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Adjustable Rate Mortgage - a mortgage loan subject to changes in interest rates; when rates 

change, monthly payments increase or decrease at intervals determined by the lender and a 

prescribed index and set margin; the monthly payment increases usually have a per adjustment 

and a lifetime cap. 

Advertising - an announcement—usually paid—of a product’s or service’s benefits that is 

intended to encourage its purchase.   

 

Alternative or private loans (nonfederal) - loans that can be used to cover the gap between the 

cost of postsecondary education and the amount of financial aid received in the form of grants, 

scholarships, and federal student loans. Since alternative or private loans can have higher interest 

rates and fewer flexible repayment programs, they should only be considered after all federal 

loan options are exhausted. 

 

Amortization - the process by which loan payments are applied to the principal, or amount 

borrowed, as well as the interest on a loan according to a set schedule. 

 

Annual Percentage Rate (APR) - the percentage cost of credit on an annual basis, which must 

be disclosed by law.  Example 1: A $100 loan repaid in its entirety after one year with a $10 

finance charge ($9 interest plus a $1 service fee) has an APR of 10%.  Example 2: A $100 one-

year loan with a $10 finance charge repaid in twelve equal installments (meaning the borrower 

has the use of less and less of the loan principal each month) has an APR of 18%.   

 

Annual Percentage Yield (APY) - the annual rate of return on an investment, which must be 

disclosed by law and which varies by the frequency of compounding.  Example 1: A $1,000 

investment that earns 6% per year pays $60 at year-end and has an APY of 6%.  Example 2: A 

$1,000 investment that earns 0.5% per month (6%/12) pays $61.68 in one year and has an APY 

of 6.17%.  Example 3: A $1,000 investment that earns 0.0164% per day (6%/365) pays $61.83 in 

one year and has an APY of 6.18%.   

 

Annuity - a contract between an individual and an insurance company where the individual 

makes a series of payments that are invested by the company and repaid to the individual at a 

later date–generally during retirement.  Annuities may be fixed or variable.   

Appreciation - a rise in value or price. 

 

Asset - something of monetary value owned by an individual or an organization. 

Automated Teller Machine (ATM) - a computer terminal used to conduct business with a 

financial institution or purchase items such as postage stamps or transportation tickets; also 

known as a cash machine.   



 

|      ©2008. Oklahoma State Department of Education. All rights reserved. 

 

3 

 

Back-end load - a sales charge paid when investments are sold. 

Bait and Switch - an illegal sales technique in which sellers advertise a product with the 

intention of persuading customers to buy a more expensive product or; loan terms are switched 

and become less favorable to the consumer. 

Balloon Mortgage - a short-term mortgage in which small periodic payments are made until the 

completion of the term, at which time the balance is due as a single lump-sum payment.                                                     

Bankruptcy - a state of being legally released from the obligation to repay some or all debt in 

exchange for the forced loss of certain assets.  A court’s determination of personal bankruptcy 

remains in a consumer’s credit record for 10 years.   

 

Bank - a state or federally chartered for-profit financial institution that offers commercial and 

consumer loans and other financial services.   

 

Banking services – services such as checking accounts, savings accounts, automated teller 

machines and online banking provided by individual banks. 

Beneficiary - a person or organization named to receive assets after an individual’s death.   

 

Bond - a certificate representing the purchaser’s agreement to lend a business or government 

money on the promise that the debt will be paid—with interest—at a specific time.   

 

Borrowing – the act of receiving and using something belonging to somebody else, with the 

intention of returning or repaying it-often with interest in the case of borrowed money. 

 

Brokerage Firms - Financial services businesses that buy and sell securities such as stocks and 

bonds to investors.   

 

Budget  - a plan for managing money, dividing up expected income and expenses among 

spending and saving options based on personal goals during a given time period. 

 

Capacity - the ability to repay a loan from present income; used in loan underwriting. 

Capital - money or other assets owned by individuals or used in operating a business. 

Capital gain - income that results when the selling price of an asset is greater than the original 

purchase price.   

 

Capital loss - monetary loss that occurs when the selling price of an asset is less than the original 

amount invested.   

 

Career - a profession or field of employment for which one study or trains, such as financial 

services or medicine.  A pattern of activities and positions involved in an individual’s lifetime of 

work to which the person has made a long-term commitment. See Job. 
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Cash Flow - a measure of the money a person receives and spends. 

 

Cash flow statement - a summary of receipts and payments for a given period, helpful when 

preparing a budget; also known as an income and expense statement.   

 

Character - refers to trustworthiness; one of three factors in credit scoring (e.g., paying bills on 

time shows financial responsibility).  Creditworthiness indicates a responsible attitude toward 

living up to agreements.  Used in underwriting a loan. 

Charitable giving - the act of giving to charitable organizations or to those in need. 

