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LG1 The Role of Cash 
Management in Personal 
Financial Planning
Establishing good financial habits involves man-
aging cash as well as other areas of personal 
finance. In this chapter we focus on cash man-
agement—the routine, day-to-day administration 
of cash and near-cash resources, also known as 
liquid assets, by an individual or family. These 
assets are considered liquid because they’re either 
held in cash or can be readily converted into cash 
with little or no loss in value.

In addition to cash, there are several 
other kinds of liquid assets, including check-
ing accounts, savings accounts, money market 
deposit accounts, money market mutual funds, 
and other short-term investment vehicles. Exhibit 
4.1 briefly describes some popular types of liq-
uid assets and the representative rates of return 
they earned in the spring of 2009. As a rule, 
near-term needs are met using cash on hand, and 
unplanned or future needs are met using some 
type of savings or short-term investment vehicle.

In personal financial planning, efficient cash 
management ensures adequate funds for both 
household use and an effective savings program. 
The success of your financial plans depends on 
your ability to develop and follow cash budgets 
like those discussed in chapter 2.

A good way to keep your spending in line 
is to make all household transactions (even 
fun money or weekly cash allowances) using a 
tightly-controlled checking account. Write checks 
only at certain times of the week or month and, 
importantly, avoid carrying your checkbook (or 
debit card) when you might be tempted to write 
checks (or make debits) for unplanned purchases. 
If you’re going shopping, set a maximum spend-
ing limit beforehand—an amount consistent with 
your cash budget. This system not only helps 
you avoid frivolous, impulsive expenditures but 
also documents how and where you spend your 
money. If your financial outcomes aren’t consis-

tent with your plans, you 
can better identify causes 
and take corrective actions.

Another aspect of cash 
management is establishing 
an ongoing savings program, 
which is an important part 
of personal financial planning. Savings are not 
only a cushion against financial emergencies, but 
a way to accumulate funds to meet future finan-
cial goals. You may want to put money aside so 
you can go back to school in a few years to earn 
a graduate degree, or buy a new home, or take a 
vacation. 

CONCEPTCHECk
4-1 What is cash management and 

what are its major functions?

4-2 Give two reasons for holding 
liquid assets. Identify and 
briefly describe the popular 
types of liquid assets.

LG2 Today’s Financial 
Services Marketplace
Beth White hadn’t paid a visit to her 
bank for years. Her company paid 

mAnAging your 
CAsh And sAvings

4

YOUR PRIVACY IS PROTECTED
The Financial Modernization Act of 
1999, also known as the Gramm-Leach-
Bliley Act, protects your personal financial 
information held by financial institutions. It has 
three principal parts:

The Financial Modernization Act of 1999, also 
known as the Gramm-Leach-Bliley Act, protects 
your personal financial information held by financial 
institutions. It has three principal parts:

1. Financial institutions must provide customers 
with a privacy notice—a clear, conspicuous, and 
accurate statement of their information-sharing 
practices.

2. Financial institutions must design, implement, 
and maintain safeguards to protect customer 
information.

3. Consumers are protected from individuals and 
companies that obtain their personal financial 
information under false pretenses.

finAnCiAl roAd sign

Go to Smart Sites

Is getting the lowest price important to you? 
Where can you search for the best prices? 
Whenever you see Go to Smart Sites in this 
chapter, visit www.cengage.com/finance/
PFIN for help finding answers online. ●

cash management 
The routine, day-to-
day administration 
of cash and near-
cash resources, 
also known as liquid 
assets, by an indi-
vidual or family.

LEARNINGGOALS
After studying this chapter, you will be able to…

LG1 Understand the role of cash management in the 
personal financial planning process. (p. 102)

LG2 Describe today’s financial services marketplace, both 
depository and nondepository financial institutions. (p. 104)

LG3 Select the checking, savings, electronic banking, and 
other bank services that meet your needs. (p. 106)

LG4 Open and use a checking account. (p. 114)

LG5 Calculate the interest earned on your money using 
compound interest and future value techniques. (p. 121)

LG6 Develop a savings strategy that incorporates a variety of savings plans. (p. 121)

www.4ltrpress.cengage.com/pfin
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her salary into her checking account each month by 
direct deposit, and she regularly did all her banking 
from her home computer—with the click of a mouse, 
she could check her account balances, pay her bills, 
even search for the best rates on savings instruments. 
And by pushing a few buttons, she was able to with-
draw money from her U.S. bank account using an 
Automated Teller Machine (ATM) in London!

The pace of change in the financial services indus-
try is accelerating, thanks to advanced technology and 
less restrictive regulations. Consumers can now choose 
from many financial institutions competing for their 
business. No longer must you go to one place for your 
checking accounts, another for credit cards or loans, 
yet another for stock brokerage services. Today, finan-
cial institutions are expanding services and competi-
tively pricing products by bundling different accounts. 
For example, if you have $25,000 worth of funds in 
Bank of America accounts, you’re eligible for reduced 
or zero-cost commissions on stock trades, free check-
ing, free bill-pay, a credit card, and free ATM debit 
card transactions. And on-line banking allows you 
to easily access all of these services. It’s your choice: 

you can choose an institution like  Bank of America 
that provides “one-stop shopping,” or you can have 
accounts with a variety of financial service providers, 
depending on what’s best for you.

The financial services industry as we know it 
today embraces all institutions that market various 
kinds of financial products (such as checking and 
savings accounts, credit cards, loans and mortgages, 
insurance, and mutual funds) and financial services 
(such as financial planning, securities brokerage, tax 
filing and planning, estate planning, real estate, trusts, 
and retirement). What 20–25 years ago was several 
distinct (though somewhat related) industries is now, 
in essence, one industry in which firms are differenti-
ated more by organizational structure than by name or 
product offerings.

Types of Financial Institutitions
Financial institutions can be classified into two broad 
groups—depository and nondepository—based on 
whether they accept deposits like traditional banks 
Financial Institutions are expanding services and com-
petitively pricing products by bundling accounts.

The wide variety of liquid addets available meets just about any savings or short-term investment need. Rates vary considerably both by 
type of asset and point in time, so shop around for the best interest rate.

The wide variety of liquid addets available meets just about any savings or short-term investment need. Rates vary considerably both by 
type of asset and point in time, so shop around for the best interest rate.

 Exhibit 4.1 where to Stash the Cash

 Exhibit 4.2 Depository Financial Institutions

Go to Smart Sites

Several comprehensive financial Web sites that get 
rave reviews are Yahoo! Finance, Microsoft’s MSN 
Money Central and Intuit’s Quicken. ●

Depository Financial Institutions
The vast majority of financial transactions take place 
at depository financial institutions—commercial banks 
(both brick-and-mortar and Internet), savings and loan 
associations (S&Ls), savings banks, and credit unions. 
Although they’re regulated by different agencies, 
depository financial institutions are commonly referred 
to as “banks” because of their similar products and 
services. What sets these institutions apart from oth-
ers is their ability to accept deposits; most people use 
them for checking and savings account needs. These 
depository financial institutions are briefly described in 
Exhibit 4.2.

Nondepository Financial Institutions
Other types of financial institutions that offer bank-
ing services, but don’t accept deposits like traditional 
banks, are considered nondepository institutions. 
Today you can hold a credit card issued by a stock 

brokerage firm or have an account with a mutual fund 
that allows you to write a limited number of checks.

Go to Smart Sites

Several comprehensive financial Web sites that get 
rave reviews are Yahoo! Finance, Microsoft’s MSN 
Money Central and Intuit’s Quicken. ●

•	 Stock brokerage firms offer several cash manage-
ment options, including money market mutual 
funds that invest in short-term securities and earn 
a higher rate of interest than bank accounts.

•	 Mutual funds, discussed in detail in Chapter 13, 
provide yet another alternative to bank savings 
accounts. Like stockbrokers, mutual fund compa-
nies offer money market mutual funds.

•	 Stock brokerage firms offer several cash manage-
ment options, including money market mutual 
funds that invest in short-term securities and earn 
a higher rate of interest than bank accounts, spe-
cial “wrap” accounts, and credit cards.

