and may create gaps in employment history that may raise red flags with
                     future employers:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Applying exclusively for positions they are clearly unqualified for to meet
                           work search requirements while minimizing chances of job offers

                        
                        

                     
                     
                     
                     	
                        
                        
                        Deliberately performing poorly in interviews

                        
                        

                     
                     
                     
                     	
                        
                        
                        Setting unrealistic salary requirements

                        
                        

                     
                     
                     
                     	
                        
                        
                        Limiting job searches to narrow geographic areas when broader searches would
                           likely yield results

                        
                        

                     
                     

                  
                  
                  
                  Benefit termination
                     can also occur if a client gets a new source of income. However, if this new income
                     source is lower than the public assistance benefit, this is called a benefits cliff, which is defined as: A situation where a small increase in income results in
                        a significant loss of public assistance benefits.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Credit and Debt

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Educate a client about uses of credit

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the productive and counterproductive uses of
                     credit

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about criteria to obtain credit

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about credit reports and scores

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about accessing, reviewing, and disputing errors on their
                     credit reports

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about how/why to build, rebuild, or maintain a strong credit
                     report

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about factors affecting credit scores

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about how to obtain and monitor credit scores

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about credit repair scams

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about credit products

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about types of credit

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about installment loans and credit lines

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about evaluating, selecting, and managing credit cards

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about education funding, including student loans

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about short-term financing options and alternative financial
                     services

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about responsible uses of credit

                  
                  

               
               
               
               	
                  
                  
                  Educate a client on debt management

                  
                  

               
               
               
               	
                  
                  
                  Assist a client to evaluate the level/cost of indebtedness

                  
                  

               
               
               
               	
                  
                  
                  Assist client in identifying strategies to reduce debt

                  
                  

               
               
               
               	
                  
                  
                  Discuss consequences of default

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about debt consolidation, restructuring, and rolling over
                     debt

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about debt management scams

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the Fair Debt Collection Practices Act and the
                     advanced stages of the collection process

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about bankruptcy basics

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about identity theft

                  
                  

               
               
               
               	
                  
                  
                  Educate a client on how to minimize the risks of identity theft

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in recovering from identity theft

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on Credit, Credit Reports & Scores

         
         
         
         
            
            
            This area explores the fundamentals of credit, credit reports, and credit scores,
               covering the pros and cons of credit use, requirements for obtaining credit,
               understanding and monitoring credit reports and scores, and effective strategies for
               building, rebuilding, and repairing credit.

            
            

         
         
         
         
         
            
            
            Educate the Client about Uses of
               Credit

            
            
            
            
               
               
               
                  
                  
                  The financial
                     counselor will educate the client about the uses of credit, defined as: 
                  A financial arrangement where goods, services, or money are
                     provided in exchange for an agreement to repay in the future.
                  

               
               
               
               Credit represents a contractual agreement where a borrower receives something of
                  value now and agrees to repay the lender over time, typically with interest. Credit
                  may enable individuals or businesses to make purchases beyond their immediate
                  financial capacity.

               
               
               
               
                  Before approving a loan, to assess credit risk, an
                     individual’s application goes through underwriting, defined as: The process by which financial institutions assess the
                        risk of insuring or lending to a person or entity, determining terms and eligibility. Some additional related terms are:
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     Risk: Uncertainty associated with a situation or event that could
                           result in a loss or negative outcome or a gain or positive outcome.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Credit history: 
                        A continuing record of how an individual has managed
                           debt over time, including payment behavior and amounts owed.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Collateral: 
                        An asset pledged by a borrower to secure a loan, which can
                           be claimed by the lender if the borrower fails to repay.

                     
                     

                  
                  

               
               
               
               Lenders evaluate various things during underwriting:

               
               
               
               
                  
                  
                  	
                     
                     
                     Credit history and score

                     
                     

                  
                  
                  
                  	
                     
                     
                     Income and employment stability

                     
                     

                  
                  
                  
                  	
                     
                     
                     Debt-to-income ratio

                     
                     

                  
                  
                  
                  	
                     
                     
                     Value of collateral and down payment amount (if applicable)

                     
                     

                  
                  

               
               
               
               This
                  risk assessment helps lenders determine whether to approve credit applications, how
                  much to lend, and at what interest rate. Effective underwriting balances the
                  lender’s need to minimize defaults with providing access to credit for qualified
                  borrowers, ultimately determining who receives financing and on what terms.

               
               

            
            
            
            
               
               
               Pros of Credit Use

               
               
               
               
                  
                  
                  When managed properly, credit serves as a powerful financial tool. Educate the client
                     about some of the pros of credit use.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Convenience:
                              
                           Credit cards
                              are often preferred to cash and allow the client to consolidate multiple
                              purchases into one payment.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Building a credit profile:
                              
                           Maintaining
                              low credit utilization (below 30%), paying balances in full each month,
                              and making on-time payments builds a positive credit history.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Emergency
                                 preparedness:
                              
                           Credit
                              provides options during emergencies and unexpected financial needs.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Building net worth:
                              
                           Strategic
                              borrowing like mortgages, business loans, and student loans can have
                              long-term payoffs that increase the client’s overall wealth.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Improved terms for future borrowing:
                              
                           Healthy
                              credit practices lead to better terms when the client needs to borrow in
                              the future.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Interest-free opportunities:
                              
                           Lenders
                              sometimes offer interest-free credit term offers for strategic
                              purchases.
                           

                        
                        

                     
                     

                  
                  
                  
                  Note that another pro of using credit can be found if the client commits to paying
                     off the credit card balance within the grace period of that credit card. The client
                     will not owe interest if this method is used consistently.

                  
                  

               
               

            
            
            
            
               
               
               Cons of Credit Use

               
               
               
               
                  
                  
                  When
                        advising clients about the cons of credit practices, a financial counselor can
                        be both instructional and supportive. Credit use can affect many aspects of
                     the client’s financial life. Overextending or not paying back credit can lead to
                     several consequences, including:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Higher interest rates on loans and credit cards

                        
                        

                     
                     
                     
                     	
                        
                        
                        Difficulty getting approved for apartments or rental homes

                        
                        

                     
                     
                     
                     	
                        
                        
                        Higher insurance premiums

                        
                        

                     
                     
                     
                     	
                        
                        
                        Required security deposits for some utilities

                        
                        

                     
                     
                     
                     	
                        
                        
                        Limited access to financial products and services

                        
                        

                     
                     

                  
                  
                  
                  When
                        counseling clients about credit histories, emphasize that having no credit
                        history is generally preferable to having negative credit. No credit
                     history simply means lenders lack information about the client’s financial behavior,
                     while negative credit demonstrates a pattern of financial missteps that causes
                     lenders to view them as a risk. Building a positive credit profile from scratch is
                     typically easier and faster than repairing damaged credit, as negative items like
                     late payments, collections, or bankruptcies can remain on credit reports for seven
                     years.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Collections: The process by which creditors attempt to recover
                              outstanding debts from borrowers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Bankruptcy: A legal process through which individuals or entities
                              unable to meet their debt obligations can seek relief from some or all of their debts.

                        
                        

                     
                     

                  
                  
                  
                  With no credit, a client starts with a clean slate; with a low credit
                     score, the client must overcome a documented history of problems that make lenders
                     hesitant to extend financing or likely to charge significantly higher interest rates
                     when they do.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate the Client on Criteria to
               Obtain Credit

            
            
            
            
               
               
               
                  
                  
                  When a
                     client applies for credit, they will complete an application form or interview
                     detailing their financial situation and payment history to help assess their
                     likelihood to repay debts. Some relevant terms are:
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     Credit application: 
                        A formal request submitted to a lender that
                           provides financial and personal information used to evaluate a borrower’s
                           creditworthiness.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Credit report: 
                        A statement of a consumer’s credit activity, compiled
                           by a credit bureau.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Credit bureau: 
                        A company that gathers and maintains consumer credit
                           data, providing reports that lenders use to assess credit risk.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Credit score: 
                        A numerical value, usually ranging from 300 to 850, that
                           represents a person’s credit risk based on their financial history.

                     
                     

                  
                  

               
               
               
               The lender retrieves the applicant’s credit report from one or more credit bureaus,
                  commonly the three major ones (Equifax, Experian, and TransUnion), though
                  specialized bureaus also exist. These companies gather and maintain credit
                  information on consumers. After retrieving the applicant’s credit report, the lender
                  obtains the applicant’s credit score.

               
               
               
               Finally, the lender evaluates all this information—the application,
                  credit report, and credit score—to make their decision based on the applicant’s
                  demonstrated history of using credit and repaying debts.

               
               

            
            
            
            
               
               
               The Five Cs of Credit

               
               
               
               
                  
                  
                  The Five Cs of Credit is defined as
                     follows: A framework used by lenders to assess a
                        borrower’s creditworthiness, focusing on five areas: character, capacity to repay,
                        collateral, capital, and current conditions.
                     

                  
                  
                  
                  Many lenders refer to these in determining creditworthiness:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Capacity:
                              
                           An evaluation of a borrower’s ability to repay a loan,
                                 typically based on income, expenses, and existing debt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Capital:
                              
                           The total value of a person’s financial assets, including
                                 money and property. This evaluates overall financial stability through net worth, assets,
                              and any down payments the person contributes toward purchases.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Character:
                              
                           A factor in lending that considers a person’s credit
                                 history and reliability in repaying debts.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Collateral:
                              
                           An asset pledged by a borrower to secure a loan, which can
                                 be claimed by the lender if the borrower fails to repay.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Conditions:
                              
                           Specific requirements or terms outlined in a loan
                                 agreement or contract that must be met by one or more parties, such as timelines,
                                 documentation, or actions needed for approval, funding, or enforcement.

                        
                        

                     
                     

                  
                  
                  
                  A lender might base a decision to loan money on other factors besides a borrower’s
                     credit report and credit score. These factors include income, length of residence,
                     and/or employment. These are just a few of the factors that can affect whether or
                     not a borrower will get approved for a loan.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Credit Reports
               & Scores

            
            
            
            
               
               
               Credit reports and scores serve as critical financial indicators that lenders use
                  to
                  assess borrowing risk. These tools offer a snapshot of a client’s credit history and
                  determine their eligibility for financial products and sometimes housing or
                  employment. While credit reports detail borrowing activity, credit scores distill
                  this information into a numerical rating.

               
               
               
               Some relevant terms discussed are defined as:

               
               
               
               
                  
                  
                  	
                     
                     
                     Credit check: An evaluation of an individual’s credit history by a
                           lender or company in order to assess the individual’s creditworthiness and risk of
                           defaulting on debt.​

                     
                     

                  
                  
                  
                  	
                     
                     
                     Hard pull: 
                        A thorough credit inquiry conducted by lenders or creditors
                           to evaluate an individual’s creditworthiness when they apply for a loan or credit;
                           appear on
                           an individual’s credit report for up to two years and can slightly lower credit score.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Soft pull: 
                        A credit inquiry that occurs for informational purposes and
                           does not affect an individual’s credit score; often used for pre-qualification offers
                           or
                           background checks.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Statute of limitations for
                           debt: 
                        A legally defined time period during
                           which a creditor can sue a debtor to collect a past-due debt, which varies by state
                           and debt
                           type.

                     
                     

                  
                  

               
               
               
               
               
                  Use Exhibit 2-31 to educate the client about
                     what is included in a credit report. 
                  

               
               
               
               
                  
                  
                  	
                     
                     
                     (1) Personal
                              information:
                           
                        Names and
                           name variations, including names used on different applications, current
                           and previous addresses, telephone number(s), Social Security number,
                           date of birth, and spouse’s name. Lists work history, including current
                           and previous employers. This information comes from one’s credit
                           applications and may be incomplete and/or inaccurate. Errors in a
                           person’s addresses are common and generally do not need to be disputed.
                           
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     (2) Public
                              records:
                           
                        Bankruptcy
                           filings and overdue child support (in some states). Look closely at all
                           the information listed here.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     (3)
                              Collection items:
                           
                        This section
                           documents any debts transferred to collection agencies within the past
                           seven years (but it could be longer), showing the agency name,
                           outstanding balance, and potentially their contact information. If the
                           client finds an unfamiliar collection entry on their report, it is
                           important to promptly contact the credit bureau and file a formal
                           dispute to investigate its validity. Be sure to check local regulations,
                           as the statute of limitations in each state varies.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     (4) Account
                              histories:
                           
                        Each credit
                           account includes comprehensive information, including contact details,
                           opening date, maximum borrowing limits, current balances, required
                           monthly payments, and complete payment records. This data is provided
                           directly by the creditors. Each account entry displays the creditor’s
                           name alongside an account identifier, which may be partially obscured
                           for security reasons. The client could have multiple accounts with a
                           single creditor, as the creditor might have offered various credit
                           products or assigned new account numbers when the borrower relocates.
                           The information in the account history section should be reviewed
                           regularly, and errors should be disputed immediately.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     (5)
                              Inquiries:
                           
                        This section
                           records who has viewed a client’s credit information. Credit bureaus log
                           these reviews as they happen. When clients apply for credit, they
                           authorize lenders to request or ‘inquire’ about their credit reports.
                           These inquiries appear on the report when clients check it later.
                           Clients might notice inquiries from businesses they do not recognize,
                           but only inquiries for new credit applications impact the client’s
                           credit score—these are called ‘hard pulls.’ Other inquiries, like those
                           from existing creditors checking accounts or companies sending
                           pre-approved offers, do not affect the client’s score—these are called
                           ‘soft pulls.’
                        

                     
                     

                  
                  

               
               
               
               
                  Exhibit 2-31: Sample Credit Report
                  
                  [image: A sample credit report showing sections for (1) personal information including employment records, (2) public records, (3) collection items, (4) credit accounts, and (5) inquiries. Key information includes name, address, social security number, employers, bankruptcy details, collection account, balances, and account status.]
                  
               
               

            
            
            
            
               
               
               Credit Reports and Credit Scores

               
               
               
               
                  
                  
                  A financial counselor should
                     educate the client that many creditors will not review all individual account
                     information within their credit report but instead rely on the credit score—a number
                     that summarizes all the elements in their credit report. While many people believe
                     they have a single score that is their credit score, that is not true. Various
                     scoring systems exist.

                  
                  
                  
                  FICO is perhaps
                     the most well-known credit score model, with VantageScore being another
                     widely used one. These models can yield different numbers, and different lenders use
                     different formulas based on their needs. FICO scores range from 350 to 850 and are
                     calculated based on five main factors: payment history, credit utilization, length
                     of credit history, new credit, and credit mix.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        FICO credit score: 
                           A scoring system developed by the Fair Isaac
                              Corporation, ranging from 300 to 850, used to assess an individual’s creditworthiness.

                        
                        

                     
                     
                     
                     	
                        
                        
                        VantageScore: 
                           A consumer credit scoring model developed by major
                              credit bureaus to predict credit risk, utilizing a scale similar to FICO scores.

                        
                        

                     
                     

                  
                  
                  
                   Lower scores are considered to be subprime. Subprime credit
                        score is defined as:  A credit rating that falls below the prime
                        range, indicating higher risk to lenders.

                  
                  

               
               

            
            
            
            
               
               
               Credit Reporting Agencies

               
               
               
               
                  
                  
                  Credit
                        reporting agency is defined as: A
                        company that gathers and maintains consumer credit data, providing reports that lenders
                        use
                        to assess credit risk. Also known as a credit bureau or credit reporting bureau.

                  
                  
                  
                  Credit reporting agencies collect,
                        maintain, and sell information about a consumer’s borrowing and repayment
                        activities. In the United States, Equifax, Experian, and TransUnion—often
                     called the “big three”—dominate the credit reporting industry. Each operates as an independent, for-profit company that gathers information
                        from creditors, public records, and other sources.

                  
                  
                  
                  Educate the client that these bureaus collect similar information,
                     including their payment history, outstanding debts, credit applications, and public
                     records like bankruptcies. However, not all creditors report to all three agencies,
                     which can result in variations in credit reports and scores across bureaus.

                  
                  
                  
                  Beyond the big three, specialized credit reporting agencies focus on
                     specific industries, such as ChexSystems for banking history or various tenant
                     screening companies for rental history.

                  
                  
                  
                  All credit reporting agencies are regulated by the
                     Fair Credit Reporting Act (FCRA), which establishes consumer rights regarding their
                     credit information. These include the right to obtain free annual credit reports,
                     dispute inaccurate information, and be notified when information in a report has
                     been used against the consumer.

                  
                  

               
               

            
            
            
            
               
               
               Getting and Monitoring Credit Reports & Scores

               
               
               
               
                  
                  
                  Counsel
                        the client to check their credit record at least annually by requesting free
                        reports from all three major bureaus through the official centralized service at
                        https://www.annualcreditreport.com, by calling 877-322-8228, or via mail using their printed
                        form. Regulations require that credit bureaus provide at least one free
                     credit report per year. Free credit reports can be obtained at
                        www.annualcreditreport.com.Currently, consumers can get
                        one free report per week from each bureau.

                  
                  
                  
                  Educate clients about protecting their identity when ordering credit
                     reports. This requires careful attention to security. When clients order their
                     reports, they may need to provide personal information for verification, including
                     their full name, current address, Social Security number, date of birth, and
                     previous addresses. Some services may request identity verification through SMS
                     verification to their mobile phone.

                  
                  
                  
                  For some clients, particularly those who may have difficulty answering
                     the security questions based on information in their credit report, as these
                     security questions can sometimes reference obscure details from a client’s credit
                     history, ordering by mail might be the better option.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        By mail: go to www.annualcreditreport.com/gettingReports.action, click on
                           “request form” under the mail heading, then print out and complete the
                           annual credit report request form and mail it to Annual Credit Report
                           Request Service, P.O. Box 105281, Atlanta, GA 30348-5281

                        
                        

                     
                     

                  
                  
                  
                  Individuals qualify for additional free reports in certain situations:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        After being denied credit based on information in a credit report (contact
                           the credit reporting company within 60 days of the denial)

                        
                        

                     
                     
                     
                     	
                        
                        
                        If an “adverse action” was taken, such as an interest rate being raised or
                           credit limit reduced

                        
                        

                     
                     
                     
                     	
                        
                        
                        While employed and actively seeking employment

                        
                        

                     
                     
                     
                     	
                        
                        
                        When receiving public assistance

                        
                        

                     
                     
                     
                     	
                        
                        
                        If identity theft or fraud is suspected

                        
                        

                     
                     
                     
                     	
                        
                        
                        After placing a fraud alert

                        
                        

                     
                     

                  
                  
                  
                  For these special
                     circumstances, counsel the client to contact the bureaus directly. Remember that
                     free reports do not include a credit score, which requires a separate request. Counsel the client to watch out for monthly credit monitoring
                        subscriptions; they are usually not worth the money and do not protect the
                        client as effectively as a simple credit freeze would. The real problem is
                        hidden in the terms and conditions—many of these services include language that
                        prevents the client from suing if serious errors appear on their credit
                        report.

                  
                  

               
               

            
            
            
            
               
               
               Reviewing Credit Reports and Disputing Errors

               
               
               
               
                  
                  
                  When reviewing credit reports and disputing errors with clients, emphasize the
                        importance of examining all three bureau reports for errors. Errors appear
                     in roughly 25% of reports and can significantly impact credit scores. Teach clients what to look for:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Verify personal information

                        
                        

                     
                     
                     
                     	
                        
                        
                        Check account details

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reconcile payment histories

                        
                        

                     
                     
                     
                     	
                        
                        
                        Validate unfamiliar accounts

                        
                        

                     
                     

                  
                  
                  
                  To dispute inaccuracies, educate the client that they
                     can submit claims online, by mail, or by phone directly to the relevant bureau,
                     which must investigate within 30 days and forward the dispute to the information
                     provider. Under the Fair Credit Reporting Act (FCRA), credit bureaus are legally
                     required to investigate disputes and correct or remove inaccurate information.
                     Evidence strengthens disputes, so encourage clients to include copies of
                     documentation like payment records or correspondence. Clients should retain the
                     original copy of all documentation.

                  
                  
                  
                  For unauthorized credit card charges, clients should contact their card
                     issuer directly (the bank that provides monthly statements, not Visa or Mastercard).
                     While maximum liability is $50, most issuers offer zero liability protection, though
                     they will likely investigate before removing charges. Clients can strengthen their
                     case by sending a written dispute within 60 days to the billing error inquiries
                     address on their statement, including their account number and specifically
                     identifying the fraudulent charges. The investigation may take up to 90 days, and
                     clients should promptly respond to any requests for additional documentation like
                     affidavits.

                  
                  
                  
                  For effective resolution, counsel clients to simultaneously contact both the
                        credit bureau and the creditor or collection agency reporting the information.
                        While bureaus handle the formal investigation process, working directly with
                     creditors often resolves issues faster since they can verify information and update
                     records immediately. Should a legitimate dispute remain unresolved
                        after investigation, clients retain the right to add a brief consumer statement
                        (typically 100 words) to their credit report, which is defined as: A personal note added to a
                        credit report by the consumer to explain disputes or circumstances related to negative
                        information. This statement becomes visible to anyone reviewing their
                        report, providing context that might influence lending decisions despite the
                        negative mark remaining.

                  
                  
                  
                  A consumer statement might follow this format, “I dispute this item
                     because [specific reason]. [Brief factual explanation of circumstances]. [Supporting
                     evidence or context]. [Current status or resolution efforts].” For example: “I
                     dispute this late payment because I sent the payment before the due date, though it
                     posted after the deadline. I have bank records showing the payment was initiated on
                     March 15, five days before the March 20 due date. However, due to processing delays
                     beyond my control, the payment wasn’t recorded until March 22. I have maintained a
                     perfect payment history on this account for the past 18 months, both before and
                     after this isolated incident. The customer service case number confirming this error
                     is #45721.”

                  
                  
                  
                  Note that a dispute aims to correct inaccurate information.

                  
                  

               
               

            
            

         
         
         
         
            
            
            How to Build, Rebuild, or Maintain Strong Credit

            
            
            
            
               
               
               
                  
                  
                  
                  
                  
                  
                  Credit
                     management is a proactive process that involves building, maintaining, and
                     rebuilding credit depending on a client’s current situation. This process should
                     begin well before clients need to borrow. When clients wait until they urgently
                     need a loan, they often face higher interest rates, stricter terms, or outright
                     denials. Credit history length accounts for approximately 15% of a credit score,
                     making strategic credit management crucial for long-term financial health.
                     Different approaches are needed depending on whether a client is establishing
                     credit for the first time, preserving their good standing, or recovering from
                     credit difficulties. 
                  

               
               
               
               Exhibit 2-32 outlines the three
                  stages of credit management (building, maintaining, and rebuilding), including the
                  specific goal of each stage and recommended actions to educate the client based on
                  their particular credit situation.

               
               
               
               
                  Exhibit 2-32: Credit Building, Maintaining, Rebuilding Strategies
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Stage

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Goal

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Action

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Build

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Establish a credit file and initial positive history

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Use starter products like a secured loan or prepaid
                                       credit card; Become an authorized user on someone else’s
                                       account; Leverage alternative data reporting (rent and
                                       utilities)

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Maintain

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Protect what is already built

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Practice consistent on-time payments; Keep utilization
                                       low (under 30%, ideally 10%); Preserve old accounts;
                                       Limit new credit applications; Monitor reports
                                       regularly

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Rebuild

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Overcome negative history with new positive data

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Address negative items (dispute errors, settle
                                       collections); Establish new positive history with
                                       secured products; Make minimum on-time payments on all
                                       accounts; Prioritize delinquent accounts when making
                                       additional payments; Practice strict utilization
                                       management; Consider specialized products for credit
                                       challenges

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               

            
            
            
            
               
               
               Educate Client about Factors Affecting
                  Credit Scores

               
               
               
               
                  
                  
                  
                     
                     
                     
                     
                     Once a client has been counseled on what makes up the credit report and score,
                        teach them about the factors affecting their score.
                     

                  
                  
                  
                  
                     Exhibit 2-33: Credit Score Components
                     
                     [image: A horizontal bar chart illustrating the five components that make up a credit score: 35% payment history, 30% credit utilization, 15% length of credit history, 10% new credit, and 10% credit mix.]
                     
                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Payment
                                 history (35%):
                              
                           The record of
                              whether credit accounts are paid on time. It is the single most
                              influential factor in calculating the client’s credit score.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Amount owed
                                 (30%):
                              
                           The amount of
                              debt a consumer has compared to their total available credit. Also known
                              as the debt-to-credit ratio and the credit utilization ratio.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Length of
                                 credit history (15%):
                              
                           Length of
                              credit history measures how long credit accounts have been established,
                              with scoring models considering both the oldest account’s age and the
                              average age of all accounts. Longer histories generally result in higher
                              scores, which is why keeping older accounts open is beneficial even if
                              they are rarely used.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Credit mix
                                 (10%):
                              
                           Types of
                              credit used measure the diversity of credit accounts, with scoring
                              models favoring a healthy mix of revolving accounts (like credit cards)
                              and installment loans (like mortgages or auto loans). 
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        New credit
                                 (10%):
                              
                           Refers to recently opened accounts and credit
                                 inquiries, accounting for about 10% of the client’s FICO score.
                                 Opening several new accounts in a short time frame can suggest
                              financial risk, as scoring models view multiple recent applications or
                              new accounts as potentially concerning, especially for those with
                              shorter credit histories.
                           

                        
                        

                     
                     

                  
                  
                  
                  While all five factors are important, many financial
                     counselors prioritize payment history first, followed by the amount owed. On-time
                     payments can sometimes improve a credit score faster than addressing credit
                     utilization, even though the credit utilization ratio accounts for nearly a third
                     of
                     the client’s credit score.

                  
                  
                  
                  The credit utilization ratio measures how much of the client’s available credit they
                     are currently using. It is calculated by dividing their total credit card balances
                     by their total credit limits.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_w80_nrl_mo5_width_1106.png]

                     

                  
                  
                  
                  For example, if a client has:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Credit card #1: $2,000 balance on a $10,000 limit

                        
                        

                     
                     
                     
                     	
                        
                        
                        Credit card #2: $1,000 balance on a $5,000 limit

                        
                        

                     
                     

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_uj6_10l_6kb_width_862.png]

                     

                  
                  
                  
                  Their total balance is $3,000, and their total limit is $15,000, giving them a
                     utilization ratio of 20%.

                  
                  
                  
                  Most experts recommend keeping this ratio below 30% but lower is better (ideally
                     under 10%). Lenders evaluate utilization both in aggregate (across
                        all accounts) and for each individual card, so even one maxed-out card can
                        negatively impact the client’s score despite low overall utilization. The ratio
                        is important because it accounts for about 30% of the credit score. High
                        utilization suggests one relies heavily on credit, which lenders view as risky.
                        This ratio is calculated monthly, so paying down balances before the statement
                        date can quickly improve this aspect of a client’s credit.

                  
                  

               
               

            
            
            
            
               
               
               Assist Client in Setting Credit Report and Score Goals

               
               
               
               
                  
                  
                  When counseling clients with setting credit report and score goals, consider a
                     structured and personal approach. After reviewing current scores from all three
                     bureaus with the client, help them identify specific factors dragging down their
                     score.

                  
                  
                  
                  Here are specific, measurable targets for improving credit scores, illustrated with
                     a
                     few real-world client scenarios.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        100% on-time
                                 payments:
                              Help the
                              client with tips to establish a 100% on-time payment history going
                              forward. For example, after missing payments on their car loan following
                              a medical emergency, a client set up automatic payments for all their
                              accounts and created calendar reminders for confirmation. Six months of
                              perfect payment history has already helped their score begin to
                              recover.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Reduce
                                 utilization to under 30%:
                               Counsel
                              the client to aim for under 30% (then 10%) in available credit usage.
                              For example, a client noticed their credit score dropped when their
                              utilization reached 65% during holiday spending. By creating a
                              three-month payment plan and temporarily cutting their credit card
                              spending, they brought the utilization down to 32% and saw the score
                              increase in a year.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Resolve
                                 negative items:
                               Educate
                              the client about specific collections and charge-off items listed on
                              their report. A charge-off occurs when a creditor determines that a debt
                              is unlikely to be collected and writes it off as a loss for accounting
                              purposes. This typically happens after a borrower has missed payments
                              for 180 days (about six months) for most credit accounts or 120 days for
                              some installment loans. Share a story, for example: After losing their
                              job, a client faced multiple charge-offs that severely damaged their
                              credit. Through validation letters, negotiated settlements, and
                              consistent payments, they improved their score by 200 points over 18
                              months and eventually qualified for a mortgage.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Think twice
                                 before closing accounts:
                              
                           Counsel the
                              client that credit length contributes positively to their credit score,
                              so even old accounts with zero balances are contributing to their
                              overall score. Here is an example: A client was proud to pay off their
                              oldest credit card and immediately closed the account, only to watch
                              their credit score drop the following month. They learned that closing
                              their 12-year-old account significantly reduced their average account
                              age and credit history length.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Credit Repair
                  Scams

               
               
               
               
                  
                  
                  Be
                        wary of and warn clients about credit repair companies promising quick fixes or
                        miraculous results. These operations often charge
                     hundreds or thousands of dollars for services a person can legally perform
                     themselves at no cost. No company can legally remove accurate
                        negative information from a credit report, and many use questionable tactics
                        that could land the client in legal trouble. 

                  
                  
                  
                  Remember that legitimate credit improvement is measured in months and
                     years, not days or weeks. Focus on helping them establish sustainable financial
                     habits rather than looking for quick fixes.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Credit Products

         
         
         
         
            
            
            This area discusses credit products, including installment loans and revolving
               credit. It provides information on interest, fees, and how to evaluate credit cards.
               It also discusses strategies for navigating the student loan landscape to help
               clients make informed borrowing decisions.

            
            

         
         
         
         
         
            
            
            Educate Client about Types of Credit,
               Interest, and Fees

            
            
            
            
               
               
               Credit
                     comes in various forms, each with unique features and purposes that impact how
                     someone borrows and repays money. Most credit arrangements are governed by usury
                     laws, which set maximum interest rates lenders can legally charge, protecting
                     consumers from excessive rates, though these limits vary by state. There
                  are three common types of consumer credit:

               
               
               
               
                  
                  
                  	
                     
                     
                     Installment (or
                              closed-ended) credit: 
                        A credit arrangement where the
                              borrower agrees to repay the amount owed plus interest in regular payment amounts
                              over a
                              specified period until the debt is paid off. This involves borrowing a set amount of money and repaying it through
                           fixed payments that include both principal and interest. Common examples
                           include mortgages, auto loans, and personal loans. Once the loan is paid
                           off, the account is closed, and a new loan must be applied for to borrow
                           more. These loans typically have set interest rates and monthly
                           payments, making budgeting predictable.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Open-ended (or revolving)
                              credit: 
                           
                        A type of credit account that allows
                              repeated borrowing up to a limit, as long as the balance is repaid. A person is approved for a maximum amount (their credit limit) and
                           can borrow, repay, and borrow again without reapplying. Unlike
                           installment loans, they only pay interest on the amount borrowed and the
                           monthly payment changes based on the balance. Common examples include
                           credit cards, home equity lines of credit (HELOCs), and personal lines
                           of credit. While offering flexibility, revolving credit often carries
                           higher interest rates than installment loans and requires discipline to
                           manage effectively.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Service credit: 
                           
                        A form of credit where a consumer receives services
                              now and pays later, often associated with utility or phone accounts. A person uses the service throughout the month and pays afterward.
                           Though not traditional loans, these arrangements appear on credit
                           reports if accounts become delinquent.
                        

                     
                     

                  
                  

               
               
               
               Beyond these three primary credit types, another important distinction in the credit
                  landscape is
                  whether credit is secured or unsecured, which fundamentally affects the terms,
                  rates, and risks for both lenders and borrowers.

               
               
               
               
                  
                  
                  	
                     
                     
                     Secured credit: A form of credit backed by collateral, giving the
                           lender the right to claim the asset if the borrower fails to repay the debt.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Unsecured credit: A form of credit without collateral, relying solely
                           on the borrower’s creditworthiness.

                     
                     

                  
                  

               
               
               
                The
                  distinction between secured and unsecured credit hinges on collateral. Secured
                  credit, like mortgages and auto loans, is backed by specific assets that lenders can
                  claim if a person defaults. This reduced risk for lenders typically results in lower
                  interest rates. Unsecured credit, like most credit cards and personal loans, has no
                  collateral, relying solely on the promise to repay. This increased lender risk
                  translates to higher interest rates and stricter qualification requirements.

               
               
               
               Consumers are protected by the Credit Card Accountability Responsibility and Disclosure (Credit CARD)
                     Act, defined as: A U.S. federal law enacted in 2009 aimed at establishing fair and transparent practices
                     in
                     the credit card industry to protect consumers from abusive practices.

               
               
               
               The
                  Equal Credit Opportunity Act
                  also protects consumers, defined as: A federal law that ensures all consumers
                     have equal access to credit by prohibiting discrimination based on race, gender, religion,
                     or other personal characteristics..

               
               

            
            
            
            
               
               
               Types of Interest

               
               
               
               
                  
                  
                  Educate the client on types of interest,
                     defined as: The cost of borrowing money or the return earned on savings
                        and investments. It represents the fee lenders charge for providing funds and taking on risk. This
                     charge is typically calculated as a percentage of the principal amount borrowed and
                     can be structured in several ways depending on the credit type. Some relevant terms
                     are defined as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Annual Percentage Rate
                              (APR): 
                           An annual charge imposed by financial
                              institutions for maintaining services such as credit cards or bank accounts, covering
                              administrative costs and access to specific features or benefits.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Add-on interest: A way of computing loan interest where the total
                              interest is added to the principal upfront, then repaid in equal installments over
                              the loan
                              term.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Simple interest: Interest calculated only on the original amount of
                              money borrowed or invested, not on any compounding interest earned over time.

                        
                        

                     
                     

                  
                  
                  
                  Add-on interest is calculated upfront on the original loan amount and added to the
                     principal before determining monthly payments. With add-on interest, the total
                     interest is calculated on the full principal amount for the entire loan term at the
                     beginning, regardless of the declining balance as payments are made. This lump sum
                     of interest is then added to the principal amount upfront, and this combined total
                     is divided by the number of payments to determine equal installment amounts. Add-on
                     interest is less common today due to truth-in-lending laws requiring lenders to
                     disclose the APR, but it still exists in some consumer financing, particularly for
                     borrowers with limited options.

                  
                  
                  
                  Exhibit 2-34 demonstrates how simple and
                     add-on interests compare to identical $10,000 loans at 8% interest over 36 months,
                     showing the cost difference between these calculation methods despite the same
                     stated interest rate.

                  
                  
                  
                  
                     Exhibit 2-34: Add-on Interest Compared to Simple Interest Loan
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Feature

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Add-on Interest

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Simple Interest

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Principal amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $10,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $10,000

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Interest rate

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8%

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Loan term

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       36 months

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       36 months

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Interest calculation method

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Upfront on full principal amount for entire term

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly on remaining balance

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total interest paid

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,281

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total amount repaid

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $12,400

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $11,281

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Monthly payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $344.44

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $313.36

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Effect of early payoff

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       No interest savings

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Reduces total interest paid

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Effective APR

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Approximately 14.9%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8%

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  This comparison shows why understanding the interest calculation method can be
                     important. The add-on interest loan costs nearly twice as much in interest despite
                     having the same stated interest rate. The effective Annual Percentage Rate (APR) of
                     the add-on loan is much higher than its stated rate because the borrower is paying
                     interest on money they have already repaid.

                  
                  
                  
                  Credit cards commonly feature variable rates tied to the prime rate, typically
                     expressed as Prime plus a margin that varies by card and borrower creditworthiness
                     (like Prime + 11.99% for one customer or Prime plus 15.99% for another). For
                     example, if the prime rate is 5.5%, one cardholder’s rate might be 17.49% while
                     another’s could be 21.49%. Mortgages offer both fixed and variable options depending
                     on multiple factors, including borrower’s credit and preference. A fixed rate means
                     the rate never changes. A 30-year fixed at 6.5% will always be 6.5% interest for
                     that loan. Home equity lines typically use variable rates, and auto loans generally
                     offer fixed rates.

                  
                  
                  
                  
                     Example

                     
                        
                        
                        The Servicemembers Civil Relief Act, or SCRA, provides
                           important financial protections if a client is called to active military duty.
                           One of the most significant benefits is the interest rate cap. If they have
                           existing debts like credit cards, auto loans, or mortgages that they took on
                           before entering active duty, lenders must reduce the interest rate to no more
                           than 6% while they are serving. This applies only to debts they acquired before
                           their active duty began—not new debts they take on during service. If a client
                           is about to enter active duty, it is recommended that they review existing debts
                           and notify their lenders to proactively ensure they receive their SCRA
                           benefits.

                        
                        

                  
                  
                  
                  Periodic interest is defined as: The amount of interest charged or earned over a
                        specific period—such as daily, monthly, or quarterly—based on the interest rate and
                        account
                        balance. Periodic interest is calculated by dividing the annual interest rate (APR) by the
                     number of compounding periods within that year. For example, if the annual interest
                     rate is 12% and interest is compounded monthly, the monthly periodic rate would be
                     1% (12% / 12). Simple interest is most commonly used for short-term loans, bonds,
                     and some savings accounts.