 

Check – a written order directing a bank or credit union to pay a person or business a specific 

sum of money.  

 

Closed-end credit - a specific-purpose loan requiring repayment with interest and any other 

finance charges by a specific date.  Examples include most mortgages or auto loans.   

 

Collateral - property that a borrower promises to give up to a lender in case of default.   

 

Collectibles - physical objects—such as fine art, stamps, and antiques—that an investor buys in 

the hope that they will grow in value.   

 

Collection agency - a business that specializes in obtaining payments from debtors who have 

defaulted on their loans.   

 

Comparison shopping - the process of seeking information about products and services to find 

the best quality or utility at the best price.   

 

Compensation - payment and benefits for work performed; also payment to injured or 

unemployed workers or their dependents.   

 

Complaint - an expression of dissatisfaction with a product or service, often in the form of a 

letter to the seller or manufacturer documenting the problem and stating the desired solution.   

 

Compound Interest - interest earned not only on the principal but also on the interest already 

earned. 

 

Compounding - paying interest on the principal and on interest already earned; the longer the 

money is left in the account, the more dramatic the compounding effect.                                                                                      

 

Consumer - a buyer or user of goods and services for personal use.                                                                                      
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Consumer advocates - individuals or groups that actively promote consumer interest in areas 

such as health and safety, education, redress, truthful advertising, fairness in the marketplace, 

and environmental protection. 

 

Consumer Fraud - wrongful or criminal deception intended to manipulate consumer for 

financial or other personal gain.                                                                                                                

 

Contract - a legally binding agreement between two or more parties.                          

 

Cost/benefit analysis, risk/reward relationship - a tool used to choose among alternatives 

involves weighing the cost of a product or service against the benefit it will provide. 

Credit - an agreement to provide goods, services, or money in exchange for future payments 

with interest by a specific date or according to a specific schedule.  The use of someone else’s 

money for a fee.  See Open-end credit, Closed-end credit, and Easy-access credit.  

 

Credit bureau - an establishment that collects and distributes credit-history information of 

individuals and businesses.  The three major credit bureaus are Experian, Equifax, and Trans 

Union.                                                    

Credit card - a plastic card that authorizes the delivery of goods and services in exchange for 

future payment with interest, according to a specific schedule.   

 

Credit counseling service - an organization that provides debt and money management advice 

and assistance to people with debt problems.   

Credit Products - financial products such as credit cards, bank loans, etc.                                                                 

 

Credit report - an official record of a borrower’s credit history, including such information as 

the amount and type of credit used, outstanding balances, and any delinquencies, bankruptcies, 

or tax liens.                                                                                                                                             

 

Credit score/rating - a measure of creditworthiness based on an analysis of the consumer’s 

financial history, often computed as a numerical score, using the FICO or other scoring systems 

to analyze the consumer’s credit.  A creditor’s evaluation of a person’s willingness and ability to 

pay debts as judged by character, capacity, and capital; a mathematical model used by lenders to 

predict the likelihood that bills will be paid as promised.            

 

Credit union - a state or federally chartered not-for-profit financial cooperative that provides 

financial services to its member-owners, who have met specific employment, residence, or other 

eligibility requirements.   

 

Creditworthy - the presumption that a specific borrower has sufficient assets, income, and/or 

inclination to repay a loan.   
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Debit card - a plastic card that provides access to electronic funds transfer (EFT) from an 

automated teller machine (ATM) or a point-of-sale (POS) terminal.   

 

Debt - something owed, usually measured in dollars.  Entire amount of money owed to lenders. 

 

Debt to Income Ratio - the percentage of a consumer's monthly gross income that goes toward 

paying debts.                                                                                                                                

 

Decision making - a method of selecting a course of action after gathering and evaluating 

information and considering the costs and benefits of various alternatives and consequences.          

 

Decision making - the process of considering alternatives and analyzing information to make a 

choice.                                                                                                                                         

 

Deductible - the dollar amount or percentage of a loss that is not insured, as specified in an 

insurance policy.                                                                                                                                     

 

Deed of Trust - in some states a deed is used instead of a mortgage to secure payment and the 

title is conveyed to a trustee.  

Default - failure of a borrower to repay a student loan according to the terms agreed upon when 

the promissory note was signed. When a borrower defaults, the school, loan holder, state 

government, and federal government can take action to recover the money. Defaults are reported 

to national credit bureaus and might affect a borrower’s ability to get credit in the future. 

Deferred Interest - a deferred interest loan is when a loan payment stays the same while the 

interest rate increases.  A deferred interest loan will let you choose to pay only the minimum 

payment-a payment less than the entire interest owed for that month.  The unpaid interest is then 

added to your loan amount to be paid at a later date.                                                                                                                                                                                                                                                                                            

Delinquency - failure of a borrower to make a loan payment on the scheduled payment due date.  

Demand – the quantity of a good or service that buyers are willing and able to buy at all possible 

prices during a period of time. 