Other nondepository financial institutions include 
life insurance and finance companies.

Institution Description

Commercial bank Offers checking and savings accounts and a full range of financial products and services; 
the only institution that can offer non-interest-paying checking accounts (demand deposits). 
The most popular of the depository financial institutions. Most are traditional brick-and-
mortar banks, but Internet banks—online commercial banks—are growing in popularity due 
to their convenience, lower service fees, and higher interest paid on account balances.

Savings and loan Association Channels the savings of depositors primarily into mortgage loans for purchasing and 
improving homes. Also offers many of the same checking, saving, and ending products 
as commercial banks. Often pays slightly higher interest on savings than do commercial 
banks.

Savings bank Similar to S&Ls, but located primarily in the New England states. Most are mutual associa-
tions—their depositors are their owners and thus receive a portion of the profits in the 
form of interest on their savings.

Credit union A nonprofit, member-owned financial cooperative that provides a full range of financial 
products and services to its members, who must belong to a common occupation, reli-
gious or fraternal order, or residential area. Generally small institutions when compared 
with commercial banks and S&Ls. Offer interest-paying checking accounts—called share 
draft accounts—and a variety of saving and lending programs. Because they are run to 
benefit their members, they pay higher interest on savings and charge lower rates on loans 
than do other depository financial institutions.

 Representative Rates of Return

Type Fall 2006 Description

Cash 0% Pocket money; the coin and currency in one’s possession.

Checking account 0–1%  A substitute for cash. Offered by commercial banks and 
other financial institutions such as savings and loans and 
credit unions.

Savings account 1%  Money is available at any time but cannot be withdrawn by 
check. Offered by banks and other financial institutions.

Money market deposit 1–2% Requires a fairly large (typically $1,000 or more)minimum 
deposit. Offers check-writing privileges.

Money market mutual fund 4–5%  Savings vehicle that is actually a mutual fund (not offered 
by banks, S&Ls, and other depository institutions). Like an 
MMDA, it also offers check-writing privileges.

Certificate of deposit (CD) 2–4%  A savings instrument where funds are left on deposit for 
a stipulated period (1 week to 1 year or more); imposes a 
penalty for withdrawing funds early. Market yields vary by 
size and maturity; no check-writing privileges.

U.S. Treasury bill (T-bill) 5% Short-term, highly marketable security issued by the U.S. 
Treasury (originally issued with maturities of 13 and 26 
weeks); smallest denomination is $1,000.

U.S. savings bond (EE) 3-4% Issued at a discount from face value by the U.S. Treasury; 
rate of interest is tied to U.S. Treasury securities. Long a 
popular savings vehicle.
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How Safe Is 
Your Money?
Today, the main reason that 
a bank goes out of business is 
its purchase by another bank. 
Almost all commercial banks, 

S&Ls, savings banks, and credit 
unions are federally insured by U.S. government agen-
cies. The few that are not federally insured usually 
obtain insurance through either a state-chartered or 
private insurance agency. Most experts believe that 
these so-called privately-insured institutions have less 
protection against loss than those that are federally 
insured. Exhibit 4.3 on page 106 lists the insuring 
agencies and maximum insurance amounts provided 
under the various federal deposit insurance programs.

Go to Smart Sites

Look up your bank’s deposit insurance status at the 
Federal Deposit Insurance Corp. ●

Deposit insurance protects the funds you have 
on deposit at banks and other depository institutions 
against institutional failure. In effect, the insuring 
agency stands behind the financial institution and 
guarantees the safety of your deposits up to a specified 
maximum amount. The ordinary amount covered per 
depositor by federal insurance is $100,000, which was 
temporarily increased to $250,000 during the financial 
crisis of 2009. The current discussion applies the tradi-
tional amount of $100,000 per depositor under federal 
insurance. 

Deposit insurance is provided to the depositor 
rather than a deposit account. Thus, the checking and 
savings accounts of each depositor are insured and, as 
long as the maximum insurable amount is not exceed-
ed, the depositor can have any number of accounts 
and still be fully protected. This is an important fea-
ture to keep in mind because many people mistakenly 
believe that the maximum insurance applies to each 
of their accounts. For 
example, a deposi-

tor with a checking account balance of $15,000 at a 
branch office of First National Bank, an MMDA of 
$35,000 at First national Bank’s  main office, and a 
$50,000 CD issued by First national bank is entirely 
covered by the FDIC’s deposit insurance traditional 
amount of $100,000 per depositor. If the CD was for 
$75,000, however, the total for this depositor would 
be $125,000 and therefore not entirely covered under 
the traditional plan. However, purchasing the CD 
from another bank, which also provides $100,000 
of deposit insurance, would fully protect all of this 
depositor’s funds.

Now that banks are offering a greater variety of 
products, including mutual funds, it’s important to 
remember that only deposit accounts, including cer-
tificates of deposit, are covered by deposit insurance. 
Securities purchased through your bank are not pro-
tected by any form of deposit insurance.

As a depositor, it’s possible to increase your 
$100,000 of traditional deposit insurance if necessary 
by opening accounts in different depositor names at 
the same institution. For example, a married couple 
can obtain as much as $500,000 in coverage by setting 
up several accounts:

•	 One in the name of each spouse ($200,000 in cov-
erage)

•	 A joint account in both names (good for another 
$100,000)

•	 Separate trust or self-directed retirement (IRA, 
Keogh, etc.) accounts in the name of each spouse 
(good for an additional $200,000)

In this case each depositor name is treated as a 
separate legal entity, receiving full insurance cover
NOW (negotiable order of withdrawal) accounts or, 
in the case of credit unions, share draft accounts. 
Demand deposit balances are an important type of 
cash balance, and using checks to pay bills or elec-
tronic debits to make purchases gives you a convenient 
payment record.

Savings Accounts
A savings account is another type of liquid asset avail-
able at commercial banks, S&Ls, savings banks, credit 

unions, and other types of financial institutions. 
Savings deposits are referred to as time deposits 
because they are expected to remain on deposit 
for longer periods of time than demand deposits. 
Because savings deposits earn higher rates of inter-
est, savings accounts are typically preferable to 
checking accounts when the depositor’s goal is to 

accumulate money for a future expenditure or to 
maintain balances for meeting unexpected expenses. 
Most banks pay higher interest rates on larger sav-
ings account balances. For example, a bank might 

The husband alone is considered one legal entity, 
the wife another, and the husband and wife as a 
couple a third. The trust and self-directed retirement 
accounts are also viewed as separate legal entities.

CONCEPTCHECk
4-3 Briefly describe the basic operations 

and products and services offered 
by each of the following financial 
institutions: (a) commercial bank, 
(b) savings and loan association, (c) 
savings bank, (d) credit union, (e) stock 
brokerage firm, and (f) mutual fund.

4-4 What role does the FDIC play in 
insuring financial institutions? 
What other federal insurance 
program exists? Explain.

4-5 Would it be possible for an individual 
to have, say, six or seven checking 
and savings accounts at the same 
bank and still be fully protected under 
federal deposit insurance? Explain. 
Describe how it would be possible 
for a married couple to obtain as 
much as $500,000 in federal deposit 
insurance coverage at a single bank.

LG3 A FULL Menu of Cash 
Management Products
After meeting with an officer at his local bank, Bob 
Matheson was confused. As a student on a tight bud-
get, working to pay his way through college, he knew 
how important it was to plan his saving and spend-
ing, and he wanted to make the right decisions about 
managing his financial resources. By using a checking 
account comparison chart, like to the one in Exhibit 
4.4, Bob could compare information on daily balance 
requirements, service fees, interest rates, and services 
his bank offers to college students and others. As 
Exhibit 4.4 demonstrates, banks offer a variety of con-
venient checking account services.

Checking and Savings Accounts
People hold cash and other forms of liquid assets, like 
checking and savings accounts, for the convenience 
they offer in making purchase transactions, meet-
ing normal living expenses, and providing a safety 
net, or cushion, to meet unexpected expenses or take 
advantage of unanticipated opportunities. Financial 
institutions compete to offer a wide array of products 

meeting every liquid-asset need. 
Traditionally it pays no interesmt, 
and any service.