                  
                  
                  
                  While the previous table illustrates how different interest calculation methods
                     affect loan repayment costs, periodic interest plays a crucial role in savings and
                     investment accounts. Exhibit 2-35 demonstrates how different compounding frequencies (daily, monthly,
                     and quarterly) can impact the total interest earned on the same principal amount
                     over identical time periods. 

                  
                  
                  
                  
                     Exhibit 2-35: Daily, Monthly, Quarterly Compounding Interest
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Feature

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Daily Compounding

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Compounding

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Quarterly Compounding

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Principal amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $10,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $10,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $10,000

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Interest rate

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8% annual

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8% annual

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8% annual

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Term

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       36 months

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       36 months

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       36 months

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Compounding periods

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       1,095 (daily)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       36 (monthly)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       12 (quarterly)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Calculation method

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Interest calculated daily on principal plus accumulated
                                          interest

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Interest calculated monthly on principal plus accumulated
                                          interest

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Interest calculated quarterly on principal plus
                                          accumulated interest

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total interest earned

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,714

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,675

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,650

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Final balance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $12,714

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $12,675

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $12,650

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Interest difference

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Baseline

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $39 less than daily

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $64 less than daily

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Effective annual yield

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8.33%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8.30%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8.24%

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Types of Fees

               
               
               
               
                  
                  
                  Educate the client on the types of fees associated with loans and credit cards, as
                     they typically carry various fees that can significantly impact the total amount
                     they will pay over time.

                  
                  
                  
                  When taking out a loan, the client will typically encounter several standard fees
                     beyond the interest rate. Here are some of the more common loan fees:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Application
                                 fee:
                              
                           This is
                              charged for processing the application.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Origination
                                 fee:
                              
                           Typically 0.5
                              - 1% of the loan amount. Covers the cost of setting up the loan.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Processing
                                 fee:
                              
                           Covers
                              underwriting and processing costs related to evaluating the client’s
                              creditworthiness and administrative costs for handling the
                              paperwork.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Credit report
                                 fee:
                              
                           Covers the
                              cost of pulling the client’s credit history.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ongoing
                                 penalties and fees:
                              
                           Charged when
                              payments are missed. Some credit cards have annual fees.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Balloon
                                 payments:
                              
                           These require
                              large lump-sum payments at the end of a loan term. For instance, a
                              5-year loan might require normal monthly payments of $300 but end with a
                              final payment of $5,000. A seasonal worker may use a balloon structured
                              loan, knowing they can make modest payments in the off-season and larger
                              payments during periods of high income.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Appraisal
                                 fee:
                              
                           For property
                              loans, this covers professional valuation.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Title
                                 search/Insurance fee:
                              
                           For
                              mortgages, ensures clear property ownership.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Prepayment
                                 penalties:
                              
                           Some loans
                              charge fees for paying off early. A 3% prepayment penalty on a $200,000
                              mortgage would cost a client $6,000 if they refinance or sell
                              early—potentially eliminating the savings from paying ahead. These
                              penalties exist primarily to protect lender investment returns by
                              ensuring they receive expected interest income. However, most U.S.
                              mortgages do not include prepayment penalties due to regulatory
                              restrictions, particularly following the Dodd-Frank Act, and because
                              government-backed loans (FHA, VA) and those eligible for purchase by
                              Fannie Mae and Freddie Mac prohibit them. When prepayment penalties do
                              exist, they are typically found in non-qualified mortgages, jumbo loans,
                              and some investment property loans.
                           

                        
                        

                     
                     

                  
                  
                  
                  Different loan types emphasize different fees—mortgage loans have more
                     extensive fees related to property, while personal loans might focus more on
                     origination fees and potential late payment penalties.

                  
                  
                  
                  Credit cards can come with some standard fees. Counsel the client to be aware of these:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Annual fees for card membership, which are often higher for premium rewards
                           cards. Annual fee is defined as:
                           A recurring charge billed once per year by a financial
                              institution for maintaining certain products or services, such as credit cards, investment
                              accounts, or memberships.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Interest charges (APR) applied to balances not paid in full by the due
                           date.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Balance transfer fees. Balance
                              transfer is defined as: The process of moving outstanding debt from one
                              account, usually a credit card, to another account that often offers lower interest
                              rates.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Cash advance fees. Related are cash advance (or
                              convenience) checks, defined as: A method of borrowing cash using
                              special checks linked to a credit card account.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Late payment fees.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Returned payment fees for bounced payments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Over-the-limit fees.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Card replacement fee for lost or stolen cards (though these can often be
                           waived).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Statement copy fee for paper copies of past statements.

                        
                        

                     
                     

                  
                  
                  
                  Always counsel the client to read the contract carefully before signing any credit
                     agreement and encourage them to ask for clarification on any terms they do not
                     understand.

                  
                  
                  
                  
                     Example

                     
                        
                        
                        Military Protections. If a person is active military, lenders
                           must go through courts before repossession regardless of state laws, providing
                           additional protection under the Servicemembers Civil Relief Act.

                        
                        

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Installment Loans
               and Credit Lines

            
            
            
            
               
               
               Counsel the client about installment loans and
                  credit lines.

               
               
               
               When a client takes out installment credit like a car loan or mortgage, they are borrowing
                  a
                  specific amount and agreeing to repay it through regular, fixed payments over a set
                  period. What makes this type of credit interesting is how it is amortized. Amortization is defined as: The process of gradually paying off a loan through
                     scheduled payments that include both interest and principal over a defined period.

               
               
               
               Exhibit 2-36 illustrates how amortization
                  works with a simple example. Imagine a client borrows $10,000 at 5% interest for
                  four years.

               
               
               
               Notice in the example that the payment stays the same, but early on, more of the payment
                  goes
                  toward interest. As the client progresses, more goes toward the principal, which is: The original amount of money borrowed or invested,
                     excluding interest. This is why making extra principal payments early in the loan saves so much
                  money. The client is cutting down the balance that generates all that future
                  interest.

               
               
               
               
                  Exhibit 2-36: Sample Installment Loan Amortization
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Payment

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Monthly Payment

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Interest Portion

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Principal Portion

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Remaining Balance

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    1

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $230.29

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $41.67

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $188.62

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $9,811.38

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    2

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $230.29

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $40.88

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $189.41

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $9,621.97

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    47

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $230.29

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1.51

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $228.78

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $230

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    48

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $230.29

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $0.96

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $229.33

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $0

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               Some installment loans
                  include an acceleration clause,
                  defined as: A term in a loan agreement that permits a lender
                     to demand full repayment if specific conditions, such as missed payments, are violated.
                  An acceleration clause allows the lender to demand the full loan
                     balance immediately if the client misses a payment or violates other terms of
                     the agreement. While this can be an important safeguard for the lender, it can
                     be a major financial burden for the borrower. For clients, it is essential to
                     understand how acceleration clauses work, especially if they have an unexpected
                     financial setback or anticipate difficulty making payments. Always consider
                  how missing even one payment could potentially trigger this clause and escalate the
                  debt situation.

               
               
               
               Buy here, pay here auto dealerships offer in-house financing that often
                  carries significantly higher interest rates than traditional loans, potentially
                  creating a cycle of debt for financially vulnerable consumers. Buy here, pay here (auto loans) are
                  defined as: A financing arrangement commonly offered
                     by car dealerships where the dealer both sells the vehicle and provides the financing. Educate clients about these arrangements, including their typical double-digit
                  interest rates, limited vehicle selections, and aggressive collection practices,
                  helping them explore more affordable financing alternatives before considering this
                  option.

               
               
               
               Unlike installment loans, revolving personal lines of credit
                  offer flexibility over structure. Personal
                     line of credit is defined as: A flexible loan arrangement provided by
                     financial institutions that grants individuals access to a predetermined amount of
                     funds,
                     which can be repeatedly borrowed over time as long as the balance is repaid.

               
               
               
               With these, the client is approved for a maximum credit limit (say $10,000) but
                  only uses and pays interest on what they need. For example, the client might borrow
                  $5,000 today, pay back $2,000 next month, and then borrow $3,000 more later without
                  reapplying. The payments adjust with their balance, typically requiring a minimum
                  monthly payment of 4-11% of the outstanding amount. They can borrow, repay, and
                  borrow again without reapplying, with payments that adjust based on their current
                  balance.

               
               
               
               This flexibility comes at a cost: higher interest rates and the risk of
                  prolonged debt through minimum payments. When counseling clients, educate them about
                  the advantages of disciplined use, particularly how making above-minimum payments
                  and temporarily avoiding new charges can help those at their credit limit restore
                  available credit more quickly.

               
               

            
            

         
         
         
         
            
            
            Educate Client about Credit
               Cards

            
            
            
            
               
               
               Credit card is defined as: A type of payment card that allows users to borrow funds
                     up to an approved limit and repay over time, often with interest.
                  Credit cards are financial tools that allow a client to borrow
                     money up to a predetermined limit to make purchases, with the agreement that
                     they will repay the borrowed amount, potentially with interest. Unlike
                  debit cards that draw directly from a bank account, credit cards provide a
                  short-term loan from the card issuer. This fundamental difference creates both
                  opportunities and responsibilities for cardholders.

               
               
               
               There is essential credit card terminology to help the client know:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           APR (Annual Percentage Rate):
                           
                        The yearly
                           interest rate charged on balances carried from month to month.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                           Credit limit: 
                        The highest balance a lender allows a borrower to carry
                              on a credit account at any given time.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Grace period:
                         An additional window of time after a payment due date
                              during which no penalties or late fees are charged.
                           The time (typically 21-25 days) during which one can pay their balance without
                           incurring interest.

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Minimum payment:
                           
                        The smallest
                           amount one must pay by the due date to keep their account in good
                           standing.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Statement balance:
                           
                        The total
                           amount owed at the end of a billing cycle.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Available credit:
                           
                        The
                           difference between the credit limit and current balance.

                     
                     

                  
                  

               
               
               
               Credit cards offer
                  significant advantages when used wisely. They provide convenience, enable online
                  purchases, offer fraud protection superior to cash or debit cards, help build credit
                  history, and can provide rewards like cash back or travel points. Many cards also include benefits like extended warranties, purchase protection,
                     and travel insurance.

               
               
               
               However, these benefits
                  come with potential pitfalls. High interest rates (typically 15-26%) can cause debt
                  to grow rapidly if not paid in full. Various transaction fees—annual, late payment,
                  cash advance, balance transfer—can add up quickly. Perhaps most concerning is the
                  psychological tendency to spend more with credit cards than cash, potentially
                  leading to debt accumulation. Educate the client about these
                     common credit card fees:

               
               
               
               
                  
                  
                  	
                     
                     
                     Annual
                              fee:
                           
                        Charged once
                           a year to the borrower to have and use the card. Separate from other
                           charges or interest.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Late payment fee:
                           
                        Penalty
                           charged for failure to make at least the minimum payment due by the due
                           date shown on the statement
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Cash advance fee:
                           
                        A cash
                           advance fee is a charge applied when one uses a credit card to obtain
                           cash or cash-equivalent items. This includes
                              withdrawals from ATMs, getting cash from bank tellers, using
                              convenience checks from the credit card issuer, purchasing money
                              orders, lottery tickets, casino chips, cryptocurrency, and certain
                              money transfer services or gambling transactions.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Foreign
                              transaction fees:
                           
                        Charges
                           applied for purchases made in a foreign country or in a foreign currency
                           through a bank.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Balance
                              transfer fee:
                           
                        A charge
                           imposed when the borrower moves debt from one credit card to
                           another.
                        

                     
                     

                  
                  

               
               
               
               Here are some best practices for credit card use that may help the client minimize
                  credit card risks:

               
               
               
               
                  
                  
                  	
                     
                     
                     Pay the statement balance in full each month to avoid interest charges.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Keep credit utilization ratio below 30% to maintain a good credit score.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Read the fine print before applying for any card to understand all the fees
                        and terms.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Check statements regularly for unauthorized charges and errors.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Never view the credit limit as spending money. Only charge what the client
                        can afford to repay.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               
                  Components of Credit Card Statement
                     
                  Minimum Payments and Late Fees
                  

               
               
               
               
                  
                  
                  A
                     credit card statement contains critical information that helps track spending,
                     understand charges, and manage one’s account effectively. Reviewing the statement
                     monthly is essential for maintaining financial health and spotting potential errors
                     or fraud.

                  
                  
                  
                  Components of a credit card statement include the account
                     summary, payment due date, minimum payment, previous and new balances, transactions
                     during the billing cycle, interest charges, credit limit, available credit, and any
                     fees or rewards earned.

                  
                  
                  
                  These sections provide an overview of the new card balance, minimum payment
                        due, payments received, fees, and interest charges. These sections can help to quickly assess account
                     status and payment obligations. The client will also find their account number
                     (partially masked for security), statement closing date, and billing period dates
                     at
                     the top of their credit card statement.

                  
                  
                  
                  Exhibit 2-37 and Exhibit 2-38 mock up what
                     these sections might include. They are snapshots of the account’s previous balance,
                     payments and credits, new charges, fees, and interest charges. The new balance and
                     minimum payment due are likely to appear again in the account summary as well as the
                     credit limit, available credit, cash advance limit, and available cash.

                  
                  
                  
                  Near the
                        summary of account activity, the card issuer provides a late payment and minimum
                        payment warning. Late fee is defined as: A monetary penalty charged to a borrower when the minimum
                        payment is not received by the due date.
                     Credit card issuers are required to inform cardholders of the
                        consequences of making only minimum payments. They must state how long it will
                        take to pay off the balance if the cardholder continues to pay only the minimum
                        required payment.
                     Exhibit 2-39 provides an
                     example.

                  
                  
                  
                  Exhibit 2-37: Account Balance
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       New balance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,707.47

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Minimum payment due

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $40.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Payment due date

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       2/20/xxxx

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  Exhibit 2-38: Account Summary
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Previous balance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6,535.24

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Payments/Credits 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       -$6,592.23

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       New charges

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       +$1,764.46

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Fees 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       +$0.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Interest charged

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       +$0.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       New balance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,707.47

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Minimum payment due

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $40.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Credit limit 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $31,700.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Available credit

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $29,992.53

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cash advance limit

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,000.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Available cash

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,000.00

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  
                     Exhibit 2-39: Late or Minimum Payment Warning
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       If you make no additional charges and each month you
                                          pay...

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       You will pay off the balance shown on this statement in
                                          about...

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       And you will pay an estimated total of...

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Only the minimum payment due

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       6 years

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $3,000

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       $64

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       3 years

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $2,323 (Savings = $778)

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Credit card statements will list all applicable APRs, which
                     represent the yearly interest cost expressed as a percentage. Educate the client
                     about the interest rates on their cards. If they have a promotional rate, help them
                     note when it expires so they are not surprised by the increase. Also, explain that
                     the periodic rate (typically the APR divided by 12 for monthly billing cycles) is
                     used to calculate their actual interest charges each month.

                  
                  
                  
                  The statement itemizes all fees charged during the billing cycle and
                     separates them from charges. Counsel the client about how these fees impact the
                     total cost of using a credit card. The statement will show both new fees charged
                     during the current billing cycle and any previous fees that remain unpaid. Review
                     this section carefully with the client to ensure they understand all costs
                     associated with their account. Ask them to identify any fees they were unaware of
                     or
                     do not understand and explain how to avoid these fees in the future.

                  
                  
                  
                  The account activity will list all transaction details, including
                     each purchase, payment, balance transfer, cash advance, and fees that occurred
                     during the billing cycle. Each entry shows the transaction date, posting date,
                     merchant name, location, and amount. Instruct the client to review this section
                     carefully to identify any unauthorized charges or spending patterns they may not be
                     aware of. Help them understand how these transactions contribute to their overall
                     financial picture.

                  
                  

               
               

            
            
            
            
               
               
               Credit Card Education

               
               
               
               
                  
                  
                  As a financial counselor educates their client on evaluating and selecting credit
                     cards, they should provide objective information about fundamental concepts and
                     counsel them to make informed decisions based on their unique circumstances. This
                     educational approach maintains appropriate professional boundaries while still
                     delivering valuable financial knowledge.

                  
                  
                  
                  Counsel clients about essential credit card components, including interest rates and
                     how they
                     apply to various transaction fees and types, grace periods and their function, and
                     the structure of different fees such as annual fees, late payment penalties, cash
                     advance charges, costs of balance transfers, and foreign transaction fees. Educate
                     on how credit limits are determined, how minimum payments are calculated, and how
                     credit card activity is reported to credit bureaus. This foundational knowledge
                     helps the client understand the mechanics of credit cards without steering them
                     toward particular options. Transaction fee and balance transfer are
                     defined as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Transaction fee: A charge imposed by a credit card issuer for specific
                              types of transactions, such as foreign purchases, cash advances, or balance transfers,
                              added
                              on top of the amount spent.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Balance transfer: 
                           The process of moving outstanding debt from one
                              account, usually a credit card, to another account that often offers lower interest
                              rates.

                        
                        

                     
                     

                  
                  
                  
                  When discussing different card structures, provide factual definitions rather than
                     recommendations. Explain that secured cards require security deposits that typically
                     serve as the credit limit, while unsecured cards do not require collateral. Describe
                     how reward programs like cash back, points, and miles function, how promotional
                     interest rates work, and the process of balance transfers. Present this information
                     neutrally, without suggesting which features might be best for different client
                     situations.

                  
                  
                  
                  The financial literacy component of credit card education focuses on building client
                     understanding of practical matters. Teach the client how to interpret credit card
                     statements and terms, calculate the true cost of carrying balances, understand the
                     long-term impact of making only minimum payments, recognize potential pitfalls, and
                     understand how various credit card behaviors affect credit scores. This knowledge
                     empowers clients to evaluate options independently.

                  
                  
                  
                  Throughout these conversations, maintain professional boundaries by avoiding specific
                     recommendations.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Do not recommend specific cards or issuers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do not advise which type of card might be better suited to a client’s
                           situation.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do not compare specific products for clients.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do not direct clients toward features based on their financial
                           circumstances.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do not guide clients in selecting cards based on their credit profile.

                        
                        

                     
                     

                  
                  
                  
                  The decision-making process and product selection belong to the client. A financial
                     counselor’s role is to ensure their client has accurate information guiding their
                     product selection.

                  
                  

               
               

            
            
            
            
               
               
               Managing Credit Cards and Credit Card Debt

               
               
               
               
                  
                  
                  Educate the client on having and managing a credit card and credit card debt.

                  
                  
                  
                  If the client misses a minimum payment deadline, they will likely face immediate
                     consequences. Late fees will be added to their balance. Many issuers will also
                     impose a penalty APR, which is
                     defined as:  A higher interest rate that a credit provider may apply
                        to either new purchases and/or the existing balance if the borrower violates specific
                        terms
                        of the credit agreement such as being past due for beyond a given grace period or
                        exceeding
                        the credit limit. A penalty APR is significantly higher than their standard rate. Payments over 30
                     days late are typically reported to credit bureaus, potentially dropping their score
                     by 50-100 points. This combination of fees and higher interest creates a compounding
                     effect that makes catching up increasingly difficult.

                  
                  
                  
                  Educate clients about the impacts of closing credit cards. Exhibit 2-40 details outcomes based on whether
                     the account has a balance. Closing older cards can harm credit scores by reducing
                     credit history length. Sometimes, maintaining inactive accounts benefits overall
                     credit scores. Counsel clients to consider these credit implications before closing
                     any card.

                  
                  
                  
                  
                     Exhibit 2-40: Impact of Closing a Credit Card Account
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Closing a Credit Card With No Balance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Closing a Credit Card With a Balance

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Credit score impact

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Utilization ratio may change

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Average age of credit accounts may decrease

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Could lower credit score

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Continued liability

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Creditor still responsible for paying outstanding
                                                balance

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Interest will continue to accrue

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Could be assessed additional fees

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Account status

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Account permanently closed

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No longer have access to line of credit

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Closed account remains on credit report for up to
                                                10 years

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Repayment options

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Must continue making payments

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Can set up a payment plan with issuer

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Account will be marked closed but not paid in
                                                full until balance is zero

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Closing a Credit Card With and Without A Balance

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Reduction in available credit

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Potential short-term credit score drop

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Possible loss of any rewards or points if not
                                                redeemed

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Lastly, counsel the client on what to do if their card is lost or stolen. They should
                     contact the card issuer, call the customer service number on the monthly statement,
                     or the bank’s emergency contact number immediately. Most banks have 24/7 customer
                     service for reporting lost or stolen cards. The sooner the client reports it, the
                     better protected they will be from fraudulent charges. Learn these additional
                     tips:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Freeze Your
                                 Card:
                              
                           Most credit
                              card companies allow customers to instantly freeze their card through
                              their mobile app or website. This prevents any new charges while the
                              situation is resolved. The customer can sometimes unfreeze the card if a
                              lost card is found later.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Zero Liability Protection:
                              
                           Most major
                              credit card companies offer zero liability protection for fraudulent
                              charges. This means a customer typically will not be responsible for
                              unauthorized transactions if reported promptly. The Fair Credit Billing
                              Act limits a customer’s liability to $50 for unauthorized charges.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Get a
                                 Replacement Card:
                              
                           The card
                              issuer will cancel the customer’s old card and send a new one. This
                              usually takes 3-10 business days. Many companies will issue a temporary
                              digital card while the customer waits for a new card.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Update Automatic Payments:
                              
                           Remember to
                              update any recurring payments or subscriptions with the new card number.
                              This prevents service interruptions.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Short-Term
               Financing

            
            
            
            
               
               
               Part of a financial counselor’s role is to help clients understand
                     short-term financing options. These can provide temporary relief during
                     financial emergencies but may come with higher costs or stricter qualifications
                     due to their brief duration. Here is an
                  overview of lower-interest options available to clients in need of short-term
                  financing:

               
               
               
               
                  
                  
                  	
                     
                     
                     Bank or credit union loan:
                           
                        Many banks
                           and credit unions offer small-dollar loans with lower interest rates and
                           more flexible terms. These loans can be ideal for
                              emergencies, especially if clients have an established relationship
                              with the financial institution.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Employer-based loans:
                           Some
                           companies offer payroll advances or emergency loans to employees in
                           need. These typically come with low or no interest and
                              can be a quick way to access funds without incurring high
                              costs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Flexible
                              family or peer lending:
                           While
                           informal, loans from family, friends, or trusted peers can provide more
                           flexible repayment terms with low or no interest. Encourage clients to
                           keep clear agreements in writing to avoid misunderstandings.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Buy now, pay later: 
                        A payment option that allows consumers to purchase
                              goods or services immediately and defer payment through installments over time.

                     
                     

                  
                  

               
               
               
               If the above
                  options are not available, clients may need to turn to higher-cost financial
                  products. While these services can provide additional options to
                     clients, they are expensive, and underwriting may be less robust, resulting in
                     clients being approved for credit they cannot afford to repay (called predatory
                     lending).

               
               
               
               
                  
                  
                  	
                     
                     
                     Payday loans: Short-term, high-interest loans intended to provide
                              quick cash advances, typically requiring repayment by the borrower’s next payday. Payday loans charge “fees” rather than “interest,” but if the fees were
                           annualized, they would be equivalent to APRs of 400% or higher.
                           Additionally, borrowers often end up unable to repay the loan and have to
                           roll it over, increasing the fees without decreasing the amount of money
                           owed.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Auto title
                              loans:
                           These
                           loans use a vehicle as collateral, and borrowers risk vehicle
                           repossession if they cannot repay. With high interest rates (up to 300%
                           APR), these loans carry significant risks, especially if the client
                           still owes on their car. Clients should understand
                              that taking a title loan means they are securing two loans with the
                              same asset, greatly increasing financial risk.

                     

                  
                  
                  
                  	
                     
                     
                     Rent-to-own
                              agreements:
                           Some stores rent items like appliances or furniture,
                              with the borrower keeping the item after a certain period of time.
                              While the upfront cost will be lower than purchasing the item
                           outright, the total cost is usually 2-3 times higher than the retail
                           price of the item. Additionally, if a single payment is missed, the item
                           can be repossessed.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Pawnshop: 
                           A business that offers secured loans to individuals, using
                              personal property as collateral, with the option for the borrower to reclaim the item
                              upon
                              repayment within a specified period. Pawn loans require valuable items as collateral and carry high APRs
                           (120-300%). Loans are usually for 30%-50% of the value of the collateral,
                           which the pawn shop will keep if the borrower cannot repay the loan.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Alternative Financial Services: Credit Products

               
               
               
               
                  
                  
                  For clients
                     with limited access to traditional banking, alternative financial services can
                     provide options but often come with hidden costs or risks. A
                        counselor can educate clients to understand both the benefits and potential
                        drawbacks of these services. Exhibit 2-41 lists some alternative credit products and their benefits and
                     cautions.

                  
                  
                  
                  
                     Exhibit 2-41: Alternative Credit Products: Benefits and Cautions
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Service

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Benefit

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Caution

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Secured cards

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Require a security deposit as collateral, but are
                                          otherwise like other credit cards. 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Ensure clients understand the fees
                                          and how their credit limit is determined. If cardholder
                                          fails to make payments for several months, the security
                                          deposit will be applied to the balance on the
                                          account.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Credit builder loans

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       These loans are specifically designed to establish a
                                          positive payment history and improve credit scores.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Emphasize the importance of timely payments to maximize
                                          benefits.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Buy now, pay later services

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       BNPL services allow clients to spread payments for
                                          purchases over time.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       These can encourage overspending, and if payments are
                                          missed, clients may face penalties or interest charges.
                                          Help clients calculate the true
                                             cost before using these services.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Earned wage access and early wage access apps

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Allow clients to access earned wages before payday, often
                                          at a low cost or through voluntary tips.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Although these are cheaper than payday loans, ongoing
                                          subscription fees or tips can add up over time. Clients should assess whether this
                                             service could become a financial
                                             dependency.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Education
               Funding

            
            
            
            
               
               
               A financial counselor will likely educate clients about
                  education funding. Federal student loans represent nearly half of all financial aid
                  for U.S. college students, making borrowing the most common way to fund higher
                  education.

               
               
               
               The U.S. Department of Education (ED) currently offers federal student loans
                  exclusively through the William D. Ford Federal Direct Loan Program (FDLP). Before
                  2010, two additional federal loan programs existed: the Federal Family Education
                  Loan Program (FFELP), which involved private lenders issuing government-backed
                  education loans, and the Federal Perkins Loan Program, where educational
                  institutions served as lenders using combined federal and institutional funds.
                  Though both these programs have been discontinued, and no new loans are being issued
                  through them, many borrowers are still repaying loans obtained under these earlier
                  programs.

               
               
               
               Federal student loans come with borrowing limits,
                  which are defined as: The maximum amount of credit or loan that a lender
                     is willing to extend to a borrower. Borrowing limits are based on factors such as the student’s year in school and
                  dependency status. These limits can help the client understand how much they are
                  eligible to borrow under federal programs. 

               
               
               
               A client can
                  also obtain private student loans, which are not provided by the government. These
                  loans typically have higher fees and interest rates compared to federal student
                  loans, are usually offered by banks, schools, or credit unions, and usually require
                  a credit check. Interest on these loans generally starts accumulating as soon as the
                  funds are disbursed. Counsel students to explore all available federal grants and
                  loan options before considering private student loans.

               
               
               
               Federal student
                  loans, such as Direct Subsidized Loans and Direct Unsubsidized Loans
                  (defined below), come with origination fees. These fees are a percentage of the loan
                  amount, deducted upfront, and can range from 1% to 4.5% (depending on the loan type
                  and disbursement year). This means that the borrower will receive
                     slightly less than the loan amount they were approved for. Educate clients to be
                     aware of these fees when budgeting for their education.

               
               
               
               
                  
                  
                  	
                     
                     
                     Direct Subsidized Loans:
                           Federal student loans for undergraduate
                           students demonstrating financial need where the government pays the interest while
                           the
                           borrower is in school at least half-time, during the grace period, and deferment
                           periods.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Direct Unsubsidized Loans:
                           Federal student loans for undergraduate and
                           graduate students regardless of financial need where interest accrues from the time
                           of
                           disbursement, regardless of the borrower’s enrollment status.

                     
                     

                  
                  

               
               
               
               Counsel the client about what needs funding. There are several factors
                  to consider:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                           Tuition and fees:
                           
                        The cost of
                           tuition is the biggest expense, but clients should also consider
                           additional fees (lab fees, tech fees, activity fees).
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                           Housing:
                           
                        Living
                           on-campus versus off-campus. Help the client decide whether living
                           on-campus or off-campus is more cost-effective and aligns with their
                           lifestyle. Factor in rent, utilities, location, and proximity to the
                           campus.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Transportation:
                           
                        Counsel the
                           client on whether they will need a car for commuting or if the campus is
                           walkable or accessible by public transport. Do not forget about parking
                           fees, added fuel costs, and insurance if a car is necessary.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                           Roommate considerations:
                           
                        Discuss the
                           pros and cons of having a roommate. Sharing living space can lower
                           costs, but there are potential challenges in terms of privacy and
                           compatibility.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Books and
                              supplies:
                           
                        Clients
                           should budget for textbooks, lab supplies, computers/devices, software,
                           and other materials. Renting or buying used books can save money.
                           Digital resources might be available as cheaper alternatives.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Meal plans
                              versus cooking:
                           
                        Counsel the
                           client on whether it is more economical to buy a meal plan, cook for
                           themselves, or eat out. Meal plans offer convenience but may not
                           accommodate specific cultural foods or dietary needs and could be more
                           expensive if not fully utilized. Self-cooking provides maximum control
                           over ingredients and costs but requires time and kitchen access.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                           Health insurance and medical costs:
                           
                        Educate about
                           having adequate health insurance while in school. Many schools offer
                           student health insurance plans, but it is important to check if their
                           current plan will suffice.
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Considering Non-Loan Sources of Funding First

               
               
               
               
                  
                  
                  Considering non-loan sources of funding first will likely require a comprehensive
                     approach combining multiple approaches. No single method will cover all expenses,
                     but a multi-pronged approach may significantly reduce college costs.

                  
                  
                  
                  Exhibit 2-42 provides an overview of different
                     education funding strategies, showing potential sources, advantages, challenges, and
                     estimated savings. These are offered as ideas. By combining
                        multiple approaches, students may be able to significantly reduce their
                        out-of-pocket expenses and minimize their need for student loans.

                  
                  
                  
                  Note, Pell Grants are defined as: Federal subsidies provided to undergraduate students
                        demonstrating exceptional financial need, which do not require repayment.

                  
                  
                  
                  
                     Exhibit 2-42: Non-Loan Sources of Funding
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       Strategy Category

                                       
                                    
                                    
                                    	
                                       
                                       Options

                                       
                                    
                                    
                                    	
                                       
                                       Pros

                                       
                                    
                                    
                                    	
                                       
                                       Cons

                                       
                                    
                                    
                                    	
                                       
                                       Potential Savings

                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       Scholarships

                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             Academic

                                             

                                          
                                          
                                          	
                                             
                                             Athletics

                                             

                                          
                                          
                                          	
                                             
                                             
                                             Ethnic

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Field-of-Study

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Local community

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             No repayment 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Can stack multiple awards

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Boosts resume

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             Competitive

                                             

                                          
                                          
                                          	
                                             
                                             
                                             Requires consistent applications 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Some have specific requirements

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       $500- $50,000+ per year

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Federal Grants

                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Pell Grants 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             FSEOG  

                                             
                                             

                                          
                                          
                                          	
                                             
                                             State-specific grants

                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Need-based 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No repayment

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Guaranteed for qualifying students 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Limited by income 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Annual reapplication required 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       $2,000 - $7,500 per year

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Work Opportunities

                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Federal Work Study 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Employer tuition assistance  

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Paid internships

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             Earn while studying

                                             

                                          
                                          
                                          	
                                             
                                             
                                             Gain work experience 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Flexible schedules 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             Limited hours

                                             

                                          
                                          
                                          	
                                             
                                             
                                             May impact study time 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Low wages

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       $2,000+ per year

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Cost Reduction

                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Community college transfer 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             In-state public universities 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             AP/CLEP credits 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Online/hybrid programs 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Significantly lower costs 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Diversified learning experience 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Less campus experience 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Transfer logistics

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       $10,000 - $20,000 total

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Savings Plans

                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             529 Plans 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Prepaid tuition plans 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Tax advantages 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Long-term investment

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Flexible usage 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Investment risks 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Potential penalties 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Varies based on contribution

                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       Alternative Funding

                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Military benefits 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             AmeriCorps 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Peace Corps  

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Full/partial tuition coverage 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Additional living stipends 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Service commitment required 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Competitive programs 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       Up to full tuition + living expenses

                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  
                     Additional Tips:
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Start early with scholarship applications

                        
                        

                     
                     
                     
                     	
                        
                        
                        Complete FAFSA as soon as possible

                        
                        

                     
                     
                     
                     	
                        
                        
                        Combine multiple funding sources

                        
                        

                     
                     
                     
                     	
                        
                        
                        Continuously research new opportunities

                        
                        

                     
                     
                     
                     	
                        
                        
                        Maintain good academic standing

                        
                        

                     
                     

                  
                  
                  
                  The American Opportunity Tax Credit
                        (AOTC) is defined as: A tax benefit that helps defray
                        education costs for the first four years of postsecondary education for eligible students,
                        covering expenses like tuition and course materials, with some portion potentially
                        refundable. The AOTC provides a credit of up to $2,500 per student per year. Unlike many
                     other credits, up to $1,000 of the AOTC is refundable, meaning a student could
                     receive that portion even if they do not owe taxes.

                  
                  

               
               

            
            
            
            
               
               
               Federal Student Loan Types

               
               
               
               
                  
                  
                  Understanding specific federal student loan types is important, as benefits and
                     repayment options vary significantly between loan programs. 

                  
                  
                  
                  Federal student loan programs have evolved. While new borrowers
                     now receive only Direct Loans, many existing borrowers still hold older loan
                     types such as Federal Family Education Loans (FFEL) or Perkins
                        Loans.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Direct Loans: Federal student loans provided directly by the U.S.
                              Department of Education to help eligible students and parents pay for higher education,
                              including options like subsidized, unsubsidized, PLUS, and consolidation loans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Direct consolidation
                              loans: Federal loans that combine multiple
                              student loans into a single loan with a fixed interest rate, simplifying repayment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Federal Family Education Loan (FFEL): A Federal Family Education Loan was a type of federal student
                              loan provided by private lenders and guaranteed by the federal government; the program
                              ended
                              in 2010.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Perkins loans: Former federal low-interest student loans provided to
                              undergraduate and graduate students with exceptional financial need, which have been
                              discontinued and are no longer available.

                        
                        

                     
                     

                  
                  
                  
                  Within both Direct Loan and FFEL programs, several distinct loan categories
                     exist:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Subsidized loans: Available only to undergraduates demonstrating financial
                           need. These loans accrue interest that is paid by the U.S. Department of
                           Education (ED) during school enrollment, grace periods, or deferments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unsubsidized loans: Available to both undergraduate and graduate students
                           regardless of financial need. Interest accumulates continuously, even during
                           school, and capitalizes if unpaid. Parent PLUS, Graduate PLUS, and
                           Consolidation Loans are examples of unsubsidized loans. Plus Loans are defined as: Federal loans provided to graduate or professional
                              students and parents of dependent undergraduate students to help pay for education
                              expenses
                              not covered by other financial aid.

                        
                        
                        
                        
                           
                           	
                              
                              
                              Parent PLUS loans: Designed for parents borrowing for their
                                 children’s education expenses.

                              
                              

                           
                           
                           	
                              
                              
                              Graduate PLUS loans: Available to graduate students alongside
                                 unsubsidized loans.

                              
                              

                           
                           
                           	
                              
                              
                              Consolidation Loans: Allow borrowers to combine multiple federal
                                 loans into a single loan, often simplifying repayment.

                              
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  Many borrowers have a combination of these loan types, making it
                     essential to understand each loan’s specific terms and benefits when planning
                     repayment strategies.

                  
                  
                  
                  Depending on the client’s situation, their loan status may be:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        In repayment

                        
                        

                     
                     
                     
                     	
                        
                        
                        In a grace period (if they recently left
                           school), defined as: An additional window of time after a payment due date
                              during which no penalties or late fees are charged.

                        
                        

                     
                     
                     
                     	
                        
                        
                        In deferment, defined as: An agreement for a temporary postponement of payments on a
                              debt obligation. This temporary pause on loan payments is usually for specific qualifying
                           events like unemployment, economic hardship, active military service, or
                           returning to school. Interest may not accrue on subsidized federal loans
                           during deferment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        In forbearance, which is defined as: A temporary postponement or reduction of loan payments
                              granted by a lender due to financial hardship of the borrower. This temporary pause on loan payments is commonly used for temporary
                           financial difficulties, medical expenses, or other financial hardships.
                           Interest continues to accrue on all loans, including federally subsidized
                           loans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Delinquent  (after their first missed payment),
                           which is defined as: The status of a student loan when a payment is late or
                              missed, but before it defaults.

                        
                        

                     
                     
                     
                     	
                        
                        
                        In default, defined as: The failure by a borrower to meet the legal obligations of a
                              financial agreement, such as missing scheduled payments. A loan is in default after 270 days.

                        
                        

                     
                     

                  
                  
                  
                  To help the client figure out the status of their federal student
                     loans, direct them to log in to their account at studentaid.gov, and “View Details” from their dashboard. On their “My Aid” page, they will find information regarding the
                        status of each loan, including the loan balance and loan holder.