Dependent - a person who relies on another individual for support.  

Depreciation - decline in a product’s value that starts the moment a product is purchased (e.g., 

car). 

Discount Point - an amount or fee a borrower pays to a lender, which will help decrease the 

interest rate on a mortgage loan.  One point is equal to one percent. 

Disposable income - gross pay minus deductions for taxes.                                             

http://en.wikipedia.org/wiki/Gross_income
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Diversification - a strategy for reducing some types of risk by selecting a wide variety of 

investments.                                                                                                                                     

Dividends - earnings from corporate stock or credit union share accounts.   

 

 

Down payment - (1) an initial, partial payment made at the time of purchase to permit the buyer 

to take delivery of the purchase.  (2) a partial payment made to evidence good faith that the 

buyer will complete the purchase transaction at the time the contract is signed. 

Earned income - earnings from employment, including commissions and tips.   

 

Easy-access credit - short-term loans granted regardless of credit history, often for very short 

periods and at high interest rates.  See Pawnshops, Payday loans, Rent-to-own, and Title loans.  

 

Economy – global or world - worldwide system that results from choices of consumers, 

workers, business owners, manufacturers and government officials in multiple societies and with 

increasing trade and cultural exchange. 

Electronic Funds Transfer (EFT) - the shifting of money from one financial institution account 

to another without the physical movement of cash.   

 

Emergency fund - money set aside for unexpected expenses or for living costs in case of job 

loss.   

 

Employee benefits - compensation that an employee receives in addition to a wage or salary.  

Examples include health insurance, life insurance, childcare, retirement pension, and subsidized 

meals.                                                                                                                                               

 

Employer-sponsored retirement savings plan - tax-deferred investment programs, such as 

401(k) plans for corporate employees and Section 457 plans for state and local government 

employees, which provide, in some cases, employer-matching funds.   

 

Entrepreneur - an individual, who conceives of, establishes, operates, and assumes the risks of 

a business.  A person who owns and operates her or his own business.  A person who creates a 

business from scratch, based on a need or personal expertise, and puts creativity and ingenuity 

into action to provide a service or product.  A person who organizes, manages, and takes the 

risks involved in creating a new product/service or developing a better way to operate a business. 

 

Entrepreneurship - a process that involves (a) seeing an opportunity to provide a 

product/service, (b) taking initiative to find out about competitors and what customers want from 

the product/service, and (c) developing plans to market the business, analyze potential profit or 
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losses, and produce the product/service.  Imagination, innovative thinking, and management 

skills needed to start and operate a business. 

 

Equal Credit Opportunity Act - a federal law that forbids lenders from discriminating against 

loan applicants based on gender, race, marital status, religion, national origin, age, or receipt of 

public assistance.   

 

Equity - stock ownership in a corporation.  

 

Escrow Account - funds held by a third party for future use by the borrower; funds are for 

special purposes and may be paid out or returned to the borrower only under certain conditions.  

With mortgages, monthly house payments may include payments for insurance and taxes that are 

placed in a special account to meet those obligations.   

Estate - the assets and debts that a person leaves at death.   

 

Ethics - a set of moral principles or beliefs that govern an individual’s actions.   

 

Expected family contribution (EFC) - the amount a student and his or her family are expected 

to pay toward college expenses for one academic year. This amount is calculated based on the 

information supplied by the student and parents on the Free Application for Federal Student Aid 

(FAFSA).  

Expenses - the costs of goods and services, including those that are fixed such as rent and auto 

loan payments and those that are variable such as food, clothing, and entertainment.                                                                                 

Fair and Accurate Credit Transactions Act (FACT Act) - a federal law that gives consumers 

more ways to recover their credit reputations after they have been victims of identity theft, and 

allows consumers to request one free copy of their credit reports from the major credit reporting 

agencies each year.   

 

Fair Credit and Charge Card Disclosure Act - a part of the Truth in Lending Act that mandates 

a description of key features and costs— such as APR, grace period, balance calculation, annual 

fees, and penalty fees—on credit card applications.   

Fair Credit Billing Act - a federal law that addresses billing problems with open-end credit 

accounts by requiring, for example, that consumers send a written error notice within 60 days of 

receiving the first bill containing the error, and preventing creditors from damaging a consumer’s 

credit rating during a pending dispute.   

 

Fair Credit Reporting Act - a federal law that covers the reporting of debt repayment 

information, requiring, for example, the removal of certain information after seven or ten years, 

and giving consumers the right to know what is in their credit reports, to dispute inaccurate 

information, and to add a brief statement explaining accurate negative information.   
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Fair Debt Collection Practices Act - a federal law that prohibits debt collectors from engaging in 

unfair, deceptive, or abusive practices, such as calling consumers at work after being told not to.   