The federal Truth-in-Savings 
Act of 1993 helps consumers 
evaluate the terms and costs of 
banking products. Depository 
financial institutions must clearly 
disclose fees, interest rates, and terms—of both check-
ing and savings accounts. The act places strict controls 
on bank advertising and what constitutes a “free” 
account. For example, banks cannot advertise free 
checking if there are minimum balance requirements 
or per-check charges. Banks must use a standard 
annual percentage yield (APY) formula that takes com-
pounding (discussed later) into account when stating 
the interest paid on accounts. This makes it easier for 
consumers to compare each bank’s offerings. The law 
also requires banks to pay interest on a customer’s 
full daily or monthly average deposit balance. Banks 
are prohibited from paying interest only on the low-
est daily balance or paying no interest if the account 
balance falls below the minimum balance for 1 day. In 
addition, banks must notify customers 30 days before 
lowering rates on deposit accounts or certificates of 
deposit.

Go to Smart Sites

Save money by ordering your checks online, many 
companies provide this service. ●

Checking Accounts
A checking account held at a financial institution is 
a demand deposit, meaning that the bank must per-
mit these funds to be withdrawn when the account 
holder demands. You put money into your check-
ing account by depositing funds; you withdraw it by 
writing a check, using a debit card, or making a cash 
withdrawal. As long as you have sufficient funds in 
your account, the bank, when presented with a valid 
check or an electronic debit, must immediately pay the 
amount indicated by deducting it from your account. 
Money held in checking accounts is liquid, so you can 
easily use it to pay bills and make purchases.

NUMBER 4 HEAD. is the most common type of check-
ing account. Traditionally, it pays no interest, and any 
service charges can be waived if you maintain a mini-
mum balance (usually between $500 and $1,500). And 
many banks are moving away from such minimum 
balalnce requirements. Technically, only commercial 
banks can offer non-interest-paying regular checking 
accounts. S&Ls, savings banks, and credit unions also 

deposit insurance 
A type of insurance 
that protects funds 
on deposit against 
failure of the institu-
tion; can be insured 
by the FDIC and the 
NCUA.

demand deposit 
An account held at 
a financial institution 
from which funds 
can be withdrawn 
on demand by the 
account holder; 
same as a checking 
account.
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your account. For example, your employer may use 
an EFTS to electronically transfer your pay from 
the firm’s bank account directly into your personal 
bank account at the same or a different bank. This 
eliminates the employer’s need to prepare and process 
checks and the employee’s need to deposit them. 

Debit Cards and Automated Teller Machines. This 
form of EFTS uses specially-coded plastic cards, called 
debit cards, to transfer funds from the customer’s 
bank account (a debit) to the recipient’s account. A 

debit card may be used to make purchases at any place 
of business set up with the point-of-sale terminals 
required to accept debit card payments. The personal 
identification number (PIN) issued with your debit 
card verifies that you are authorized to access the 
account. Visa and MasterCard issue debit cards linked 
to your checking account that give you even more flex-
ibility. In addition to using the card to purchase goods 
and services, you can use it at ATMs, 
which have become a popular 

way to make banking transactions. Automated teller 
machines (ATMs) are remote computer terminals 
that customers of a bank or other depository insti-
tution can use to make deposits, withdrawals, and 

other transactions such as loan 
payments or transfers between 
accounts—24 hours a day, 7 days 
a week. Most banks have ATMs 
outside their offices, and some 
place freestanding ATMs in shop-
ping malls, airports, and grocery 
stores; at colleges and universities; 
and in other high-traffic areas 
to enhance their competitive position. If your bank 

belongs to an EFTS network, such as Cirrus, Star, or 
Interlink, you can get cash from the ATM of any bank 
in the United States or overseas that is a member of 
that network. (In fact, the easiest way to get foreign 
currency when you travel overseas is through an ATM 
on your bank’s network! It also gives you the best 
exchange rate for your dollar.) Many banks charge 
a per-transaction fee of $1 to $4 for using the ATM 
of another bank, and some also charge when you use 
your ATM card to pay certain merchants. However, 
to be more competitive some banks now reimburse the 
fees associated with using the ATMs of other banks. 

Effective rate 
of interest =

Amount of interest  
earned during the year

Amount of money invested or 
deposited

The total dollar volume of purchases made using 
Visa’s branded debit cards surpassed credit-card pur-
chases for the first time late in 2008. This is likely 
related to more cautious use of credit cards during a 
recession. Yet the trend was becoming clear before this 
because combined credit- and debit-card purchases of 
retail goods and services passed those via checks in 
2003. Thus, plastic is growing more popular among 
U.S. consumers in general with debit cards starting to 
overtake credit cards.

Debit card use is increasing because these cards 
are convenient both for retailers, who don’t have to 
worry about bounced checks, and for consumers, who 
don’t have to write checks and can often get cash back 
when they make a purchase. ATM and other debit 
cards are accepted by supermarkets, gas stations, and 
convenience stores, and many other retail and service 
outlets. The convenience of debit cards may in fact be 
their biggest drawback: it can be easy to overspend. 
To avoid problems, make sure to record all debit card 
purchases immediately in your checkbook ledger and 
deduct them from your checkbook balance. Also be 

rowing activities and is offered 
primarily by brokerage houses 
and mutual funds. AMAs appeal 
to investors because they can 
consolidate most of their finan-
cial transactions at one institu-
tion and on one account state-
ment.

A typical AMA account 
includes an MMDA with unlim-
ited free checking, a Visa or 
MasterCard debit card, use 
of ATMs, and brokerage and 
loan accounts. Annual fees and 
account charges, such as a per-
transaction charge for ATM 
withdrawals, vary; so it pays 
to shop around. AMAs have 
increased in popularity as more 
institutions have lowered mini-
mum balance requirements to 
$5,000, and they pay higher 

interest rates on checking account deposits than banks 
do. Their distinguishing feature is that they automati-
cally “sweep” excess balances—for example, those 
more than $500—into a higher-return MMMF daily 
or weekly. When the account holder needs funds 
to purchase securities or cover checks written on 
the MMDA, the funds are transferred back to the 
MMDA. If the amount of securities purchased or 

checks presented for payment exceeds the account 
balance, the needed funds are supplied automatically 
through a loan.

Although AMAs are an attractive alternative to a 
traditional bank account, they have some drawbacks. 
Compared with banks, there are fewer “branch” loca-
tions. However, AMAs are typically affiliated with 
ATM networks, making it easy to withdraw funds. 
ATM transactions are more costly, checks can take 
longer to clear, and some bank services, such as 
travelers’ and certified checks, may not be offered. 
AMAs are not covered by deposit insurance, although 
these deposits are protected by the Securities Investor 
Protection Corporation (explained in Chapter 11) and 
the firm’s private insurance.

Electronic Banking Services
The fastest-changing area in cash management today 
is electronic banking services. Whether you’re using an 
ATM or checking your account balance online, elec-
tronic banking services make managing your money 
easier and more convenient. Electronic funds transfer 
systems allow you to conduct many types of banking 
business at any hour of the day or night.

Electronic Funds Transfer Systems
Electronic funds transfer systems (EFTSs) use the lat-
est telecommunications and computer technology to 
electronically transfer funds into and out of 

TIPS FOR SAFE 
ONLINE BANkING
•	 The All-important Security “s” in 

Website URLs. Website URLs starting 
with “https://” are more secure than website URLs 
starting with “http://”. This is particularly important 
when you are entering passwords and PINs.  You 
should feel better if the URL is followed by the name 
of your financial institution because this helps authen-
ticate the site. Security icons such as a padlock do 
not guarantee complete security because they can be  
reproduced by those seeking to deceive you.  

•	 Passwords and User IDs. Passwords and user IDs 
should be a combination of upper and lower case let-
ters, numbers, and symbols. Passwords should be 
at least 8 characters in length. NEVER provide your 
passwords to email requests for information to update 
your account – it must be bogus! 