                  
                  
                  
                  The student loan holder is the entity that officially owns the loans.
                     For most federal student loans, this is the U.S. Department of Education (ED), often
                     described as “ED-held,” “Department-held,” or “federally held” loans.

                  
                  
                  
                  However, certain older federal loans—particularly FFEL and Perkins
                     Loans—may not be held by the ED. Instead, these loans might be owned by a private
                     lender, state agency, or the client’s educational institution. These are commonly
                     referred to as “commercially held” or “non-ED-held” loans.

                  
                  
                  
                  This distinction matters significantly when seeking loan relief. If the client’s
                     loans are not held by the Department of Education, they may need to complete
                     additional steps before qualifying for certain benefits like loan cancellation or
                     loan forgiveness programs. Understanding who holds their loans is an essential first
                     step in navigating available relief options.

                  
                  
                  
                  Lastly, help the
                     client find the federal student loan
                        servicer on their account, defined as: Organizations contracted by the U.S.
                        Department of Education to manage billing and other services for federal student loans. This information is also available on their dashboard at studentaid.gov under the “My Loan Servicers” section. Alternatively, they can call the Federal Student Aid Information Center at
                        800-433-3243 to get this information. Knowing the loan servicer is beneficial
                        because they are the client’s direct contact for managing all aspects of their
                        student loans. They handle the client’s payments, help them access repayment
                        options, process deferment or forbearance requests, and guide them through
                        potential loan forgiveness programs. Without this information, the client might
                        miss important communications, payment changes, or relief opportunities.
                        Their servicer can provide free assistance that can potentially save the client
                     thousands of dollars through appropriate repayment plans.

                  
                  

               
               

            
            
            
            
               
               
               Private Student Loan Types

               
               
               
               
                  
                  
                  Most private student loans are issued by banks, credit unions, or other financial
                     institutions rather than the federal government. Unlike federal loans, private
                     student loans do not have government backing or the protections that come with
                     federal programs. It is important to note that many financial institutions service
                     both private and federal loans, which can sometimes create confusion about loan
                     type.

                  
                  
                  
                  Counsel the client that private student loans generally do not offer the same
                     borrower-friendly features that federal student loans provide, like income-driven
                     repayment plans, loan forgiveness programs, and deferment/forbearance options.
                     However, they will not be completely without recourse if they are later struggling
                     to repay the loan. Private student loans also sometimes provide options.

                  
                  
                  
                  When helping clients evaluate private student loan offers, discuss some key
                     comparison points regarding interest rates, terms, protections, and flexibility.
                     Consider these questions and have a conversation about their financing options:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Have they maximized all federal loan options, grants, and scholarships first?
                           (Since federal loans typically offer better terms and protections)

                        
                        

                     
                     
                     
                     	
                        
                        
                        What’s their plan for managing these payments alongside other financial
                           obligations after graduation? (To ensure a realistic budget plan)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do they understand that private loans lack federal protections like
                           income-driven repayment plans and potential loan forgiveness? (Important for
                           setting expectations)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Can they make interest payments while in school to reduce the total loan
                           cost? (Even small payments during school can significantly reduce overall
                           costs)

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Comparison of Loan Types

               
               
               
               
                  
                  
                  Educate the client on loan types.

                  
                  
                  
                  When navigating education funding options, understanding the
                     fundamental differences between federal and private student loans can significantly
                     impact a student’s financial future. Federal student loans, offered through the
                     Department of Education (ED), provide borrowers with substantial protections and
                     flexible repayment options that private loans typically cannot match. These federal
                     programs include Direct Subsidized and Unsubsidized Loans, Plus Loans, and, in some
                     cases, older loan types like FFEL or Perkins loans.

                  
                  
                  
                  Federal loans offer several key advantages over their private counterparts:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Access to income-driven repayment plans that cap monthly payments at a
                           percentage of discretionary income (IBR, PAYE, REPAYE)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Deferment and forbearance options during periods of economic hardship

                        
                        

                     
                     
                     
                     	
                        
                        
                        Forgiveness programs, including Public Service Loan Forgiveness (PSLF) for
                           government and nonprofit employees

                        
                        

                     
                     
                     
                     	
                        
                        
                        Teacher Loan Forgiveness can eliminate remaining balances after meeting
                           service requirements

                        
                        

                     
                     

                  
                  
                  
                  Private loans, while sometimes offering lower interest rates for borrowers with
                     excellent credit or cosigners, lack federal protections such as deferment,
                     forbearance, or possible loan forgiveness. They typically have stricter repayment
                     terms, fewer options during financial difficulty, and no forgiveness pathways.
                     However, they may benefit students who have exhausted federal loan eligibility or
                     who can secure favorable fixed rates.

                  
                  
                  
                  The
                     tax implications of student loans also merit consideration. Currently, student loan
                     interest is tax-deductible up to $2,500 annually, regardless of whether the loans
                     are federal or private, provided income thresholds are met. Additionally, education
                     tax credits like the American Opportunity Credit (up to $2,500) and Lifetime
                     Learning Credit (up to $2,000) can offer significant tax relief for qualified
                     education expenses, though these credits phase out at higher income levels.

                  
                  
                  
                  For most borrowers, maximizing federal loan options before considering
                     private alternatives provides the greatest flexibility and protection. This approach
                     ensures access to income-driven repayment, potential loan forgiveness, and hardship
                     protections that can prove invaluable throughout the repayment journey.

                  
                  

               
               

            
            
            
            
               
               
               Repayment

               
               
               
               
                  
                  
                  Federal student loan repayment offers numerous options that
                     fall into two main categories: traditional fixed-repayment plans and income-driven
                     repayment plans. For clients with stable incomes sufficient to
                        handle their debt load, traditional fixed-repayment plans provide predictable
                        pathways to loan elimination. Income-driven repayment plans are best for clients
                        whose income is relatively low compared to their student loan debt, uncertain or
                        variable from year to year, or who work in public service or nonprofit sectors
                        that may qualify for eventual loan forgiveness. Here is a list of relevant
                     definitions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Income-driven repayment plan
                              (IDR): A category of federal student loan
                              repayment plans that set monthly payments according to the borrower’s income and family
                              size, including options like IBR, ICR, and Pay As You Earn (PAYE).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Income-based repayment plan
                              (IBR): 
                           A federal student loan repayment plan
                              that limits monthly payments to a percentage of the borrower’s discretionary income,
                              typically 10% or 15%, depending on when the loans were issued, with potential forgiveness
                              after 20 or 25 years.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Income-contingent
                              repayment plan (ICR): 
                           A federal student loan repayment
                              plan that limits monthly payments to the lesser of 20% of discretionary income or
                              a fixed
                              12-year payment adjusted for income, with loan forgiveness after 25 years.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Standard repayment plan: 
                           A student loan repayment schedule with fixed
                              monthly payments over a set 10-year period (up to 30 years for consolidation loans).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Graduated repayment plan: 
                           A student loan repayment schedule that
                              starts with lower monthly payments, which gradually increase over time.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Extended repayment plan: 
                           A repayment option for federal student loans
                              that allows borrowers to extend the repayment period, reducing monthly payments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pay As You Earn repayment
                              plan (PAYE): 
                           A federal student loan repayment
                              plan that limits payments to 10% of discretionary income and forgives the balance
                              after 20
                              years, available to certain newer borrowers who meet specific eligibility requirements.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Revised Pay As You Earn
                              (REPAYE): 
                           A federal income-driven repayment
                              (IDR) plan for student loans that sets loan repayment at 10% of a borrower’s discretionary
                              income (defined here as difference between borrower’s income and 150% of the federal
                              poverty
                              guideline for the borrower’s family size and state).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Saving on a Valuable
                              Education (SAVE): A federal income-driven repayment
                              (IDR) plan for student loans that sets loan repayment to 5 to 10% of discretionary
                              income
                              (defined here as the difference between borrower’s income and 225% of the federal
                              poverty
                              guideline for the borrower’s family size and state) and if the monthly payment does
                              not
                              cover all of the interest, the government covers the remaining interest so the loan
                              does not
                              increase over time.

                        
                        

                     
                     

                  
                  
                  
                  Exhibit 2-43 lists repayment
                     options. Note: All income-driven plans require annual income recertification.

                  
                  
                  
                  Exhibit 2-43: Student Loan Repayment Options
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Traditional Fixed-Repayment Plans

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Income-Driven Repayment Plans

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Standard Repayment Plan

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Fixed payments over 10 years

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Lowest total interest cost

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Higher monthly payments

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Income-Driven Repayment (IDR)

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             10% of discretionary income

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Forgiveness after 20-25 years

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Most favorable terms overall

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Graduated Repayment Plan

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Payments increase every two years

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             10-year repayment period

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Good for expected income growth

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       SAVE & PAYE

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             10% of discretionary income

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             PAYE: excludes spouse’s income when filing
                                                separately

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             SAVE: includes spouse’s income

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Extended Repayment Plan

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Stretches payments over 25 years

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Lower monthly payments

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Higher total interest cost

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Available for loans > $30,000

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       IBR & ICR

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             IBR: 10 – 15% of discretionary income

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             ICR: 20% of discretionary income

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             ICR: only option for Parent PLUS loans after
                                                consolidation

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  Note that Saving on a Valuable Education (SAVE) replaced Revised
                        Pay As You Earn (REPAYE), and REPAYE borrowers were automatically shifted to the
                        new plan. Note that this area is shifting quickly, and counselors should
                     seek the latest information on these plans.

                  
                  

               
               

            
            
            
            
               
               
               Deferment, Forbearance, Delinquency, or Default

               
               
               
               
                  
                  
                  Federal student loans offer important temporary relief options through deferment and
                     forbearance. Both options protect borrowers from delinquency and default during
                     financial difficulties, though they should be used strategically since postponing
                     payments extends the loan term and may increase the total cost, especially with
                     forbearance, where interest capitalizes when regular payments resume.

                  
                  
                  
                  Understanding options for temporarily pausing payments and the
                     consequences of missed payments is advantageous for managing student loans
                     effectively.

                  
                  
                  
                  Deferment allows qualified borrowers to temporarily suspend federal student loan
                     payments under specific circumstances, such as unemployment, economic hardship, or
                     continued education.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        On subsidized federal loans during deferment periods—interest accrued during
                           deferment is paid by the ED.

                        
                        

                     
                     
                     
                     	
                        
                        
                        On unsubsidized loans—interest does accrue.

                        
                        

                     
                     

                  
                  
                  
                  Student loan forbearance is defined as:
                     A temporary pause or reduction in student
                        loan payments granted by the lender, during which interest may continue to accrue,
                        typically
                        used during financial hardship or other qualifying situations. Forbearance, available when borrowers do not qualify for deferment, pauses
                     payments, usually for up to 12 months at a time. Historically, the interest would
                     capitalize at the end of forbearance on all loans, but interest capitalization rules
                     have changed in recent years. Counsel the client to verify current policies with
                     their loan servicer or the Department of Education.

                  
                  
                  
                  Educate the client that both deferment and forbearance require formal
                     applications and supporting documentation. Depending on the type of deferment or
                     forbearance requested, clients may need to provide proof of enrollment, unemployment
                     records, financial statements, or medical documentation. Encourage them to gather
                     the necessary paperwork before applying to avoid delays in processing.

                  
                  
                  
                  If a client is unable to make student loan payments, and their loans
                     are not in deferment or forbearance, they risk delinquency or default, defined
                     as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Student
                              loan delinquency: 
                           The status of a student loan when a
                              scheduled payment has not been made by the due date, beginning the first day a payment
                              is
                              missed and continuing until the loan is brought current or goes into default.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Student loan default: The failure to repay a student loan according to
                              the agreed terms, typically after a specified period of missed payments.

                        
                        

                     
                     

                  
                  
                  
                  As shown in Exhibit 2-44, delinquency begins
                     the first day after missing a student loan payment. The loan remains delinquent
                     until the borrower pays the past due amount or makes alternative arrangements.
                     Delinquency is reported to credit bureaus after 90 days, damaging their credit
                     score. Default occurs after 270 days (about 9 months) of missed payments on most
                     federal student loans. Default is a serious legal status that triggers severe
                     consequences beyond credit damage.

                  
                  
                  
                  
                     Exhibit 2-44: Student Loan Delinquency and Default Timeline
                     
                     [image: A timeline illustrating the progression from payment due to default. It begins at Day 0 with “Payment due,” followed by Day 1 “Delinquency begins,” Day 90 “Credit reporting,” and ends at Day 270 with “Default.” The stages are labeled as Current, Delinquent, Reported delinquency, and Default.]
                     
                  
                  
                  
                  Borrowers can exit delinquency by making missed payments, requesting
                     deferment/forbearance, or switching to an income-driven repayment plan before day
                     270. Once a loan defaults (day 270), these options are no longer available.

                  
                  
                  
                  To resolve default, borrowers typically have three options. 

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Loan rehabilitation: Make nine consecutive, affordable payments over 10
                           months

                        
                        

                     
                     
                     
                     	
                        
                        
                        Loan consolidation: Combine loans into one, with an income-driven repayment
                           plan

                        
                        

                     
                     
                     
                     	
                        
                        
                        Full repayment: Pay off the loan in full

                        
                        

                     
                     

                  
                  
                  
                  Each option requires specific documentation. For rehabilitation,
                     borrowers must submit income and expense forms. For consolidation, a new loan
                     application is needed. Borrowers should keep copies of all documents and
                     correspondence.

                  
                  
                  
                  Student loan consolidation is defined
                     as: The process of combining multiple student
                        loans into a single loan with one monthly payment.
                     Loan consolidation combines federal loans into one monthly
                        payment. For loans in good standing, consolidation simplifies repayment and
                     may open up additional plans. However, it resets progress toward forgiveness and may
                     extend the repayment period, increasing interest costs.

                  
                  
                  
                  For loans in default, consolidation can remove the default status if the borrower
                     agrees to an income-driven plan or makes three voluntary, on-time payments before
                     consolidation. While consolidation can remove the default status from credit reports
                     faster than rehabilitation, the late payment history remains.

                  
                  
                  
                  Important considerations for consolidation include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        It may impact deferment and forbearance eligibility.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Some deferment options are only available for certain loan types.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Consolidating may eliminate eligibility for specific deferments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Subsidized loan benefits, like interest subsidies during deferment, are
                           maintained proportionally in consolidation.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Borrowers must be aware of which loans are being consolidated and their
                           terms.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Eligibility for Federal Student Loan Forgiveness

               
               
               
               
                  
                  
                  Federal student
                     loans offer various pathways to reduce or eliminate debt through forgiveness,
                     discharge, and repayment assistance programs. Each program serves different borrower
                     circumstances and comes with specific eligibility requirements, timelines, and tax
                     implications. Student loan forgiveness and student loan discharge are
                     defined as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Student loan forgiveness:
                              The cancellation of a borrower’s obligation
                              to repay some or all of their student loan debt, often contingent upon fulfilling
                              certain
                              criteria like working in public service.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Student loan discharge:
                              The cancellation of a borrower’s obligation to
                              repay some or all of their student loan debt, typically due to specific circumstances
                              such
                              as disability or school closure.

                        
                        

                     
                     

                  
                  
                  
                  Exhibit 2-45 represents the primary relief options
                     currently available to federal student loan borrowers. For the latest updates on
                     federal student loan forgiveness programs and eligibility requirements, visit
                     studentaid.gov to explore the client’s specific options.

                  
                  
                  
                  Income-driven repayment plans like IBR, PAYE, and REPAYE adjust monthly
                     payments to a reasonable percentage (typically 10-20%) of discretionary income,
                     providing immediate relief for borrowers facing financial constraints. These plans
                     also include a forgiveness component, eliminating any remaining balance after 20-25
                     years of qualifying payments, though this forgiveness may be taxable. Private loans,
                     by contrast, rarely offer forgiveness options or income-based payment plans, making
                     federal loans significantly more flexible for borrowers with uncertain income
                     trajectories or those pursuing public service careers.

                  
                  
                  
                  
                     Exhibit 2-45: Student Loan Forgiveness, Discharge, and Repayment Assistance Programs
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	 
                                    
                                    
                                    	
                                       
                                       
                                       Eligibility and Requirements

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Loans Eligible and Amount Forgiven

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax Implications

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Public Service Loan
                                             Forgiveness (PSLF)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Full-time employment (30+ hours weekly) at
                                                qualifying government or nonprofit organization.
                                                

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             120 qualifying monthly payments (10 years) while
                                                working full-time for eligible government or
                                                nonprofit organizations, eliminating any remaining
                                                balance tax-free. Payments do not have to be
                                                consecutive. $0 IDR payments count towards the
                                                total.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Direct Loans only (FFEL/Perkins must be
                                                consolidated into Direct) 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Entire remaining balance after 120 qualifying
                                                payments

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax-free forgiveness under current law

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Teacher Loan
                                             Forgiveness

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A federal program that forgives a portion or
                                             all of a student loan balance for teachers who meet specific criteria, such as teaching
                                             full-time for five consecutive years in low-income schools.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Direct and FFEL Loans

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Up to $17,500 for math, science, special
                                                education; up to $5,000 for other subjects

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax-free forgiveness under current law

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       SAVE Plan (Saving on a Valuable Education)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Most federal student loan borrowers (replaced REPAYE)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             5% of discretionary income for undergraduate
                                                loans; 10% for graduate loans

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             10 years for balances under $12,000 (adding 1
                                                year for each additional $1,000)

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Currently taxable forgiveness (unless Congress extends
                                          exemption)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Pay as you Earn (PAYE)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Have had no outstanding balance on a Direct Loan
                                                or FFEL Program loan when a borrower received a
                                                new one on or after October 1, 2007. 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Must have received a Direct Subsidized,
                                                Unsubsidized, or PLUS Loan disbursement after
                                                October 1, 2011, or a Direct Consolidation Loan
                                                based on an application received after that
                                                date.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                              Must have applied for PAYE before July 1, 2024,
                                                and remain continuously enrolled, as new
                                                enrollments are no longer accepted after this
                                                date.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Direct Loan borrowers only. Eligible loan types
                                                include Direct Subsidized/Unsubsidized, Direct
                                                Grad PLUS, and Direct Consolidation loans.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             PAYE forgives any remaining balance on the loans
                                                after 20 years of payment—no matter what type of
                                                federal loans the borrower has.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             PAYE is also an eligible repayment plan for
                                                borrowers seeking to qualify for Public Service
                                                Loan Forgiveness.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The forgiven amount is subject to income tax.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Income-Based Repayment (IBR) Plan

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             A loan balance higher than annual discretionary
                                                income or that represents a significant portion of
                                                the borrower’s annual income.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             For new borrowers (those who first started
                                                borrowing after July 1, 2014, or had no
                                                outstanding federal student loan balance when
                                                receiving a Direct Loan on or after July 1,
                                                2014).

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       All Direct loans, Direct PLUS loans to graduate and
                                          professional students, Consolidated Loans that did not
                                          repay PLUS loans, and FFEL loans are eligible for IBR. 

                                       
                                       
                                       
                                       IBR payments are calculated using 10% of discretionary
                                          income with a repayment period of 20 years.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The forgiven amount may be considered taxable income,
                                          though there are temporary tax exemptions in place.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Perkins Loan
                                             Cancellation

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Various service-based cancellations (teaching, nursing,
                                          law enforcement, etc.)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Typically, 15-30% per year of service (up to 100% over 5
                                          years)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tax-free cancellation under current law

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Federal Agency Student Loan
                                             Repayment Program

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Employer benefit offered by federal agencies, not a
                                          forgiveness program

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Up to $10,000 per year/$60,000 lifetime toward
                                                federal student loans

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Typically requires 3-year service agreement with
                                                agency

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Taxable benefit (counted as income)

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Of particular note are the discharge options available for federal student loans,
                     which include both Parent PLUS loans and other types of federal loans. While Parent
                     PLUS loans have more limited forgiveness options, they remain eligible for specific
                     discharge programs that borrowers should understand. 
                     These discharge options are important to include alongside the
                        forgiveness options, as they provide critical pathways for relief in certain
                        circumstances:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Death:
                              Discharged if either the borrower (parent or student) for whom the loan
                              was obtained dies.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Total and
                                 Permanent Disability (TPD):
                              Available if the borrower becomes totally and permanently
                              disabled.

                        
                        

                     
                     
                     
                     	
                        
                        
                        School-Related:
                              Federal
                              student loans, including Parent PLUS loans, can be discharged for closed
                              school, false certification, or unpaid refund in certain
                              circumstances.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Borrower
                                 Defense to Repayment:
                              If the
                              school misled the borrower or engaged in misconduct.

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Bankruptcy:
                              
                           Possible but
                              requires meeting the undue hardship standard, which is difficult to
                              prove.
                           

                        
                        

                     
                     

                  
                  
                  
                  These discharge options are available for all federal student loans,
                     including Parent PLUS loans, and it is important to discuss both the forgiveness
                     options and these discharge possibilities when counseling borrowers.

                  
                  

               
               

            
            
            
            
               
               
               Difficulty in Declaring Bankruptcy on Student Loan
                  Debt

               
               
               
               
                  
                  
                  A financial counselor should educate the client that declaring bankruptcy on student
                     loan debt is exceptionally difficult. If a client is seriously considering filing
                     for bankruptcy due to student loan debt, recommend consulting with an attorney who
                     specializes in bankruptcy to explore their options and ensure they fully understand
                     the potential legal implications.

                  
                  

               
               

            
            
            
            
               
               
               Consequences of Default

               
               
               
               
                  
                  
                  Clients need to understand that defaulting on student loan
                     debt carries severe and far-reaching consequences. The government has collection
                     powers. There are financial consequences, and the client may experience personal and
                     professional impact.

                  
                  
                  
                  For federal student loans in default, the government has collection tools that do
                     not
                     require court orders. The Department of Education can administratively garnish up
                     to
                     15% of the client’s disposable income directly from their paycheck. Through the
                     Treasury Offset Program, the government can seize their entire federal tax refund
                     each year until the debt is resolved. Even Social Security benefits are not fully
                     protected—the government can take up to 15% of these benefits, though they
                     must leave the recipient with at least $750 per month for living expenses.

                  
                  
                  
                  Financial
                     consequences of student loan default extend far beyond immediate collection actions.
                     The client’s credit score will likely suffer a drop of 150-200 points, with the
                     default remaining on their credit report for seven years. This
                        credit damage creates a cascade of financial challenges, including difficulty
                        obtaining mortgages, auto loans, and credit cards, often resulting in higher
                        interest rates when credit is available. Additionally, defaulted borrowers lose
                        eligibility for federal student aid and beneficial repayment options like
                        income-driven repayment plans, deferments, and forbearances. The loan balance
                        itself typically increases substantially as collection costs of up to 25% are
                        added, and the entire unpaid balance becomes due immediately through
                        acceleration. When counseling clients facing potential default, emphasize that
                        these consequences can persist for years, significantly restricting their
                        financial flexibility and increasing the overall cost of borrowing across all
                        aspects of their financial life.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Debt Management

         
         
         
         
            
            
            This area discusses debt management. It explores how to evaluate the cost of
               indebtedness and options to manage financial obligations, including practical
               strategies for reducing and paying back debt. This area also covers navigating more
               challenging situations, like the consequences of defaulting, advanced stages of debt
               collection, and bankruptcy processes.

            
            

         
         
         
         
         
            
            
            Assist Client to Evaluate Level or Cost of
               Indebtedness

            
            
            
            
               
               
               When helping a client assess if they are overindebted, help them identify warning
                  signs in their financial behaviors. Counsel them to look for some of these
                  indicators:

               
               
               
               
                  
                  
                  	
                     
                     
                     Using credit cards for necessities like groceries and utilities, and not
                        paying off the balance when due

                     
                     

                  
                  
                  
                  	
                     
                     
                     Making only minimum payments on credit cards month after month

                     
                     

                  
                  
                  
                  	
                     
                     
                     Debt-to-income ratio exceeding 30% (excluding mortgage)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Borrowing from one source to pay another debt

                     
                     

                  
                  
                  
                  	
                     
                     
                     Receiving collection calls or notices

                     
                     

                  
                  
                  
                  	
                     
                     
                     Feeling stressed, anxious, or losing sleep over debt concerns

                     
                     

                  
                  
                  
                  	
                     
                     
                     Not knowing the total amount owed across all debts

                     
                     

                  
                  
                  
                  	
                     
                     
                     Using payday loans or other high-cost alternative lending

                     
                     

                  
                  
                  
                  	
                     
                     
                     Missing payments or regularly paying bills late

                     
                     

                  
                  

               
               
               
               Help the client understand how their debt affects their overall well-being. The
                  financial, psychological, and future opportunity impacts give clients a more
                  holistic view of how debt is influencing their lives.

               
               
               
               Financial Impact:

               
               
               
               
                  
                  
                  	
                     
                     
                     Calculate the true cost of debt with interest over time. Debt is not just
                        about the amount borrowed; it is about the cost of borrowing that money.
                        Interest accumulates over time, and depending on the loan type (e.g., credit
                        card debt, personal loans, mortgages), it can drastically increase the total
                        amount paid back.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Determine how payments affect cash flow and emergency reserves. Questions for
                        clients include, "How comfortable do you feel with your current cash flow
                        after making your debt payments? Do you have enough left over to cover
                        unexpected expenses or build your emergency reserves?”

                     
                     

                  
                  

               
               
               
               Psychological Impact:

               
               
               
               
                  
                  
                  	
                     
                     
                     Determine if debt is causing relationship conflicts. Financial issues,
                        especially unresolved or growing debt, are one of the leading causes of
                        stress in relationships. Money can be a point of contention between
                        partners, especially if one person is carrying more debt, is less open about
                        finances, or has different spending habits.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Assess if debt concerns are affecting sleep or interrupting concentration.
                        Questions for clients include, “Have you noticed that your debt is causing
                        tension or conflict in your relationships? Do you and your partner or family
                        feel like you’re on the same page when it comes to managing debt and
                        finances?”

                     
                     

                  
                  

               
               
               
               Future Opportunity Impact:

               
               
               
               
                  
                  
                  	
                     
                     
                     Explain how current debt affects housing. Lenders look at a variety of
                        factors when determining whether to approve a mortgage application,
                        including existing debt. Landlords often pull credit reports as well, and
                        high debt levels may make a rental application less likely to be
                        approved.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Discuss how some employers check credit. Questions for clients include, “What
                        strategies have you considered to reduce debt and improve your credit? How
                        important are these factors to your housing and career goals, and what steps
                        can you take to achieve those?”

                     
                     

                  
                  

               
               
               
               Use the ability to repay and feelings about debt listed in Exhibit 2-46 to help the client explore how
                  they feel about their level of indebtedness. For example, people who have minimal
                  to
                  low debt tend to report no concern and no stress from repayment obligations, while
                  others with moderate debt hope that there is no emergency. If the client
                  self-identifies as low debt as their level of indebtedness, ask if they agree with
                  that sentiment and what additional feelings about their debt arise.

               
               
               
               
                  Exhibit 2-46: Ability to Repay and Feelings About Debt
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Level of Indebtedness

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Ability to Repay and Feelings About Debt

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Debt free

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No concern

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Minimal debt

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    No stress from repayment obligations

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Low debt

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Safe but fully extended, moderately stressed

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Moderate debt

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Seriously stressed, hopes there is no emergency

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Elevated debt

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Overwhelmed, desperate, very stressed

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    High debt

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Debts feel insurmountable, sense of hopelessness

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               

            
            

         
         
         
         
            
            
            Assist Client in Identifying Strategies
               to Reduce Debt

            
            
            
            
               
               
               A financial counselor will assist clients in identifying
                  strategies to reduce debt. Help clients understand their relationship with debt,
                  guide them in managing it effectively, and educate them on how excessive debt could
                  impact their financial and emotional well-being. The concept of a “personal debt
                  limit” refers to the threshold beyond which one may struggle to manage debt
                  effectively and experience negative consequences.

               
               
               
               A personal debt limit is an informal boundary the client sets based on their income,
                  expenses, financial goals, and personal comfort level with managing debt. It is the
                  point at which they feel they have enough debt for their current situation and will
                  not take on more unless they know they have a clear, manageable way to repay it
                  without compromising their financial stability.

               
               
               
               Individual factors, like monthly payments and cash flow, emotional and
                  mental well-being, and financial goals, determine a personal debt limit.

               
               
               
               
                  
                  
                  	
                     
                     
                     Monthly
                              payments and cash flow:
                           
                        If someone
                           feels that their monthly obligations for debt are leaving too little for
                           other priorities or creating too much financial strain, they might
                           adjust their personal debt limit to avoid financial distress.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Emotional and mental well-being:
                           
                        For some,
                           debt beyond a certain point feels like a burden. For others, there might
                           be a comfort level carrying larger amounts of debt as long as it is
                           manageable on paper. It is more than just financial. Stress and anxiety
                           can be an indicator that the client has reached or exceeded their limit.
                           Debt can affect sleep, concentration, and relationships, and these
                           psychological impacts may guide an individual’s decision on how much
                           debt they are willing to carry.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Financial
                              goals:
                           
                        An
                           individual’s financial focus influences their personal debt limits. If
                           an individual is saving for a home, retirement, or other large purchase,
                           they may be prioritizing saving over borrowing.
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Strategies for Paying Back Debt

               
               
               
               
                  
                  
                  Helping clients
                     with strategies for paying back debt centers on one fundamental principle: Know what
                     you owe. Counsel the client to compile all debts, monthly payments, current
                     balances, interest rates, and the projected payoff dates if paying installment or
                     minimum. This inventory offers the foundation for accurate debt-to-income
                     calculations and can help clients visualize their complete debt picture, often
                     revealing patterns or issues they had not fully recognized.

                  
                  
                  
                  A counselor can help the client track their debt using a worksheet like the one in
                     Exhibit 2-47. This form has clients list
                     all creditors’ names in column one and the type of debt in column two. Keep options
                     for column two language that makes sense to the client, but also discuss the
                     implications of each. They will likely have secured, unsecured, and high-priority
                     debt. The form needs to work for the individual, so be willing to adjust and modify
                     to meet their needs. Clarify types of debt as needed.

                  
                  
                  
                  The client will possibly need to look at each account statement to complete the
                     remaining columns. Once the worksheet is complete, return their attention to how
                     debt affects their overall well-being—financial, psychological, and future
                     opportunity—to help them set goals.

                  
                  
                  
                  Consider revisiting any
                     previously created SMART goals to see where this worksheet might contribute to their
                     previously identified specific, measurable, achievable, relevant, and time-bound
                     components.

                  
                  
                  
                  
                     Exhibit 2-47: Example Debt Payment Worksheet
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Creditor’s name

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Type of debt

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Balance owed

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly payment amount

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Current payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Current or past due

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Interest rate (APR)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Credit limit

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    

                                 
                              

                           

                        
                        
                        
                        Durband

                        
                        

                     
                  
                  
                  
                  When setting goals for
                     paying back debt, start with debt awareness, and help clients acknowledge their
                     financial situation without judgment. This allows them to face their debt head-on
                     and begin to build a sense of control. From there, focus on achieving small wins,
                     such as making consistent minimum payments or organizing monthly debt tracking.
                     These small steps might create momentum and provide a sense of accomplishment, which
                     can build confidence. Additionally, debt reduction as a feeling should be
                     incorporated into goal setting. Encourage clients to set emotional milestones, such
                     as feeling less anxious or more in control of their finances, as they work toward
                     their larger debt-reduction goals. By combining actionable steps with emotional
                     progress, clients are more likely to feel empowered throughout their debt management
                     journey.

                  
                  

               
               

            
            
            
            
               
               
               Prioritizing Debt Repayment

               
               
               
               
                  
                  
                  When helping clients
                     prioritize debt repayment, educate clients about how to evaluate their debt. Some
                     debt has high consequences if not addressed. These are obligations that, if left
                     unpaid, could significantly impact their well-being or financial stability. Some
                     debts that initially seem less urgent can quickly rise to medium-priority status.
                     While medium priorities can be delayed for a short period, eventually, they may
                     become just as important as high-priority debts and need to be addressed with the
                     same urgency. It is natural for clients to feel motivated to pay off smaller debts
                     because they can, but this impulse may not align with the best strategy for their
                     financial situation. Educate the client about some results of non-payment using the
                     explanations shown below.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                           High priority debts and expenses.
                           

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Court judgment debt. They have been sued for a debt, and a
                                 court has ruled for the creditor. The creditor has the right to
                                 seize part of their wages, bank accounts, and even their home or
                                 other property.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Criminal justice debt. Non-payment of debt arising from a
                                 criminal proceeding (such as fines, fees, and court-assessed costs)
                                 can lead to immediate loss of their driver’s license, loss of income
                                 or assets, or even incarceration.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Auto loan debt. Can result in a creditor repossessing their
                                 car after missing only one payment. This is high-priority debt,
                                 particularly if they need their car to get to work or for other
                                 essential transportation.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Rent payment debt. For the home they live in or the lot on
                                 which their manufactured home sits. Eviction can be fast if payments
                                 are not current.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Utility bill debt. Non-payment can lead to termination of gas,
                                 electric, water, and other essential services. In some states,
                                 programs to help people avoid disconnection may make utility bills a
                                 somewhat more flexible priority in the short term.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Child support debt. Could result in very serious problems,
                                 including revocation of driver’s license or prison for non-payment.
                                 State-specific.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Life-saving medications. Could result in serious complications
                                 or death if not accessed.

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                           Medium priority debts and expenses.
                           

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Home mortgage delinquencies. Miss a month or two, and the
                                 client is unlikely to face foreclosure, but if they get behind by
                                 enough months, they face the loss of their home. (Includes
                                 non-payment of a manufactured home loan.)

                              
                              

                           
                           
                           
                           	
                              
                              
                              Real estate taxes. If the client does not have an escrow
                                 account with their mortgage lender, they are responsible for paying
                                 their own property taxes. While non-payment of property taxes will
                                 not result in the immediate loss of their home, at some point, their
                                 home can be subject to a tax sale.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Federal student loans. The client is not in default until they
                                 are 270 days behind on payments, but then they risk seizure of their
                                 tax refund and their Social Security or other federal benefits, wage
                                 garnishment without a court order, and denial of new student loans
                                 and grants.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Taxes owed to the IRS. Even if the client does not pay their
                                 federal income taxes when due, they should always file their tax
                                 return on time, or file it by a new deadline after they request an
                                 extension. Then, for a time, they can delay paying taxes owed
                                 without serious adverse consequences.

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                           Low priority debts and expenses.
                           

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Medical debt. Payments due to hospitals, doctors, other
                                 medical professionals, dentists, and ambulance companies. Medical
                                 debt does not result in immediate loss of property or income, unless
                                 the client is successfully sued on the debt.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Credit card debt. The client will not be subject to seizure of
                                 bank accounts, income, or property unless they are successfully sued
                                 on the credit card debt or there is already a judgment taken against
                                 them for non-payment of this credit card debt.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Debt owed to friends or relatives. Non-payment is not going to
                                 harm the client’s credit rating or result in lost property or wages,
                                 and they may not even be charged interest. Relationships and social
                                 standing may suffer.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Private student loans. Private student loans typically do not
                                 involve property being put up as collateral, and special remedies
                                 available to the government to collect federal student loans do not
                                 apply to private student loans.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Charge accounts or debts owed to merchants. Non-payment can be
                                 subject to collections.

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Debt Management
               Options 

            
            
            
            
               
               
               A financial counselor can help a client assess their current financial situation and
                  explore strategies to help reduce the burden of debt. This includes examining
                  potential options to lower monthly payments, reduce the overall debt load, identify
                  and dispute billing errors, or improve cash flow. Approaches may include negotiating
                  with creditors, considering lifestyle changes, or exploring professional debt
                  management services. The key is to find a balanced solution that aligns with the
                  client’s financial capacity and long-term goals while minimizing the impact on their
                  financial well-being. Educate the client about different strategies and debt
                  settlement.

               
               
               
               Debt settlement is defined as: A negotiation process where a creditor agrees to
                     accept payment that is less than the total amount owed as full repayment and resolution
                     of a
                     debt.
                  Debt settlement is a strategy where a debtor negotiates with
                     creditors to pay off a portion of their debt, typically in a lump-sum payment
                     that is less than the full amount owed. The creditor agrees to consider the debt
                     settled once the reduced amount is paid and the remaining balance is forgiven.
                     This option is often used by individuals in serious financial distress but
                  comes with significant risks. Exhibit 2-48 lists the pros and cons of debt settlement.

               
               
               
               Exhibit 2-48: Pros and Cons of Debt Settlement
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Pros

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Cons

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Reduced debt: A debtor may be able to pay only a
                                       portion of what they owe, potentially reducing the total
                                       debt by 40-60%.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Damaged credit: Debt settlement can significantly
                                       lower a debtor’s credit score and remain on their credit
                                       report for up to seven years.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Immediate relief: If successful, debt settlement
                                       can provide quick relief from creditors and collection
                                       calls.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Tax implications: Forgiven debt may be considered
                                       taxable income by the IRS.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    No ongoing payments: Once the settlement is agreed
                                       upon and paid, the debt is considered settled.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Not all creditors will settle: Some creditors may
                                       refuse to negotiate or may not offer favorable
                                       terms.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Clear resolution: Eliminates the need for
                                       continuous payments.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Collection activity: Could result in late fees,
                                       lawsuits, or wage garnishment.