Federal Family Education Loan Program (FFELP) - a program authorized by Congress, 

through which education loans are provided by private lenders and guaranteed by the federal 

government. The guarantee agency, or guarantor, administers and insures FFELP loans against 

default, bankruptcy, disability, or death of borrowers.  Subsidized and unsubsidized Federal 

Stafford loans and PLUS loans are included in the FFELP program. 

Federal PLUS loan (parent loan) - a non-need-based student loan available to parents 

with a good credit history to help pay educational expenses of a dependent, 

undergraduate student who is enrolled on at least a half-time basis. 

Federal Stafford loan (subsidized) - a need-based student loan for which interest is paid 

by the federal government during the in-school, grace and deferment periods. 

Federal Stafford loan (unsubsidized) - a student loan that is not based on need, and for 

which interest is not paid by the federal government. Borrowers are responsible for all 

interest accrued on unsubsidized loans.                                                                                                                                                                     

FICA - Federal Insurance Contributions Act.  See Social Security. 

 

FICO - the most commonly used credit score.  The name comes from the Fair Isaac 

Corporation, which developed the scoring model.  They are used to predict the likelihood 

that a person will pay his or her debts.  The scores use only information from credit 

reports.                                                                               

Finance charge - the total cost of credit, including interest and transaction fees.                                                                       

Finance company - a type of financial institution that makes consumer loans; generally, such 

loans are made to individuals with less than perfect credit ratings at higher interest rates.   

Financial adviser - a person who provides financial information and advice.  Examples include 

employee benefits staff, bank and credit union employees, credit counselors, brokers, financial 

planners, accountants, insurance agents, and attorneys.   

 

Financial aid - money provided to the student and/or parents to help pay for the student’s 

education. Major forms of financial aid include gift aid (grants and scholarships) and self-help 

aid (loans and work-study).  

 

Financial goals - desired results from one’s efforts to achieve personal economic satisfaction.   

 

Financial institutions - businesses that deal primarily with money, such as deposits, 

investments, and loans, rather than goods or services. 
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Financial literacy - the ability to use knowledge and skills to manage one’s financial resources 

effectively for lifetime financial security.   

 

Financial plan - a report that identifies a person’s financial goals, needs, and expected future 

earning, saving, investing, insurance, and debt management activities; it typically includes a 

statement of net worth.  Ongoing thinking process to develop an orderly program or blueprint for 

handling all aspects of one’s money, including spending, credit, saving, and investing. 

 

Financial products - products sold or provided by financial institutions, such as savings 

accounts, loans, etc. 

Fixed rate mortgage - a mortgage in which the interest rate and the amount of each payment 

remain constant throughout the life of the loan. 

Foreclosure - it is a repossession of property by a legal process due to default on terms of 

mortgage by the borrower.  This property is sold at a public auction, the proceeds of which are 

used to settle mortgage debt. 

 

Fraud - intentional and illegal deception, misrepresentation, or concealment of information for 

monetary gain.   

 

Free Application for Federal Student Aid (FAFSA) - a federal form required to apply for 

federal student aid. Forms can be completed online at <www.fafsa.ed.gov>, or paper copies can 

be found at high schools, colleges and local libraries. The information provided on this form is 

used to determine the student’s expected family contribution (EFC), which allows financial aid 

offices to identify the types of aid the student might be eligible to receive. 

 

Front-end load - a sales charge paid when investments are purchased and sometimes when 

dividends are reinvested.                                                                                                                                                                       

 

Gambling - taking risks with personal finances or personal assets. 

 

Garnishment - a court-sanctioned procedure that sets aside a portion of an employee’s wages to 

pay a financial obligation.   

 

Gifts in-kind - a non-cash contribution to a charitable organization which can be given a cash 

value. 

Goal - a statement about what a person wants to be, do, or have, accomplished by taking certain 

steps; provides direction to a plan of action. 

 

Goal setting - the process used to determine what an individual wants to be, do, or have, i.e., 

what a person wants to accomplish. 
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Grace period - a transition period (generally six months following the date a borrower leaves 

school or drops below half-time status) during which the borrower is not required to make loan 

payments.  This period is designed to help the borrower prepare for repayment. 

Grants - money for college that does not have to be repaid, which is based on a student’s 

financial need.  Eligibility for federal grants is determined when a student applies for federal 

student aid through the FAFSA (Free Application for Federal Student Aid).  

Green products - products considered environmentally safe according to objective, authoritative 

testing. 

 

Gross pay - wages or salary before deductions for taxes and other purposes.                                                         

 

Guarantee - a written guarantee from the manufacturer or distributor that specifies the 

conditions under which the product can be returned, replaced, or repaired.   

 

Guidestar® - an online source of information on not-for-profit organizations enabling users to 

make better decisions about their charitable giving.   

 

Identity theft - the crime of using another person’s name, credit or debit card number, Social 

Security number, or another piece of personal information to commit fraud.  