•	 Safe Access Points. Avoid accessing your bank 
accounts at an internet café or public places like an 
airport. Your session is just too easy to intercept. 

Source: Adapted from http://www.419 legal.org/blog/2009/04/16/scam-alert-online-
banking-safety-guidelines

finAnCiAl roAd sign

Arnold Schwarzenegger marketed brilliantly 
David Ogilvy, founder of Ogilvy & Mather advertising agency

Slovenia got the green light to change Slovenian tolars to euros on January 1, 2007. A recent European Commission meeting gave Slovenia 
the chance to be the first Eastern European country with a euro currency. 
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electronic funds 
transfer systems 
(EFTS) Systems 
using the latest tele-
communications and 
computer technol-
ogy to electronically 
transfer funds into 
and out of custom-
ers’ accounts.

debit cards 
Specially coded 
plastic cards used 
to transfer funds 
from a customer’s 
bank account to the 
recipient’s account 
to pay for goods or 
services.

automated teller 
machine (ATM) A 
remote computer 
terminal that custom-
ers of depository 
institutions can use 
to make basic trans-
actions 24 hours a 
day, 7 days a week.

Customer 
Relationship 
Management (CRM) 
CRM is the on-going 
process of acquir-
ing, maintaining, and 
growing profitable 
customer  
relationships by  
delivering unmatched 

FPO
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Online Banking and Bill Payment Services
The Pew Internet & American Life Project recently 
found that over 43% of internet users or 63 million 
American adults rely on some form of online bank-
ing services. The number has grown steadily as banks 
make online services easier to use and people become 
more comfortable using the Internet for financial 
transactions. Many individuals just check their bal-
ances, but more than half use the Internet to transfer 
funds as well. Thanks to improved Internet security 
procedures, most online bank services are delivered 
through the Internet although some may use direct 
dial-up connections with the customer’s bank. Today 
most banks compete for your online banking business. 
It’s in their best financial interests to do so. A recent 
study showed that the cost of a full-service teller trans-
action is about $1.00, an ATM transaction is about 30 
cents, and an Internet transaction is less than 1 cent.

An online banking service lets you access your 
bank’s Web site from your computer at any time. After 
logging on with your personal identification code and 

can’t stop payment—an action you could take if you 
had paid by check or credit card.

Two related EFTS services are preauthorized 
deposits and payments. They allow you to receive 
automatic deposits or make payments that occur regu-
larly. For example, you can arrange to have your pay-
check or monthly pension or Social Security benefits 
deposited directly into your account. Regular, fixed-
amount payments, such as mortgage 
and consumer loan payments or 
monthly retirement fund contri-
butions, can be preauthorized to 
be made automatically from 
your account. You can also 
preauthorize regular pay-
ments of varying amounts 
such as monthly utility bills. In 
this case, each month you would 
specify by phone the amount.

Charges for preauthorized payments vary from 
bank to bank. Typically, customers must maintain a 
specified minimum deposit balance and pay fees rang-
ing from nothing to less than a $1  per transaction. 
This system better allows the customer to earn inter-
est on deposits used to pay bills, and it’s a convenient 

payment method that eliminates postage costs. Bank 
customers can do various banking transactions by 
telephone, either by calling a customer service operator 
who handles.

The transaction or by using the keypad on a 
touch-tone telephone to instruct the bank’s computer. 
After the customer provides a secret code to access his 

or her accounts, the system pro-
vides the appropriate prompts 

to perform various transac-
tions, such as obtaining an 
account balance, finding out 
what checks have cleared, 
transferring funds to other 
accounts, and dispatching 

payments to participat-
ing merchants. To encour-

age banking by phone, many 
banks today charge no fee on basic 

account transactions or allow a limited number of 
free transactions per month. However, online bank-
ing options are replacing bank-by-phone accounts. 
Customers are concerned that Internet banks are less 
secure. Regular, fixed-amount payments, such as mort-
gage and consumer loan payments

wHAT DO I NEED TO kNOw 
ABOUT SAFE-DEPOSIT BOxES
Answering the following questions will 
help you determine if it’s time to rent a 
safe-deposit box and what should be kept in it: 

Do you have anything that would be hard or impos-
sible to replace? Important papers include original 
deeds, titles, mortgages, contracts, and insurance poli-
cies. Family records such as birth, marriage and death 
certificates can be time-consuming to replace. Valuables 
that deserve space in a safe-deposit box include expen-
sive jewels, medals, rare stamps and other collectibles, 
Here’s a simple but important thing to keep in your safe-
deposit box: videos or pictures of your home’s contents 
to provide your insurance company in case there is theft 
or damage at your house.

Is there anything that should not be kept in a safe-
deposit box? Don’t keep anything in a safe-deposit box 
that you might need in an emergency when your bank 
is closed. Examples include the originals of a “power 
of attorney” (written authorization for another person to 
transact business on your behalf), passports (for an emer-
gency trip), medical-care directives if you become ill and 
incapacitated, and funeral or burial instructions. It’s also 
reasonable to give the originals of important documents 
to your attorney and keep copies in your safe- deposit 
box. 

How safe is a safe-deposit box?While safe-deposit 
boxes are highly resistant to fire, flood, heat, earth-
quakes, hurricanes, and explosions, there is no guarantee 
against damage. Substantial losses rarely occur. In the 
unlikely event your bank fails, the FCIC usually arranges 
for another institution to take it over.
Source: Adapted from http://www.419 legal.org/blog/2009/04/16/scam-alert-online-
banking-safety-guidelines

finAnCiAl roAd sign password, you can review your current statement 
to check your balance and recent transactions. Then, 
you can transfer funds from one account to another 
or pay bills electronically. You can also download 
account information to money management software 
such as Quicken or Microsoft Money.

Although a computer-based bank-at-home system 
doesn’t replace the use of an ATM to obtain cash 
or deposit money, it can save both time and postage 
when you’re paying bills. Other benefits include con-
venience and the potential to earn higher interest rates 
and pay lower fees. Customers like being able to check 
their account balances at any time of the day or night, 
not just when their printed statement comes once a 
month.

While some banks still charge an average of $5 
a month for online banking services it has become 
free at many banksBut online banking doesn’t always 
live up to its promises. You can’t make cash deposits, 
checks may get lost in the mail, and you don’t know 
when the funds will reach your account. The Money in 
Action box on page 112 provides more information to 
help you decide if online banking  is right for you. 

Most consumers prefer the security of a bank 
with a physical presence and a variety of other bank-
ing options such as branches, ATMs, and phone ser-
vices. Your current “traditional” bank probably offers 
online banking services. Another option is to open an 
account at an Internet bank that exists only online 
and has few or no physical locations. Because they 
don’t incur branch costs, Internet banks can offer high 
interest rates on checking and savings accounts and 
CDs, attractive loan rates, and low fees and charges. 
However, only about 2 percent of all households that 
bank online choose these banks. Customers are con-
cerned that Internet banks are less secure, and they 
find it inconvenient to deposit checks by mail. To 
counter these concerns, many Internet banks are mov-
ing to a “clicks-and-bricks” strategy, adding a physical 
presence such as ATM networks and staffed mini-
branches with ATMs and videoconferencing stations.

Regulation of EFTS Services
The federal Electronic Fund Transfer Act of 1978 
describes your rights and responsibilities as an EFTS 
user. Under this law, you cannot stop payment on a 
defective or questionable purchase, although individual 
banks and state laws have more lenient provisions. If 
there’s an error, you must notify the bank within 60 
days of its occurrence. The bank must investigate and 
tell you the results within 10 days. The bank can then 
take up to 45 more days to investigate the error but 
must return the disputed money to your account until 
the issue is resolved. Today most banks compete for 
your online banking business. It’s in their best finan-
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PROS
The convenience of online banking is hard to beat:

•	 Bank Balances Verification: You no longer have to wait to get your 
monthly statement. Just sign in to your online account and verify your bank 
account balance whenever you want. 

•	 Download Transactions: Most banks allow you to download your bank-
ing transactions into financial software like Quicken. Debit and credit card 
charges will show up, which simplifies record-keeping.  