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Possibly lower fees: Settling for less can reduce
                                       the total financial burden.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Upfront costs: Many debt settlement companies
                                       charge fees, which can add to a debtor’s financial
                                       strain before the settlement is complete.

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               

            
            
            
            
               
               
               Debt Consolidation and Debt Management Plans

               
               
               
               
                  
                  
                  
                     
                     
                     
                     Debt management, debt settlement, and debt consolidation have
                        different impacts on a client’s monthly payments, credit score, timeline, and
                        overall financial health. Review them together to determine which approach
                        aligns with their financial goals and circumstances. As each option is
                        discussed, ask questions about how each might apply to their specific
                        situation.
                     It is important to differentiate debt
                        management (and the resulting debt management plans) from debt
                        consolidation:
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Debt management is defined as:
                           A structured approach to repaying outstanding debts,
                              often involving a plan created with the help of a credit counseling agency to consolidate
                              multiple payments, lower interest rates, and pay off debt over time without taking
                              out a new
                              loan.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Debt consolidation is defined as:
                           The process of combining multiple smaller debts
                              into a single loan.

                        
                        

                     
                     

                  
                  
                  
                  A financial counselor should always encourage the client to consult a
                     financial advisor to understand the full implications of their specific situation.
                     Exhibit 2-49 summarizes some potential
                     pros and cons of debt consolidation.

                  
                  
                  
                  Exhibit 2-49: Pros and Cons of Consolidating Debts
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Pros

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Cons

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Flexible debt repayment: Can provide temporary
                                          relief by extending repayment periods.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Longer repayment period: Could lead to a longer
                                          debt repayment timeline.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Potential short-term relief: Helps with immediate
                                          cash flow by lowering payments.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Increased total interest: The total interest paid
                                          over time may increase.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Personalized approach: Allows for customizations
                                          according to client’s unique goals.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Temporary credit score
                                             impact: May have a short-term negative effect on
                                          the client’s credit score.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Expert advice: Working with a financial advisor to
                                          understand the full impact.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Additional fees: There may be loan origination or
                                          other associated fees.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  Debt management is a structured repayment plan managed by a consumer credit counseling
                        agency, which is defined as: A nonprofit organization that
                        assists individuals in managing debt and improving their financial literacy through
                        budgeting and repayment plans. Counselors work with creditors to lower interest rates and fees for the borrower,
                     and the borrower makes one monthly payment to the credit counseling agency. They
                     typically charge setup ($30-$50) and monthly ($50-$75) fees. Initially, the
                     borrower’s credit score is negatively impacted, but it may improve over time with
                     consistent payments. This method typically reduces the monthly payment and the
                     interest rates tied to their debt. The relationship is usually 3-5 years.

                  
                  
                  
                  Debt consolidation combines multiple debts into a single new loan. The
                     borrower takes out a new loan to pay off multiple existing debts. The typical
                     timeline varies based on the terms of the new loan. This method may cause a
                     short-term dip in the borrower’s credit score, but there may be positive long-term
                     impact if payments are made on time. This option should be considered when looking
                     at interest rates of existing debt compared to prospective debt. The new loan
                     interest rate may be lower than original debts, depending on creditworthiness.
                     Monthly payments with debt consolidation are typically lower. The debt consolidation
                     fees depend on loan origination fees, which can range from 0-8% of the total value
                     of the loan.

                  
                  
                  
                  Exhibit 2-50 outlines which
                     borrower’s may be best, what is required, and general success rates for each
                     method.

                  
                  
                  
                  Exhibit 2-50: Debt Relief Options Comparison
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Method

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Who It’s Best For

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Requirements

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Success Rates

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Debt management plan

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       People who can pay their debts but need structure and
                                          lower interest rates

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Stable income to make monthly payments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       About 50-60% completion rate

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Debt settlement

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       People experiencing significant financial hardship who
                                          cannot realistically pay their full debts

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Ability to save for lump-sum payments

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       About 10% of enrollees complete all settlements

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Debt consolidation

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       People with good credit who want to simplify payments and
                                          potentially lower interest rates

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Good enough credit to qualify for a new loan

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Depends on borrower’s ability to make payments

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  
                  
                  Before proceeding with any debt relief method, be aware that each
                     option comes with significant considerations. All three approaches may affect the
                     client’s credit score to varying degrees. None offer instant solutions, and each
                     requires commitment over months or years. There may be tax implications,
                     particularly with debt settlement, to stay up-to-date about. Some creditors may not
                     participate in certain programs, potentially leaving some debts unaddressed.
                     Additionally, fees can substantially impact the overall benefit of any solution.
                     Most importantly, without addressing the underlying financial behaviors that led to
                     debt problems, there is a risk of returning to debt even after completing any relief
                     program.

                  
                  

               
               

            
            
            
            
               
               
               Refinancing

               
               
               
               
                  
                  
                  Refinancing is a process where a borrower takes out a new loan to pay off an existing
                     loan, often to secure better terms such as a lower interest rate or a more favorable
                     repayment period. Most commonly, people refinance mortgages and larger personal or
                     business loan debt.

                  
                  
                  
                  The loan amount could be equal to, more than, or less than the existing loan balance.
                     It depends on the client’s individual financial needs and circumstances. Typically,
                     refinancing is done to reduce the total interest paid, lower monthly payments,
                     and/or consolidate multiple debts.

                  
                  
                  
                  Refinancing debt is not always advisable. A financial counselor should always
                     encourage the client to consult a financial advisor to understand the full
                     implications of their specific situation.

                  
                  

               
               

            
            
            
            
               
               
               Restructuring

               
               
               
               
                  
                  
                  For clients facing financial hardship and unable to meet
                     their debt obligations, counsel them to explore the option of negotiating with
                     creditors to restructure their existing debts. 

                  
                  
                  
                  Restructuring debt is defined as:
                     Modifying the terms of a loan or multiple loans to
                        make payments more manageable for the borrower.

                  
                  
                  
                  This could involve requesting more favorable terms, such as extended repayment
                     periods, reduced interest rates, or temporary forbearance. While not all creditors
                     are open to restructuring, many creditors are open to working with borrowers to
                     ensure that debt is ultimately paid.

                  
                  

               
               

            
            
            
            
               
               
               Snowball or Avalanche Methods (Power Pay)

               
               
               
               
                  
                  
                  The snowball or avalanche
                     methods of debt repayment, of which the Power Pay tool is a well-known example, are
                     debt repayment strategies that help borrowers pay debt at an accelerated rate. In
                     the avalanche method, the highest interest rate debts are addressed first. In the
                     snowball method, the smallest balance debts are addressed first. 
                     There are different ways to prioritize debts, and no single
                        approach is the “right” way, such as debts that are tied to a negative emotional
                        event like a divorce. Individuals prioritize their debts based on a factor that
                        works best for them, such as tackling the debt according to interest rates,
                        balances, or other criteria to accelerate the process of becoming
                        debt-free.

                  
                  
                  
                  Here are the steps:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Create a budget, identifying how much money will be applied to debt payments
                           each month. This amount should be sufficient to cover the minimum payments
                           for all debt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Prioritize debts for repayment. Common prioritization methods are
                           highest-interest debt first (avalanche), smallest debts first (snowball), or
                           secured debt first.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Each month, pay minimum amounts for all debts. Any extra debt repayment money
                           left is applied to the highest priority debt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        When the highest priority debt is paid off, that debt payment is added to the
                           repayment amount for the second-highest priority debt.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Because the total amount put toward debt each month does not decrease, the
                           total payment for the highest priority debt will continually increase,
                           accelerating debt repayment over time.

                        
                        

                     
                     

                  
                  
                  
                  The key to success with any of these methods is to dedicate a set amount of money
                     each month to debt repayment. Even if the total amount of money owed goes down as
                     minimum payments decrease, the repayment amount should stay the same.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate the Client about Debt
               Management Scams

            
            
            
            
               
               
               To
                     help avoid debt management scams, educate clients about red flags that indicate
                     potentially fraudulent services. Legitimate debt management services should
                  never ask for large upfront fees or make promises of instant debt elimination. Educate clients to be wary of companies that guarantee they can
                     completely remove their debt or stop all collection calls immediately. 

               
               
               
               Counsel clients to be cautious of unsolicited offers and
                  high-pressure sales tactics. Reputable debt management services will not cold call
                  or aggressively push their services. Educate clients to be wary of any organization
                  that demands immediate action or tries to rush them into making a decision. A
                  trustworthy debt management service will be transparent about its fees, services,
                  and potential outcomes, and will provide time for careful consideration.

               
               
               
               
                  Always get detailed information in writing before signing any agreements,
                     carefully read and understand all terms, ask questions about anything unclear,
                     and never feel pressured to make an immediate decision.
                  Counsel clients to always get detailed information in writing before signing
                     any agreements, carefully read and understand all terms, ask questions about
                     anything unclear, and never feel pressured to make an immediate decision.
                     Legitimate debt management services will be happy to provide comprehensive
                     information and allow time for review.
                  

               
               
               
               Attorneys can sometimes be involved in debt management or
                  debt relief scams, which makes it crucial to help clients identify potential warning
                  signs. Educate clients to be extremely cautious of attorneys who promise guaranteed
                  debt elimination or unusually quick debt resolution. Legitimate legal professionals
                  will provide realistic assessments of debt situations and potential strategies, not
                  make sweeping promises of complete debt erasure.

               
               

            
            

         
         
         
         
            
            
            Discuss Consequences of Default 

            
            
            
            
               
               
               Default occurs when a borrower fails to meet the agreed-upon terms of a loan or
                  credit agreement, typically by missing payments for an extended period. For most
                  unsecured debts like credit cards, default generally occurs after 180 days (six
                  months) of missed payments, though this can vary by creditor and loan type.

               
               
               
               If a client misses the minimum payments on their credit card, their
                  credit report will soon reflect these missed payments, starting with a 30-day late
                  mark, and then progressing to 60 and 90 days late. The most significant damage to
                  their credit score typically occurs during the first two missed payment cycles (30
                  and 60 days). Once their account reaches 60 days past due, the card issuer gains the
                  ability to apply penalty interest rates not only to new purchases but also
                  retroactively to their existing balance, substantially increasing the cost of their
                  debt.

               
               
               
               When a borrower defaults on unsecured debt, there are
                  financial impacts, credit report impacts, and potentially legal consequences. Some
                  of the consequences of defaulting are listed in Exhibit 2-51.

               
               
               
               Exhibit 2-51: Consequences of Default
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	 
                                 
                                 
                                 	 
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Financial impact

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Late fees and penalty interest rates
                                             significantly increase the cost of debt

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Acceleration of the debt (entire balance becomes
                                             due immediately)

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Collection calls and letters from creditors and
                                             potentially third-party collection agencies

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Potential debt settlement negotiation for less
                                             than full amount

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Credit report impact

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Damage to credit score (often 100+ points)

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Negative information remains on credit report for
                                             seven years

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Reduced ability to obtain new credit or favorable
                                             terms

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Potential impact on insurance rates, housing
                                             applications, and employment opportunities

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Legal consequences

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Potential lawsuits from creditors seeking
                                             judgment for unpaid amounts

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          If judgment is obtained, possible wage
                                             garnishment, bank account levies, or property
                                             liens

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Court costs and attorney fees often added to the
                                             original debt amount

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Judgments can remain on credit reports for 7
                                             years

                                          
                                          

                                       

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               
               
               Fair Credit Reporting Act (FCRA)
                  is defined as: A federal law designed to ensure the
                     accuracy, fairness, and privacy of consumer credit information maintained by credit
                     reporting agencies.

               
               
               
               The legal process and credit report process for defaults operate independently of
                  each other. FCRA ensures consumer credit information is accurately and safely
                  maintained. Understanding these separate processes helps clients recognize that
                  resolving one aspect of default does not automatically address the other, requiring
                  distinct strategies for managing both legal exposure and credit recovery.

               
               
               
               Educate the client about statutes of limitations that exist in some
                  states, which set a time limit on how long a creditor can legally sue a debtor for
                  unpaid debts. The law is meant to protect individuals from being sued indefinitely
                  for old debts while also encouraging creditors to act within a reasonable timeframe.
                  If a client seeks more detailed information about the statutes of limitation, refer
                  them to an attorney.

               
               

            
            
            
            
               
               
               Repossession of Collateral/Foreclosure

               
               
               
               
                  
                  
                  Buying or leasing a car almost always means putting the car as collateral to finance
                     the purchase. Explain to the client that if they miss payments or break other terms
                     of their agreement, the lender has the right to take their vehicle back—often
                     without warning.

                  
                  
                  
                   Repossession can happen quickly. Sometimes,
                     repossessions occur after just one or two missed payments. Unlike other collection
                     processes, the lender may or may not need to get court approval before taking the
                     car. A repossession agent can legally access the client’s vehicle in public areas
                     and drive or tow it away in a process called self-help repossession, defined as: The act of a creditor reclaiming collateral
                        without use of a court order.

                  
                  
                  
                  However, there are important limitations to repossession rights.
                     Lenders can only repossess vehicles that specifically secure their loans, not for
                     unrelated debts like medical bills. Repossession agents cannot break into locked
                     structures, threaten the client, or take the car if the client verbally objects at
                     the time. Some states offer additional protections, including rights to cure the
                     default, and active-duty military personnel have special protections under federal
                     law. Self-help repossession cannot be used against anyone who is in active military
                     service.

                  
                  
                  
                  Be clear about
                     what happens after repossession. The vehicle will likely be sold at auction for
                     significantly less than its actual value. The client will then be responsible for
                     the deficiency balance:
                     The remaining amount a borrower owes after a
                        repossessed item is sold, if the proceeds do not fully cover the debt plus any repossession
                        expenses. This can leave them without transportation while still owing thousands on a
                     vehicle they no longer possess.

                  
                  

               
               

            
            
            
            
               
               
               Court Rulings

               
               
               
               
                  
                  
                  When a creditor takes a borrower to court for unpaid debt and wins, the court issues
                     a judgment ordering the borrower to pay. Judgment
                        (debt) is defined as: An automatic court ruling that requires an
                        individual or entity to pay a specified sum to a creditor, due to the debtor’s failure
                        to
                        respond or appear in court as required.

                  
                  
                  
                  Judgments have serious
                     consequences that persist for years. If the client fails to appear in court, the
                     judge will likely automatically rule against them without hearing their side by
                     issuing a default judgment, defined
                     as: An automatic court ruling that requires an
                        individual or entity to pay a specified sum to a creditor, due to the debtor’s failure
                        to
                        respond or appear in court as required. Similarly, if the creditor has clear documentation and the client lacks a legal
                     defense, the court may issue a summary
                        judgment, defined as: A court ruling made for one party against another
                        without a full trial, typically because there are no disputed facts.

                  
                  
                  
                  A judgment lien is defined as: A court ruling giving a creditor the right to seize or
                        force the sale of a debtor’s property to satisfy the debt if unpaid. It is a legal claim placed on the debtor’s property (typically real estate) after
                     a court judgment has been rendered. This lien serves as a guarantee to the creditor
                     that they can collect on the debt by seizing or selling the debtor’s property if
                     necessary.

                  
                  
                  
                  Once a creditor has a judgment, they gain powerful collection tools. 
                     If the client seeks more detailed information about the statutes
                        of limitation, including the federal limit of 25%, it is advisable to refer them
                        to an attorney. Creditors can also levy bank accounts, potentially taking up to
                        100% of the account balance without prior notice. Additionally, judgment
                        creditors can place liens against the client’s property, making it impossible to
                        sell or refinance without paying the debt.

                  
                  
                  
                  For
                     clients refusing to attend court hearings, explain that their absence virtually
                     guarantees a default judgment against them, where the court rules in favor of the
                     creditor due to their failure to appear. Attending court provides an opportunity to
                     negotiate payment plans, raise defenses, or request exemptions. Some clients may
                     benefit from learning about exempt assets and income that creditors cannot take,
                     including certain amounts of home equity, retirement accounts, Social Security
                     benefits, disability payments, and essential personal property. Each state has
                     specific exemption laws that protect certain income and assets from collection.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Advanced Stages of
               Debt Collection

            
            
            
            
               
               
               The debt collection process can become
                     increasingly complex as debts age, with critical considerations that clients
                     must understand. When a debt goes unpaid, it typically moves through
                  stages: initial creditor collection efforts, assignment to a collection agency, and
                  potential legal action. The Fair Debt Collection Practices Act (FDCPA)
                  prohibits third-party agencies from being abusive, deceptive, or unfair when
                  attempting to collect past-due debts.

               
               
               
               
                  
                  Fair Debt Collection
                        Practices Act (FDCPA) is defined as: A federal law that limits
                        the actions of third-party debt collectors and ensures consumers are treated fairly
                        in the
                        debt collection process.

                  

               
               
               
               Each state has a unique statute of limitations for debt
                  collection, which varies by debt type. While a financial counselor should only
                  discuss the legalities of debt collection at a high level and be prepared to refer
                  clients to an attorney for specific legal guidance, clients must understand that the
                  statute of limitations represents how long a creditor can legally sue to collect a
                  debt.

               
               
               
               Debt collectors sometimes reach out to people years later and demand repayment of
                  old
                  debt. Educate clients that they should not admit to owing a debt
                     or make partial payments without fully understanding the implications. Risks of
                     reaffirming an old debt include resetting the statute of limitations,
                     potentially reopening legal collection options, and negatively impacting credit
                     reports.

               
               
               
               When debt
                  collectors reach out, they must send a debt
                     validation letter, which is defined as: A formal notification from a debt collector that asks a
                     borrower to verify the legitimacy and accuracy of a debt; the a debt collector is
                     legally
                     required to send this notification to a borrower when making their first contact related
                     to
                     a debt.
                  This must be sent to confirm that the debt belongs to the client
                     and includes details like the amount owed and the creditor’s name. It helps the
                     client verify the debt and exercise their rights under consumer protection laws.
                     When receiving such a letter, clients should request written verification of the
                     debt’s details, including the original creditor, amount owed, and date of last
                     payment. Be careful not to verbally confirm the contents of the letter when
                     asking for verification of the inclusion of the required contents. 

               
               
               
               Hospital debts present unique challenges, as medical providers have
                  specific collection practices that can significantly impact a patient’s financial
                  and credit standing. Unlike some misconceptions, hospital bills can be and often are
                  submitted to collections if left unpaid. Medical providers may pursue collections
                  aggressively, and unpaid medical bills can severely damage credit reports. Some
                  clients may choose to pay old debts to maintain access to medical services, even if
                  the debt is technically time-barred. However, clients should be cautious and seek
                  professional advice before making any payments on time-barred debts, as making a
                  payment can restart the statute of limitations and potentially reopen legal
                  collection options.

               
               
               
               The complexity of debt collection demands careful navigation, with
                  potential long-term financial and legal consequences that warrant professional
                  guidance from an attorney. Financial counselors should be prepared to make a
                  referral if legal counsel is necessary.

               
               

            
            
            
            
               
               
               Legal Actions Debt Collectors Can Take

               
               
               
               
                  
                  
                  Collectors have multiple strategies for pursuing unpaid
                     debts, each with significant potential consequences for the client.

                  
                  
                  
                  A credit card issuer or a service provider can first take action by
                     discontinuing business relationships. This may include canceling credit cards,
                     refusing services, or limiting the client to cash-only transactions. Such actions
                     may restrict a client’s financial options and access to essential services.

                  
                  
                  
                  Credit reporting represents another critical collection
                     mechanism. Collectors routinely report delinquencies to credit bureaus, typically
                     every month. These reports can have long-lasting implications, potentially affecting
                     the client’s ability to secure loans, rent housing, or even obtain employment. The
                     impact of negative credit reporting can persist for several years, making it a
                     powerful tool for debt collection.

                  
                  
                  
                  Communication is a primary collection strategy. Debt collectors are
                     legally permitted to contact debtors through various channels, including email, text
                     messages, direct messages on social media platforms, and phone calls. However, they
                     face strict limitations on third-party communications. Collectors cannot discuss the
                     debt with anyone other than the debtor, their spouse, or legal representative.

                  
                  
                  
                  Legal
                     action represents the most serious collection method. Collectors have the right to
                     file lawsuits to recover debt, though this is typically a last resort. Such legal
                     action can result in wage garnishment, property liens, or other court-ordered
                     collection methods. However, financial counselors should advise clients that
                     creditors do not always choose to sue, and some income is exempt from garnishment,
                     like Social Security and disability benefits.

                  
                  
                  
                  When counseling clients about potential legal action, emphasize that
                     several factors influence a creditor’s decision to sue. For vehicle loans, creditors
                     often prefer repossession to litigation, as lawsuits can be costly and
                     time-consuming. Creditors are less likely to pursue legal action for small debts or
                     when the debtor has disputed the debt or is working with an attorney.

                  
                  
                  
                  The most critical guidance is to encourage open communication with
                     creditors. Understanding options and seeking professional advice can help clients
                     navigate the complex landscape of debt collection, potentially mitigating the most
                     severe consequences of unpaid debts.

                  
                  

               
               

            
            
            
            
               
               
               Debt Settlement: Negotiating with Debt Collectors

               
               
               
               
                  
                  
                  When working with clients who are interested in negotiating with debt collectors,
                     counsel them to gather and organize the necessary documentation:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Original creditor information

                        
                        

                     
                     
                     
                     	
                        
                        
                        Current balance details

                        
                        

                     
                     
                     
                     	
                        
                        
                        Date of last payment

                        
                        

                     
                     
                     
                     	
                        
                        
                        Records of any communication history with collectors related to the account
                           in question

                        
                        

                     
                     

                  
                  
                  
                  This documentation will help the client verify the debt and identify potential
                     statute of limitation issues before any negotiations begin.

                  
                  
                  
                  Debt collection
                     interactions can often be emotionally charged experiences that may lead to
                     stress-based decisions. Financial counselors can help clients prepare:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Counsel the client to recognize emotional triggers during collection
                           calls.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Practice responses that buy time for thoughtful decisions, like counting to
                           10 in their head or taking a long inhalation before responding.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Help the client understand that debt problems do not define their character.
                           

                        
                        

                     
                     

                  
                  
                  
                  Help clients understand their rights under consumer protection laws and teach them
                     about debt validation. Show them skills they can use on their own, and support them
                     emotionally through the process. Know when it is time to refer them to a lawyer for
                     legal help.

                  
                  

               
               

            
            
            
            
               
               
               Knowing when Collectors may be Violating the FDCPA

               
               
               
               
                  
                  
                  The FDCPA defines what is unfair or abusive in terms of collecting money from
                     borrowers. As a financial counselor, educate clients about debt collector violations
                     and that the Fair Debt Collection Practices Act (FDCPA) only applies to third-party
                     debt collectors, not original creditors. FDCPA protections do not extend to the
                     original company to which the debt was owed.

                  
                  
                  
                  Financial counselors should also educate clients about specific prohibited debt
                     collection practices for these third-party collectors.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Collectors cannot harass, use deceptive or misleading statements, make false
                           threats, or engage in conduct that is intended to intimidate a borrower.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Collectors cannot contact borrowers at a time or place that is known to be
                           inconvenient to the consumer.

                        
                        

                     
                     
                     
                     	
                        
                        
                        If the borrower is represented by an attorney, the debt collector must
                           communicate with the attorney directly.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Collectors cannot continue to communicate with borrowers who have requested
                           in writing for communication to stop.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The debt collector must provide the borrower with written notice within 5
                           days, information about the debt, the amount owed, the lender’s name, and
                           the borrower’s right to dispute the debt within 30 days.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The borrower can dispute the debt within 30 days of receiving a notice of
                           debt collection. Debt collectors may not engage in any collection activities
                           during those 30 days.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The debt collector is prohibited from misrepresenting the amount of debt, the
                           identity of the lender, or any potential legal action.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Debt collectors cannot contact the borrower’s employer.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Debts owed to the government are generally excluded from protection under
                           FDCPA.

                        
                        

                     
                     

                  
                  
                  
                  A cease and desist letter is defined as
                     follows: A formal written notice sent to a debt
                        collector or creditor, requesting that they stop all communication and collection
                        activities
                        regarding an alleged debt.

                  
                  
                  
                  A cease and desist letter is a powerful tool for clients experiencing harassment.
                     This written
                     communication demands that debt collectors stop all further communication. Once
                     received, debt collectors can only contact the client to acknowledge receipt of the
                     letter and inform the borrower of the specific actions they intend to take. Exhibit 2-52 illustrates a simple cease and desist
                     letter template. Refer the client to consumer rights attorneys and the Federal Trade
                     Commission (FTC) for the most current templates specific to their state or
                     situation.

                  
                  
                  
                  
                     Exhibit 2-52: Cease and Desist Letter Template
                     
                     [image: A formal cease and desist letter template addressed to a debt collection agency, citing rights under the Fair Debt Collection Practices Act (FDCPA) and requesting termination of further communication regarding a specific account. The letter outlines the three types of permissible communication under the FDCPA and states that all other contact will be considered a legal violation. It includes placeholders for personal and agency details, the account number, and the sender’s signature.]
                     
                  
                  
                  
                  Financial counselors should educate clients to document all collection interactions
                     and keep copies of all written communications. It is helpful to keep a log with
                     dates, times, and content of all phone conversations. Counsel clients that stopping
                     communication does not eliminate the debt.

                  
                  
                  
                  Educate clients that if third-party collectors violate FDCPA regulations, they have
                     rights:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        They can file a complaint with the Consumer Financial Protection Bureau.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They can report violations to their state attorney general’s office.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client about Bankruptcy
               Basics

            
            
            
            
               
               
               A
                     financial counselor may need to educate the client about bankruptcy basics.
                     Federal bankruptcy law provides a powerful tool to address financial challenges,
                     and some individuals may find that they cannot find other solutions. Here
                  are some bankruptcy-related terms and their definitions:

               
               
               
               
                  
                  
                  	
                     
                     
                     Automatic stay: 
                        A legal protection that halts most collection efforts
                           by creditors as soon as a bankruptcy case is filed.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Exempt property
                           (bankruptcy): 
                        Assets that are protected from creditors
                           during bankruptcy proceedings and cannot be used to satisfy debts.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Dischargeable debt: 
                        A type of debt that can be eliminated through
                           bankruptcy, releasing the borrower from any further obligation to repay it, such as
                           credit
                           card balances, medical bills, and certain personal loans.

                     
                     
                     
                     Discharge (bankruptcy): 
                        An official court order legally releasing a
                           debtor from having to repay certain types of debts.

                     
                     
                     
                     Dismissal (bankruptcy): 
                        A termination of a bankruptcy case without the
                           debtor receiving a discharge eliminating debts; an unsuccessful bankruptcy.

                     
                     
                     
                     Reaffirm (debt): 
                        In the context of a bankruptcy, when a debtor agrees to
                           continue paying a specific debt even though the debt could be discharged (eliminated)
                           as
                           part of the bankruptcy proceedings.

                     
                     

                  
                  

               
               
               
               When talking to a client about bankruptcy, be sure to explain that filing creates
                  an automatic stay. This legal protection immediately halts most collection actions
                  and prevents creditors from taking these listed actions:

               
               
               
               
                  
                  
                  	
                     
                     
                     Foreclosures and evictions

                     
                     

                  
                  
                  
                  	
                     
                     
                     Vehicle repossessions

                     
                     

                  
                  
                  
                  	
                     
                     
                     Utility shutoffs

                     
                     

                  
                  
                  
                  	
                     
                     
                     Wage garnishments

                     
                     

                  
                  
                  
                  	
                     
                     
                     Court lawsuits

                     
                     

                  
                  
                  
                  	
                     
                     
                     Creditor phone calls and letters

                     
                     

                  
                  

               
               
               
               The automatic stay also effectively neutralizes court judgments by stopping wage
                  garnishments, bank account seizures, and judgment lien enforcement. Additionally,
                  it
                  safeguards household items that serve as collateral. If a client’s driver’s license
                  was suspended due to nonpayment of a dischargeable debt, bankruptcy can help restore
                  driving privileges.

               
               
               
               There are some things that bankruptcy does not do. For example, bankruptcy does not
                  help a filer
                  keep property that is collateral on a loan without making payments. A person can,
                  however, reaffirm the debt, which means agreeing during the bankruptcy to remain
                  legally obligated on a specific debt that could have been eliminated.

               
               
               
               While bankruptcy eliminates many unsecured debts like medical bills and credit card
                  balances, certain obligations remain. These non-dischargeable debts include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Child support and alimony

                     
                     

                  
                  
                  
                  	
                     
                     
                     Court restitution orders and criminal fines

                     
                     

                  
                  
                  
                  	
                     
                     
                     Some tax liabilities

                     
                     

                  
                  
                  
                  	
                     
                     
                     Any debts incurred after filing

                     
                     

                  
                  
                  
                  	
                     
                     
                     Student loans (both federal and private), though they may be dischargeable in
                        cases of extreme hardship

                     
                     

                  
                  

               
               
               
               Educate the client that a person is required to go through
                  credit counseling through a government-approved counseling agency, before and after
                  they file for bankruptcy. The Department of Justice’s U.S. Trustee Program approves
                  the organizations to provide the required credit counseling and debtor
                  education.

               
               
               
               Bankruptcy does damage a person’s credit history.

               
               
               
               A financial counselor should refer the client to seek professional, legal bankruptcy
                  advice early on if they are concerned about saving their assets from seizure.

               
               

            
            
            
            
               
               
               Alternatives to Bankruptcy

               
               
               
               
                  
                  
                  Before pursuing bankruptcy, encourage the client to consider negotiating directly
                     with creditors to establish affordable payment plans or debt settlements for less
                     than the full amount owed. Many creditors prefer receiving partial payment over
                     nothing in bankruptcy. Credit counseling agencies can discuss debt management
                     options for consolidating unsecured debts into a single monthly payment with reduced
                     interest rates through a debt management plan. These nonprofit organizations can
                     often negotiate lower interest rates and waived fees that might make the client’s
                     debt manageable without bankruptcy.

                  
                  

               
               

            
            
            
            
               
               
               Types of Bankruptcy

               
               
               
               
                  
                  
                  Chapter 7 Bankruptcy
                     is defined as: A legal process involving the sale of a debtor’s
                        non-exempt assets to pay off creditors, typically resulting in the discharge of remaining
                        debts.

                  
                  
                  
                  Chapter 13 Bankruptcy is defined as: A legal process that allows individuals to
                        reorganize debt and create a repayment plan under court supervision while keeping
                        their
                        assets.

                  
                  
                  
                  Bankruptcy trustee is defined as: An individual appointed by the court to manage the
                        affairs of a debtor during bankruptcy proceedings.

                  
                  
                  
                  When counseling on bankruptcy, it is important to understand the two primary
                        options available to the client. Chapter 7 and Chapter 13 bankruptcy will have a
                        bankruptcy trustee and different approaches to debt relief, with distinct
                        eligibility requirements, timelines, and impacts on the client’s assets.
                        Exhibit 2-53 compares these options
                     side-by-side to help the client make an informed decision based on their specific
                     financial situation. Exhibit 2-54 shows waiting periods to file future bankruptcies.

                  
                  
                  
                  
                     Exhibit 2-53: Types of Bankruptcy Comparison
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Feature

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Chapter 7

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Chapter 13

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Nickname

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Liquidation Bankruptcy

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Wage Earner’s or Restructuring Bankruptcy

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Basic process

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Discharge debts quickly with minimal to no repayment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Repay some/all debts through structured plan

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Timeline

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       3-6 months to complete

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       3-5 year repayment period

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Property

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Non-exempt assets may be sold by trustee to pay
                                          creditors

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Keep all property but must pay unsecured creditors at
                                          least the value of non-exempt assets through the
                                          plan

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Credit impact

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Remains on credit report for 10 years

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Remains on credit report for 7 years

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Exhibit 2-54: Waiting Periods for Future Bankruptcy Filings
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Previous Filing

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Filing Again Under Chapter 7

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Filing Again Under Chapter 13

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Chapter 7 discharge

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8 years from previous filing date

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       4 years from previous filing date

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Chapter 13 discharge

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       6 years from previous filing date

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       2 years from previous filing date

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Previous case dismissed

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       180 days if case was dismissed due to failure to appear
                                          or comply with court orders

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     

                  
                  

               
               

            
            
            
            
               
               
               Consequences and Risks of Bankruptcy

               
               
               
               
                  
                  
                  Filing bankruptcy triggers an automatic stay that immediately halts most collection
                     actions, providing temporary relief. However, significant consequences follow.
                     Bankruptcy remains on the client’s credit report for 7-10 years, affects their
                     ability to obtain new credit, may increase insurance premiums, and can impact
                     employment opportunities with some employers. A financial counselor should help the
                     client understand the impacts of filing for bankruptcy.

                  
                  
                  
                  Defaulting on an obligation—whether it is a loan or credit payment—presents significant
                     default
                     risk, as creditors may take aggressive steps to recover the funds owed. Default risk is defined as: The possibility that a borrower may fail to make timely
                        payments on a debt obligation, resulting in financial loss to the lender.

                  
                  
                  
                  Here are a few additional risks and consequences to consider:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Difficulty
                                 renting:
                              
                           Many
                              landlords conduct credit checks and may deny applications from those
                              with recent bankruptcies, making housing more challenging to
                              secure.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Utility deposits:
                              
                           Utility
                              companies may require security deposits for continued service or new
                              accounts after bankruptcy.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Psychological effects:
                              
                           Many people
                              experience shame, guilt, or stress during and after bankruptcy, though
                              these feelings typically diminish as financial stability returns.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Time
                                 commitment:
                              
                           The process
                              requires gathering extensive documentation, attending court hearings,
                              meeting with creditors, and completing required counseling
                              sessions.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     Example

                     
                        
                        
                        Bankruptcy can provide crucial financial protection for
                           survivors of domestic abuse who have left shared housing. If a client moved out
                           of a home they co-own with an abusive partner who remains in the property and is
                           not paying the mortgage, bankruptcy might offer a solution. Filing can discharge
                           their personal liability for the mortgage debt, stopping collection efforts
                           against the client while helping establish financial independence. While the
                           foreclosure may still proceed and temporarily affect their credit, bankruptcy
                           eliminates their responsibility for the deficiency balance after foreclosure.
                           This can be particularly valuable when leaving an abusive situation, though it
                           will not remove the client’s name from the property deed until the foreclosure
                           is completed. Consult with an experienced bankruptcy attorney who understands
                           domestic abuse situations to properly time the client’s filing and maximize
                           protections.

                        
                        

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Identity Theft

         
         
         
         
            
            
            This area discusses identity theft. It explores types of identity theft, methods to
               minimize risks, prevention strategies, recovery processes, and ways to acknowledge
               the emotional impact of this crime.

            
            

         
         
         
         
         
            
            
            Types and Methods of Identity Theft

            
            
            
            
               
               
               Educate the client about the types and methods of
                  identity theft, which is defined as:
                  The unauthorized use of someone’s personal
                     information, typically to commit fraud or access financial resources.

               
               
               
               When someone wrongfully obtains the client’s personal data in some way that
                  involves fraud or deception and uses it for their own economic gain, this is
                  identity theft, and it is a crime.

               
               
               
               Identity thieves target personal information like names, Social Security numbers,
                  and
                  account details to commit fraud. Commonly, this information is stolen from everyday
                  items—misplaced wallets, stolen purses, or documents carelessly tossed in the trash.
                  Third-party websites can be hacked, giving identity thieves access to large
                  databases of personal information. Online financial fraud has become increasingly
                  prevalent, with sophisticated phishing schemes, fake banking websites, compromised
                  payment processors, and malware designed to capture login credentials or financial
                  data. Cybercriminals may also use social engineering tactics through emails, text
                  messages, or social media to trick individuals into revealing sensitive financial
                  information.

               
               
               
               Some thieves intercept mail by filing fake change-of-address forms to redirect it
                  elsewhere. Less frequently, criminals hack into personal computers
                     to access stored information. Financial counselors must also keep their clients’
                     personal information secure, as they handle sensitive financial data that would
                     be particularly valuable to identity thieves.

               
               
               
               Educate clients to recognize potential signs of identity theft, so they can take
                  immediate action. Here are some key warning signs to watch for:

               
               
               
               
                  
                  
                  	
                     
                     
                     Receiving credit cards that they did not apply for

                     
                     

                  
                  
                  
                  	
                     
                     
                     Being denied credit or offered unusually high interest rates for no apparent
                        reason

                     
                     

                  
                  
                  
                  	
                     
                     
                     Getting calls or letters from debt collectors or merchants about unfamiliar
                        services or purchases

                     
                     

                  
                  
                  
                  	
                     
                     
                     Not receiving expected bills or other mail

                     
                     

                  
                  

               
               
               
               If the
                  client suspects they have become a victim of identity theft, direct them to valuable
                  resources like https://fraud.org/ and
                  the Federal Trade Commission
                     (FTC), which is: A U.S. government agency that protects
                     consumers and promotes competition by preventing unfair or deceptive business
                     practices. Fraud.org, run by the National Consumers League, offers comprehensive guidance on
                  detecting and recovering from various types of fraud. The FTC operates https://www.identitytheft.gov/, the
                  federal government’s official website where victims can report identity theft and
                  get personalized recovery plans. Explain to clients that these
                     resources provide step-by-step instructions for placing fraud alerts, filing
                     police reports, and documenting the theft. Both sites feature educational
                     materials and tools to help them protect themselves going forward. Encourage
                     clients to bookmark these resources as part of their financial protection
                     toolkit.