Implied Warranty - an unwritten guarantee that a product is of sufficient quality to fulfill the 

purpose for which it was designed. 

 

Impulse buying/purchase - purchasing goods or services without considering needs, goals, or 

consequences.   

 

Income - money earned from investments and employment.   

Individual Retirement Account (IRA) - an investment with specific tax advantages.  A 

traditional IRA defers taxes on earnings until withdrawal and, under certain circumstances, 

allows the deduction of some contributions from current taxable income.  A Roth IRA requires 

after-tax contributions only, but allows tax-free withdrawals under certain rules.   

 

Inflation - an overall rise in the prices of goods and services; the opposite of the less common 

deflation. 

Information processing - analyzing and organizing information for decision making. 

IRA - see Individual Retirement Account.   
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Insurance - a risk management tool that protects an individual from specific financial losses 

under specific terms and premium payments, as described in a written policy document.  Major 

types include: 

Auto - provides liability and property damage coverage under specific circumstances.   

 

Disability - replaces a portion of income lost when a person cannot work because of 

illness or injury.   

 

Health - covers specific medical costs associated with illness, injury, and disability.   

 

Homeowners - provides property damage and liability coverage under specific 

circumstances.   

Liability - protects the insured party from others’ claims of loss due to the insured’s 

alleged or actual negligence or improper actions.                                                             

Life - protects dependents from loss of income, debt-repayment, and other expenses after 

the death of the insured party.   

 

Long-term care - covers specific costs of custodial care in a nursing facility or at home.          

Renters - protects from losses due to damage to the contents of a dwelling rather than the 

dwelling itself.  

Insurance deductible - a set amount an insured person must pay per loss before the insurance 

company will pay a claim. 

Insurance premium - the payment a person makes to an insurance company in exchange for its 

promise of protection and help.  

 

Interest - payment for the use of someone else’s money; usually expressed as an annual rate in 

terms of a percent of the principal (the amount owed). 

 

Interest income - money that financial institutions, governments, or corporations pay for the use 

of investors’ money.                                                                                                                                                                          

Interest rate - the percentage rate of interest charged to the borrower or paid to a lender, saver, 

or investor. 

Investing - purchasing securities such as stocks, bonds, and mutual funds with the goal of 

increasing wealth over time, but with the risk of loss.  Setting aside money for future income, 

benefit, or profit to meet long-term goals; using savings to earn a financial return. 
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Investments - the amount of money invested in stocks, bonds, mutual funds, and other 

investment instruments.                                                                                                                                    

Job - a position of employment with specific duties and compensation.  See Career. 

 

Lease/leasing - a written contract specifying the terms for the use of an asset and the legal 

responsibilities of both parties to the agreement, such as a property owner and tenant.                     

Liability - an actual or potential financial obligation.   

Life expectancy - a statistical measure of the average length of life from birth to death. 

Lifestyle - the way people choose to live their lives, based on values they have chosen.                                       

Liquidity - the quality of an asset that permits it to be converted quickly into cash without loss 

of value.  For example, a mutual fund is more liquid than real estate.                                                                                                

Living will - a document that contains the signer’s desires for specific medical treatment in case 

the person is unable to make medical decisions; also known as a health care directive.                                                               

Loan – a contractual promise between a borrower and a lender; the borrower agrees to repay a 

sum of money (generally with interest) in exchange for the lender giving another sum of money.  

Loan shark - an unlicensed person who lends money at an exorbitant rate of interest.   

Loss Mitigation - a situation where the lender will help the borrower when they are in danger of 

default to avoid foreclosure.                      

Master Promissory Note (MPN) - the legal agreement that a student makes with the lender 

when receiving an education loan. The MPN lists conditions under which the money is borrowed 

and the terms under which the borrower agrees to repay the student loan with interest. 

Medicaid - a program financed by state and federal government tax revenues, to pay specified 

health care costs care for those who cannot afford them.   

 

Medicare - a federal government program, financed by deductions from wages, that pays for 

certain health care expenses for older citizens.  The Social Security Administration manages the 

program.   

Money - anything that is generally accepted as payment for goods and services; a medium of 

exchange; legal tender. 

Mortgage - a long-term loan to buy real estate; that is, land and the structures on it.   

Mortgage company - a firm or individual who brings the borrower and lender together, 

receiving a commission if a sale results. 
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Mutual fund - an investment tool that pools the money of many shareholders and invests it in a 

diversified portfolio of securities, such as stocks, bonds, and money market assets.   

 

Needs - essentials or basics necessary for maintaining physical life including food, clothing, 

water, and shelter, sometimes called material well-being. 

Negative Amortization - this happens when the interest due on the loan is more than the 

monthly payments.  The balance unpaid interest is added to the balance of the loan.  In negative 

amortization, the loan of the borrower increases and thus he ends up owing more than the 

original loan. 