•	 Online Bill Payment: It is easier and cheaper to pay online than to mail 
a paper check. Many banks offer free bill pay services, which reduces the 
number of paper checks and stamps you need to buy.  You can automate 
some payments, which is great for charges like cable, electric, and the like.  

•	 Funds Transfer: It is often free or close to free to transfer funds between 
your eligible bank accounts and even your accounts at other U.S. financial 
institutions. 

CONS
But is important to be aware of the downside:

•	 Threat of Identity Theft: Security precautions, like those noted in the 
above Financial Road Sign, must be taken to protect your private informa-
tion.

•	 Not All Businesses Accept Electronic Payments: Make sure that the 
businesses you deal with accept online payments well before you need 
to make a payment. Lack of coordination could lead to late charges. If you 
choose to pay bills online, make sure that recipients are capable of process-
ing electronic payments. Always remember to print out a hard copy of all 
online transactions in case there is an error. 

•	 Website Crashes: All websites occasionally crash or go down for sched-
uled maintenance. Keep your bank’s phone number handy in case you can-
not access a needed account. 

•	 Fees: While many banks make online services free, some do not. It is 
essential to reviews any and all possible fees before you start using your 
online account. 

Critical Thinking Questions
1. What are the main advantages of online banking services?
2. What are some disadvantages of bills online banking?
3. What are the main advantages of online banking services?

Pros and Cons of Online Banking
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through asset management accounts. For convenience, 
we’ll focus on commercial bank checking accounts, 
although our discussion also applies to checking 
accounts maintained at other types of institutions.

Opening and Using Your 
Checking Account
Factors that typically influence the choice of where to 
maintain a checking account are convenience, services, 
and cost. Many people choose a bank based solely on 
convenience factors: business hours, location, number 
of drive-thru windows, and number and location of 
branch offices and ATMs. Ease of access is obviously 
an important consideration because most people prefer 
to bank near home or work. Although services differ 
from bank to bank, today most banks offer several 
types of accounts: debit, ATM, credit cards, and loans. 
Many banks also offer online and telephone banking 
and bill-paying services, safe-deposit box rental, provi-
sion for direct deposits and withdrawals, and mutual-
fund sales.

After determining the bank-
ing services you need, evaluate the 
offerings of conveniently located, 
federally insured financial institu-
tions. In addition to convenience 
and safety, consider interest 
rates, types of accounts (includ-
ing special accounts that combine 
such features as credit cards, free 
checks, and reduced fees), struc-
ture and level of fees and charges, 
and quality of customer service.

The Cost of a 
Checking Account
Bank service charges have 
increased sharply due to deregula-
tion and the growth of interest-
paying checking accounts. Today few, if any, banks 
and other depository institutions allow unlimited free 
check-writing privileges. Most banks levy monthly 
and per-check fees when your checking account bal-
ance drops below a required minimum, and some may 
charge for checking no matter how large a balance you 
carry.

Other Bank Services
In addition to the services described earlier in this 
chapter, many banks offer other types of money man-
agement services, such as safe-deposit boxes and trust 
services.

•	 Safe-deposit boxes: A safe-deposit box is a rented 
drawer in a bank’s vault. Boxes can be rented for 
$40–$85 per year (or more), depending on their 
size. When you rent a box, you receive one key to 
it, and the bank keeps another key. The box can 
be opened only when both keys are used. This 
arrangement protects items in the box from theft 
and serves as an excellent storage place for jew-
elry, contracts, stock certificates, titles, and other 
important documents. Keeping valuables in a safe-
deposit box may also reduce your homeowner’s 
insurance by eliminating the “riders” that are 
often needed to cover such items.

•	 Trust services: Bank trust departments provide 
investment and estate planning advice. They man-
age and administer the investments in a trust 
account or from an estate.

While home banks are moving away from mini-
mum balance requirements, it is still common to be 
required to maintain a minimum balance of $500 to 
$1,000 or more to avoid service charges. Although 
some banks use the average monthly balance in an 
account to determine whether to levy a service charge, 

If you fail to notify the bank of the error within 
60 days, the bank has no obligation under federal law 
to conduct an investigation or return your money. You 
must notify the bank immediately about the theft, loss, 
or unauthorized use of your EFTS card. Notification 
within 2 business days after you discover the card 
missing limits your loss to $50. After 2 business days, 
you may lose up to $500 (but never more than the 
amount that was withdrawn by the thief). If you don’t 
report the loss within 60 days after your periodic 
statement was mailed, you can lose all the money in 
your account. When reporting errors or unauthorized 
transactions, it’s best to notify your bank by telephone 
and follow up with a letter. Keep a copy of the letter 
in your file.

Two related EFTS services are preauthorized 
deposits and payments. They allow you to receive 
automatic deposits or make payments that occur regu-
larly. For example, you can arrange to have your pay-
check or monthly pension or Social Security benefits 
deposited directly into your account. Regular, fixed-
amount payments, such as mortgage and consumer 
loan payments or monthly retirement fund contribu-
tions, can be preauthorized to be made automatically 
from your account. You can also preauthorize regular 
payments of varying amounts such as monthly utility 
bills. In this case, each month you would specify by 
phone the amount. Many state regulations offer addi-
tional consumer protection. 

CONCEPTCHECk
4-6 Distinguish between a checking 

account and a savings account.

4-7 Define and discuss (a) demand 
deposits, (b) time deposits, (c) 
interest-paying checking accounts.

4-8 Briefly describe the key characteristics 
of each of the following forms of 
interest-paying checking accounts: 
(a) NOW account, (b) money 
market deposit account (MMDA).

4-9 Describe the features of an asset 
management account (AMA), its 
advantages, and its disadvantages.

4-10 Briefly describe (a) debit cards, (b) 
banking at AtMs, (c) preauthorized 
deposits and payments, (d) 
bank-by-phone accounts.

4-11 What are your legal rights and 
responsibilities when using EFtS?

LG4, LG5 Maintaining a 
Checking Account
By the time David Renquist started college, he had a 
thriving car-detailing business that earned him several 
hundred dollars per week. Some customers paid him 
in advance, some paid after the fact, and some forgot 
to pay at all. But by depositing each check or cash 
payment into his checking account, David was able to 
keep track of his earnings without complicated book-
keeping. A checking account is one of the most useful 
cash management tools you can have. It’s a safe and 
convenient way to hold money and streamline point-
of-sale purchases, debt payments, and other basic 
transactions. You can have regular or interest-paying 
checking accounts at commercial banks, S&Ls, savings 
banks, credit unions, and even brokerage houses 

CHOOSING A NEw BANk
If you’re looking for a new bank, here 
are some important factors to consider:
•	 Convenient Location and Online 

Services: Find a bank that is conveniently located and 
has online services because they tend to pay more 
competitive savings rates. 

•	 Fee-Free Checking and Free Money Transfers: 
 “Free checking” usually means you aren’t required 
to keep a minimum balance in your account and can 
write as many checks a month as you like. Even if it 
isn’t labeled as such, look for free checkingSee www.
BankingMyWay for tips on how to keep your checking 
account cheap. Also look for banks that let you trans-
fer funds between different accounts for free.  

•	 Convenient ATMs: The average fee for using the 
ATM of another bank is about $3. While some banks 
are starting to refund such fees, if you visit ATMs 
belonging to your bank you can avoid the surcharge 
for sure and the hassle of refunds. It is best to have 
an ATM close to your work and home. 

•	 Don’t forget to consider credit unions: Credit unions 
are not-for-profit institutions that often provide supe-
rior better rates because they don’t spend as much on 
advertising and marketing. However, with this benefit 
comes the cost of typically having fewer physical 
branches and ATMs than major bank networks. You 
can find the credit unions in your area at www.finda-
creditunion.com and www.creditunion.coop.

•	 Overdraft and FDIC Protection: Given that fees for 
bounced checks average about $30, it is important to 
know what the charges are and what kind of overdraft 
protection is offered. Also make sure that your depos-
its are insured by the FDIC.  

•	 Competitive Interest Income: Find out if the bank 
pays interest on your balance. You can shop for the 
most competitive rates at in your zip code at www.
bankingmyway.com.