               
               

            
            
            
            
               
               
               Personally Identifiable Information (PII)

               
               
               
               
                  
                  
                  Personally identifiable
                        information (PII) is defined as: Information that can uniquely
                        identify an individual, such as a name, Social Security number, or email address,
                        either
                        alone or when combined with other personal information.

                  
                  
                  
                  When advising clients about protecting their PII stored in offices or on information
                     systems, financial counselors should focus on practical security measures.

                  
                  
                  
                  Make sure clients understand that PII most commonly includes: SSN, date of birth,
                     home address, full legal name, driver’s license number, passport number, all
                     financial account numbers, email address (when linked to identifying information,
                     phone number(s), medical record numbers, biometrics (fingerprints, facial
                     recognition), mother’s maiden name, place of birth, tax ID numbers, login
                     credentials and passwords. This information, especially when combined with other
                     data points, can be used to identify specific individuals and potentially lead to
                     identity theft if compromised.

                  
                  
                  
                  Manage physical PII documents carefully:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Store sensitive documents in locked cabinets or safes

                        
                        

                     
                     
                     
                     	
                        
                        
                        Shred or destroy documents containing PII before disposal

                        
                        

                     
                     
                     
                     	
                        
                        
                        Never leave sensitive documents in plain view in shared spaces

                        
                        

                     
                     

                  
                  
                  
                  Strengthen digital PII security:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Use strong, unique passwords for all accounts (suggest electronic password
                           managers)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Enable two-factor authentication wherever available

                        
                        

                     
                     
                     
                     	
                        
                        
                        Keep devices and software updated with security patches

                        
                        

                     
                     
                     
                     	
                        
                        
                        Install and maintain reputable antivirus/anti-malware software

                        
                        

                     
                     

                  
                  
                  
                  Counsel clients that some schemes target consumers differently according to the age
                     of the targeted group. The elderly are frequently targeted by social engineering
                     schemes designed to exploit their potential unfamiliarity with technology or
                     heightened trust in authority figures, while schemes targeting younger consumers
                     often thrive because they leverage the trust young consumers place in social media
                     influencers, online communities, and the desire for discounts or quick rewards.

                  
                  
                  
                  Educate older clients to be especially alert to social engineering tactics aimed at
                     seniors using manipulative techniques to trick people into revealing personal
                     information. Remind them never to provide sensitive details in response to
                     unsolicited requests, even if they appear to come from trusted organizations like
                     Medicare, Social Security, or financial institutions. Tell them to always verify the
                     identity of callers requesting personal information by hanging up and calling the
                     official number of the company the caller claims to represent. Stay vigilant against
                     phishing attempts delivered through emails, phone calls, or text messages—these
                     often create a false sense of urgency about “account problems,” “expired benefits,”
                     or “grandchildren in trouble” that can pressure older adults into making hasty
                     decisions with their personal information.

                  
                  
                  
                  Educate clients, especially those with active social media accounts, to be aware of
                     schemes and scams that can be tricky to spot because they sometimes seem like
                     genuine offers. Here are a few common examples:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Influencer promotions:
                              
                           Fake
                              giveaways and promotions from influencers on social media who might
                              promote fake giveaways or discount codes that lead to nothing but data
                              collection or fraud. Sometimes, these influencers could be part of an
                              organized scam to gather personal information.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Phishing:
                              
                           Social media
                              posts or messages that contain links that lead to fake websites
                              resembling real ones. These websites then steal login credentials or
                              payment information.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Subscription traps:
                              
                           Young
                              consumers may sign up for “free trials” of products or services only to
                              find out they are automatically charged after a short period. These
                              traps can be difficult to cancel, leading to unintended charges.
                              Sometimes these subscriptions include hidden fees that end up being
                              added to the initial low price.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Romance scams:
                              
                           One person
                              may use a fake profile and build an online relationship with a client,
                              then eventually ask for money for emergencies or medical bills, often
                              leading the target of their scam to send funds.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Fake charity campaigns:
                              
                           Some scammers
                              pose as individuals in need of help or create fake charity
                              organizations, asking for donations. These scams often prey on people’s
                              generosity.
                           

                        
                        

                     
                     

                  
                  
                  
                  Regardless of circumstance, almost anyone can fall victim to fraud. Educate the
                     client about additional protective measures like regular credit freezes or identity
                     theft protection services based on their specific risk factors and financial
                     situation.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Minimizing Identity Theft Risks

            
            
            
            
               
               
               Cybersecurity is defined as: The practice of protecting computer systems, networks,
                     and data from cyber threats like unauthorized access, attacks, or damage. Clients can minimize identity theft risks by investing in cybersecurity measures
                  or systems and by educating themselves on how many such crimes are perpetrated by
                  fooling the individual into disclosing their private information. 

               
               
               
               Millions fall victim yearly to various frauds and scams that begin with deceptive
                  communications. These schemes typically arrive as emails, text messages, or phone
                  calls cleverly disguised as coming from reputable organizations that consumers
                  trust. The fraudulent messages often request verification or updating of personal
                  information under seemingly legitimate pretenses. Alternatively, they may contain
                  links to fake websites, such as those offering credit repair services, designed to
                  trick people into voluntarily submitting sensitive personal details.

               
               
               
               Encourage clients to prioritize guarding against identity theft and to be cautious
                  with their
                  personal and financial information. To enhance cybersecurity and reduce the risk of
                  falling victim to fraud or scams, the client should consider the following tips:

               
               
               
               
                  
                  
                  	
                     
                     
                     Watch out for email or text messages that urge the client to click on links,
                        as these could install harmful software on their device. This malware might
                        enable criminals to monitor their activities and steal their personal
                        information. Hover over URLs to verify that the visible text and the
                        underlying link are the same (and hover over text to verify that the URL is
                        going to the expected site).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Treat with skepticism any emails or calls asking the client to update or
                        confirm their personal details. Remember that genuine organizations already
                        have their information and would not request it through unsecured
                        channels.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Double-check a message’s authenticity by reaching out to the sender directly.
                        Rather than using the contact information provided in the message itself,
                        look up the organization’s official phone number or email address
                        independently.

                     
                     

                  
                  
                  
                  	
                     
                     
                     If an offer seems suspiciously generous or amazing, it is probably a
                        scam.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Be wary of anyone who sends the client checks, money orders, or electronic
                        payments.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Be suspicious of unexpected offers that pressure the client to respond
                        quickly.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Make sure the client’s social media privacy settings are properly configured
                        to prevent strangers from accessing their personal information.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Check out apps thoroughly before downloading them, and do not trust an app
                        just because it has a name similar to the client’s bank or another familiar
                        company.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Be wary of any offers that pressure the client to send funds quickly by wire
                        transfer or involve another party who insists on secrecy.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Watch out for offers right after a disaster.

                     
                     

                  
                  

               
               
               
               Quick reporting improves the client’s chances of recovery and helps authorities take
                  action. The first agency the client contacts may handle their case directly or refer
                  them to a more appropriate agency.

               
               
               
               Federal violations should be reported to the responsible enforcement agency. The
                  client’s complaints help document abuse patterns that can trigger company
                  investigations.

               
               
               
               For suspected fraud:

               
               
               
               
                  
                  
                  	
                     
                     
                     Report to the Federal Trade Commission, which enters complaints into Consumer
                        Sentinel, a database accessible to law enforcement agencies.

                     
                     

                  
                  
                  
                  	
                     
                     
                     If mail or interstate delivery services were involved, contact the U.S.
                        Postal Inspection Service, as misusing mail for theft or misrepresentation
                        is illegal.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Educate Client on Steps to Prevent
                  Identity Theft

               
               
               
               
                  
                  
                  Help clients protect themselves from identity theft. The
                     Federal Bureau of Investigation (FBI) offers several recommendations:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Always shred or destroy documents containing identifying information, like
                           account and social security numbers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do not give credit card numbers over the phone.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do not respond to unsolicited emails asking for personal information, like
                           account or social security numbers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Review credit card statements monthly, and report suspicious charges right
                           away.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Always balance and reconcile checking accounts monthly, and report suspicious
                           charges right away.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Request a copy of your credit report annually, and report anything unusual or
                           suspicious.

                        
                        

                     
                     

                  
                  
                  
                  When someone steals a Social Security number and credit information to open
                     fraudulent accounts—like credit cards or cell phone plans—and then fails to pay
                     them, these defaults damage a credit profile. Here are three strategies to help
                     shield the client from identity theft:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Credit freeze: 
                              
                           A security measure that restricts access to an
                                 individual’s credit report, making it harder for identity thieves to open new accounts
                                 in
                                 their name.
                              A security freeze is the most effective protection
                                 against identity theft, blocking the client’s credit history from
                                 being shared with potential creditors and preventing thieves from
                                 opening new accounts. Clients can still monitor their reports
                              for suspicious activity and temporarily unfreeze them when applying for
                              legitimate credit. However, freezes only prevent new accounts from being
                              opened, not the misuse of existing accounts. To activate it, contact
                              each of the three major credit bureaus individually.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Fraud alert: 
                           A notice placed on an individual’s credit report that
                                 warns lenders to take extra steps to verify identity before approving new credit,
                                 often used
                                 when identity theft is suspected. A fraud alert is an alternative identity theft protection method that
                              adds a statement to the client’s credit report requiring creditors to
                              verify their identity before issuing new credit, though it is less
                              effective than a security freeze. Initial fraud alerts last for one year
                              and can be renewed. Extended alerts last seven years but require an
                              identity theft report from law enforcement, which can be obtained
                              through www.identitytheft.gov. When creditors receive
                                 applications, they must contact the applicant directly to confirm
                                 permission before proceeding with any new accounts. While
                                 technically only one credit bureau needs to be contacted to place a
                                 fraud alert, since they should inform the others, it is safer to
                                 request the alert from all three major bureaus separately to ensure
                                 complete protection.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Credit lock: A tool provided by credit bureaus that allows an
                                 individual to quickly restrict and restore access to their credit report, helping
                                 prevent
                                 unauthorized credit checks or new account openings.
                              This product prevents creditors from accessing the
                                 client’s credit report, similar to a credit freeze. However, it
                              is a voluntary product, not governed by federal or state law, which
                              means there are fewer legal protections for the consumer if something
                              goes wrong. Additionally, it often comes with a fee.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Acknowledge Emotional Impact of Identity Theft

            
            
            
            
               
               
               Identity theft can be emotionally devastating. Beyond the financial consequences,
                  victims often experience feeling violated. They may feel that their personal
                  security has been fundamentally breached. They may live with persistent anxiety and
                  fear about future security and what might happen next. They may also experience
                  frustration and exhaustion from the time-consuming work of repairing their identity
                  or anger and indignation toward both perpetrators and sometimes institutions that
                  failed to protect them.

               
               
               
               The emotional toll is often overlooked but can persist long after the practical
                  aspects have been resolved. A financial counselor should remember that recovery
                  often involves not just financial rehabilitation, but also emotional healing.

               
               
               
               
                  
                  
                  	
                     
                     
                     Acknowledge the emotional trauma beyond the financial impact

                     
                     

                  
                  
                  
                  	
                     
                     
                     Prioritize immediate security steps while balancing long-term recovery

                     
                     

                  
                  
                  
                  	
                     
                     
                     Provide clear documentation guidance for reporting and resolution

                     
                     

                  
                  
                  
                  	
                     
                     
                     Empower clients with specific action steps they can control

                     
                     

                  
                  
                  
                  	
                     
                     
                     Stay updated on identity protection resources

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Assist Client in Recovering from Identity Theft

               
               
               
               
                  
                  
                  If the client has experienced identity theft, counsel them to file a report online
                     with the Federal Trade Commission (FTC) https://www.ftc.gov/. This will generate an official identity theft
                     report. There are special forms for some types of identity theft, and the FTC will
                     guide the consumer through all the necessary forms.

                  
                  
                  
                  The FTC helps consumers report identity theft, get a personal recovery plan, and
                     access pre-filled letters and forms to send to creditors, businesses, and credit
                     bureaus. It is important to act quickly if the client thinks their identity has been
                     stolen.

                  
                  
                  
                  There are several possible steps that an individual might take when recovering from
                     identity theft. Below are the most common, with examples for when each step may be
                     appropriate. Some identity theft victims will need to take just one step; some will
                     need to take multiple steps. Each case is unique.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Contact the lender for the affected account. This should be done if a credit
                           card has been lost, stolen, or fraudulently opened by a third party. If
                           necessary, close the account or request a new card.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Place a credit freeze and/or fraud alert on their file at the three major
                           credit bureaus. This should be done if someone is a victim of identity theft
                           or is worried about becoming one (for example, if someone’s PII has been
                           stolen through a data breach at a third-party organization).

                        
                        

                     
                     
                     
                     	
                        
                        
                        File a complaint with the Federal Trade Commission (FTC). This will help the
                           FTC with enforcement, as well as provide additional information on
                           recovering from identity theft.

                        
                        

                     
                     
                     
                     	
                        
                        
                        File a police report. This should be done when PII or credit cards are stolen
                           and/or when fraudulent activity has occurred, and a police report is needed
                           as proof of the crime.

                        
                        

                     
                     
                     
                     	
                        
                        
                         If mail is also interrupted, go to the post office to make sure a “Change of
                           Address” has not been submitted under their name and address.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Follow credit reports more closely for a minimum of one year. Everyone should
                           be reviewing their credit reports regularly, but it is especially important
                           for victims of identity theft. Pay special attention to incorrect addresses
                           in the personal information section and new lines of credit.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Identity Theft Recovery Process

               
               
               
               
                  
                  
                  Once a client has filed a report with the FTC, an official identity theft report is
                     generated. At the recovery phase of the process, the client called the companies
                     where they knew the fraud occurred, placed a fraud alert, requested credit reports,
                     and (optionally) reported the identity theft to the local police department. They
                     may be unsure of what to do next.

                  
                  
                  
                  Some clients, depending on the situation, will require additional steps. Guidance
                     beyond what is described here is available at https://www.identitytheft.gov/Steps.

                  
                  
                  
                  First, counsel them to close any new accounts. Once the client has an FTC Identity
                     Theft Report, they can call the fraud department of each business where an account
                     was opened and follow these steps:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Explain that someone has stolen their identity.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ask the business to close the account.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ask the business to send a letter confirming that the fraudulent account is
                           not theirs, they are not liable for it, and it was removed from their credit
                           report.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Keep this letter to use if the account appears on their credit report later
                           on.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Write down who they contacted and when.

                        
                        

                     
                     

                  
                  
                  
                  Next, they can remove bogus charges from all accounts. Counsel them to call the fraud
                     departments of each business and follow these steps:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Explain that someone has stolen their identity.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Tell them which charges are fraudulent. Ask the business to remove them.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Ask the business to send them a letter confirming.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Keep the letter. Use it if the account appears on their credit report later
                           on.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Write down who they contacted and when.

                        
                        

                     
                     

                  
                  
                  
                  Third, counsel them to correct their credit report. The FTC has a sample letter to
                     assist. Educate the client that if someone steals their identity, they have the
                     right to remove fraudulent information from their credit report. This is called
                     
                        blocking, and is defined as: A process that allows identity theft victims to request the
                        removal of fraudulent information from their credit report by providing an identity
                        theft
                        report and proof of identity to the credit bureau..

                  
                  
                  
                  A letter to remove fraudulent information will include this information:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        A copy of the client’s FTC identity theft report and proof of their identity,
                           like their name, address, and SSN.

                        
                        

                     
                     
                     
                     	
                        
                        
                        An explanation of which information on the report came from identity
                           theft.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A request to block that information.

                        
                        

                     
                     

                  
                  
                  
                  Fourth, counsel the client to consider adding a fraud alert or credit freeze to
                     prevent further misuse of their personal information. Review the differences to make
                     a decision that is best for them. Let them know that a credit freeze remains until
                     the person decides to remove it. An extended fraud alert lasts for seven years. Both
                     options are free to the consumer.

                  
                  
                  
                  The last step in the identity theft recovery process is to check credit reports
                     often.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Major Acquisitions

         
         
         
         
            
            
            Upon completing this competency area, learners should be able to:

            
            
            
            
               
               
               	
                  
                  
                  Assist a client in assessing the feasibility of major purchases in relation
                     to their goals and values

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the importance of pre-purchase research and the impact
                     of price negotiation

                  
                  

               
               
               
               	
                  
                  
                  Discuss acquisition options with a client whether to purchase, lease, or
                     rent-to-own

                  
                  

               
               
               
               	
                  
                  
                  Discuss warranties and service contracts

                  
                  

               
               
               
               	
                  
                  
                  Discuss the implications of rolling negative equity into a new purchase

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the consumer complaint process

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about renting a home

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in determining an affordable rent

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about how to compare rental options based on wants and
                     needs

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the importance of rental agreements (lease)

                  
                  

               
               
               
               	
                  
                  
                  Help a client identify resources on landlord and tenant rights and
                     responsibilities

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about buying and selling a home

                  
                  

               
               
               
               	
                  
                  
                  Facilitate a client’s consideration of pros and cons of owning or renting a
                     home based on current and future needs and wants

                  
                  

               
               
               
               	
                  
                  
                  Assist a client in determining total housing expenses they can afford

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about the home buying and selling process

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about refinancing a mortgage

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about options when a mortgage becomes unaffordable

                  
                  

               
               
               
               	
                  
                  
                  Review options with a client about what to do with the proceeds of a home
                     sale

                  
                  

               
               
               
               	
                  
                  
                  Educate a client about consumer rights

                  
                  

               
               
               
               	
                  
                  
                  Understand the general purpose and key provisions of each of the
                     following:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Equal Credit Opportunity Act

                        
                        

                     
                     
                     	
                        
                        
                        Truth in Lending Act

                        
                        

                     
                     
                     	
                        
                        
                        Fair Credit Reporting Act

                        
                        

                     
                     
                     	
                        
                        
                        Fair Credit Billing Act

                        
                        

                     
                     
                     	
                        
                        
                        Fair Debt Collections Practices Act

                        
                        

                     
                     
                     	
                        
                        
                        Fair and Accurate Transactions Act

                        
                        

                     
                     
                     	
                        
                        
                        Credit Card Accountability, Responsibility, and Disclosure Act

                        
                        

                     
                     
                     	
                        
                        
                        Fair Housing Act

                        
                        

                     

                  
                  

               
               
               
               	
                  
                  
                  Identify consumer advocate resources

                  
                  

               
               

            
            

         
         
         
         
   
      
         
         
         
         Educate Client on Major Household Purchases

         
         
         
         
            
            
            This area discusses major household purchases, such as furniture, appliances, or
               vehicles. Discussions include purchase feasibility, alignment with client goals and
               values (or failing to do so), and rolling negative equity into a new purchase
               (including depreciation impact). Examples include comparing rent-to-own for
               appliances versus other options and comparing buying versus leasing a vehicle. The
               importance of pre-purchase research and negotiations is covered, followed by a
               discussion of warranties, service contracts, and the consumer complaint process.

            
            

         
         
         
         
         
            
            
            Assist Client in Assessing Purchase
               Feasibility

            
            
            
            
               
               
               This area is about spending money. Remember, it is the client’s
                  money, so while it is important to educate them on researching purchases and
                  purchasing within their means or a budget, show acceptance and realize that
                  purchases have an emotional component, a social component, and more.

               
               
               
               Often, the first thing to do is to help the client determine if the purchase is
                     a want versus a need. The distinction between a want versus a need is somewhat
                  subjective, so this may require some sensitivity related to client goals and values,
                  as discussed shortly. Wants are sometimes part of impulse buying, which is defined as: Making spontaneous purchases without planning or
                     considering the long-term impact on one’s budget or financial goals.

               
               
               
               The counselor can help clients who make frequent impulse purchases that they later
                  regret by suggesting they try a personal cool-down period, such as waiting three
                  days to see if they still want the item. If the item is a need, then the next thing
                  to do is to determine if the client can afford to include the cost of the purchase
                  and any related new costs in their spending plan. 

               
               
               
               Purchase feasibility is impacted by the following
                  considerations:

               
               
               
               
                  
                  
                  	
                     
                     
                     The purchase price, which may be lower from some sellers, have discounts, or
                        be negotiable given research, preparation, and patience

                     
                     

                  
                  
                  
                  	
                     
                     
                     The client’s income level and funds available after current expenses are
                        accounted for

                     
                     

                  
                  
                  
                  	
                     
                     
                     Availability of funding:

                     
                     
                     
                     
                        
                        	
                           
                           
                           Availability of savings for the purchase (or down payment) versus
                              other possible uses of the money

                           
                           

                        
                        
                        	
                           
                           
                           Sufficient credit card balance, availability of loans/mortgages,
                              availability of rent-to-own or other alternative options, or
                              availability of loans from friends or family

                           
                           

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     The cost of funding:

                     
                     
                     
                     
                        
                        	
                           
                           
                           The
                              opportunity cost of using savings: what else the money could be used
                              for or is intended for, such as a different purchase versus
                              emergency funds

                           
                           

                        
                        
                        	
                           
                           
                           The cost of credit or debit, which is based on the interest rate, and
                              for some purchases, the interest rate is based on the client’s
                              credit score

                           
                           

                        

                     
                     

                  
                  

               
               
               
               Opportunity cost is defined as:
                  The value of the next best alternative that is given
                     up when a choice is made.

               
               
               
               The counselor assists the client in assessing purchase feasibility,
                  such as by including the cost of a purchase in the client’s spending plan. Determine
                  if the client has the required funding and/or available income to make the required
                  monthly payments and pay all other related expenses as needed. The calculations can
                  help the client determine if the purchase is feasible right now or if they need to
                  change some of the above elements before the purchase would be feasible. Set goals
                  with the client, such as a timeline for the purchase that enables the client to save
                  for the purchase, improve their credit score, or take other action. The counselor
                  can also suggest setting aside the required monthly amounts for a period as an
                  experiment to help the client get a better sense of whether or not the purchase is
                  actually feasible for them.

               
               
               
               When considering feasibility, it is important to determine the true
                  cost of the purchase and to compare it to alternatives. This could be the
                  feasibility of a client purchasing a car versus other options, such as biking, using
                  ride-share apps, or public transportation.

               
               
               
               
                  Example

                  
                     
                     
                     
                     Juliet is in her early 60s, lives in an urban area, and is
                        still working for a living. She is currently using public transportation but is
                        considering buying a used car. The counselor works with her to calculate the
                        total cost of using public transportation, then compares it to the total cost of
                        owning a car. Total used car costs may include the cost of the car/car payment,
                        taxes/registration/tags, auto insurance, parking, tolls, maintenance, repairs,
                        gas (or electric charging station and electricity). Some of these extra costs
                        can be quite high, especially in dense urban areas. Juliet would need to get a
                        city parking permit to park on the streets or pay for parking at a ramp. Other
                        benefits include flexibility in where and when she can travel, less exposure to
                        the elements, and easier grocery shopping.

                     
                     
                     
                     The monetary cost of public transportation will likely be far lower than the used
                        car. It will have a low and regular monthly up-front cost, no insurance to get,
                        and less risk (unexpected car breakdown bills, car accidents). Juliet describes
                        other benefits, such as the ability to read or relax during the commute. Public
                        transportation downsides include those that relate to her goals and values, such
                        as needing to walk to and from the station, needing to take transfers, long
                        waits, incompatibility with work schedules, unavailability in a given area, and
                        safety concerns.

                     
                     
                     
                     After considering all of her options, Juliet decides that, while owning a car is
                        financially feasible, it would limit her ability to save for other financial
                        goals. She will continue to use public transportation for another year and then
                        reassess.

                     
                     

               
               
               
               It is important to acknowledge both the pros and the cons of each
                  option the client is willing to consider. The counselor needs to avoid withholding
                  information that might push a client to make the choice the counselor thinks is the
                  right one. Rather, educate the client on each option’s pros and cons, or invite the
                  client to consider the pros and cons on their own. This allows the client to make
                  the best informed choice.

               
               

            
            
            
            
               
               
               Consider Client Goals and Values

               
               
               
               
                  
                  
                  Even when a purchase is technically feasible right now or after the client has made
                     some related goals and an action plan, the purchase should be considered in relation
                     to the client’s financial goals and values. Purchases that support a client’s values
                     or long-term goals, such as buying a car to increase job opportunities and
                     independence, can be seen as strategic investments. Even then, it is important to
                     explore different ways to meet the goal, such as comparing down payments, leasing
                     versus buying, or new versus used options. 

                  
                  
                  
                  It may be useful to explore whether a given purchase is a want versus a need. A need
                     could be a strategic investment, or it could be a necessary purchase due to an
                     emergency, such as needing a replacement tire. The tire example shows how a need may
                     not advance a client’s goals (e.g., impact their spending plan), yet could still be
                     necessary despite causing a setback. A want is a purchase that is not necessary, but
                     a want may still advance a client’s goals and objectives. For example, a vacation
                     is
                     a want, but if the client’s goal is to be able to afford regular vacations, then a
                     vacation of some sort advances this goal. However, a specific vacation budget may
                     or
                     may not meet the client’s goals and values.

                  
                  
                  
                  Counselors interview clients to understand what a given purchase means to the client
                     and then explore ways to align the purchase with the client’s goals and values. If
                     a
                     want or a need purchase conflicts with the client’s goals or values, it may affect
                     long-term stability. In such cases, the counselor should highlight the discrepancy
                     and discuss potential consequences to support more intentional, values-based
                     decision making.

                  
                  

               
               

            
            
            
            
               
               
               Cost-Per-Use Calculations

               
               
               
               
                  
                  
                  If a client wants
                     to make a purchase decision relating to items with occasional use, the counselor
                     could use a cost-per-use
                        calculation, which is defined as: A method to assess the value of a product by
                        dividing its total cost by the number of times it is used.

                  
                  
                  
                  Cost per use is most valuable for highlighting the consequences of certain types of
                     purchases:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Items that break or wear out fast, such as budget power tools or popular
                           sneakers

                        
                        

                     
                     
                     
                     	
                        
                        
                        Items that may rarely get used, such as exercise equipment, a specialty tool,
                           or a fancy outfit

                        
                        

                     
                     
                     
                     	
                        
                        
                        Expensive items, such as an RV (an RV may be both expensive and rarely
                           used)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Items or services that could be purchased a la carte or as part of a
                           membership, subscription, or monthly rate

                        
                        

                     
                     

                  
                  
                  
                  The cost-per-use calculation is as follows.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_rv8_xfm_cyf_width_814.png]

                     

                  
                  
                  
                  For example, an exercise treadmill costs $1,000 plus $300 for delivery and assembly,
                     for a total of $1,300, and the client can pay cash. The client decides this
                     moderately priced treadmill should last three years. The client estimates using the
                     treadmill 52 times per year for three years, or 156 lifetime uses.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_ztd_cpn_yrl_width_1116.png]

                     

                  
                  
                  
                  Is the client willing to pay that much each time it is used? If the client uses the
                     treadmill much more frequently or for more years, it will have a lower cost per use.
                     Conversely, if the item breaks earlier or is used less, it will have a higher cost
                     per use.

                  
                  
                  
                  A cost-per-use calculation can also be used for the number of uses in a
                     given period rather than lifetime uses. Say that this client wants to look at two
                     more options for exercise: going to an exercise class as a drop-in client or getting
                     a gym membership. The client finds a gym they like, and the drop-in rate is $18 per
                     class. For four visits per month, this is $72 per month. The basic membership allows
                     four visits per month for $60.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_yqi_qea_3zt_width_1156.png]

                     

                  
                  
                  
                  To compare monthly costs for the same number of uses per month (4), the treadmill’s
                     $8.33 cost per use can be multiplied by 4, or $33.32 per month. This option is less
                     expensive on a monthly basis than either gym option, but the client will have an
                     opportunity cost of using those savings for this use rather than some other use of
                     those funds. The gym option may be more likely to be used than the treadmill for
                     clients who have trouble motivating themselves to exercise on their own, but the
                     opposite could be true for a different client.

                  
                  

               
               

            
            
            
            
               
               
               Decision Matrix

               
               
               
               
                  
                  
                  For clients who
                     want to compare features and options for a purchase, one option is to create a decision matrix, which is defined as:
                     A tool, often a grid or table, used to evaluate and
                        compare different options by rating them against various weighted criteria to support
                        better
                        decision-making.
                     

                  
                  
                  
                  A decision matrix can help a client decide on the relative importance they actually
                     place on each feature or option, including the price of the item. It can help
                     clients who are having trouble with a purchase decision because they are stressed
                     about all of the factors that are involved. It can also help a client align their
                     purchase with their goals and values. Here is the process for making a decision
                     matrix:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The client decides what factors are important to them and places each factor
                           in its own row in a matrix (e.g., on paper or a spreadsheet). The factors
                           listed should differ between alternatives. Leave off things that will be the
                           same for each choice (e.g., mattress size).

                        
                        

                     
                     
                     
                     	
                        
                        
                        The client decides how important each factor is to them, assigning a
                           percentage weight to each factor, making sure the percentages add up to
                           100%.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The client rates each item’s factor on a scale of 1 to 10, with 10 being the
                           best, and assigns a rating to each item’s factor.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The client multiplies the weight times the rating to find the relative
                           weight. For example, if an item is weighted 40% and rated a 5, they multiply
                           0.4 times 5, which equals 2.0. The client enters this in the matrix in a new
                           column for that factor.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The client adds up the ratings for each item to find the total, repeating the
                           process for each item being rated. The item with the highest score is a more
                           objective way to select the best choice for this client. The client can
                           still choose some other option.

                        
                        

                     
                     

                  
                  
                  
                  Exhibit 2-55 shows a
                     decision-making matrix for two bed mattresses a client is considering. Such a matrix
                     could have more columns added to compare more options as desired.

                  
                  
                  
                  
                     Exhibit 2-55: Decision-Making Matrix for Purchasing a Queen-Size Mattress
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Factor

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Weight

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Expensive Mattress A Rating

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Mattress A Weight x Rating

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Cheap Mattress B Rating

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Mattress B Weight x Rating

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Price

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       40%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       5

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       2.0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       3.2

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Firmness

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       20%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       9

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       1.8

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       5

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       1.0

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cushioning

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       15%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       8

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       1.2

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       4

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0.6

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cooling effect

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       10%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       9

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0.9

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       1

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0.1

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Trial period and warranty

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       10%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       7

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0.7

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       3

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0.3

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Total

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       100%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       N/A

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       6.6

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       N/A

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       5.2

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  In this case, the client put price as the most important factor, and assumed that
                     the
                     cheap mattress, mattress B, would win. The client was surprised that the winner was
                     actually the more expensive mattress, mattress A, which had everything else going
                     for it, including a much longer trial period with a money-back guarantee if the
                     client did not like the mattress before the end of the trial period.

                  
                  

               
               

            
            
            
            
               
               
               Consequences of Purchases that Fail to Align with
                  Goals

               
               
               
               
                  
                  
                  When there are
                     discrepancies between goals/values and a planned purchase, a counselor could use
                     interviewing skills to call out the discrepancy and/or could use financial
                     calculations to put numbers to the discrepancy.

                  
                  
                  
                  Say the client wants to save money or pay down debt, but the client feels they need
                     to take a family reunion trip, putting it on their credit card, derailing their
                     plans. If the client also has as a value, “purchases should be a good financial
                     deal,” the counselor could help the client see the discrepancy between this value
                     and their travel-related credit card purchases by calculating the cost of the credit
                     purchase versus the cost if the client saved up for the trip purchases. Assume that
                     the client expects about $3,000 in trip costs.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Credit card purchase:
                              
                           The credit
                              card purchases will be the cost of the purchases in the first month,
                              plus the interest paid on the unpaid balance each month. For $3,000, the
                              counselor uses a website to calculate credit card debt repayment costs.
                              If charged on a credit card with an annual percentage rate of 18%, and
                              the client pays $275 per month to the credit card for a year, they would
                              pay off this balance, but they would pay about $300 in interest. The
                              cost, even with this aggressive repayment plan, is $3,300, and the next
                              year, a future trip could be looming, likely with no money saved for it
                              either.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Save to purchase:
                              
                           Saving $250
                              per month for one year would be $3,000, plus the client may earn a small
                              amount of interest on the savings, making the trip cost slightly less
                              than $3,000. This method is a better financial deal, and the client will
                              have an extra $25 per month that would have been spent on credit card
                              repayment. The downside is the client’s need to devote this money to
                              their savings each month instead of for other purposes. A risk is that
                              the money that is being saved might get spent on something else. Saving
                              to purchase in general may also have other factors to consider, such as
                              needing to have the patience to wait to make a purchase for yourself or
                              family, or the need to delay getting utility from a purchase for that
                              time (e.g., for a car, having to use public transportation for
                              longer).
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Rolling Negative Equity into New Purchase

               
               
               
               
                  
                  
                  When considering purchase
                     feasibility, some items, such as cars, have a risk of the client rolling negative
                     equity into a new purchase, which creates a risk of a downward financial spiral.
                     Negative equity is defined as: A financial situation where the value of a property
                        falls below the outstanding balance of the loan used to purchase it. If the amount owed on an item is higher than the value that could be received by
                     selling the item or trading it in, the item has negative equity.

                  
                  
                  
                  The desire to have a new car may override the client’s financial goals and values.
                     Car
                     dealerships will often advertise that they will “pay off your old loan” so the
                     customer can get a new car. However, they will really just pass on the costs to the
                     client by either reducing the trade-in value, increasing the amount of the new loan,
                     or some of both. The only way to know for sure is to read the fine print of the
                     contract.

                  
                  
                  
                  Negative equity is
                     related to depreciation. Depreciation is the decrease in value of an item over time.
                     A new car depreciates very quickly just as soon as it is purchased because it is no
                     longer perceived as “new.” After the first year, it depreciates at a slower but
                     steady rate for the rest of its life. This is why a used car is so much more
                     affordable than a new car, at least before repairs are considered. (Some items, such
                     as homes, may instead increase (appreciate) in value over time if they are well
                     maintained and/or are in a neighborhood in demand by buyers.) Assume a client
                     purchases a car worth $25,500, but the 6% APR loan needs to be for $30,000 due to
                     no
                     money down and taxes and fees being included in the loan. Exhibit 2-56 shows how an assumption
                     of 25% depreciation in the first year and 15% depreciation per year after that would
                     compare against the amount owed on the loan. The car is underwater (worth less than
                     the amount owed) for nearly three years, given these assumptions.

                  
                  
                  
                  
                     Exhibit 2-56: A $25,500 Car with a $30,000 Loan (Taxes and Fees Included in Loan)
                     
                     [image: Line graph comparing the value of a car (solid blue line with circles) and the amount owed at 6% financing (dashed gray line with squares) over five years. Initially, the car’s value is lower than the amount owed, but the two lines intersect around year 3, after which the car’s value remains higher.]
                     
                  
                  
                  
                  When a client buys a vehicle that rolls negative equity from a prior vehicle into
                     the
                     new car loan, depreciation will get a head start, meaning that the value of the new
                     car is already lower than the loan amount by the amount of the negative equity (this
                     is also true in the above example because the client financed the taxes and fees).
                     If the client had paid for all taxes and fees in cash, the two lines would have
                     started at the same spot, and the crossover point of the lines would occur
                     earlier.

                  
                  
                  
                  Exhibit 2-57 shows an example
                     of a client who could purchase a car with a $30,000 auto loan at 6% financing for
                     60
                     months. The example compares the impact on the monthly payment and total interest
                     paid for no negative equity versus adding $7,000 in negative equity (this would be
                     a
                     bit more than a year left in repayment using the vehicle in the prior example) to
                     the initial purchase price but leaving the total payment period the same at 60
                     months. The counselor uses online financial calculator tools to calculate these
                     amounts.

                  
                  
                  
                  
                     Exhibit 2-57: Negative Equity Impact on Monthly Payment and Interest
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Amount to Finance

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly Payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Total Interest Paid

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       No negative equity added to $30,000 car loan

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $30,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $579.98

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $4,799.04

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       $7,000 in negative equity added to $30,000 car
                                             loan

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $37,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $715.31

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $5,918.82

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Another option to compare could be to extend the payment period to keep the payment
                     lower. For example, a $37,000 loan on a 72-month schedule would have a monthly
                     payment of $613.20 for six years and a total interest cost of $7,150.17.

                  
                  
                  
                  While the least costly course is to pay off the old loan first, other options include
                     selling the vehicle independently if the client can get a better price than the
                     offered trade-in value, or getting a loan that has a shorter term (and higher
                     monthly payment) to prevent this from happening again but with even more negative
                     equity the next time the client wants to change cars.

                  
                  

               
               

            
            

         
         
         
         
            
            
            
               Discuss Acquisition Options with the Client
                  
               

            
            
            
            
               
               
               When considering the purchase of more expensive items, such
                  as an automobile or furniture, work with the client to identify the various
                  available purchase options. The purchase option selected can greatly impact the
                  total cost and, therefore, the feasibility of the purchase. In addition, different
                  options will suit different clients’ goals and values.