Net worth - a measure of a person’s financial condition at a given time, equal to what that 

person owns (assets) minus what that person owes (liabilities).   

NSF (Non-Sufficient Funds) - an NSF is issued by a bank when there is not enough money in 

the account to cover the amount of the check or transaction.                                                         

Online commerce - buying and selling goods and services electronically, primarily utilizing 

Web-based companies or sites. 

Open-end credit - an agreement with a financial institution that gives a borrower the use of 

money up to a specified limit for an indefinite time as long as repayment of the outstanding 

balance and finance charge proceeds on schedule; also known as revolving credit or a revolving 

line of credit.  A credit card is an example.              

Opportunity cost - the value of the second-best alternative that a person gives up when making 

one choice instead of another.   

Origination Fees - fees charged by the lender for processing the loan and are often expressed as 

a percentage of the loan amount.                                                                                                                                                                

Pawnshop - an easy-access credit business that makes high-interest loans secured by personal 

property collateral, such as jewelry.                                                                                                     

Payday loan - an easy-access credit business that makes high interest loans for the period of the 

borrower’s pay cycle.  This practice is illegal in some states.   

 

Payment method - the means of settling a financial obligation, such as by cash, check, credit 

card, debit card, smart card, or stored value card.   

 

Payroll deductions - an amount an employer withholds from a paycheck.  Mandatory 

deductions include various taxes.  Voluntary deductions include loan payments, charitable 

contributions, and direct deposits into financial institution accounts.                                                                                                                                
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Pay Yourself First (PYF) - disciplined saving or setting aside money as a regular part of the 

budget for later spending or investing. 

Peer pressure - the influence that a social group has on an individual, based on the individual’s 

desire for the group’s approval.                                                                                                              

Pension Protection Act - a federal law that attempts to strengthen employees’ retirement 

security by, among other things, allowing employers to automatically enroll employees in 

retirement savings plans.                          

Personal finance - the principles and methods that individuals use to acquire and manage 

income and assets.                                                                                                                                 

Personal income - an individual's total annual income received from all sources, including 

wages, salaries, investments, etc.; also called "before-tax income". 

Personal income tax - taxes paid on personal income to the state and federal governments.  

Philanthropy - the act of voluntarily contributing to others’ welfare.                                              

Phishing - an attempt to criminally and fraudulently acquire sensitive information, such as 

usernames, passwords, and credit card details, by posing as a trustworthy entity in an electronic 

communication such as an email. 

Point of sale (POS) - the location where a transaction occurs.  POS software can track sales, 

inventory, and customer information.                                                                                                                                                 

Portfolio - a collection of securities—such as stocks, bonds, mutual funds, and real estate—that 

an individual investor owns.   

Points—mortgage - a one-time service charge by mortgage lenders at closing to increase the 

return on the loan; each point is one percent of the amount of the principal. 

Predatory Lending Practices - any of a number of fraudulent, deceptive, discriminatory, or 

unfavorable lending practices.  Many of these practices are illegal, while others are legal but not 

in the best interest of the borrowers.  Lending practices which promise loans that are ―too good 

to be true‖ and pressure borrowers to take loans on the spot.  Lending practices include a variety 

of financial abuses such as excessive fees, penalties for early pay-off of the loan, balloon 

payments, loan flipping, high interest rates, monthly payments the borrower can not afford, and 

unauthorized refinancing of loans.  Examples of the practice include predatory mortgages, 

payday loans, overdraft loans, excessive credit card debt, and instant tax refund loans. 

Principle - 1.  an amount of money originally invested, excluding any interest or dividends.  2. 

an amount borrowed, or an outstanding loan balance.                                                                 

http://en.wikipedia.org/wiki/Criminal
http://en.wikipedia.org/wiki/Fraud
http://en.wikipedia.org/wiki/Password
http://en.wikipedia.org/wiki/Credit_card
http://www.investorwords.com/5909/lending.html
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Privacy - freedom from unauthorized release of personal information.                                                

Probate court - the government institution with jurisdiction over a deceased person’s will and 

estate.                                                                                                                                                    

Profit - the positive difference between total revenue and total expenses of a business or 

investment.   

 

Property tax - a tax on land and structures built on it; payments go to state and/or local 

governments to pay for police protection, public schools, libraries, etc. 

Prospectus - a legal document that provides detailed information about mutual funds, stocks, 

bonds, and other investments offered for sale, as required by the Securities and Exchange 

Commission (SEC).   

Puffery - Relatively innocent exaggerations used to sell products. 

Purchasing Power - the value of money measured in the amount of goods and services that can 

be bought with it. 

 

Pyramid Scheme - an illegal scheme of selling goods.  Participants are recruited by 

advertisements offering big profits to those who pay a fee for agency rights, that is, rights to sell 

goods as a representative of the pyramid company.  Each recruited agent then recruits others to 

join, with each new participant paying a fee to join.  The key is that each person is promised 

commissions not only on his or her sales but also on the sales of other people they recruit as 

distributors. 