Source: Adapted from Farnoosh Torabi, “Back to Basics: Choosing a New Bank,” 
October 1, 2008, and ”How to Choose the Best Checking Account,” posted 
February 24, 2009.

finAnCiAl roAd sign
checkbook ledger 
A booklet, provided 
with a supply of 
checks, used to 
maintain accurate 
records of all check-
ing account transac-
tions.

overdraft The result 
of writing a check for 
an amount greater 
than the current 
account balance.

overdraft protec-
tion An arrange-
ment between the 
account holder and 
the depository insti-
tution wherein the 
institution automati-
cally pays a check 
that overdraws the 
account.

Slovenia got the green light to change Slovenian tolars to euros 
on January 1, 2007. A recent European Commission meeting gave 
Slovenia the chance to be the first Eastern European country with 
a euro currency. 
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1. They can each open individual checking accounts 
(on which the other cannot write checks).

2. They can open a joint account that requires both 
signatures on all checks.

3. They can open a joint account that allows either 
one to write checks (the most common type of 
joint account).

One advantage of the joint account over two indi-
vidual accounts is lower service charges. In addition, 
the account has rights of survivorship: for a married 
couple, this means that if one spouse dies, the surviv-
ing spouse, after fulfilling a specified legal requirement, 
can draw checks on the account. If account owners are 
treated as tenants in common rather than having rights 
of survivorship, the survivor gets only his or her share 
of the account. Thus, when you’re opening a joint 
account, be sure to specify the rights you prefer.

General Checking Account Procedures
After you select the bank that meets your needs and 
has the type of account you want, it’s a simple matter 
to open the account. The application form asks for 
basic personal information such as name, date of birth, 
Social Security number, address, phone, and place of 
employment. You’ll also have to provide identification, 
sign signature cards, and make an initial deposit. The 
bank will give you a supply of checks to use until your 
personalized checks arrive.

After opening a checking 
account, follow these basic proce-
dures:

•	 Always write checks in ink.

•	 Include the name of the per-
son being paid, the date, and 
the amount of the check—
written in both numerals and 
words for accuracy.

•	 Sign the check the same way 
as on the signature card you 
filled out when opening the 
account.

•	 Note the check’s purpose on 
the check—usually on the line provided in the 
lower left corner. This information is helpful for 
both budgeting and tax purposes.

Make sure to enter all checking account transac-
tions—checks written, deposits, point-of-sale debit 
purchases, ATM transactions, and preauthorized 
automatic payments and deposits—in the checkbook 
ledger provided with your supply of checks. Then, 
subtract the amount of each check, debit card pur-
chase, ATM cash withdrawal, or payment, and add 
the amount of each deposit to the previous balance 
to keep track of your current account balance. One 
advantage of the joint account.

stop payment 
An order made 
by an account 
holder instructing the 
depository institution 
to refuse payment 
on an already issued 
check.

account reconcili-
ation Verifying the 
accuracy of your 
checking account 
balance in relation to 
the bank’s records as 
reflected in the bank 
statement, which is 
an itemized listing of 
all transactions in the 
checking account.most use the daily balance procedure. This means 

that if your account should happen to fall just $1 
below the minimum balance just once during the 
month, you’ll be hit with the full service charge—even 
if your average balance is three times the minimum 
requirement.

Service charges take two forms: (1) a base service 
charge of, say, $7.50 a month, and (2) additional 
charges of, say, 25 cents for each check you write and 
10 cents for each ATM or bank-by-phone transac-
tion. Using these fees as an illustration, assume you 
write 20 checks and make 7 ATM transactions in a 
given month. If your balance falls below the minimum, 
you’ll have to pay a service charge of $7.50 + (20 x 
$.25) + (7 x $.10) = $13.20. In addition to the service 
charges on checking accounts, banks have increased 

most other check-related charges and raised the mini-
mum balances required for free checking and waivers 
of specified fees. The charge on a returned check can 
be as high as $20 to $25, and stop-payment orders 
typically cost $20 to $35. Some banks charge fees for 
ATM or bank-by-phone transactions that exceed a 
specified number. Most also charge for using the ATM 
of another bank that’s a member of the same network. 
It’s not surprising that consumers use cost as the single 
most important variable in choosing where to set up 
an account.

Individual or Joint Account
Two people wishing to open a checking account may 
do so in one of three ways that are outlined below in 
rightsthe following three different ways.

The wide variety of liquid addets available meets just about any savings or short-term investment need. Rates vary considerably both by 
type of asset and point in time, so shop around for the best interest rate.

The wide variety of liquid addets available meets just about any savings or short-term investment need. Rates vary considerably both by 
type of asset and point in time, so shop around for the best interest rate.

 Exhibit 4.5 A Bank Statement  Exhibit 4.6 Make the Checkbook Balance
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EXHIBIT 4.6 A Bank Statement

Each month, you receive a statement from your bank or depository financial institution that summarizes the month’s
transactions and shows your latest account balance. This sample statement for May 2007 for James C. Morrison not
only shows the checks that have been paid, but also lists all ATM transactions, point-of-sale transactions using his
ATM card (the Interlink payments at Lucky Stores), and direct payroll deposits.

22865_04_c04_p101-131.qxd  11/20/06  11:18 AM  Page 118

1. On receipt of your bank statement, arrange all canceled checks in ascending numerical order based on their sequence 
numbers or issuance dates. (Skip this step if your bank doesn’t return canceled checks.)

2. Compare each check or its bank statement information with the corresponding entry in your checkbook ledger to make 
sure there are no recording errors. Check off in your checkbook ledger each check and any other withdrawals such as from 
ATMs, point-of-sale debit transactions, or automatic payments.

3. List the checks and other deductions (ATM withdrawals or debit purchases) still outstanding—that is, those deducted in 
your checkbook but not returned with your bank statement (see Step 2). Total their amount.

4. Compare the deposits indicated on the statement with deposits shown in your checkbook ledger. Total the amount of 
deposits still outstanding—that is, those shown in your checkbook ledger but not yet received by the bank. Be sure to 
include all automatic deposits and deposits made at ATMs in your calculations.

5. Subtract the total amount of checks outstanding (from Step 3) from your bank statement balance, and add to this balance 
the amount of outstanding deposits (from Step 4). The resulting amount is your adjusted bank balance.

6. Deduct the amount of any bank service charges from your checkbook ledger balance, and add any interest earned to that 
balance. Make sure that you include all service charges for the period, including those for any returned checks, stop pay-
ments, or new checks ordered. The resulting amount is your new checkbook balance. This amount should equal your 
adjusted bank balance (from Step 5). If it doesn’t, check all addition and subtraction in your checkbook ledger, because 
you’ve probably made an error.
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With each deposit, write a deposit slip (generally 
included with your checks and also available at your 
bank) listing the currency, coins, and checks being 
deposited. List checks by the transit ID number printed 
on the check, usually at the top right. Also properly 
endorse all checks that you’re depositing. Federal regu-
lations require your endorsement to be made in black 
or blue ink, within 11/2 inches of the check’s trail-
ing edge (left end of the check when viewed from the 
front) so as not to interfere with bank endorsements. 
If you don’t comply, you’ll still get your money but it 
may take longer.

To protect against possible loss of endorsed 
checks, it’s common practice to use a special endorse-
ment, such as “Pay to the order of XYZ Bank,” or a 
restrictive endorsement, such as “For deposit only.” If 
the way your name is written on the check differs from 
the way that you signed the signature card, you should 
sign your correct signature below your endorsement. 
To further ensure that the deposit is properly entered 
into your account, write your account number below 

your endorsement. When deposit-
ing checks, you may encounter 
a delay in funds’ availability due 
to the time required for them 
to clear. To avoid overdrawing 
your account, know your bank’s 
“hold” policy on deposits, which 
are capped by federal maximum 
funds-availability delays. It gener-
ally takes between 1 and 5 busi-
ness days for funds to become 
available. For example, on a 
check drawn on another local 
bank, funds must be made avail-
able no later than the second 
business day after deposit. An 
out-of-town check, however, may 
take up to 5 business days to clear your friendly neigh-
borhood bank or credit union.