               
               
               
               A common client need is for furniture or a major home appliance.
                     Options for this include saving for the purchase,
                  using debt or a credit card, or using rent-to-own. Rent-to-own may be offered by an
                  organization that specializes in this option. Exhibit 2-58 breaks down
                  possible costs of each option for a specific washer and dryer set with a total
                  retail cost of $1,749.98. Each option is set to the amount the
                     client has decided they can afford: $190 per month. The client is currently
                     spending $40 per month to use a laundromat (direct costs plus transportation
                     costs, but excluding detergent, which is necessary in each option), but saves a
                     little less in the save-to-own option to keep going to the laundromat for an
                     extra year. The counselor uses online calculators to determine savings earnings
                     and credit card costs. 

               
               
               
               
               
                  Exhibit 2-58: Save to Own, Get on Credit, Rent-to-Own, or Laundromat
                  
                  
                  
                  
                     
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Save to Own

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Get on Credit (18% APR)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Rent-to-own

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Laundromat

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Monthly budget

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Put $150 in savings per month for 12 months, and pay for
                                       laundromat during this time

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Charge $1,749.98 on credit card, paying $190 per month
                                       for 10 months

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Put $0.01 down and pay $37.84 per week for 104 weeks
                                       ($163.99 + tax per month for 24 months)

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Pay $40 per month

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Interest

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    At 0.5% interest earned in savings, earn $4.13

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Interest paid: $147.41

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Interest paid: $2,185.78

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $0

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Total cost

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1,749.98 less $4.13, plus laundromat for 12 more months
                                       at $40 per month ($480) for total of $2,225.85

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $1,897.39

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $3,935.76 plus tax

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    $40 per month or $480 per year, indefinitely

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Other factors

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Need to wait a year. Risks: Price could go up after a
                                       year. The money saved could be spent on something
                                       else.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Risks: Paying less per month increases interest paid. The
                                       client could charge other things and end up taking much
                                       longer to pay off.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    There are rent-to-own options that pay more per month for
                                       less interest paid. A down payment can be made. Risk:
                                       The initial price for this option could be higher than
                                       what might be found for a purchase.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    There is an inconvenience factor. The cost could go up
                                       over time.

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               Note how, when the cost of going to the laundromat is added to the save-to-own
                  option, it is more expensive than the credit card option. This is true because the
                  client has a plan to pay off much more than the minimum payment each month. If only
                  the minimum payment of $43.75 is made, it would take 169 months to repay and cost
                  over $2,000 in interest.

               
               

            
            
            
            
               
               
               Purchase New or Used, or Lease

               
               
               
               
                  
                  
                  When considering purchasing a vehicle, a client has several options. The counselor
                     can help the client with some preliminary questions, such as asking about the type
                     of vehicle they want to get, the price range they are considering, and if they have
                     or are willing to save for a down payment (and how much). Is the general price range
                     the client is looking at affordable for the client, given their down payment and
                     income to devote to the loan payment and other expenses? Is this vehicle a want or
                     a
                     need? A client might use leasing to justify purchasing a more expensive vehicle than
                     they could otherwise afford, so educating the client on the true cost of each option
                     can be helpful before the client starts getting to the research and negotiations
                     phases of a purchase.

                  
                  
                  
                  A vehicle purchase could be new or used. Compared to an equivalent new vehicle, used
                     vehicles will be lower in price but higher in maintenance and repair costs. The
                     differences depend on the age difference between the options. A used vehicle may
                     have some restrictions on getting secured loans that a new vehicle does not
                     have.

                  
                  
                  
                  A new or newer vehicle could be purchased or leased. With either option, the price
                     of
                     the vehicle should be negotiated before discussing financing or leasing as options.
                     Buying may be favored by clients who want to have periods where no loan payments are
                     needed (after the vehicle is paid off), do not want to be restricted in mileage, or
                     want to modify the vehicle. Leasing may be favored by clients who want a lower
                     payment, a new vehicle every few years, do not mind continually renting for
                     transportation, and can abide by the lease terms. Clients who use a vehicle for work
                     may want to use a leased vehicle for tax benefits.

                  
                  
                  
                  Exhibit 2-59 compares buying
                     using financing versus leasing (buying outright would have no interest costs but
                     would have an opportunity cost for the use of the funds). Note
                        that when comparing the cost of buying using financing versus leasing, the
                        comparison would need to occur over the same time frame. If it is a two-year
                        lease, compare it with the cost of purchasing and financing for two years, then
                        assume the purchased vehicle will be sold for the amount used in the lease
                        option as the vehicle value at the end of the lease. The client may need much
                        longer to finance a vehicle and may wish to keep it for the full term and more.
                        These assumptions are made just to ensure the comparison is apples-to-apples.
                        Often, a lease will have a lower monthly payment but a higher total cost over
                     the same period.

                  
                  
                  
                  
                     Exhibit 2-59: Buying Versus Leasing
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                        

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Buying Using Financing

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Leasing

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Monthly cost

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Monthly payment based on amount financed, which is
                                          impacted by: 

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Cost of vehicle

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Down payment

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Vehicle trade-in (if applicable)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Whether taxes and fees are included in loan

                                             
                                             

                                          

                                       
                                       
                                       
                                       Other factors to consider:

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Interest rates are usually lower for new cars
                                                than used cars

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Interest rates will be lower for clients with
                                                higher credit scores

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Applying for loans will result in hard pulls that
                                                can impact credit score

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The monthly cost is based on:

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Adjusted capitalized cost: The gross
                                                capitalized cost (the negotiated price for the
                                                vehicle), less the capitalized cost reduction (the
                                                vehicle trade-in value, the down payment), equals
                                                the adjusted capitalized cost. 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Depreciation amount: The adjusted
                                                capitalized cost less the residual value (the
                                                value of the vehicle at the end of the lease,
                                                which should also be negotiated) is the amount the
                                                vehicle depreciates over the lease term.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Rent charge: A monthly rent charge (seek
                                                an offer with the lowest rent possible).

                                             
                                             

                                          

                                       
                                       
                                       
                                       The monthly lease payment is the depreciation amount plus
                                          rent charge divided into monthly installment payments
                                          over the term.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Down payment

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                        The higher the down payment, the better. This will result in less interest paid
                                             and can shorten the payment term and/or the monthly
                                             payment amount. It can also factor into loan
                                             approval. 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The down payment is less important for a lease, so it can
                                          be kept to a minimum needed for approval or to be able
                                          to afford the monthly lease payment.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Other costs

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The amount of the down payment has an opportunity cost
                                          (what else the client could do with that money). Other
                                          costs, such as insurance, are common to both
                                          options.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       There may be a number of other costs in a lease:

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Other charges not part of monthly payment. Check
                                                if others charge them. For example, disposition
                                                cost: A fee if the vehicle is not purchased. If
                                                the lease is a “closed-end” or “walk-away” lease,
                                                there should be no such fee.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             If an “open-end” lease, the difference between
                                                the lease residual value and actual market value
                                                is charged at the end of the lease. This can be a
                                                lot of money and is a substantial risk.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Early termination fee: A substantial fee if lease
                                                is ended early. Clients need to know how much this
                                                is and ensure their insurance policy covers this
                                                in the case of vehicle accidents.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Excessive wear and use: charges for damage beyond
                                                “normal wear and tear” (get this defined in the
                                                contract) or for driving more miles than the
                                                contract allows (often this is a limit of 12,000
                                                miles or less per year).

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Ownership

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Once the vehicle loan is paid off, the client gets the
                                          title from whoever financed the loan. The client may
                                          have some years with no loan payments before repairs get
                                          costly.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A leased vehicle does not provide the owner with any
                                          equity. It is rented. If the lease has a purchase option
                                          at the end of the lease term, the client can pay the
                                          residual value or amount defined in the lease contract,
                                          plus a purchase option fee as also defined in the
                                          contract. Purchasing will require enough cash or a
                                          separate loan.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Risks

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A warranty will not cover repairs needed related to poor
                                          maintenance. This is also true of leases. A loan could have a prepayment
                                             penalty, meaning there could be a fee if attempting
                                             to pay the loan faster than the schedule
                                             allows.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       If there is damage or mileage beyond what is called
                                          “normal wear and tear,” significant fees may be required
                                          before the vehicle can be turned in. If so, there may be a security deposit that does
                                             not get refunded. Check that the vehicle warranty
                                             covers all major repairs for the lease
                                             period.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
         
         
            
            
            Pre-Purchase Research and Price Negotiation

            
            
            
            
               
               
               Pre-purchase
                  research is important for any major purchase, but especially useful when purchasing
                  anything with a price open to negotiation, such as a car or a home. Prepared clients
                  who have done their market research and cost comparisons thoroughly at home will be
                  in a good position to know their limits and what is and is not a good deal when they
                  arrive at the dealership or retail location or find a deal online. In this way, if
                  there is a true need to make a quick decision (e.g., a tight housing market is
                  causing homes to sell fast or there is a shortage of vehicle inventory), the client
                  will be in a position to know if the fast decision is the right decision or to walk
                  away.

               
               

            
            
            
            
               
               
               Pre-Purchase Research

               
               
               
               
                  
                  
                  Research can include trusted sources such as Consumer Reports, Edmunds (www.edmunds.com), Kelly Blue Book (www.kbb.com),  or the National
                        Automobile Dealers Association (www.nada.org/nada/consumer-vehicle-values), as
                     well as various other websites, blogs, or apps. It can also involve asking the
                     opinions of friends and family. Research is useful for any type of purchase for many
                     reasons:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Price comparison can reveal sources with significantly lower prices for the
                           same exact purchase.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Clients can understand the various levels of the same product and their price
                           ranges. They may find a less expensive version that suits them just fine and
                           feels like a great deal, too.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They may discover certain features that they find especially valuable and
                           others that they do not care about or do not like.

                        
                        

                     
                     
                     
                     	
                        
                        
                        There may be some products that many people feel are of poor quality or are
                           lemons.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Taking the time to do research can help separate wants from needs. Some items
                           may no longer be needed or could be purchased later.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Learning about cancellation policies, refund policies, warranties, and so on
                           can prevent some mistakes.

                        
                        

                     
                     

                  
                  
                  
                  Research on the following factors can provide negotiating leverage for a vehicle
                     purchase.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Markup:
                              
                           Sites such as
                              Edmunds, Kelly Blue Book, and National Automobile Dealers Association
                              are free sites and indicate a car’s factory invoice price. For used
                              cars, they may indicate a vehicle’s current value after depreciation.
                              The invoice price is the price the dealer pays, but after the sale, they
                              get a rebate called a holdback (typically this is 2 to 3%) in addition
                              to other rebates. Start negotiations from the dealer’s cost and go
                              up.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Average price:
                              
                           The average
                              price that consumers paid for a given vehicle is also available online.
                              Start lower and try to end here.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Rebates:
                              
                           Check on the
                              internet for manufacturer rebates. When checking prices, see if the
                              rebate is or is not already included.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Features:
                              
                           Research
                              features using sources such as Consumer Reports and know which
                              features are important versus ones that can or should be avoided. Be
                              wary of some extras and do more research on things such as rustproofing,
                              service contracts, or credit insurance. Carefully review any contracts
                              with third parties, like service contracts or credit insurance, before
                              signing. Never purchase an extended warranty or protection plan without
                              a complete understanding of what is and is not covered.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Price Negotiation and Tactics

               
               
               
               
                  
                  
                  Clients may be eager to learn how to become wise purchasers
                     and negotiators. General tips for purchasing and negotiating include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Determine what is affordable before starting to shop. Set a limit that is too
                           much, and be prepared to walk away.

                        
                        

                     
                     
                     
                     	
                        
                        
                        If exposed to high-pressure sales tactics, such as
                           suggestions that the opportunity will disappear if not acted upon now,
                           usually the best option is to walk away. If it is not a scam, it is likely a
                           bad deal. If it is a true shortage situation, a prepared client will know
                           about this shortage due to their research and can act on available inventory
                           immediately if it meets their other criteria.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Verbal promises from salespersons are very difficult to enforce. Get all
                           promises in writing.

                        
                        

                     
                     
                     
                     	
                        
                        
                        If there is a contract, read it carefully. Do not sign it if you do not
                           understand it or if there are blanks that have not been filled out.

                        
                        

                     
                     

                  
                  
                  
                  It is very important for a client to negotiate the price of a new vehicle before
                     deciding on any other options, including vehicle loan interest rates or whether the
                     client is interested in buying or leasing. These things can be decided after the
                     salesperson commits to the purchase price in writing.

                  
                  
                  
                  Some dealerships
                     do not engage in price negotiations for some vehicle types. For example, some online
                     car dealerships use “no haggle” pricing for new cars. Some
                        dealerships sell used cars using a non-negotiable price that is based on an
                        algorithm that takes into account vehicle demand, vehicle condition, and so on.
                        Some clients may prefer this because they do not like to negotiate, but it may
                        or may not be the best deal that could be found in the area. Offer prices
                     could be another research point to bring to a seller who does use negotiated
                     prices.

                  
                  
                  
                  For any sort of purchase from a seller willing to negotiate, the key to price
                     negotiation is to be willing to walk away. Clients may even want
                        to plan on leaving without making a purchase the first time, so they can see
                        what happens. The seller is usually eager to make a sale even if they do not
                        appear to be so. Another reason to walk away is that it is best to compare
                     offers from several locations. Returning at the end of the month
                        may also help motivate a better deal.

                  
                  
                  
                  When purchasing and financing a new car:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Determine the down payment and maximum monthly payment that is
                           affordable.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Do research and test drive vehicles.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Arrive at a price that is the best among several offers, including for
                           features or options.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Determine what the dealer is offering for financing and/or leasing. Leave and
                           get outside quotes.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Get financing quotes from banks or credit unions. Choose the best rate and
                           terms. Get pre-approved.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Read the contract, and sign if fully understood and in line with promises
                           made.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Inspect the vehicle and take possession only after all parts of the deal are
                           finalized, including financing.

                        
                        

                     
                     

                  
                  
                  
                  When purchasing a used car, get the vehicle inspected at an auto shop of the buyer’s
                     choice. As with new cars, use knowledge of the vehicle’s current value and vehicle
                     accident history based on online research, and use the information to negotiate the
                     price.

                  
                  
                  
                  Cash is the most affordable option for purchasing a new or used car,
                     but many clients will not have this as a viable option. Banks, credit unions, and
                     car dealerships may have stipulations on the types of used cars that qualify for
                     secured loans. If secured loans are available for the used car in question, these
                     will offer better rates than an unsecured loan. Loans are even easier to arrange for
                     new vehicles. The dealership may offer worse rates than a bank or credit union, but
                     shopping around to find a bank or credit union rate could provide some leverage to
                     get the dealership to offer an even more competitive rate.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Discuss Warranties and Service
               Contracts

            
            
            
            
               
               
               Many purchases come with
                  warranties, such as appliances, computers, electronics, and vehicles. Cars come with manufacturer’s warranties and often have optional
                     “extended warranties” that are actually service contracts. Being able to
                     differentiate the various types can help understand rights, as well as when
                     something is not really a good deal. A warranty should be written (a spoken
                     warranty is not useful). A warranty is only as trustworthy as the organization
                     that is offering the warranty; it is up to the client to make a warranty claim
                     and to know who to contact and what is and is not covered. Here are some
                  types:

               
               
               
               
                  
                  
                  	
                     
                     
                     An express warranty is defined as: A clearly stated assurance, either written or
                           spoken, by a seller that a product will meet certain standards or performance
                           expectations.

                     
                     
                     
                     These are sales promises made about a product, such as promised battery life
                        on a single charge. A full warranty, limited warranty, or manufacturer’s
                        warranty are also examples of express warranties (i.e., these are not
                        implied warranties).

                     

                  
                  
                  
                  	
                     
                     
                     An implied warranty is defined as: An unstated but legally recognized guarantee that a
                           product will function as expected for its intended purpose.

                     
                     
                     
                     An implied warranty is a consumer protection based on state law that holds
                        manufacturers accountable for the promises that they make about products,
                        specifically that it is suitable for its intended purpose and functions as
                        intended. A toy should work as advertised and not contain lead, for
                        example.

                     

                  
                  
                  
                  	
                     
                     
                     A full warranty is defined as:
                        A guarantee that covers the full cost of repair or
                           replacement for defective items under specific conditions, typically with no additional
                           charges to the consumer.

                     
                     
                     
                     A full warranty, despite its name, contains exceptions and exclusions (e.g.,
                        does not cover wear and tear) and has a limited warranty period. It usually
                        covers more parts of an item or more damage conditions than a limited
                        warranty.

                     

                  
                  
                  
                  	
                     
                     
                     Limited warranty. A limited warranty is like a full warranty in that
                        it has exceptions, exclusions, and a defined warranty period, but it may not
                        cover as many parts or as many damage conditions as a full warranty.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Manufacturer’s warranty. This is a written warranty that spells out
                        the duration of the warranty (for a vehicle, this can be in time and or
                        vehicle miles) for different parts of the warranty, what parts or repairs
                        are and are not covered, the limits of the warranty, and what will occur if
                        the product fails and cannot be repaired (e.g., replaced). Maintenance items
                        are not usually covered. Failure to perform required maintenance may void
                        parts of a warranty.

                     
                     

                  
                  
                  
                  	
                     
                     
                     A service contract or extended
                           warranty is defined as: An optional service agreement that provides repair
                           or replacement coverage beyond the standard warranty period offered by the
                           manufacturer.

                     
                     
                     
                     An extended warranty (service contract) is sold separately from the base
                        product and warranty. A different organization may offer this contract. A
                        service contract is not a warranty at all, despite being marketed as such;
                        it is a contract for specified services. Service contracts may be more
                        expensive than the value they provide when the repairs covered in that
                        period are unlikely, the repairs would be low cost, or a replacement is
                        affordable.

                     

                  
                  

               
               
               
               While a client will decide for themselves if a service contract is a good idea, if
                  the contract is acquired, the client should be prepared to be able to make a claim
                  by knowing when a warranty issue is occurring, the warranty period, how to make a
                  claim, and by having the required documentation to prove they have a service
                  contract. Some clients may get such contracts and forget they have them or fail to
                  maintain the needed documentation. If the client can afford a replacement, it may
                  be
                  better to accept this risk.

               
               

            
            

         
         
         
         
            
            
            Educate Client about Consumer Complaint
               Process

            
            
            
            
               
               
               The client should understand their rights to make a consumer
                     complaint and how to make one. A product may fail to live up to its
                  promises (its express or implied warranty) by not being suitable for what it was
                  intended to do or not functioning as intended. A service may not be performed
                  correctly or competently. A client may have been billed incorrectly, double billed,
                  or a cancellation request may not have been processed.

               
               
               
               All complaints should start by contacting the seller or visiting the purchasing
                  location. The seller may quickly respond by replacing or accepting a return and
                  refunding the product. If this does not work, the next step is to contact the
                  manufacturer.

               
               
               
               A consumer complaint to the manufacturer will usually take the form of an email, but
                  a written letter could also be sent, or the client could call a support line. The
                  communication should be brief, and indicate the description of the product, its
                  serial or model number, the transaction number, if there is one, the name and
                  location of the seller, and the date of the purchase. The message body should
                  indicate the nature of the issue, why it is a failure (e.g., refer to the warranty),
                  and what should be done to fix the issue (e.g., repair, exchange, refund). Include
                  copies of receipts or other evidence of payment (do not send originals). Finish with
                  name, account number, if any, and contact information. Track all communications and
                  their dates.

               
               
               
               Consumer complaints should not make threats, indicate anger,
                  or otherwise be emotional. Clients should be prepared to be patient, but can contact
                  the Better Business Bureau or other state or local agencies if no action is
                  taken.

               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Renting a Home

         
         
         
         
            
            
            This area includes the rent versus buy decision process as well as considerations
               related to renting. Educating the client about renting includes assisting the client
               to determine affordable rent, considering rental options, understanding rental
               agreements, and learning about resources for rental rights and responsibilities.

            
            

         
         
         
         
         
            
            
            Assist Client with Rent or Buy
               Decision

            
            
            
            
               
               
               The rent or buy decision is critical for
                     clients because housing is usually the client’s largest single expense. Before
                     discussing the financial implications of renting suitable housing versus buying
                     a property, counselors should first interview the client to understand their
                     related housing goals and lifestyle choices. Here are some common goals
                  related to renting versus buying.

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Renting:
                           
                        Clients who
                           prefer renting may do so to enable moving for work more easily, because
                           they do not wish to do any home or lawn maintenance, do not wish to pay
                           for repairs or maintenance, and because they can use amenities such as a
                           laundry room or a pool. Individuals may also prefer to rent when
                           interest rates are high and/or when the housing market is very
                           competitive, as these factors can make a home purchase less
                           affordable.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Buying:
                           
                        Clients who
                           prefer owning a home may prefer this because they want something that is
                           their own for themselves or their family. They may perceive home
                           ownership as being safer or more private. They may want to build equity
                           ownership over time, either as an investment toward a larger house, as a
                           source of potential home equity loans, or something they can sell when
                           retiring. Buyers may want to do home projects, lawn mowing, and so on,
                           and do not mind paying for repairs, property taxes, and homeowner’s
                           insurance.
                        

                     
                     

                  
                  

               
               
               
               Clients may perceive homeownership to have benefits over renting, such
                  as more perceived safety or a good school district. However, this and other factors,
                  such as public transportation access and neighborhood amenities, are primarily
                  dependent on the neighborhood, not the choice of renting versus owning. Renting and
                  home ownership are both available in most neighborhoods. The relative costs of both
                  renting and owning are highly related to the given neighbourhood. 

               
               
               
               For clients who want to compare the costs of owning versus renting,
                  once goals and related values are better understood, the counselor can compare the
                  costs of each, but should use examples that are in the client’s desired cost range
                  or neighborhood.

               
               
               
               When discussing the cost of owning versus the cost of renting, it
                     is important for clients to understand the differences in initial costs and
                     effort between the two options, as shown in Exhibit 2-60. The
                  down payment to qualify for some types of mortgages can be far more than the upfront
                  costs for renting. The longer-term benefits of owning usually do not make up for the
                  high initial costs of buying for five to seven years or more. If a client will
                  itemize mortgage interest and property taxes paid on their income taxes, the
                  benefits of owning typically come much faster than if not itemizing, but not all
                  homeowners have sufficient mortgage interest or other deductions to justify
                  itemizing.

               
               
               
               Exhibit 2-60: Initial Costs/Effort for Renting versus Buying
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Renting

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Buying/Owning

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Initial costs

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Renting upfront costs are significantly lower than
                                       buying. Costs include:

                                    
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Application fee

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Security deposit

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          First and, in some cases, last month’s rent

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Buying upfront costs:

                                    
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Earnest money (part of down payment if deal goes
                                             through)

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Down payment (plus opportunity cost of not using
                                             money for something else)

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Mortgage application fee

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Closing costs and fees, including interest and
                                             taxes for first month, plus any partial month

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Initial effort

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    The initial effort is less for renting than buying, but
                                       there are still rental unit hunting tasks and
                                       applications to fill out.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Initial effort for buying is greater than renting, as it
                                       has more complexity, more third parties, and more
                                       risk.

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  

               
               
               
               Exhibit 2-61 compares renting
                  versus owning on an ongoing basis.

               
               
               
               
                  Exhibit 2-61: Cost and Risk Comparison of Owning versus Renting
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Renting

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Owning

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Costs

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Cost for rent is often lower than owning, in part due to
                                       fewer repairs and maintenance and optional insurance,
                                       but this is not always the case. Renting long-term can
                                       eventually get more expensive than owning, since rent
                                       can go up. Rent amount is typically
                                          fixed for each lease period (3-, 6-, 9-, or 12-month
                                          leases are common), but can go up in lease renewal.
                                          Other fees: 

                                    
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Parking, laundry, amenities

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Early lease termination costs

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Cost for owning can eventually be lower than renting if
                                       owned long-term due to ability to pay off, possible tax
                                       benefits, and appreciation of home value. While
                                       principal and interest are fixed, the following expenses
                                       can increase, usually on an annual basis:

                                    
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Property taxes

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Homeowners insurance

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Homeowner’s association (HOA) fees

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Repairs and maintenance

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Taxes and insurance

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Landlord insures property and pays property taxes.
                                       Renter’s insurance is optional and low-cost versus
                                       homeowners insurance.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Homeowner pays property taxes. Lender requires homeowners
                                       insurance until home is paid off. Until buyer has 20%
                                       equity, lender requires homeowner pay for private
                                       mortgage insurance (PMI).

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Pros

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Easier to relocate.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Far less maintenance or repair cost (only if at
                                             fault).

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          May be only financially attainable option.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          May get damage deposit back.

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Can pay off and live in home indefinitely if
                                             keeping up on taxes.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          If a fixed-rate mortgage, the sum of principal +
                                             interest (P + I) is fixed for term, giving
                                             certainty. Over years, inflation
                                                can make P + I relatively less: while rent may go
                                                up, P + I does not change.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Property taxes paid and interest paid may be
                                             tax-deductible by itemizing. Clients who are
                                             self-employed or have other incentives to itemize
                                             may benefit.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Home may appreciate in value (defined below).

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Freedom to remodel/redecorate.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Cons

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Renting in a neighborhood can get less and less
                                             affordable over time.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          May need to move just to find a better deal on
                                             rent.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Rent paid is an expense, and the renter never
                                             gets any equity.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Less ability to redecorate.

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Failure to pay PITI, or taxes if paid off, can
                                             result in foreclosure.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Variable APR mortgages could become
                                             unaffordable.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Repairs can be costly and necessary. 

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Later in mortgage, interest paid is lower, and
                                             itemizing may make less sense.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          May fail to appreciate in value. 

                                          
                                          

                                       

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               The high initial cost of buying, both in terms of down payment and the ongoing
                  repairs/maintenance or homeowner’s association fees, keeps many clients from
                  considering buying. One way to expand a client’s options would be to expand the type
                  of housing units being considered. Buying a manufactured/prefabricated/mobile home,
                  for example, can be much less expensive than a traditional home. The owner may still
                  need to rent the land that the trailer is on, and a possible con is that this rent
                  could go up substantially and with little notice. A pro of mobile homes on rented
                  land is that there are no property taxes to pay. The mobile home itself is
                  considered a possession, much like a vehicle. But because of this, mobile homes
                  depreciate rather than appreciate in value.

               
               
               
               An appreciating asset and a
                  depreciating asset are defined as:

               
               
               
               
                  
                  Appreciating asset: Property that is expected to increase in value
                        over time due to market forces, but may or may not actually increase in value and
                        if it
                        increases in value, the rate of increase may also change.

                  

               
               
               
               
                  
                  Depreciating asset: Property that is expected to decrease in value
                        over time due to wear and tear or market forces, but the rate of decrease in value
                        could
                        change or differ by market.

                  

               
               
               
               If the benefits of homeownership that are desired are related to the space one lives
                  in rather than the costs, such as access to a private yard, then a client could
                  consider options such as renting an entire home, a unit in a duplex, and so on.
                  Conversely, if a client wants to own a home but likes apartment living, they might
                  purchase a condominium (condo) or a cooperative (co-op). A co-op is like a condo,
                  but the buyer purchases ownership shares in a corporation that owns the units. There
                  are some tax differences, too.

               
               

            
            

         
         
         
         
            
            
            Assist Client in Determining Affordable Rent

            
            
            
            
               
               
               The
                  cost of rent is highly related to the client’s desired neighborhood. Features that
                  are often desired include living in a safe, well-maintained neighborhood that has
                  a
                  good school district and access to work, hospitals, clinics, shopping, and so on.
                  However, the rent in some neighborhoods will not be affordable for a given client.
                  The client may want to explore some alternative neighborhoods and weigh the pros and
                  cons of any required commuting against the cost differences.

               
               
               
               While what is
                  considered affordable rent will differ greatly due to the very different cost of
                  living in certain cities and in the countryside, the U.S. Department of Housing and
                  Urban Development (HUD) suggests paying no more than 30% of your gross income
                  (pre-tax income) on rent. For example, if a client’s pre-tax income is $4,000 per
                  month, then the ideal would be to pay no more than $1,200 per month in rent. This
                  rule of thumb may be very unrealistic in some urban markets. Various websites
                  related to renting have affordable rent calculators that take into account the cost
                  of living in the city that is specified. For renting, landlords may use gross income
                  to decide if a renter can afford the lease, such as approval criteria of paying no
                  more than 50% of gross income on rent. For the same example, this would be no more
                  than $2,000 per month in rent.

               
               
               
               While gross income is useful for determining chances of being approved by a landlord
                  for a lease, discussing rental affordability with a client should otherwise use net
                  income or take-home pay, because this is what the client will actually have
                  available for rent, plus other expenses. Assuming that the same client’s take-home
                  pay is $3,000 per month, then $1,200 per month in rent would be 40% of the client’s
                  take-home pay, while a rent of $2,000 would be two-thirds (66.7%) of their available
                  budget.

               
               
               
               Determining what a client decides is affordable will be based partly on the client’s
                  goals and values (e.g., a safe neighborhood is a priority), which can include
                  considerations of work and transportation constraints, where the client’s friends
                  and family live, or their status quo bias (such as being used to living in a
                  specific apartment building). Financial feasibility should be considered in relation
                  to these goals and values, but if the client’s renting choice results in a high
                  percentage of income going to rent, the client may need to be willing to set other
                  spending plan priorities much lower to end up with a balanced budget. What is
                  affordable is based partly on the client’s goals and values, but if the client’s
                  renting choice results in a high percentage of income going to rent, the client may
                  need to set other spending priorities much lower. Here are some other ways to reduce
                  rent:

               
               
               
               
                  
                  
                  	
                     
                     
                     Get one or more roommates, which creates risks of non-compatibility and
                        roommate non-payment of rent, but roommates can split rent and utility
                        costs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Find a neighborhood that has lower rent (e.g., a longer commute, a worse
                        neighborhood).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Shop around for good rates, for example, a private landlord may offer lower
                        rates than corporate landlords if the private landlord can get a stable
                        tenant (this may also be a higher quality unit and/or be in a safer
                        neighborhood).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Some landlords will offer longer, multi-year leases that keep rent fixed for
                        longer periods; long-term renters may also be able to negotiate a lower rent
                        due to the stability they offer to the landlord.

                     
                     

                  
                  

               
               
               
               Getting approved for
                  renting typically requires a credit check. If the client’s credit score is low, one
                  option to increase the chances of getting approved is to get a guarantor, which is
                  basically a co-signer for the lease. The guarantor, such as a parent, agrees to pay
                  the rent if the client fails to pay. If several people sign a lease as roommates,
                  each is effectively a co-signer, and the total rent is due even if one or more of
                  the roommates fail to pay their share. Renting a larger place than is affordable for
                  the client alone would increase the impact of this risk.

               
               

            
            

         
         
         
         
            
            
            Educate Client on Housing Markets

            
            
            
            
               
               
               Housing markets for
                  rentals are related to supply and demand. In some areas, the housing market may
                  favor renters, meaning there are more units available than renters. In these cases,
                  there will be time to shop around, and landlords may keep rents lower and provide
                  other incentives to rent. However, in many locations, the opposite is true. In a hot
                  housing market, there are not enough units available, and there will be a lot of
                  competition. Rents may go up faster in these areas, too.

               
               
               
               In a hot housing market, there will often be very little available time between
                  finding a seemingly acceptable place and when the client needs to apply to rent the
                  location. This is because other renters are also applying for the same rental unit.
                  Therefore, there is often little time to debate the pros and cons of several rental
                  options. Clients will often need to apply to multiple options and sign for the first
                  one they are approved for. Due to the fast-paced nature of rental unit hunting in
                  such markets, the best thing a counselor can do is to ensure the client knows what
                  they want before they start searching and applying: how much they can afford, what
                  neighborhoods they find acceptable, what amenities they want, and what their
                  deal-breakers are (e.g., poorly lit, poorly maintained, no off-street parking).

               
               

            
            

         
         
         
         
            
            
            Educate Client on Importance of Rental Agreements

            
            
            
            
               
               
               A lease, also called a
                  rental agreement, is a legal
                  contract that protects both parties: the landlord and
                  the tenant.
                  

               
               
               
               
                  
                  Lease: A contractual agreement that outlines the terms under which one
                        party agrees to rent property from another party.

                  

               
               
               
               
                  
                  Rental agreement: Contract between property owners and tenants
                        outlining the terms and conditions for renting property.

                  

               
               
               
               
                  
                  Landlord: An individual or organization that owns rental property and
                        leases it to tenants in exchange for regular payments.

                  

               
               
               
               
                  
                  
                     Tenant: 
                     A person who occupies land or property rented from a landlord
                        under a lease or rental agreement.
                     

                  

               
               
               
               Clients need to know what terms and conditions they are agreeing to when they sign
                  a lease, since
                  it is a legal contract. The apartment may or may not be furnished. The rent payment may or may not include some or all utilities. 

               
               
               
               
                  
                  
                     Rent: 
                     A regular payment made by a tenant to a property owner in
                        exchange for the use of an apartment or other housing space.
                     

                  

               
               
               
               Clients are typically
                  responsible for paying for electricity and heat themselves, as well as optional
                  utilities (internet, cable). Water, sewer, and trash collection are usually paid by
                  the landlord. A lease may have an automatic renewal clause; if so, clients need to
                  know how to provide notice to end the lease. If there is no such clause, they can
                  move out by the end of the lease without providing notice. Some leases convert to
                  month-to-month leases if the automated renewal takes place.

               
               
               
               A number of deposits are usually specified in the lease. These protect the landlord,
                  but the renter should know how to get some of these deposits back when they move out
                  and how to prove compliance. Deposits may include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Application deposit. An application deposit is used to prove interest
                        in renting. Clients need to know if this deposit will be refunded if they do
                        not get the lease.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Security deposit. This is a refundable deposit to cover any damage to
                        the unit or lack of cleaning before move-out.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Pet deposit. This is a refundable deposit to cover the damage or
                        cleaning needed related to pets. There may also be an additional pet fee
                        that increases the monthly rent. While the deposit is refundable, fees are
                        not.

                     
                     

                  
                  

               
               
               
               Security and pet deposits are usually refundable if the unit is left clean and in
                  good condition. In most states, tenants can request an inspection or walk-through
                  prior to their move-out date so they can correct any issues that would prevent
                  getting a full refund. Take photos of the clean, empty apartment when moving out,
                  too.

               
               
               
               Clients should know that many lease terms are negotiable. If the client cannot
                  negotiate a better agreement on a certain point, they should know what is
                  unacceptable to them so they can walk away rather than sign.

               
               

            
            
            
            
               
               
               Landlord Rights and Responsibilities

               
               
               
               
                  
                  
                  The lease protects
                     the landlord. Leases require the client to pay for rent to the end of the term. If
                     they end the term early, the lease may specify that they will need to pay the rent
                     for the rest of the term or until the landlord finds a new renter. A lease also
                     allows the landlord to set renter restrictions, such as requiring that all adults
                     living at the property for more than a certain percentage of the time be on the
                     lease or that the client cannot sublet the property (cannot rent it out to someone
                     else). If subletting is allowed, the renter will likely still be liable for damage
                     caused by the subletter. A lease can specify whether pets are allowed and what
                     activities are not allowed (e.g., loud music, smoking).

                  
                  
                  
                  Landlord rights and responsibilities are state-specific. However, most states make
                     it
                     illegal for landlords to:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Seize any renter’s property as payment for late rent

                        
                        

                     
                     
                     
                     	
                        
                        
                        Enter the unit without proper notice 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Require the client to give up the right to defend themselves in court

                        
                        

                     
                     
                     
                     	
                        
                        
                        Charge excessive late fees or a security deposit significantly higher than
                           the rent

                        
                        

                     
                     
                     
                     	
                        
                        
                        Make a renter pay for things that are typically the landlord’s
                           responsibility, such as repairs unrelated to renter damage

                        
                        

                     
                     

                  
                  
                  
                  It is important to verify if these rights are true in the given state. For example,
                     in North Carolina, a landlord can enter a premises legally with no advance notice
                     (though they may provide notice as a courtesy).

                  
                  

               
               

            
            
            
            
               
               
               Tenant Rights and Responsibilities

               
               
               
               
                  
                  
                  The lease also protects the tenant. Rights and responsibilities for
                        renters can be defined as:  Legal entitlements and
                        obligations of tenants, including the right to a habitable living space and the duty
                        to pay
                        rent on time.

                  
                  
                  
                  Tenants have a right to a written lease. The main thing a lease does is fix the rent
                     payment for
                     the lease term. The landlord cannot raise the rent during this period. The renter
                     should have a specified and reasonable grace period before rent is considered late.
                     The landlord is required to make all repairs to the property and appliances in a
                     timely fashion and to keep the building compliant with all building codes. The
                     rental unit needs to have habitability,
                     defined as: The condition of a rental property being safe, sanitary,
                        and fit to live in, meeting basic standards such as functioning plumbing, heating,
                        and
                        structural integrity.