Rate of return - how fast money in savings account or investment grows.  Annual earnings on 

an investment expressed as a percentage of the amount invested; also known as yield.  Example: 

A $3 annual dividend divided by $34 share cost = 0.088, an 8.8% rate of return.   

Reconcile - the process of comparing personal bank account records to the bank's records of that 

account balance in order to uncover any possible discrepancies.                                                                             

Recordkeeping - the process of keeping an orderly account of a person’s financial affairs, 

including income earned, taxes paid, household expenditures, loans, insurance policies, and legal 

documents.                                                                                                                                             

Renting - paying a periodic fee for the use of property.                                                                       

Rent-to-own - a plan to buy a product with little or no down payment by renting it until the final 

payment is made, at which point the total paid far exceeds the product’s purchase price.   
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Repossession - confiscation of collateral, often without notice, if a borrower defaults on a loan.   

Resources - human resources are those resources people have within themselves, such as 

working knowledge, skill, mental effort, motivation, energy.  Non-human or external resources 

include money, time, and equipment. 

Retirement - the point where a person stops employment completely, usually when reaching a 

specific age or when physical conditions prevent the person from working any longer.  

Retirement may also be a personal choice with an adequate amount of financial planning.   

Retirement accounts - accounts such as IRAs (Individual Retirement Accounts), annuities and 

401Ks that allow individuals to save money toward retirement on a tax-deferred basis. 

Return on investment - the measure of profitability of an investment. 

Reverse Mortgage - an arrangement in which a homeowner borrows against the equity in 

his/her home and receives regular monthly tax-free payments from the lender.  This is also called 

reverse-annuity mortgage or home equity conversion mortgage. 

Risk - a measure of the likelihood of loss or profit; the uncertainty of an investment’s rate of 

return.  Possible losses involving income or standard of living.  The possibility of a loss from 

perils to people or property covered by insurance.                                                                                                                                                       

Risk management - the process of calculating risk and devising methods to minimize or manage 

loss, for example, by buying insurance or diversifying investments.   

Risk tolerance - the amount of uncertainty or possibility of loss the individual can bear.                                            

Rule of 72 - how long it takes money to double in value.  A rough calculation of the time or 

interest rate needed to double the value of an investment.  Divide 72 by the interest rate to 

determine the number of years it will take money to double.  Calculating interest on both 

principal and previously earned interest.  For example: to figure how many years it will take to 

double a lump sum invested at an annual rate of 8%, divide 72 by 8, for a result of 9 years.  

 

Salary - compensation for work expressed as an annual sum and paid in prorated portions 

regularly-usually weekly, bi-weekly, or monthly.  See Wage.  

 

Sales Tax - tax paid as percent of the cost of a good or service; paid to local and state 

governments when goods and services are purchased. 

Saving - the process of setting income aside for future spending.  Saving provides ready cash for 

emergencies and short-term goals, and funds for investing.   

 

http://www.investorwords.com/1726/equity.html
http://www.investorwords.com/2767/lender.html
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Savings - money set aside for a future use that is held in easily accessed accounts, such as 

savings accounts and certificates of deposit (CDs). 

Savings account - a financial institution deposit account that pays interest and allows 

withdrawals.                                                                                                                                              

Savings bond - a document representing a loan of more than one year to the U.S. government, to 

be repaid, with interest on a specified date.   

Scam, rip-off - a fraudulent or deceptive act.  Swindle or fraud, especially to cheat or swindle by 

a con artist in a confidence game (e.g., home repairs, cell phones, gasoline and oil stocks, 

Internet, telemarketing, credit card, securities, pyramid schemes).  See Fraud. 

 

Scarcity - an economic condition created by an excess of human wants over the resources 

necessary to satisfy them; an inability to satisfy all of everyone’s wants. 

 

Scholarships - money for college that do not have to be repaid, which is awarded for merit or 

achievement.  Eligibility for scholarships can be based on many criteria, including academics, 

athletics, ethnicity, religious affiliation, and special interests.                                                                                                                                  

Security - 1. a legal agreement that records a debt or equity obligation from a corporation, 

government, or other organization.  (e.g., stocks and bonds).  2. collateral for a loan.   

 

Shared Risk – Insurance Principle - using premiums from many policyholders to reimburse 

the losses of a few, so that no one suffers a financially devastating loss. 

 

Simple interest - interest calculated periodically on loan principal or investment principal only, 

not on previously earned interest.   

Social Security - a federal government program that provides retirement, survivor’s, and 

disability benefits, funded by a tax on income, which appears on workers’ pay stubs as a 

deduction labeled FICA (for Federal Insurance Contributions Act, the enabling legislation).        