Crunching the Numbers
Substituting $1,000 for P, .08 for r, and 2 
for t in the equation, we see that the finance 
charge, Fs, on this loan equals some $160 
(i.e., $1,000 x .08 per year x 2 years). Because 
the size of the loan payment with this type 
of credit arrangement is found by adding the 
finance charges to the principal amount of the 
loan, you’d have to make a loan payment of 
$1,000 + $160 = $1,160 at maturity to retire 
this debt.

To calculate the true, or annual, percent-
age rate (APR) of interest on this loan, the 
average annual finance charge is divided by 
the average loan balance outstanding, as fol-
lows:

APR =
Average Annual Finance Charge

Average Loan Balance 
Outstanding

The average annual finance charge is 
found by dividing the total finance charge by 
the life of the loan (in years). In our example, 
the result is $80 ($160/2). Because the loan 
balance outstanding remains at $1,000 over 
the life of the loan, the average loan balance 
outstanding is $1,000. Dividing the $80 aver-
age annual finance charge by the $1,000 aver-
age loan balance outstanding.

When you have a strong relationship with your 
bank or arrange overdraft protection, the bank will 
pay a check that overdraws the account. In cases 

William Torgeson used this form to reconcile his checking account for the month of May 2010. Because line A equals line B, he has fully 
reconciled the difference between the $80.99 bank statement balance and his $339.44 checkbook balance. Accounts should be reconciled 
each month—as soon as possible after receiving the bank statement.
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Worksheet 4.1 An Account Reconciliation Form—James Morrison’s May 2007 Statement

James Morrison used this form to reconcile his checking account for the month of May 2007. Because line A equals
line B, he has fully reconciled the difference between the $80.99 bank statement balance and his $339.44 checkbook
balance. Accounts should be reconciled each month—as soon as possible after receiving the bank statement.

07May

James Morrison

Regular Checking

(–$7.50 + $1.00)

 221 $ 81.55   $
 225  196.50
 Lucky—5/28  25.00
 ATM—5/29  40.00

       343.05

 5/29  595.00

       595.00

 $ 80.99

 $ 343.05

 $ 595.00

 $ 332.94

 $ 339.44

 $ 6.50

 $    0

 $ 332.94

E P T
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worksheet 4.1 An Account Reconciliaton Form - william Torgeson’s Statement

Slovenia got the green light to change Slovenian tolars to euros 
on January 1, 2007. A recent European Commission meeting gave 
Slovenia the chance to be the first Eastern European country with 
a euro currency. 
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cashier’s check A 
check payable to a 
third party that is 
drawn by a bank on 
itself in exchange for 
the amount specified 
plus, in most cases, 
a service fee (of 
about $5).

traveler’s check 
A check sold (for a 
fee of about 1.5 per-
cent) by many large 
financial institutions, 
typically in denomi-
nations ranging from 
$20 to $100, that 
can be used for mak-
ing purchases and 
exchanged for local 
currencies in most 
parts of the world.

FPO
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The account reconciliation process, or balancing the 
checkbook, can uncover errors in recording checks or 
deposits, in addition or subtraction, and, occasion-
ally, in the bank’s processing of a check. It can also 
help you avoid overdrafts by forcing you to verify 
your account balance monthly. Assuming that neither 
you nor the bank has made any errors, discrepancies 
between your checkbook ledger account balance and 
your bank statement can be attributed to one of four 
factors.

1. Checks that you’ve written, ATM withdrawals, 
debit purchases, or other automatic payments 
subtracted from your checkbook balance haven’t 
yet been received and processed by your bank and 
therefore remain outstanding.

2. Deposits that you’ve made and added to your 
checkbook balance haven’t yet been credited to 
your account.

3. Any service (activity) charges levied on your 
account by the bank haven’t yet been deducted 
from your checkbook balance.

4. Interest earned on your account (if it’s a NOW or 
an MMDA account) hasn’t yet been added to your 
checkbook balance.

Exhibit 4.6 on page 119 lists the steps to reconcile 
your checkbook each month.

The reverse side of your bank statement usu-
ally provides a form for reconciling your account 
along with step-by-step instructions. Worksheet 4.1 
on page 120 includes an account reconciliation form 
that William Torgeson completed for the month of 
May 2010using the reconciliation procedures we have 
described. You can use the form to reconcile either 
regular or interest-paying checking accounts such as 
NOWs or MMDAs.

In some circumstances sellers of goods or services may 
not accept personal checks because they can’t be abso-
lutely sure that the check is good. This is common for 
large purchases or when the buyer’s bank is not locat-
ed in the same area where the purchase is being made. 
A form of check that guarantees payment may be 
required instead: cashier’s checks, traveler’s checks, or 
certified checks. With each deposit, write a deposit slip 
(generally included 
with your checks 
and also available 
at your bank) list-
ing the currency, 
coins, and checks 
being deposited. 
List checks by the 
transit ID number 
printed on the 
check, usually at 
the top right. Also 
properly endorse 
all checks that you’re depositing. Federal regulations 
require your endorsement to be made in black or blue 
ink, within 11/2 inches of the check’s trailing edge 
(left end of the check when viewed from the front) so 
as not to interfere 
with bank endorse-
ments. If you don’t 
comply, you’ll still 
get your money 
but it may take 
longer. After all, 
what we normally 
think of as “sav-
ings” is really a 
form of invest-

In our example, because $50 was earned during 
the year on an investment of $1,000, the effective rate 
is $50/$1,000 or 5 percent, which is the same as the 
nominal rate of interest. (Notice in the above formula 
that it’s interest earned during the year that matters; 
if you wanted to calculate the effective rate of interest 
on an account held for 6 months, you’d double the 
amount of interest earned.)

But suppose you can invest your funds else-
where at a 5 percent rate, compounded semiannually. 

Because interest 
is applied to 
your account at 
midyear, you’ll 
earn interest on 
interest for the 
last 6 months of 
the year, thereby 
increasing the 
total interest 
earned for the 
year. The actual 

dollar earnings are determined as follows: Interest is 
generated on a larger investment in the second half 
of the year because the amount of money on deposit 
has increased by the amount of interest earned in the 
first half ($25). Although the nominal rate on this 
account is still 5 percent, the effective rate is 5.06 per-
cent ($50.63/$1,000). As you may have guessed, the 
more frequently interest is compounded, the greater 
the effective rate for any given nominal rate. Exhibit 
4.8 shows these relationships for a sample of interest 
rates and compounding periods. Note, for example, 
that with a 7 percent nominal rate, daily compounding 
adds one-fourth of a percent to the total return—not a 
trivial amount.

You can calculate the interest compounded daily 
by using a financial calculator similar to that described 
in Appendix E. Let’s assume you want to invest 
$1,000 at 7 percent interest compounded daily. How 
much money will you have in the account at the end 
of the year? Using a calculator, we get $1,072.50. This 
value is clearly greater than the $1,070 that annual 

compounding would return. The effective interest 
rate would have been 7.25 percent ($72.50 interest 
earned/$1,000 initially invested), as noted in Exhibit 
4.8.

Compound Interest Equals Future Value
Compound interest is the same as the future value con-
cept introduced in Chapter 2. You can use the proce-
dures described there to find out how much an invest-
ment or deposit will grow over time at a compounded 
rate of interest. For example, using the future value 
formula and the future value factor from Appendix A 
(see Chapter 2), you can find out how much $1,000 
will be worth in 4 years if it’s deposited into a savings 
account that pays 5 percent interest per year com-
pounded annually:

1. Checks that you’ve written, ATM withdrawals, 
debit purchases, or other automatic payments 
subtracted from your checkbook balance haven’t 
yet been received and processed by your bank and 
therefore remain outstanding.

2. Deposits that you’ve made and added to your 
checkbook balance haven’t yet been credited to 
your account.

3. Any service (activity) charges levied on your 
account by the bank haven’t yet been deducted 
from your checkbook balance.