                  
                  
                  
                  The renter will be responsible for paying for repairs caused by themselves, their
                     dependents, or
                     their pets. Renters have certain other rights:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The unit should be safe, including having working fire alarms, locks, and
                           properly functioning windows

                        
                        

                     
                     
                     
                     	
                        
                        
                        The unit should have working utilities that are up to code, such as plumbing
                           and electricity, and, depending on the state, working heating during winter
                           months

                        
                        

                     
                     
                     
                     	
                        
                        
                        The lease may require the landlord to maintain cooling units if offered, but
                           cooling is not generally a state requirement (Arizona requires maintaining
                           working systems if offered, and some cities have cooling ordinances)

                        
                        

                     
                     
                     
                     	
                        
                        
                        That other building tenants comply with noise ordinances or other building
                           rules

                        
                        

                     
                     
                     
                     	
                        
                        
                        If facing eviction, the renter cannot be locked out of their apartment or
                           have their things removed until there is an eviction court order

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Rental Rights and Responsibilities Related to Eviction

            
            
            
            
               
               
               A client should know their rights related to the eviction process. A client facing
                  a
                  possible eviction may need a referral to legal counsel for legal advice. The
                  counselor can help clients by educating them on the general process and providing
                  a
                  method for ending a lease early to prevent an eviction.

               
               
               
               A landlord can start an eviction process if the client does not pay the rent. The
                  process may start with a landlord providing a “notice to quit” or a “notice to
                  vacate.” This is not an eviction notice; it is just the landlord making a statement
                  and providing notice. The landlord cannot legally change the locks or put the
                  client’s property out on the street until a court has ordered an eviction notice.
                  Renters have a right to a court hearing before being evicted. Attending the hearing,
                  even with no defenses, allows a client to know what is occurring and could enable
                  some leeway related to when they must move out or when they could challenge an
                  incorrect rent due. It is important to avoid a default judgment, which is defined as: An automatic court ruling that requires an
                     individual or entity to pay a specified sum to a creditor, due to the debtor’s failure
                     to
                     respond or appear in court as required.

               
               
               
               Being evicted can impact a client’s credit score and ability to get a new lease to
                  rent in the future. It is far better to move out before being evicted, and, if
                  possible, get a new lease somewhere more affordable before needing to move out.

               
               
               
               Here is a process for a client to use to end a lease early:

               
               
               
               
                  
                  
                  	
                     
                     
                     Read the lease. Determine if notice is required for early lease
                        termination, and provide notice as required. Provide as much notice as
                        possible if terminating a lease early, since the landlord will have more
                        time to find a new renter; this will limit the client’s liability for paying
                        rent to the end of the term. Look for a provision in the lease that would
                        require paying a percentage of the remaining rent or one month’s rent. Check
                        on provisions for someone else to rent the property by assuming the lease or
                        subletting. There may be an early termination fee (reletting fee) to cover
                        the cost of finding a new renter. Calculate the back rent or rent due to
                        ensure the amount they want is what is actually owed.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Learn about state or federal laws. State laws may limit a renter’s
                        total liability to less than the remaining lease amount. Federal law
                        prohibits landlords from charging more than one month’s rent to active
                        military duty personnel who need to break a lease if, after the lease is
                        signed, they are put on permanent deployment or ordered to deploy for 90
                        days or more. Provide the orders to the landlord. Some states have even more
                        favorable terms.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Get the apartment move-in ready. Clean the apartment so the landlord
                        has no excuses to withhold the damage deposit or to take longer to get a new
                        renter on a new lease than is needed. If damage is claimed, get the landlord
                        to provide an itemized list of the damages, plus evidence.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Negotiate with the landlord if needed. While many housing markets will
                        have no shortage of available renters applying, this may not be true in some
                        areas. Negotiating with the landlord in this case may help a client reduce
                        their rent liability. The landlord may make a deal if the client is willing
                        to move out quickly, so the landlord will have more time to get a new
                        renter. A landlord could also prefer to get some cash now rather than paying
                        for litigation, especially if the client has no assets that could be seized
                        in a court judgment (called being collection-proof due to having no
                        non-exempt funds). The client may want to provide this information to help
                        with negotiation. If an agreement is reached, get it in writing.

                     
                     

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Educate Client on Buying and Selling a Home

         
         
         
         
            
            
            This area addresses assisting clients with the home buying and selling processes.
               This includes helping clients determine how much they can afford, how to calculate
               some housing-related ratios that lenders use when assessing whether to pre-approve
               a
               client, determining the amount of the down payment, and assessing the client’s
               credit score. The counselor then helps determine areas where the client may have
               gaps between their current and needed levels of readiness to buy a home and helps
               the client set related SMART goals. For clients who can feasibly purchase a home,
               the counselor goes over the steps in the home-buying process, including the parties
               involved, the types of mortgages that are available, the components of a mortgage,
               how to understand an amortization schedule, and how the closing process works.
               Refinancing is also addressed. The home-selling process is similar to the
               home-buying process, but from a seller’s perspective. This area addresses the
               differences related to this new perspective. The area concludes with a discussion
               of
               what to do if a mortgage becomes unaffordable, from avoiding foreclosure to the
               steps in the foreclosure process.

            
            

         
         
         
         
         
            
            
            Assist Client to Determine
               Homeownership Feasibility 

            
            
            
            
               
               
               Despite the high entry costs of
                     homeownership, homeownership is quite common in the U.S., partly because there
                     is a lot of social pressure to become a homeowner in this society, and partly
                     because the government has a number of incentives in place for homebuyers.
                     However, homeownership rates are much higher for some U.S. social demographics
                     than others. Clients could be experiencing various external pressures to
                  own a home, or it may be a highly relevant goal, so take some time to learn about
                  the client’s goals and values related to homeownership to ensure their home buying
                  plans align with these goals and values. The client may need to
                     make sacrifices to own a home and do more to keep it and maintain it long enough
                     to make it worth all of that effort.

               
               
               
               Counselors
                  can help clients find first-time homebuyer classes. These classes can help spell out
                  the costs and risks of homeownership and will go over the steps a prospective
                  homeowner can take to minimize these risks and get a mortgage that works for
                  them.

               
               
               
               Most homeowners use a mortgage to finance their purchase. A mortgage is
                  a loan for real estate that uses the home and/or the property the home is on as
                  collateral for the loan. These loans are typically for long periods of time to
                  enable making the loan affordable, but even with a competitive interest rate and a
                  conservative loan type, such as a 30-year fixed-rate mortgage, the total amount paid
                  for a home will be much more than the selling price. For some mortgage types, the
                  total cost can be far higher, and there is a risk that the monthly payment or other
                  clauses could become even more costly or unaffordable. Since this is often the
                  single largest purchase a client will ever make, it is important for the counselor
                  to help the client understand the costs, the process, the important details, the
                  rewards, and the risks. This starts with assisting the client to determine if
                  homeownership is feasible.

               
               

            
            
            
            
               
               
               
                  Assess Total Housing Expenses Client Can
                     Afford 
                  

               
               
               
               
                  
                  
                  Assessing homeownership feasibility starts with assessing income stability. Since
                     homeownership has high upfront costs, interview the client to determine if the
                     client plans on living in the community for at least a few years and if their
                     source(s) of income are relatively stable. A high likelihood of needing to move or
                     a
                     higher potential for loss of income can make homeownership less feasible.

                  
                  
                  
                  Refer to the client’s spending plan (budget) to help the client decide how much
                     income they can devote to total housing expenses: a house payment, including
                     principal, interest, taxes, and insurance (PITI), not just the principal and
                     interest amount, but importantly, also savings towards maintenance and repairs
                     and/or a homeowner’s association (HOA) fee.

                  
                  
                  
                  PITI is defined as: An acronym for the four components of a monthly mortgage
                        payment: Principal, Interest, Taxes, and Insurance.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Principal:
                              
                           This is the
                              payment that reduces the outstanding loan amount. Extra payments early
                              in a loan can reduce interest paid significantly and reduce the duration
                              of the loan, but do not change the required payment.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Interest:
                              
                           This is the
                              interest due on the current balance. As the client makes progress paying
                              on the amortization schedule, the interest owed will go down. However,
                              the total of principal plus interest due will not change, because as the
                              interest owed goes down, more principal is due in each payment.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Taxes:
                              
                           Taxes refer
                              to property taxes due, which are based on the home’s estimated value and
                              the taxes assessed at various levels of government. Property taxes may
                              increase over time. Property taxes paid may be tax-deductible if the
                              client itemizes.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Insurance:
                              
                           This refers
                              to the client’s homeowners insurance policy. These rates can increase.
                              If they do, one option is to get quotes on insurance to find a lower
                              rate.
                           

                        
                        

                     
                     

                  
                  
                  
                  A homeowner’s association (HOA)
                     and HOA fees are defined as:

                  
                  
                  
                  
                     
                     HOA: 
                        An organization in a residential
                           community that establishes and enforces rules for properties and residents and collects
                           fees
                           from homeowners to maintain shared amenities and common areas.

                     

                  
                  
                  
                  
                     
                     HOA fees:
                        Regular payments made by homeowners to their neighborhood or
                           condominium association to cover shared amenities, services, and maintenance costs.

                     

                  
                  
                  
                  If the client does not have a budget, the counselor should actively work to promote
                     adoption of
                     this tool for prospective homebuyers. Not only will this help determine what is
                     affordable, but looking back at past budget information can help when determining
                     a
                     history of income stability. Reviewing income tax returns can also
                        help when looking at past income patterns. This information is also useful for
                        housing ratios and calculations.

                  
                  

               
               

            
            
            
            
               
               
               Housing Ratios and Calculations

               
               
               
               
                  
                  
                  Housing ratios and calculations can help determine how much of a client’s budget is
                     available to pay the mortgage. Lenders use these ratios when determining whether to
                     pre-approve or approve a client for a mortgage. These ratios, plus the client’s
                     credit score, also have an impact on the interest rate that lenders will offer to
                     approved clients.

                  
                  
                  
                  The front-end ratio, a variation on the
                     debt-to-income (DTI) ratio, also called the housing ratio, is defined as:
                     A lending measure that compares a borrower’s housing
                        costs to their gross income to assess mortgage eligibility.

                  
                  
                  
                  The front-end housing ratio separates out just the necessary housing payments, which
                     include principal, interest, taxes, and insurance (PITI), plus homeownership
                     association (HOA) fees.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_d3v_ati_dv5_width_1013.png]

                     

                  
                  
                  
                  If a client is looking at a particular home, the PITI and HOA fees can be estimated
                     if the client has already locked in an interest rate or rate range. Otherwise, the
                     maximum the client can afford in their budget could be used. The following example
                     is for a client couple who have $6,500 in gross income per month. Assume the client
                     couple decides they can afford $1,800 per month for housing expenses, so the
                     counselor uses this amount in the calculations. Lenders typically consider any
                     front-end housing ratio over 28% to be too high, but an even lower level may be what
                     is best for a given client.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_imx_kce_i63_width_1218.png]

                     

                  
                  
                  
                  For clients who do not know what their housing payment and HOA fees will be, the
                     front-end housing ratio can be rearranged using a maximum percentage of their gross
                     income that would likely be approved for a given market or the percentage of gross
                     income the client would be willing to devote to housing payments. In the formula
                     version below, 28% is used, but another rate might be selected.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_x9l_7j0_9d5_width_1184.png]
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                  This client couple can afford to pay $1,820 per month for PITI and HOA fees combined,
                     using this percentage amount. It will also mean they will pass a lender’s front-end
                     ratio criteria if 28% is the rate used by the lender for the given loan type being
                     applied for.

                  
                  
                  
                  The back-end ratio, a variation on the
                     DTI ratio, is defined as: A financial metric comparing all monthly debt
                        obligations to gross monthly income, often used to evaluate mortgage eligibility.

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_nap_cjv_3cn_width_999.png]

                     

                  
                  
                  
                  The back-end housing ratio considers both housing expenses and other debt
                     payments.

                  
                  
                  
                  In this client couple example, we assume the total housing payments will be $1,800
                     again. The client couple also has these non-housing debt payments per month: car
                     payment $165 + credit card payment $150 + student loan payment $485 = $800.
                     Therefore, the total debt payments with the projected home cost will be $1,800 +
                     $800 = $2,600 in total debt payments.
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                  Lenders typically treat a back-end housing ratio over 36% to be too high, but again,
                     a client may want a lower level to ensure home affordability. This client couple has
                     some gaps to close in their back-end housing ratio due to the traditional 36% limit
                     for the back-end ratio.

                  
                  
                  
                  Note that the 28% limit for the front-end ratio and the 36% limit for the back-end
                     ratio are rules of thumb for qualifying for a conventional fixed-rate mortgage.
                     Often, these will be listed in a shorthand version for a given mortgage type with
                     the front-end ratio followed by the back-end ratio with a slash between them: 28/36,
                     33/38, 31/43, and so on.

                  
                  
                  
                  However, the true limits are whatever a given lender will approve. There are many
                     exceptions made for the given housing market. A back-end ratio could be as high as
                     50% and may still be approved. Deciding to take on a mortgage with this much debt
                     may or may not be a good idea. It will depend on a client’s risk tolerance,
                     financial stability, and other goals and priorities.

                  
                  

               
               

            
            
            
            
               
               
               Assess Client Down Payment
                  Savings

               
               
               
               
                  
                  
                  Lenders will set requirements
                     for the down payment that is needed for loan
                     approval, defined as: The initial sum paid upfront when purchasing a
                        high-value item like a house or car, with the remaining cost typically financed.

                  
                  
                  
                  The prospective homeowner will actually need more than just the down payment amount
                     to get a mortgage because they will also need to pay closing costs. Ensure that the
                     closing costs are factored into the assessment of client savings.

                  
                  
                  
                  Lenders have traditionally wanted a homebuyer to pay for 20% of a home’s selling
                     price upfront as a down payment. For example, on a $240,000 home, this would be
                     $48,000, not including closing costs. This gives the homebuyer immediate equity in
                     the home equal to the down payment percentage. However, as home prices go up, saving
                     this much has become more and more difficult for many homebuyers. The minimum down
                     payment for many types of loans is only 5%, and to qualify for a Federal Housing
                     Administration (FHA) loan, the client could put down as little as 3.5% of the home
                     value. 

                  
                  
                  
                  The counselor can also help clients locate programs that
                     help people with down payment assistance, such as a loan from a state program that
                     may have beneficial terms or deferred payments and/or interest until the end of the
                     mortgage or until the house is sold/refinanced. Counselors can help find such
                     programs and determine their eligibility requirements.

                  
                  
                  
                  When a homebuyer is not able to put down at least 20% of the home value, the mortgage
                     lender will require that the PITI payment include private mortgage insurance.
                     Government-backed mortgages have similar types of mortgage insurance with their own
                     requirements. Private mortgage
                        insurance (PMI) is defined as:

                  
                  
                  
                  
                     
                     Supplemental insurance required by
                           lenders when a borrower’s down payment is below a certain threshold—typically 20%—to
                           protect
                           the lender in case of default. This insurance pays the lender the difference between
                           the
                           amount owed on the loan and the amount the lender actually gets from the sale if they
                           must
                           foreclose on the home.

                     

                  
                  
                  
                  PMI is insurance that does not help the client at all, other than to get approved
                     for
                     a mortgage with a lower down payment. PMI tends to range from 0.5 to 2% of the debt
                     per monthly payment, so this effectively raises the interest rate paid on the loan.
                     Lenders use the loan-to-value (LTV) ratio to determine when PMI is no longer
                     needed.
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                  This ratio is related to homeowner’s equity. The homeowner’s home equity can be
                     calculated as 100% minus the LTV percentage. For example, 100% minus 80% LTV equals
                     20% home equity. Because PMI will increase the payment the client makes over time,
                     it is important for the client to know that they can get PMI removed just as soon
                     as
                     they reach 20% equity. Lenders will automatically remove PMI when a loan reaches 78%
                     LTV (22% equity for the owner), but there is no reason to wait longer than needed.
                     This 80% (i.e., 20% equity) level can be reached by the value of the home going up
                     and/or by the homeowner reducing the outstanding principal balance amount over time.
                     For example, if after a few years, the homeowner has paid the principal balance down
                     from $240,000 to $220,000 (down payment plus principal payments) and the home is now
                     appraised at $275,000, the LTV ratio will be:

                  
                  
                  
                  
                     
[image: ../images/mathml_equation-block_nu1_p9g_u8l_width_1330.png]

                     

                  
                  
                  
                  To get PMI dropped related to home appreciation, the client will need to determine
                     the lender’s
                     requirements, but this will always require making a written request. The lender may require the homeowner to get a home appraisal from
                        an independent, accredited third-party that specializes in home appraisals, who
                        will submit this report to the lender. Some lenders will accept a less expensive
                        form of appraisal, such as one based entirely on comps (comparable homes, which
                        are covered where home selling is discussed).

                  
                  
                  
                  To continue the running example, assume the client couple has saved $24,000 in
                     emergency savings and proposes using this for their down payment. If the home in
                     question is $240,000, this would be 10% equity, or more realistically, if $7,000 is
                     estimated to be the closing costs, this would be about 7%. Using emergency savings
                     for this purpose would also expose the client to significant risk related to loss
                     of
                     income or other emergencies. Loss of income will have a higher
                        risk impact after the client has a mortgage, due to the possibility of
                        default.

                  
                  

               
               

            
            
            
            
               
               
               Assess Client Credit Score
                  Requirements

               
               
               
               
                  
                  
                  A
                        client’s credit score significantly impacts their ability to pre-qualify or
                        qualify for a home mortgage. The lender will have a loan approval limit related
                        to the type of loan being sought. A useful tip to pass on to clients is that the
                        lender will usually disclose their credit score requirements for a given loan
                        type, if asked. While mortgage interest rates offered are based on the
                     current going market rates for various mortgage types, the best credit scores will
                     be offered the lowest rate in a range of rates, and the worst score that is still
                     approved will be offered the highest interest rate in the range. 

                  
                  
                  
                  The interest rate paid strongly impacts both the amount of the required
                     monthly payment and the total amount of interest that will be paid on the loan.
                     Therefore, the client may want to set their own goals for their credit score when
                     seeking a mortgage. They will also need to pull a copy of their credit report, look
                     for any errors, and get these removed.

                  
                  
                  
                  For example, if the client couple in the running example have credit scores of 700
                     and 710, these scores are good enough for some types of loans. However, the client
                     couple would like their scores to be higher to get an even better interest rate and
                     to enable getting a conventional mortgage, such as scores of 750 or higher. If a client instead had a credit score around 600, they might be
                        denied a mortgage or only offered a mortgage that would likely be categorized as
                        a subprime mortgage, with high interest rates and/or fees.

                  
                  

               
               

            
            
            
            
               
               
               Assist the Client to Set Home Buying SMART Goals

               
               
               
               
                  
                  
                  Given the client’s housing expenses they can afford, their front-end and back-end
                     ratios, their down payment savings, and their credit score, the counselor can help
                     the client determine if homeownership is currently attainable or if the client would
                     be better served coming up with some SMART goals for buying a home, including by
                     setting an attainable timeline.

                  
                  
                  
                  A possible reason for clients to need to make SMART goals is if they are turned down
                     for a mortgage. In such cases, the first thing to do is to find out why they were
                     denied. Then, the client can set goals to address those factors.

                  
                  
                  
                  For example, assume a client couple decides that they are not ready to buy a home
                     right now, but it is important to their life aspirations, and they are willing to
                     work for it. The client couple set the following SMART goal: “Within three years
                     from today, we will have secured financial pre-approval from the banking institution
                     of our choice to make an offer on a home for $220,000 or less that meets our
                     family’s needs in a safe neighborhood near one of our workplaces by starting on our
                     enabling tasks this month.” Then, the client couple follows with an action plan that
                     they created earlier and are now revising to add some additional steps:

                  
                  
                  
                  The action steps include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Starting this month and continuing each month until paid off, we will devote
                           $200 or more per month to pay off our credit card until it is paid
                           off.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Starting this month and for the remaining 18 months of the loan, we will pay
                           $300 per month to pay off our outstanding car loan.

                        
                        

                     
                     
                     
                     	
                        
                        
                        We will avoid using our credit card for new charges for three years, unless
                           the card is paid off, and we can pay off the charges in one month.

                        
                        

                     
                     
                     
                     	
                        
                        
                        We will pay all bills on time to improve our credit scores over the next
                           three years.

                        
                        

                     
                     
                     
                     	
                        
                        
                        I, [a part-time worker], will apply for higher-paying jobs or full-time jobs,
                           applying for at least one job per month.

                        
                        

                     
                     
                     
                     	
                        
                        
                        We will save $300 per month for three years for the down payment and will
                           continue to save $250 per month for emergency savings. We will devote no
                           more than 50% of our emergency savings towards a down payment and closing
                           costs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        One year before starting to make offers on homes, we will identify our
                           preferred timeline for closing and take these steps:

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Get pre-approved for financing for a home in our price range
                                 ($220,000 or lower) from the banking institution of our choice after
                                 shopping around for the best rates.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Select and meet with a real estate agent and search online resources
                                 once daily to find homes for sale in our price range. If a potential
                                 house is found, schedule a viewing within 48 hours, if others’
                                 schedules allow.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Identify at least one home that meets our criteria and submit an
                                 offer after determining the contractual clauses we are comfortable
                                 with (financing clause, inspection clause, etc.) and how much
                                 earnest money we are willing to commit.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Find a home inspection professional (through our real estate agent)
                                 who could be available if our offer is accepted.

                              
                              

                           
                           
                           
                           	
                              
                              
                              If our offer is not accepted, we will discuss serving as a backup
                                 offer with our real estate agent. We will review possible reasons
                                 why our offer was not accepted and adjust our approach as needed and
                                 feasible. We will repeat the home identification and offer process
                                 until a home is purchased.”

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  Let’s assume that the client couple complete the actions for steps 1 through 6 and
                     come back in to discuss buying a home after two years have passed and one year to
                     go. They will have the following levels of readiness by the end of the year: 

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Family gross monthly income: $7,500 per month ($90,000 per year)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Emergency savings: $33,946 after saving $250 per month during 3-year period,
                           plus some interest

                        
                        

                     
                     
                     
                     	
                        
                        
                        Down payment: $300 per month for 36 months, plus some interest = $10,974,
                           plus up to $16,973 from emergency savings = $27,947, less about $7,000 for
                           closing and rounded down to the nearest thousand dollars to retain more
                           emergency funds = $20,000

                        
                        

                     
                     
                     
                     	
                        
                        
                        Non-housing debt: $485 per month for student loan

                        
                        

                     
                     
                     
                     	
                        
                        
                        Credit scores: 725 and 730
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                  The client couple could afford a higher mortgage payment now, but want to try for
                     one
                     that is less than what they would qualify for, if possible. The couple is now in a
                     much better position to get approved for a conventional mortgage, especially if a
                     less expensive home is bought or the client applies for a government-backed
                     mortgage. While the client’s use of some emergency savings is not ideal, it is the
                     client’s plan.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Home Buying
               Process

            
            
            
            
               
               
               Clients who will buy a home need to understand the home buying
                  process. Clients who are first-time homebuyers and are applying for a specialty
                  first-time home buying government-backed mortgage type may need to take home buying
                  classes to get such loans. Any homebuyer could benefit from such classes. The
                  counselor may be qualified to provide this required training or could provide a
                  referral to a class.

               
               
               
               A client who is interested in buying a home should understand the steps
                  in the home buying process, the roles that various participants play, the types of
                  mortgages that are available and their risks, how to understand fixed versus
                  variable interest rates, how to interpret an amortization schedule, and the overall
                  closing process and related costs.

               
               

            
            
            
            
               
               
               Steps in Home Buying Process

               
               
               
               
                  
                  
                  The following terms are defined next because they are relevant to the
                     home buying process:

                  
                  
                  
                  
                     
                     Pre-qualification: 
                        A step in the mortgage application process that
                           involves a soft pull of a client’s credit report plus an informal review of self-reported
                           client financial information including income, assets, and debt to give the client
                           information on how much they may be approved to borrow or the mortgage type they may
                           qualify
                           for, but there is no actual lender commitment yet.

                     

                  
                  
                  
                  
                     
                     
                        Pre-approval
                        : 
                        A step in a loan or mortgage application process that
                           involves the lender making a hard pull on the client’s credit reports and reviewing
                           formally
                           submitted client documents such as pay stubs, bank statements, and tax returns in
                           order to
                           for the lender to make a commitment to lend up to a specified maximum amount for a
                           specified
                           time period.
                        

                     

                  
                  
                  
                  
                     
                     Loan estimate (LE):
                           A document provided by lenders to prospective
                           borrowers outlining the expected costs and terms associated with a mortgage loan.
                           Formerly
                           called a good faith estimate.

                     

                  
                  
                  
                  
                     
                     Inspection: 
                        An evaluation to assess a property’s condition, safety,
                           and compliance with regulations.

                     

                  
                  
                  
                  Here are the steps in the home buying process:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Get financially ready, determine what is affordable, do
                           research, and get pre-qualified or
                           pre-approved.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Save for a down payment and closing costs,
                                 get finances in order, and take steps to have the
                                 best credit score possible.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Determine what an affordable housing payment
                                 plus HOA fee would be. Determine how much could be set aside for home maintenance
                                 and repairs.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Determine the desired loan type and get
                                 pre-qualified or pre-approved for a loan from one
                                 or more lenders who check the client’s credit,
                                 income, and other details. Getting pre-qualified
                                 or pre-approved are just ways to speed up the
                                 process. The client has not made a commitment
                                 yet.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Determine home criteria, including needs
                                 (must have) versus wants (willing to forego if needed).

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Start searching for homes and make an offer.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Find a real estate agent to help with home
                                 search (optional). Real estate agents are
                                 recommended whenever the market is considered a
                                 “seller’s market” (i.e., a hot market).

                              
                              

                           
                           
                           
                           	
                              
                              
                              Look at houses both online and in
                                 person.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Make a written offer on a home called a purchase
                                 offer, including earnest money. Earnest money is a deposit of, for example, $1,000
                                 to the seller. The amount depends on the market. Earnest money
                                    goes towards the down payment and is returned if the offer is not accepted, but is
                                    kept by the seller if the buyer backs out for any reason not covered by a
                                    contingency clause (discussed shortly).

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Negotiate a purchase and sale agreement, arrange financing,
                           and perform due diligence. A real estate agent can
                           help with these. If the client does not use an
                           agent, a real estate attorney may be needed.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              The other party may accept the offer, make a
                                 counteroffer, or indicate that others are bidding on the home and that they will
                                 take the highest bidder. Clients will need to know the highest bid
                                    they are willing to make and to walk away if needed.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Pay for a home
                                 inspection using an independent, accredited home inspector.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Pay for a home
                                 appraisal.

                              
                              

                           
                           
                           
                           	
                              
                              
                              If accepted, sign a purchase and sale
                                 agreement formally agreeing to the price and terms. The buyer will have until a
                                 particular date to get approved for a loan.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Apply for a loan. If rates could rise while
                                 applying, the buyer can pay a small fee for a mortgage lock-in agreement. This fixes
                                 the interest rate that will be used in a fixed-rate mortgage or the base rate used
                                 for a variable-rate mortgage. The lender will provide a loan estimate (LE) three
                                 days after the mortgage application is complete, which requires a signed purchase
                                 and sale agreement. An LE provides the loan type, loan amount, interest rate,
                                 expected principal and interest payment, and closing costs estimate.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Negotiate repairs and who will pay for them.
                                 Finalize the purchase and sale agreement.

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Prepare to close and close on home.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Apply for homeowners insurance from an
                                 insurance company and provide confirmation (insurance binder) to the
                                 lender.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Close on the home. Read documents, and if all
                                 details are as expected, sign documents. Pay closing costs, including first month’s
                                 interest, prorated by day, upfront. Pay first mortgage payment
                                    after a minimum of 30 days after closing (the payment will be due on the first of
                                    a month, so it could be longer). Note that while rent is paid in advance for the
                                    coming month, a mortgage payment is for the month that just ended (this is called
                                    payment due in arrears).

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  
                  
                  Contingency clauses can be attached to purchase contracts that must be
                     satisfied for the contract to be legally binding. Each clause will specify a window
                     of time
                     to allow the named party to satisfy the clause, or one or both parties can escape
                     the
                     contract if the deadline passes or the issue is not addressed per the clause language.
                     Contingency clauses are not to be confused with contingent listings, which are homes
                     on the
                     market that have a signed purchase contract but have not yet closed. Here are some
                     examples
                     of contingency clauses:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Mortgage:
                              
                           A mortgage contingency is
                              required in most states. If the buyer does not get approved by a lender by the end
                              of
                              the specified deadline, the seller can seek a new buyer, and the buyer can get their
                              earnest money back.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sale of prior home:
                              
                           A sale of prior home
                              contingency is needed by a buyer who will use cash proceeds from the sale of their
                              existing home as part of the way to purchase the new home. If a buyer for the existing
                              home is not found by the deadline, the party can escape the contract.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Appraisal:
                              
                           An appraisal contingency
                              indicates a minimum home value that the property must be appraised at. If not, the
                              contract can be voided, or the seller could reduce the price to the appraised
                              value.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Home inspection:
                              
                           A home inspection
                              contingency specifies a window to complete a home inspection, and if defects are
                              found, the seller can elect to repair or address the issues. If the seller does not,
                              the buyer can escape the contract.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Homeowners insurance:
                              
                           The seller or the
                              mortgage lender can add a homeowner’s insurance contingency to require the buyer to
                              apply for and get Homeowners insurance. If insurance cannot be obtained, either party
                              can escape the contract.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Real Estate Agents and Other Parties

               
               
               
               
                  
                  
                  There are a number of parties involved in the home buying and selling process.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Real estate agent:
                              
                           A real estate
                              agent represents one of the parties in a home sale. A real estate agent
                              can only act as a fiduciary for either the buyer or the seller, not for
                              both, so it is best for each party to have their own agent. The buyer’s
                              agent is called the buyer’s agent, but the seller’s agent is called the
                              listing agent (the listing agent may hire a selling agent to help with
                              home selling, too, who also works for the seller). When representing the
                              buyer, the real estate agent can help show the client homes in their
                              preferred areas and price range and help the client make an offer on a
                              house. U.S. brokers are typically compensated with 5 to 6% of the home
                              sales value. While the traditional model is that the seller pays the
                              buyer’s agent and their own agent, this can differ on a state-by-state
                              basis. Many people are also using online methods to find homes without
                              needing an agent.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Real estate attorney:
                              
                           A real estate
                              attorney is a lawyer licensed to practice real estate law in a given
                              state who can provide real estate advice and draft real estate
                              contracts. In some states, a real estate attorney is needed for any home
                              sale, while in others, a real estate agent can help with the required
                              contracts. If for sale by owner (FSBO), an attorney will be needed for
                              the contracts.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Mortgage loan officer:
                              
                           A mortgage
                              loan officer or banker is a person who represents a bank or credit
                              union. The officer can provide pre-approval services and can process a
                              loan application. This person is likely a captive agent, meaning that
                              they only provide offers for the lender they represent.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Mortgage broker:
                              
                           A mortgage
                              broker does not originate loans; instead, they do comparison shopping
                              and find good rates and terms for a fee.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Title company:
                              
                           A title
                              search company will search public land records to ensure there are no
                              other claims on the property that could result in the ownership of the
                              home coming under legal dispute.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Other parties:
                              
                           The closing
                              process will include other parties, such as the company that is
                              processing the closing. The company used for processing the closing and
                              other parties are subject to negotiation between the buyer and seller.
                              Many organizations use affiliated parties for such services by
                              default.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Types of Mortgages

               
               
               
               
                  
                  
                  Mortgages can be originated or brokered by several types of organizations or
                     persons:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Conventional mortgages. Conventional mortgages are those that are
                           offered by a bank, credit union, or savings and loan (S&L) association.
                           They have higher qualification levels for applicants than some types.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Government-backed mortgages. Government-backed mortgages are usually
                           brokered by a government agency, meaning that a bank, credit union, or
                           S&L is the actual lender. The agency helps broker mortgages that offer
                           interest rates that are typically 0.5 to 1% below rates offered for
                           conventional mortgages. U.S. citizens who qualify need to meet less strict
                           requirements for loan approval. They can be a good option for clients who
                           qualify and do not have the income, credit rating, or down payment needed
                           for a conventional mortgage. Exhibit 2-62 shows
                           details.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Other parties. Individuals and organizations can originate mortgages,
                           and some may be mortgage bankers or work through mortgage brokers. They may
                           offer alternative mortgage types to persons with low credit scores (subprime
                           mortgages).

                        
                        

                     
                     

                  
                  
                  
                  
                     Exhibit 2-62: Government-Backed Mortgages
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Agency

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       To Qualify

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       How Lenders Get Mortgage Insurance Instead of Using
                                          PMI

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Department of
                                             Veterans Affairs (VA)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The loan can be a fixed or variable type. 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Must be active duty or veteran or unmarried
                                                surviving spouse

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No down payment required

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             FICO credit score of 580 or higher

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       VA funding fee payable at closing. VA does not charge a
                                          monthly fee. Some clients may qualify
                                             to have fee waived. Likely fee ranges between
                                          1.25 and 3.3% of loan based on down payment amount and
                                          if first time or subsequent program user.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Federal Housing Administration (FHA)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       The loan can be a fixed or variable type. 

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Minimum down payment of 3.5% of loan

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             FICO credit score of 580 or higher

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             FHA sets maximum amount of loan that can be
                                                applied for; differs by market

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Home must meet minimum quality requirements to
                                                qualify for MIP

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       FHA mortgage insurance premium (MIP), which can be paid
                                          by an upfront fee at closing of 1 to 2.5% and/or a
                                          monthly charge of up to 1.05%. Unlike PMI, this monthly
                                          fee is due for the entire term of the loan if down
                                          payment is less than 10%. The only way to get it removed
                                          earlier is to refinance.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       U.S. Department of Agriculture (USDA)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       USDA rural development loans cover many types (e.g.,
                                          business loans). Rural development single-family housing
                                          (Section 502 loans):

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Direct loans (not brokered): Low or very
                                                low-income, 33-year terms.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Guaranteed loan program (brokered): Moderate
                                                income, 30-year fixed.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Eligible rural areas

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No down payment

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             No credit score requirement, but client must
                                                demonstrate willingness and ability to handle
                                                debt. 

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       USDA loans use a guarantee fee to provide mortgage
                                          insurance. Guarantee fee is 1% of the loan amount as
                                          closing fee (or rolled into cost of loan) plus 0.35% as
                                          a monthly fee.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  The two most common types of mortgages are fixed-rate
                     mortgages and adjustable-rate mortgages.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Fixed-rate mortgages. A fixed-rate mortgage locks in an interest rate
                           so it never varies during the loan. The principal plus interest part of the
                           payment is the same for every month of the loan period, which is often 15,
                           20, or 30 years. Options:

                        
                        
                        
                        
                           
                           	
                              
                              
                              Assumable: Loan can be transferred to a new buyer to keep the
                                 same rate, plus no new loan fees. Good if rates rise. All FHA loans
                                 are assumable.

                              
                              

                           
                           
                           	
                              
                              
                              Prepayment privilege: Can pay extra to pay down principal
                                 faster. Principal plus interest portion of payment is still fixed,
                                 so it does not reduce the monthly payment, but it will pay off the
                                 loan faster and pay less total interest.

                              
                              

                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Adjustable-rate mortgages (ARMs). ARMs have an initial rate (locked in
                           for anywhere between 3 months and 7 years) known as a teaser rate, then
                           convert to a real rate: ARM interest rate = interest rate index + a fixed
                           margin. Indexes vary due to market forces. The rate on 6- or 12-month
                           treasury securities is an example, but there are many indexes. Seek stable
                           indexes. Options:

                        
                        
                        
                        
                        
                           
                           	
                              
                              
                              Adjustment interval: How often the rate resets (often 1 year).
                                 Longer intervals are better (less volatile).

                              
                              

                           
                           
                           	
                              
                              
                              Periodic cap: The maximum increase per adjustment interval.
                                 FHA loans have a 1% max.

                              
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  It is important to interview clients to determine which type of mortgage works for
                     their needs.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Fixed-rate users:
                              
                           The fixed
                              rate and fixed principal plus interest payment enables clients to plan
                              and control their expenses with some certainty. Clients who plan to keep a home for a longer period often prefer
                                 these loans, especially if they allow prepayment. Even if they do
                                 not allow prepayment, after three years, all loans allow prepayment
                                 without penalty. If interest rates are high when the mortgage rate
                                 is locked in, the buyer may need to pay points or plan on
                                 refinancing.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              ARM users:
                              
                           ARM users
                              may not intend to keep the mortgage for an extended period or plan to
                              refinance if it gets more costly. They are more attractive when going
                              mortgage rates are very high. Getting an ARM just to secure a low
                              payment is risky since market rates are volatile, and volatility makes
                              planning expenses harder. If there is an interest rate cap, see what the
                              maximum payment would be.
                           

                        
                        

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Predatory Lenders and Scams

                  
                  
                  
                  
                     
                     
                     Some parties in the mortgage lending and broker space are
                        predatory lenders. Scam artists could also target clients. Homebuyer education is
                        a
                        primary defense against these parties and their tactics.

                     
                     
                     
                     Predatory lenders may steer clients towards high-interest-rate or high-fee loans even
                        if the client would qualify for a conventional loan. They may be motivated by higher
                        yield-spread premiums (a type of kickback) that some loans allow. Note that these
                        practices led to the subprime mortgage lending crisis and the Great Recession of
                        2008. A number of protections were put in place as a response, but these practices
                        were not wholly eliminated. If a lender or broker does not consider the buyer’s
                        ability to pay or encourages the client to lie about their income, these are red
                        flags of predatory lending.