Spending plan - another name for budget.   

 

Standard of living - the overall degree of comfort of an individual, household, or population, as 

measured by the amount of goods and services its members consume.                                              

Stock - an investment that represents shares of ownership of the assets and earnings of a 

corporation.                                                                                                                                       

Stored-value card - a prepaid plastic card that allows purchases up to a set limit, at which point 

the card is discarded or; if ―rechargeable,‖ replenished from an account.   
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Supply - the quantities of an item that producers are willing and able to make available for sale 

at various prices over a given time period.                                                                                                                                          

Supply and Demand - the relationship between the quantity consumers are willing and able to 

buy and the quantity producers are willing and able to produce; the point of agreement (quantity 

supplied equals quantity demanded) is where prices are set in a market-based economy. 

Take-home pay - gross wage or salary, plus bonuses, minus deductions such as taxes, health 

care premiums, and retirement savings.                                                                                                   

Taxes - government fees on business and individual income, activities, or products to support 

government programs.                                                                                                                       

Tax credit - an amount that a taxpayer who meets certain criteria can subtract from tax owed.  

Examples include a credit for earned income below a certain limit and for qualified 

postsecondary school expenses.  See Tax deduction and Tax exemption.                                               

Tax deduction - an expense that a taxpayer can subtract from taxable income.  Examples include 

deductions for home mortgage interest and for charitable gifts.  See Tax credit and Tax 

exemption.                                                                                                                                                        

Tax deferral - the feature of an investment in which taxes due on principal and/or earnings are 

postponed until funds are withdrawn, often at retirement.   

Tax exemption - earnings, such as interest from municipal bonds that are free of certain taxes.  

See Tax credit and Tax deduction.                                                                                                            

Time value of money - the relationship between time, money, and rate of return (interest), and 

their effect on earnings growth.  The more time, money, and rate of interest, the more money 

yielded at the end of a period of time.                                                                                                 

Tip - an amount paid for a service beyond what is required, usually to express satisfaction; also 

known as a gratuity.                                                                                                                                    

Title loan - a high-cost, short-term loan that uses the borrower’s automobile as collateral.   

Transfer payment - money that a government provides to citizens for reasons other than current 

employment or the delivery of goods or services in exchange.  Examples include Social Security, 

veteran’s benefits, and welfare.                                                                                                              

Trust - a legal arrangement through which a trust or manages a trustee’s assets for the good of 

one or more beneficiaries.                                                                                                                         
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Truth in Lending Act - a federal law that requires financial institutions to disclose specific 

information about the terms and cost of credit, including the finance charge and the annual 

percentage rate (APR).                                                                                                                           

Truth in Savings Act - a federal law that requires financial institutions to disclose specific 

information about the terms and costs of interest-earning accounts—such as annual percentage 

yield (APY)—and certain other financial services.                                                                              

Unearned income - earnings from sources other than employment, including investment returns 

and royalties.                                                                                                                                    

Utilities - services such as telephone, water, garbage collection, gas, and electric. 

Value judgment - the process of reasoning to a conclusion using facts and values for purposes 

of determining worth, quality, importance, fairness, and credibility. 

Value system - a set of criteria, standards, or principles that guide an individual or group’s 

behavior and provides a sense of direction to life. 

Values (cultural) - prevailing beliefs and value systems of a given society passed on through 

social conditioning/enculturation. 

Value (individual) - an individual’s beliefs about what is important, desirable, and worthwhile, 

which often influence decisions.   

Vision-financial - a description of (a) how an individual defines future financial success, and (b) 

what he/she wants to accomplish; provides direction for decision and actions that invent the 

preferred future: What will the future look like if financial strategies are successfully 

implemented and one’s full potential is achieved? 

Volunteer Service - working to help others or one’s community without being paid. 

Wage - compensation for work usually calculated on an hourly, daily, or piecework basis and 

paid on schedule—usually weekly, biweekly, or monthly. See Salary.  

Wants - items that a person would like to have but are not essential for life.  Items, activities, or 

services that may increase the quality of life, but one can live without them.                                      

Wealth - accumulated assets; positive net worth.   

Wealth building - increasing the total value of what one owns; one’s tangible assets using 

strategies to increase savings and personal asset accumulation, thereby promoting 

individual/family economic well-being and financial security.                                                                                                                                                  

Welfare - aid in the form of money or necessities for those in need; often from a government 

program.   
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Will - a legal declaration of a person’s wishes for the disposition of his or her estate after death. 

Withholding - employer deductions from employees’ earnings to pay employees’ taxes. 

Work/Job - employment; occupation; effort exerted to make or do something.  On a relative 

basis, short-term work or tasks completed for pay. 

Work-study - the Federal Work-Study Program provides part-time jobs for undergraduate and 

graduate students with financial need, allowing them to earn money to help pay educational 

expenses.  

 

 

 