                     
                     
                     
                     Predatory lenders or scam artists may use bait-and-switch tactics to provide a loan
                        with unfavorable clauses that were not part of the deal, such as loans with
                        prepayment penalties (excessive fee to pay off early), balloon payments, or that are
                        upward-only adjustable mortgages (interest rate can only go up). They could also
                        promote optional insurance for rare events, and the fine print of such contracts can
                        make it difficult to make a claim. It is important to read all such contracts
                        carefully to understand exactly what they do and do not cover and how claims are
                        made.

                     
                     
                     
                     Refinancing has similar risks. A predatory lender may perpetrate loan flipping, which
                        is when a borrower is convinced to refinance a loan when there is no benefit to the
                        borrower, and they will owe more closing costs and fees. The lender could also
                        suggest an alternative mortgage type (discussed below). Under the Truth in Lending
                        Act, a client who regrets refinancing or taking out a home equity loan has up to
                        three days to cancel the deal after signing. The buyer does so by providing written
                        notice to the creditor of the decision to rescind the transaction.

                     
                     
                     
                     Exhibit 2-63 provides details
                        on alternative mortgages. These all have substantial risks relative to more standard
                        types. Most of these types involve paying very little in the first few years, but
                        the loans can become unaffordable after that. The typical argument made by a broker
                        is that the client can just sell or refinance before the harder or unaffordable
                        parts of the loan arise. However, the client may need to sell or refinance at
                        unattractive rates or accept poor mortgage terms. The client may also fail to be
                        approved. In some cases, if only interest is paid or less than the full interest is
                        paid, the client may owe more than the original amount.

                     
                     
                     
                     
                        Exhibit 2-63: Alternative Mortgages
                        
                        
                        
                        
                           
                           
                           
                           
                              
                              
                                 
                                 
                                    
                                    
                                    
                                    
                                    
                                 
                                 
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Type

                                          
                                          
                                       
                                       
                                       	
                                          
                                          
                                          Definition

                                          
                                          
                                       

                                    
                                 
                                 
                                 
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Balloon loan

                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                          A type of loan that offers smaller monthly payments
                                                initially, with a large lump-sum payment due at the end of the term.

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Interest-only mortgage

                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                          A home loan that allows the borrower to pay
                                                only the interest for a set period, delaying repayment of the loan’s principal.

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Graduated payment mortgage

                                          
                                       
                                       
                                       	
                                          
                                          
                                          
                                          A type of home loan that starts with lower
                                                monthly payments, which gradually increase over time.

                                          
                                          
                                          
                                          The intent is that the buyer will have higher income at
                                             that time, which may or may not be true.

                                          
                                          
                                       

                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Growing equity mortgage

                                          
                                       
                                       
                                       	
                                          
                                          
                                          A type of home loan where monthly payments
                                                increase at set intervals, with the additional amount going toward the principal,
                                                allowing
                                                for faster equity buildup and a shorter loan term.

                                          
                                          
                                          
                                          Getting a mortgage with prepayment privileges can
                                             accomplish the same thing with less risk, since the
                                             extra payments are mandatory with this mortgage.

                                          
                                          
                                       

                                    
                                 

                              

                           
                           

                        
                     
                     
                     
                     A client can walk away from a mortgage before the contract is signed, even if being
                        pressured to sign, but will lose their earnest money and possibly their down
                        payment. All the client needs to do to not owe more than already paid is not sign
                        the papers at closing. The client has no obligation to pay until signing. It is
                        better to walk away than sign a mortgage that the client feels is not in their best
                        interests. Similarly, it is recommended to view the property just before the closing
                        to ensure no major damage has occurred after the inspection.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Interest Rates and Amortization Schedules

               
               
               
               
                  
                  
                  Here are some ways for clients to get lower interest rates:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Take various actions to improve one’s credit score to qualify for the best
                           rate offered

                        
                        

                     
                     
                     
                     	
                        
                        
                        Wait until prevailing interest rates are lower before buying

                        
                        

                     
                     
                     
                     	
                        
                        
                        Refinance once rates are lower

                        
                        

                     
                     
                     
                     	
                        
                        
                        Get a shorter fixed-interest mortgage term, such as 15 years (but a higher
                           monthly payment)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Qualify for a government-backed mortgage with lower rates

                        
                        

                     
                     
                     
                     	
                        
                        
                        Pay points at closing if doing so will reduce the interest rate (points are
                           discussed more where closing is discussed)

                        
                        

                     
                     

                  
                  
                  
                  
                     Example

                     
                        
                        
                        
                        Jim is in the Navy. Jim gets a mortgage with rates higher than
                           6%, and after this is placed on active military duty. While on active duty and
                           for one year after, federal law requires the rate to be capped at 6%, and any
                           interest charged above this amount must be refunded. To qualify, Jim must
                           provide the lender with a letter, including a copy of the orders for deployment.
                           One year after the active duty deployment ends, the rate can go back to normal.
                           Jim needs to notify the lender when this deployment has ended.

                        
                        

                  
                  
                  
                  A client purchasing a home needs to understand how to
                     interpret an amortization schedule. Amortization
                     is defined as: The process of gradually paying off a loan through
                        scheduled payments that include both interest and principal over a defined period. An amortization schedule is defined
                     as: A detailed table that indicates each payment on
                        a mortgage or other loan, breaking down how the fixed payment to principal plus interest
                        is
                        allocated to the principal payment and the interest payment; it also shows the principal
                        amount remaining and total interest paid per period.

                  
                  
                  
                  An amortization schedule calculates a payment so that the required principal plus
                     interest payment (the PI in PITI) is the same total amount for each monthly payment
                     over the life of the loan. For a 30-year fixed mortgage, the amortization schedule
                     that is provided to the client at closing will have a schedule of 360 monthly
                     payments. The interest paid will start out quite high, and the principal paid quite
                     low. For a $220,000 home with a $20,000 down payment, this leaves a principal
                     balance of $200,000. On a 4% 30-year fixed loan for $200,000, the monthly payment
                     of
                     principal plus interest (PI) is $954.83. Over the life of this loan, if no extra
                     payments are made, the total interest paid will be $143,739.01.

                  
                  
                  
                  If the client instead had put no down payment down (e.g., a VA
                        mortgage), and the interest rate was the same, the PI on $220,000 would be
                        $1,050.31 per month, so the 9% down payment cut almost $100 from the monthly
                        payment. Toward the end of the loan, the interest due will be much lower, and
                        the principal paid much higher, but the PI payment amount will be the same by
                        design, $954.83 in this example. If a client pays extra on their mortgage,
                     they essentially are shifting down to a lower payment row on the amortization
                     schedule, speeding up full repayment. The PI will remain the same regardless of how
                     much extra is paid. Exhibit 2-64 shows the start and end of this example amortization schedule.

                  
                  
                  
                  
                     Exhibit 2-64: Abridged Amortization Schedule
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Month (0 to 360)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Interest

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Principal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Principal + Interest

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Principal Balance

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $200,000.00

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       1

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $666.67

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $288.16

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $954.83

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $199,711.84

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       2

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $665.71

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $289.12

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $954.83

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $199,422.71

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       3

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $664.74

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $290.09

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $954.83

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $199,132.62

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       ...

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       ...

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       ...

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       ...

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       358

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $9.49

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $945.35

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $954.83

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $1,900.16

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       359

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $6.33

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $948.50

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $954.83

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $951.66

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       360

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $3.17

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $951.66

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $954.83

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $0.00

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Mortgage interest calculators and general amortization schedule calculators are easy
                     to find online, and a template is available in spreadsheet software by searching for
                     loan amortization schedule. Mortgage interest calculators online
                        have additional fields for adding the down payment, extra payments per month,
                        HOA fees, and more. These tools can help a client see how much they would pay at
                        a given interest rate.

                  
                  
                  
                  
                     
                     
                     Remind clients that the total mortgage
                        payment will be higher than just the PI due to the taxes and insurance, the TI
                        in PITI. Private mortgage insurance (PMI) or an equivalent may also be
                        needed.
                     

                  
                  
                  
                  Note that taxes and insurance may be collected by the
                     mortgage lender in a special account called an escrow
                        account, which is defined as: A financial account managed by a third party that
                        holds funds for specific purposes until all conditions are met, such as funds for
                        property
                        taxes or insurance premiums on behalf of a homeowner. The mortgage lender pays the taxes and insurance when they are due on the
                     client’s behalf. If taxes and/or insurance go up, the escrow may have a projected
                     shortage, and the client will be given the option to pay the shortfall or have the
                     TI payment amount increase. When a client pays off a mortgage, called redeeming a
                     mortgage, any property taxes due will need to be paid directly to the government.
                     The government will send a bill for a semi-annual payment twice a year or a
                     quarterly payment four times a year. Similarly, the client will need to pay an
                     insurance company directly for Homeowners insurance.

                  
                  

               
               

            
            
            
            
               
               
               Closing Process and Closing Costs

               
               
               
               
                  
                  
                  Closing is defined as: The final step in a financial transaction, such as the
                        transfer of ownership in a real estate deal, where all necessary documents are signed,
                        and
                        funds are exchanged.

                  
                  
                  
                  Closing can be stressful for clients. Clients should read every document to ensure
                     it is the deal
                     they have agreed to.

                  
                  
                  
                  The closing process starts by scheduling a closing date. As soon as the closing date
                     is known with certainty, the final figures are calculated for that exact date of
                     ownership transfer. This includes calculating some pro-rated information for a
                     partial month of interest, a partial month of property taxes, and so on. The buyer
                     has the right to see these final numbers three business days before the closing.
                     This document listing all final numbers is called a HUD closing disclosure form. If
                     the buyer has legal representation, that attorney can review the numbers and verify
                     that the various costs are both as expected and are within line with normal fees for
                     each type of service.

                  
                  
                  
                  On the date of the closing, all parties will either meet at a location, or some or
                     all parties will meet virtually.

                  
                  
                  
                  Closing costs are defined as: Expenses beyond the property price that buyers and
                        sellers must pay at the conclusion of a real estate transaction, typically including
                        fees
                        for services like appraisals, title searches, loan origination, and taxes.

                  
                  
                  
                  Closing costs are typically between 3 and 6% of the home value. The loan type and
                     general cost of
                     living in a given area can have an impact on the normal range. If the fees seem
                     excessive, this could be a red flag of a predatory lender. There could be duplicate
                     fees or unearned ones. A way around this is to shop around for another organization
                     to handle the closing and compare quoted fees. Shopping around in this case can also
                     help determine if these fees are acceptable. Here are some common fees assessed in
                     the closing process that make up the total closing costs (the down payment is also
                     due at this time, but is not a closing cost):

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Points paid. Paying points prepays interest: 1 point is 1% of the loan
                           amount, so on a $200,000 mortgage, one point would cost $2,000, and this
                           would be payable at closing. Discount points can be used to get a lower
                           interest rate within an allowed range. For each point paid, the interest
                           rate is typically reduced by 0.25%. If the client is planning on staying in
                           the home for at least 5 to 7 years, it might be a good financial decision to
                           pay for points to reduce the interest rate, as this is typically how long
                           the interest savings take to outweigh the upfront cost. If the home will be
                           sold or refinanced sooner, it might not be worth it to pay discount points.
                           A mortgage lender can inform the buyer of the break-even date for purchasing
                           one or more points.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Loan origination fee. This fee is to compensate the lender for
                           administrative costs. This is often 1% of the loan amount and is not an
                           interest charge, but a fee. It is not tax-deductible.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Loan application fee. This fee is to compensate the lender for loan
                           application processing costs. It is typically in the $200 to $300 range.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Title search fee. This fee is paid to an attorney to search public
                           land records to ensure the seller is the legal owner of the property.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Title insurance. A policy that protects property owners or lenders
                              from financial losses due to issues with a property’s title, such as ownership disputes
                              or
                              undisclosed liens.

                        
                        
                        Title insurance for the lender is mandatory and protects the lender from challenges
                           to the title.
                           Title insurance for the buyer does the same for the buyer and is typically
                           included by default, but it is technically not mandatory. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Appraisal fees. The home appraisal fee is part of closing costs.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Other fees. Depending on the state, there may be other fees, such as
                           fees paid for the notary to witness and sign the mortgage contract, for
                           recording the deed at the county courthouse, and for pulling the buyer’s
                           credit report. Some fees are paid at other times, such as the inspection
                           fee, which is due at the time of the inspection. Homeowners insurance is
                           usually paid directly by the homeowner to the insurance company, which will
                           send an insurance binder to the lender confirming this insurance has been
                           acquired and paid.

                        
                        

                     
                     

                  
                  
                  
                  Note that a title is defined as: A legal document or claim proving ownership of property or
                        assets.

                  
                  
                  
                  When a mortgage is taken out, the lender will record a lien (the lender’s ownership
                     interest) on
                     the property with the related government department, such as a county or city land
                     records department. When the mortgage is eventually paid off (redeemed), the lender
                     will send the homeowner the original copy of the title and will record this transfer
                     with the same land records department.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Educate Client on Refinancing a
               Mortgage

            
            
            
            
               
               
               Refinancing involves getting a new mortgage for the same home for various reasons.
                  Common reasons include:

               
               
               
               
                  
                  
                  	
                     
                     
                     Cash-out refinance: Get a loan for more than the amount owed to get cash out,
                        such as for remodeling

                     
                     

                  
                  
                  
                  	
                     
                     
                     Secure a lower interest rate

                     
                     

                  
                  
                  
                  	
                     
                     
                     Switch to a different loan term (e.g., 15-year)

                     
                     

                  
                  
                  
                  	
                     
                     
                     Get a different type of loan

                     
                     

                  
                  

               
               
               
               If clients use the process to take out a larger loan than needed to get additional
                  cash, this reduces equity, and it may take a long time to get back to breaking
                  even.

               
               
               
               Since mortgage interest
                  rates are based on market rates, when the prevailing interest rates fall, homeowners
                  who have a higher rate than the prevailing one may want to refinance, but how often
                  to do this and when are important considerations, since refinancing involves paying
                  more closing costs. The goal may be to have a lower monthly
                     payment, but if the difference between the old and new payment is not very
                     large, then it will take a long time to get the money back that was spent on the
                     closing. A number of refinancing calculator tools are available online.

               
               

            
            

         
         
         
         
            
            
            Educate Client on Home Selling
               Process

            
            
            
            
               
               
               The home selling process is the same as the home buying
                  process, but the client selling the home has a different perspective.

               
               
               
               A first consideration is
                  whether or not to get a real estate agent to help broker the sale. Not getting a
                  broker will require significantly more work, and a client should understand and
                  accept this. The listing agent (the real estate agent representing the seller) is
                  compensated out of the proceeds of the sale of the home. This is often about 5 to
                  7%
                  of the home’s selling price, but the agent will have expertise on how much to ask
                  for the home. The agent will require the seller to sign a listing agreement, defined as: A formal contract between a property owner and a
                     real estate broker that authorizes the broker to market and sell the property under
                     specified terms including a specified window of time in which the agent and seller
                     will work
                     together.

               
               
               
               A listing agreement may list the property for sale or use a multiple-listing
                  service, which is a network of real estate brokers. If the home does not sell by the
                  end of the listing agreement’s contract duration, the client could seek a different
                  broker.

               
               
               
               Another option is to sell the home without a broker, called FSBO (For Sale by Owner): A real estate transaction where the homeowner
                     sells the property independently without hiring a real estate agent.

               
               
               
               FSBO may involve putting a for-sale sign out front and possibly using an online app
                  or other
                  tools to advertise the home. FSBO sellers may have trouble finding a buyer in part
                  because many buyer’s agents will not show these homes or will require the owner to
                  pay them a commission. They will likely also need to get a real estate attorney to
                  help with the legal paperwork of the sale. Another risk is that
                     the homeowner will sell for less than a broker could have helped arrange, which
                     could cost more than the commission. The seller could ask realtors about what a
                     good selling price may be, which is called a market analysis. A realtor may
                     provide information without a fee or contract, in the case that the seller
                     cannot sell on their own and needs a realtor.

               
               
               
               In addition to paying for a realtor and possibly paying the
                  buyer’s realtor, a seller may also be subject to paying a real estate transfer tax
                  that may be imposed by different levels of government. This could be a nominal
                  amount or quite significant based on the state and local area.

               
               
               
               When selling a home, clients should understand that there is a capital gains
                  exclusion of $250,000 for a single head of household and $500,000 for joint filers.
                  Any amount of home sale value that exceeds these exclusion amounts will need to be
                  reported as capital gains. The value of a home is based on the initial purchase
                  price (the basis) and the selling price, less selling costs or other legal fees. The
                  basis could also be increased based on home improvements. See IRS Publication 523
                  for more information.

               
               

            
            
            
            
               
               
               Steps in the Home Selling Process

               
               
               
               
                  
                  
                  Here are the steps in the home selling process:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Determine how to sell and how much to ask for.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Contract with a real estate agent (listing agent) or decide to list
                                 as for sale by owner (FSBO). If FSBO, determine how to
                                 advertise.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Determine the value of the home. The listing agent will get a market
                                 analysis (professional home appraiser to help determine the value of
                                 the home). FSBO may also do this. Since home prices are so heavily
                                 location-dependent, the primary role of the appraiser is to look at
                                 comparable homes in the area that have sold recently, but home
                                 condition and improvements are considered. There are also websites
                                 that can be used to estimate the value of a home in a given
                                 market.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Determine the asking price. The asking price could be the appraised
                                 value of the home, or it could be more or less than this
                                 amount.

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Get the house ready and show it.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Prepare the house for viewing, sometimes called staging the house.
                                 This involves making repairs, repainting, and
                                    perhaps moving some furniture or clutter into storage, getting
                                    art, and doing a thorough house cleaning. A realtor can
                                 also advise on what needs to be done to promote a sale and what can
                                 be avoided.

                              
                              

                           
                           
                           
                           	
                              
                              
                              List the house. The realtor may use a listing service. Online
                                 listings are also available.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Make the house available for viewing during an open house period
                                 and/or by appointment for private showings.

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Consider offers, allow the buyer due diligence, negotiate, and take an
                           offer.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Consider offers, and take an offer or make a counteroffer. There can
                                 be several rounds of this. If there are several offers, let bidders
                                 know if they do not have the highest bid.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Take an offer by signing a purchase offer contract and collecting
                                 earnest money.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Make the home available for due diligence
                                 efforts, such as a home inspection or a home appraisal.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Negotiate required repairs and who will pay for them.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Finish negotiating the purchase and sale contract, and sign it. This
                                 is the step where an FSBO client would need a real estate
                                 attorney.

                              
                              

                           
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        Get the house ready and close.

                        
                        
                        
                        
                           
                           
                           	
                              
                              
                              Move out before the date of closing and clean the property.

                              
                              

                           
                           
                           
                           	
                              
                              
                              Close on the sale and pay the realtor(s), if any. Provide the keys to
                                 the home at this time.

                              
                              

                           
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Options when a Mortgage Becomes Unaffordable

            
            
            
            
               
               
               When a mortgage becomes unaffordable, due to life events, such as a major loss of
                  income, a client will have options:

               
               
               
               
                  
                  
                  	
                     
                     
                     Find new or additional sources of income or cut other expenses.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Use emergency funds or debt to pay the mortgage for a time.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Get help from a counselor. For HUD loans, a HUD-approved
                           counselor can be sought out. Many areas have housing-focused nonprofits
                           that offer housing counseling. If a financial counselor does not have
                           the expertise to offer housing counseling themselves, they should be
                           prepared to offer a referral.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Negotiate a workout option (various methods to prevent default or
                        foreclosure) with the mortgage servicer:

                     
                     
                     
                     
                        
                        	
                           
                           
                           Redeem the loan: pay off in full (usually by taking out another
                              loan).

                           
                           

                        
                        
                        	
                           
                           
                           Request forbearance in writing (described below).

                           
                           

                        
                        
                        	
                           
                           
                           Negotiate to restructure the loan (described below).

                           
                           

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     Sell the home. This might be a normal sale or a short sale (described
                        below).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Offer a deed in lieu of foreclosure (described below).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Do nothing, go into default (called being in preforeclosure), and face
                        foreclosure after a court order.

                     
                     

                  
                  

               
               
               
               If selling the home and the selling price is for less than the amount owed on the
                  loan, then this asset is upside down (or
                  underwater). Selling the home for less than what is owed is called a short sale. Being upside down can occur if a
                  home value has depreciated rather than appreciated in value, such as due to market
                  conditions, poor condition of the home, or the need to lower the price to sell
                  quickly.

               
               
               
               
                  
                  Short sale: 
                     A real estate transaction where the lender agrees to
                        accept less than the full loan balance when the property is sold.

                  

               
               
               
               
                  
                  Upside down: 
                     A financial situation where the amount owed on an asset
                        exceeds its current market value.

                  

               
               
               
               Exhibit 2-65 compares client options, as
                  well as being foreclosed upon, listed from better options to worse options.

               
               
               
               
                  Exhibit 2-65: Options for Homeowners in Financial Hardship
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Options from Better to Worse

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Description

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Obstacle Examples

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Action Plan Examples

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Forbearance

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Contact mortgage servicer to request a forbearance plan.
                                       The mortgage servicer is the party getting mortgage
                                       checks (lender may differ; do not contact). Must be in
                                       writing. Must be current or less than 360 days
                                       delinquent. If granted: $0 or low payment for up to 6
                                       months, possible 6-month extension. Must have qualifying
                                       hardship (e.g., unemployed, divorce, disability). Late
                                       charges may not accrue during forbearance period. 

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Hardship may not be resolved in allowed
                                             window

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Client gets a mortgage reinstatement letter, but
                                             misses deadline

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Usually the full amount of missed payments and
                                             fees are due immediately when a foreclosure
                                             ends

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          If government-backed, may qualify for a special
                                             loss mitigation program

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Request new reinstatement letter

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Full reinstatement: pay full past due and late
                                             fees

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Repayment plan: pay more until caught up

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Debt restructuring/ Loan
                                          modification

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Contact mortgage servicer to negotiate for a more
                                       affordable payment schedule for the mortgage. Keep same
                                       lender but get relief, such as a longer payment
                                       term.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Servicer may not accept restructuring or enough
                                             restructuring to help client keep home

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Can at least get servicer to break down
                                             delinquency amounts and fees owed to see if there
                                             are errors to dispute

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Normal sale

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Sell using methods and tools discussed in main part of
                                       this area. A normal sale could occur before or during
                                       preforeclosure.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Need fast sale

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Expensive repairs

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Buyer’s market

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Offer realtor higher commission for effort

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Lower price to sell fast

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Private short sale

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Sale arranged by the homeowner and could occur before or
                                       during preforeclosure.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Lender must agree to short sale

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Lender may provide approval requirements (e.g.,
                                             repairs)

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          No foreclosure on client’s credit history

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Lender short sale

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Sale initiated by the lender, but homeowner hires agent
                                       to arrange the sale. The lender gets proceeds of sale
                                       and may forgive the deficiency amount (amount of the
                                       mortgage not recovered in the sale).

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Lender could require the homeowner to make some
                                             payment related to the deficiency amount

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Get a referral for legal advice

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Negotiate best terms possible

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          No foreclosure on client’s credit history

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Deed in lieu of foreclosure

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Transfer the property deed to the lender in exchange for
                                       a release from the mortgage debt.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Client may have relocation difficulty

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Client loses all equity they have accumulated

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          See if lender offers relocation assistance

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          No foreclosure on client’s credit history

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Foreclosure

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Foreclosure is a process that can start after about 90
                                       days of delinquency, or three missed payments in a row.
                                       Once a lender has notified a homeowner that they are in
                                       default, but before the foreclosure has completed, this
                                       is called preforeclosure. Once a court orders a home
                                       foreclosed, the lender takes possession of the property
                                       and can sell it, such as in a foreclosure auction.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          At auction, cash bidders (professional home
                                             investors) may get bargain, resulting in higher
                                             deficiency amount

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Foreclosure can impact a client’s credit
                                             significantly

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Some people facing foreclosure declare
                                             bankruptcy

                                          
                                          

                                       

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               

            
            

         
         
   
      
         
         
         
         Educate Client about Consumer Rights

         
         
         
         
            
            
            This area outlines a number of federal acts that relate to consumer rights.

            
            

         
         
         
         
         
            
            
            U.S. Consumer Rights Acts and Client
                  Rights

            
            
            
            
               
               
               Educating clients on various U.S. consumer rights acts helps consumers understand
                  their rights. If a client does not know their rights, they cannot effectively know
                  when they are being violated or stand up for themselves.

               
               
               
                If a client has a complaint about a purchase or a credit transaction, the first step
                  is to contact the seller or creditor directly. If the client has been rejected for
                  credit, the first step is to contact the creditor and find out the cause. The client
                  will at least know what they need to work on if it is a legitimate issue, and if it
                  is an error, they will know they need to get the error fixed.

               
               

            
            
            
            
               
               
               Equal Credit Opportunity Act

               
               
               
               
                  
                  
                  The Equal Credit Opportunity Act prohibits creditors from discriminating against
                     potential customers based on sex, marital status, race, national origin, religion,
                     age, or public benefit assistance status. Lenders need to provide a written
                     statement within 60 days indicating why an applicant was rejected or why another
                     adverse action was taken. Discrimination in this case could involve:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Arbitrarily refusing credit

                        
                        

                     
                     
                     
                     	
                        
                        
                        Discouraging borrowers from applying

                        
                        

                     
                     
                     
                     	
                        
                        
                        Offering different terms to different customers based on the previously
                           listed qualities of the applicant

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Truth in Lending Act (TLA or TILA)

               
               
               
               
                  
                  
                  The Truth in Lending Act
                     (TLA or TILA) is defined as:

                  
                  
                  
                  
                     
                     
                        A federal law that requires lenders to
                           clearly disclose loan terms and costs, such as interest rates and payment schedules,
                           to help
                           consumers make informed credit decisions.
                        

                     

                  
                  
                  
                  The Truth in Lending Act is a federal act to protect borrowers in general and, in
                     particular,
                     borrowers using high-cost mortgages that have risky lending practices. It is
                     enforced by the Consumer Financial Protection Bureau (CFPB), but it also allows
                     borrowers to sue the lender if they violate TILA provisions, such as:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Disclosures:
                              
                           Lenders must
                              provide written disclosures of the annual percentage rate (APR) plus all
                              finance charges, payment terms, and fees for a loan in a large font,
                              easy-to-read table called a Schumer Box as shown in Exhibit 2-66. Note
                              the large, bold font that is required for key information. The way these
                              rates, fees, and terms are advertised is also regulated.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Installment credit:
                              
                           Installment
                              credit contracts must be written in plain English.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Billing:
                              
                           Billing
                              statements must be clear and detailed, including how interest is
                              calculated and how a monthly payment is applied.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                            Right of rescission:
                              
                           The legal right of a consumer to cancel certain
                                 types of loans or contracts within a specified period without penalty. The right of rescission allows a borrower to cancel a loan that is
                              secured by their primary residence that they already own (refinance or a
                              home equity line of credit) within the first three days of origination.
                              It does not apply for a new mortgage because it must be the customer’s
                              existing home.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     Exhibit 2-66: Schumer Box
                     
                     [image: Table showing interest rates and charges for a credit card. The APR for purchases is 0% for six months, then 8.99%–18.99% based on creditworthiness. The APR for balance transfers is 0% for twelve months, then 8.99%–18.99%. The APR for cash advances is 0% for six months, then 8.99%–18.99%.]
                     
                  
                  

               
               

            
            
            
            
               
               
               Fair Credit Reporting Act (FCRA)

               
               
               
               
                  
                  
                  The Fair Credit Reporting Act (FCRA) is intended to ensure credit reports have
                     privacy and accuracy protections. Under this act, consumers have a right to know
                     what is in their credit report. The act limits bankruptcies from staying on the
                     consumer’s report to 10 years and other negative information to 7 years.

                  
                  
                  
                  Consumers have a right to get their credit score, but agencies can charge a fee for
                     this. Consumers also have a right to a free copy of their credit report if they are
                     denied credit, are unemployed, or are the victim of identity theft.

                  
                  
                  
                  Consumers must have a process to challenge errors in their report. Credit reporting
                     agencies have 30 days to resolve reported errors. Employers must get a potential or
                     current employee’s written permission before they can view their credit report.
                     Other parties must also have a legitimate right to review it, such as due to a
                     credit application.

                  
                  

               
               

            
            
            
            
               
               
               Fair Credit Billing Act

               
               
               
               
                  
                  
                  The Fair Credit Billing Act is defined
                     as:

                  
                  
                  
                  
                     
                     
                        A federal law that protects consumers from
                           billing errors on credit card accounts and outlines procedures for disputing incorrect
                           charges.
                        

                     

                  
                  
                  
                  This act specifies how billing errors on open credit accounts are to be challenged
                     and corrected.
                     Billing errors can be disputed, but the client must put the dispute in writing
                     within 60 days of the transaction. The creditor has 30 days to respond to the
                     dispute and 90 days to resolve it. The act also limits how long certain information
                     can stay in a consumer’s credit file. The consumer has the right to withhold payment
                     for billing errors or defective goods purchased on credit:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        One must only withhold payment on the disputed portion of the payment.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The undisputed portion of the payment must still be paid, or the client will
                           be in default.

                        
                        

                     
                     
                     
                     	
                        
                        
                        If the client made overpayments, the creditor must refund them. This refund
                           must be applied on the day of receipt or later, so long as there is no
                           penalty to the consumer.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Fair Debt Collections Practices Act

               
               
               
               
                  
                  
                  The Fair Debt Collection
                        Practices Act is defined as: A federal law that limits
                        the actions of third-party debt collectors and ensures consumers are treated fairly
                        in the
                        debt collection process.

                  
                  
                  
                  This act requires that creditors follow specific debt collection procedures,
                     including sending a debt validation letter. The act is intended to prevent abusive
                     and deceptive debt collection methods. The act applies only to third-party debt
                     collectors, not debt collectors employed by the creditor directly. Third-party debt
                     collectors are prohibited from these behaviors:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Telling any third party, such as the person’s employer, that the person in
                           collections owes money

                        
                        

                     
                     
                     
                     	
                        
                        
                        Contacting the person in collections at their place of employment, if that
                           person is not allowed to take personal calls

                        
                        

                     
                     
                     
                     	
                        
                        
                        Contacting the person in collections at “inconvenient times,” such as late at
                           night

                        
                        

                     
                     
                     
                     	
                        
                        
                        Lying, such as threatening a lawsuit with no intent to prosecute

                        
                        

                     
                     
                     
                     	
                        
                        
                        Threatening, harassing, or insulting a person in collections

                        
                        

                     
                     
                     
                     	
                        
                        
                        Collecting money that is not an actual amount owed

                        
                        

                     
                     
                     
                     	
                        
                        
                        Contacting the person in collections at all, other than the summons for a
                           court case, if the person or their attorney has sent a “cease and desist
                           letter”

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Fair and Accurate Credit Transactions (FACT) Act

               
               
               
               
                  
                  
                  The Fair and Accurate Credit
                        Transactions (FACT) Act is defined as: A federal law enacted
                        to enhance consumer protections against identity theft and to improve the accuracy
                        of
                        consumer credit-related records.

                  
                  
                  
                  This act provides credit protection for consumers, including entitling consumers to
                     get one free
                     copy of their credit report each year from www.annualcreditreport.com. This site provides reports from each of the
                     three major credit bureaus, but it does not provide credit scores.

                  
                  
                  
                  The act provides identity theft protections by requiring store receipts to list only
                     the last five digits of a credit card. It also requires credit reporting agencies
                     to
                     work with identity theft victims to resolve their issues related to their credit
                     reports. If the victim does not know that a crime has occurred, lenders and credit
                     agencies still need to take action to address suspected identity theft.

                  
                  

               
               

            
            
            
            
               
               
               Credit CARD Act

               
               
               
               
                  
                  
                  The Credit Card Accountability Responsibility and Disclosure (Credit CARD) Act is defined as: A U.S. federal law enacted in 2009 aimed at establishing fair and transparent practices
                        in
                        the credit card industry to protect consumers from abusive practices. The act prohibits retroactive credit card rate increases or rate increases within
                     the first year. It standardizes credit terms and requires that disclosures be in
                     plain language and be located in plain sight. There are protections for younger
                     consumers, including limiting card access to those under 21 years of age (only
                     available to persons under 21 if they have verifiable income or a co-signer) and
                     requiring issuers and universities to disclose how they are marketing and
                     distributing cards to college students. Cardholders must be able to opt out of the
                     ability to go over the limit so they can avoid over-the-limit fees. Gift cards and
                     stored-value cards have limits on fees that can be charged. Other unfair practices
                     that are prohibited include:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Late fee traps or other fee traps (e.g., “skip a payment” is encouraged for a
                           holiday month)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unfair subprime fees: All subprime fees must be paid upfront, and inactivity
                           fees cannot be charged for the first 12 months

                        
                        

                     
                     

                  
                  
                  
                  When a credit card processes payments, these payments must be applied to the highest
                     interest rate debt first, the deadline for when something is considered late cannot
                     be before 5 p.m. on the due date, the due date must be a consistent time each month,
                     and the credit card bill must state how long it will take to pay off the debt if
                     only the minimum payment is applied each time. The minimum payment may take many
                     years to pay off the debt, so this is a key example of a credit card trap.

                  
                  

               
               

            
            
            
            
               
               
               Fair Housing Act

               
               
               
               
                  
                  
                  The Fair Housing Act prohibits discrimination by landlords, real estate companies,
                     or
                     other direct providers of housing from discrimination related to race, color,
                     religion, sex, national origin, familial status, or disability. For discrimination
                     related to mortgage loans or home-equity lines of credit, the cases may be brought
                     related to this act, plus the Equal Credit Opportunity Act.

                  
                  
                  
                  The Department of Justice brings such
                     cases when there is evidence of a pattern or practice of discrimination or denial
                     of
                     rights. Clients who feel that their rental or home buying rights have been violated
                     under this act can file a complaint with the Department of Housing and Urban
                     Development (HUD) or file their own lawsuit in federal or state court. 

                  
                  

               
               

            
            

         
         
         
         
            
            
            Assist Client with Consumer Advocate Resources

            
            
            
            
               
               
               Assisting a client to access consumer advocate resources can start by researching
                  the
                  acts that provide these rights and providing the contact information for the agency
                  that the act indicates should be used for filing complaints. At the federal level,
                  this can include the Federal Trade Commission (FTC), which has a bureau of consumer
                  protection, or the Consumer
                     Financial Protection Bureau (CFPB), which is defined as: A U.S. government agency
                     established to ensure that consumers are treated fairly by banks, lenders, and other
                     financial institutions, focusing on enforcing consumer protection laws and promoting
                     financial education.

               
               
               
               If the client wants to explore bringing a lawsuit, they may also need a referral to
                  an attorney, to the state attorney general’s office, or to another source of
                  information on attorneys who operate in this field, such as the National Association
                  of Consumer Advocates (NACA). The National Consumer Law Center (NCLC) advocates for
                  low-income consumers. States also have consumer protection divisions.
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            This appendix provides more detailed descriptions for some of the images found in
               the text. Return to the image location in the text by clicking the link at the end
               of each description.

            
            
            
               
               Exhibit 2-15: Personal Net Worth Summary
[image: Personal net worth summary showing $17,800 with $96,300 in assets and $78,500 in debt; includes breakdowns of asset types and debt categories. Go to long description for more details.]
                  
                  
                  A financial overview with three sections is displayed. At
                     the top, “Personal Net Worth” shows the net worth as $17,800, calculated
                     from total assets of $96,300 and total debt of $78,500. A horizontal bar
                     chart compares the total assets (dark blue) and total debt (gray). 

                  
                  
                  
                  The second section, “Summary of Assets,” includes a
                     horizontal bar graph listing the following asset categories with their
                     values: Properties: $40,300, Retirement savings: $36,000, Cash and cash
                     equivalent: $10,300, Investments: $9,700, Life insurance: $0.

                  
                  
                  
                  The third section, labeled “Debt,” shows a table with debt
                     categories and a doughnut chart. It lists: Car loans: $17,000, Credit cards:
                     $13,000, Student loans: $48,500. These debt categories are represented by
                     corresponding segments in a doughnut chart using three shades of gray and
                     blue.

                  
                  
               
               Go to image in text.
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[Your Full Name]
[Your Address]

[City, State ZIP]
[Your Phone Number]
[Your Email Address]

[Date]

[Debt Collection Agency Name]
[Debt Collection Agency Address]
[City, State ZIP]

Re: Account Number: [Your Account Number]|
Original Creditor: [Original Creditor's Name]

To Whom It May Concern:

Pursuant to my rights under the Fair Debt Collection Practices Act, 15 U.S.C. § 1692¢(c), I am
writing to request that you cease and desist all further communication with me regarding the
above-referenced account.

Under the FDCPA, after receiving this notice, you may only communicate with me to:

1. Advise that collection efforts are being terminated;

2. Notify me that you may invoke specified remedies which are ordinarily invoked by your
company; or

3. Where applicable, to notify me that you intend to invoke a specified remedy.

Any further communication outside of these exceptions will constitute a violation of the
FDCPA, and I will pursue all appropriate remedies.

If you are not the appropriate party to receive this request, please forward this letter to the
appropriate party or inform me of the correct party so that I may direct my request
appropriately.

Please note that this is not a refusal to pay, but a request that all communication cease as
permitted by law.

Sincerely,
[Your Signature]
[Your Printed Name]
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