4. Interest earned on your account (if it’s a NOW or 
an MMDA account) hasn’t yet been added to your 
checkbook balance.

He told Bert that when he was ready to quit work, 
there would be a substantial sum available to help him 
retire. And there was. Bert  now spends his days fish-
ing and relaxing in the cabin he and his wife bought 
on Bluefish Lake, while most of his friends continue to 

work because they can’t afford to retire.
An estimated 75 percent of American households 

have some money put away in savings, making it clear 
that most of us understand the value of saving for the 
future. The act of saving is a deliberate, well-thought-
out activity designed to preserve the value of money, 
ensure liquidity, and earn a competitive rate of return. 
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The wide variety of liquid addets available meets just about any savings or short-term investment need. Rates vary considerably both by 
type of asset and point in time, so shop around for the best interest rate.
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 Effective Rate

Nominal Rate Annually Semiannually Quarterly Monthly Daily

 3% 3.00% 3.02% 3.03% 3.04% 3.05%

 4 4.00 4.04 4.06 4.07 4.08

 5 5.00 5.06 5.09 5.12 5.13

 6 6.00 6.09 6.14 6.17 6.18

 7 7.00 7.12 7.19 7.23 7.25

 8 8.00 8.16 8.24 8.30 8.33

 Exhibit 4.5 The Magic of Compounding

Holding Stocks High-grade Stocks and  Returns on Stocks, Bonds 
Periods (as measured Corp. Bond Bonds Short-Term and T-Bills 
 by the DJIA) Returns Together U.S. Treasury Combined 
   (50/50? Bills (1/3 - 1/3 - 1/3)

5 years: 1998-’02 2.9 7.1 5.0 4.2 4.7

10 years: 1993-’02 11.8 8.4 10.1 4.5 8.2

15 years: 1988-’02 12.8 9.7 11.2 5.1 9.2

20 years: 1983-’02 13.9 10.5 12.2 5.7 10.0

25 years: 1978-’02 13.2 9.5 11.4 6.7 9.8
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if it’s only $50 to $100. 
(Keep in mind that $100 monthly 
deposits earning 4 percent inter-
est will grow to more than 
$36,500 in 20 years.) Exhibit 4.7 
lists 10 strategies you can use to 
increase your savings and build a 
nest egg.

You must also decide which 
savings products best meet your 
needs. Many savers prefer to 

keep their emergency funds in a regular savings or 
money market deposit account at an institution with 
federal deposit insurance. Although these accounts 
are safe, convenient, and highly liquid, they tend to 
pay relatively low rates of interest. Other important 
considerations include your risk preference, the length 
of time you can leave your money on deposit, and the 
level of current and anticipated interest rates.

Suppose that 1 year from now you plan to use 
$5,000 of your savings to make the down payment on 
a new car, and you expect interest rates to drop during 
that period. You should lock in today’s higher rate by 
purchasing a 1-year certificate of deposit (CD). On the 
other hand, if you’re unsure about when you’ll actual-
ly need the funds or believe that interest rates will rise, 
you’re better off with an MMDA or MMMF because 
their rates change with market conditions, and you can 
access your funds at any time without penalty.

Short-term interest rates generally fluctuate more 
than long-term rates, so it pays to monitor interest 
rate movements, shop around for the best rates, and 
place your funds in savings vehicles consistent with 
your needs. If short-term interest rates drop, you won’t 
be able to reinvest the proceeds from maturing CDs 
at comparable rates. You’ll need to reevaluate your 
savings plans and may choose to move funds into 
other savings vehicles with higher rates of interest but 
greater risk.

Many financial planning experts recommend keep-
ing a minimum of 10 to 25 percent of your invest-
ment portfolio in savings-type instruments in addition 
to the 3 to 6 months of liquid reserves noted earlier. 
Someone with $50,000 in investments should prob-
ably have a minimum of $5,000 to $12,500—and pos-
sibly more—in short-term vehicles such as MMDAs, 

MMMFs, or CDs. At times, the amount invested in 
short-term vehicles could far exceed the recommended 
minimum, approaching 50 percent or more of the 
portfolio. This generally depends on expected interest 
rate movements. If interest rates are relatively high, 
and you expect them to fall, you would invest in long-
term vehicles in order to lock in the attractive interest 
rates. On the other hand, if rates are relatively low and 
you expect them to rise, you might invest in short-term 
vehicles so you can more quickly reinvest when rates 
do rise.

Earning Interest on Your Money
Interest earned is the reward for putting your money 
in a savings account or short-term investment vehicle, 
and it’s important for you to understand how that 
interest is earned. But unfortunately, even in the rela-
tively simple world of savings, not all interest rates are 
created equal.

Interest can be earned in one of two ways. First, 
some short-term investments are sold on a discount 
basis. This means the security is sold for a price that’s 

They pay daily, rather than annual, interest. 
Consider an example to understand what this means,. 
Assume that you invest $1,000 in a savings account 
advertised as paying annual simple interest at a rate 
of 5 percent. the interest is paid only on the initial 
amount of the deposit with simple interest. This means 
that if you leave the $1,000 on deposit for 1 year, 
you’ll earn $50 in interest, and the account balance 
will total $1,050 at year end. In this case, the nominal 
(stated) rate of interest (the promised rate of interest 
paid on a savings deposit or charged on a loan) is 5 
percent.

In contrast, the effective rate of interest is the 
annual rate of return that’s actually earned (or 
charged) during the period the funds are held. 

Effective rate 
of interest =

Amount of interest  
earned during the year

Amount of money invested  
or deposited

In our example, because $50 was earned during 
the year on an investment of $1,000, the effective rate 
is $50/$1,000 or 5 percent, which is the same as the 
nominal rate of interest. (Notice in the above formula 
that it’s interest earned during the year that matters; 
if you wanted to calculate the effective rate of interest 
on an account held for 6 months, you’d double the 
amount of interest earned.)

But suppose you can invest your funds else-
where at a 5 percent rate, compounded semiannually. 
Because interest is applied to your account at midyear, 
you’ll earn interest on interest for the last 6 months of 
the year, thereby increasing the total interest earned 
for the year. The actual dollar earnings are determined 
as follows:

Interest is generated on a larger investment in the 
second half of the year because the amount of money 
on deposit has increased by the amount of interest 
earned in the first half ($25). Although the nominal 
rate on this account is still 5 percent, the effective rate 
is 5.06 percent ($50.63/$1,000). As you may have 
guessed, the more frequently interest is compounded, 
the greater the effective rate for any given nominal 
rate. Exhibit 4.8 shows these relationships for a sam-
ple of interest rates and compounding periods. Note, 
for example, that with a 7 percent nominal rate, daily 
compounding adds one-fourth of a percent to the total 

return—not a 
trivial amount.

You can cal-
culate the inter-
est compounded 
daily by using a 
financial calcu-
lator similar to 
that described in 

Appendix E. Let’s assume you want to invest $1,000 
at 7 percent interest compounded daily. How much 
money will you have in the account at the end of the 
year? Using a calculator, we get $1,072.50. This value 
is clearly greater than the $1,070 that annual com-
pounding would return.

Compound Interest Equals Future Value
Compound interest is the same as the future value con-
cept introduced in Chapter 2. You can use the proce-
dures described there to find out how much an invest-
ment or deposit will grow over time at a compounded 
rate of interest. For example, using the future value 
formula and the future value factor from Appendix A 
(see Chapter 2), you can find out how much $1,000 
will be worth in 4 years.:

You can use the same basic procedure to find the 
future value of an annuity, except you’d use the future 
value annuity factor from Appendix B (see Chapter 2). 
For instance, if you put $1,000 a year into a savings 
account that pays 5 percent per year.

Go to Smart Sites

If you’re not satisfied with the CD rate at your local 
bank, go to Bankrate.com. You’ll find not only the 
highest rates on CDs nationwide, but also the check-
ing and  savings account fees at banks 
in your city. ●

A Variety of  
ways to Save
During the past decade or so 
there has been a huge growth of 
savings and short-term invest-
ment vehicles, particularly for 
people of modest means. And 
because of the flexibility it pro-
vides, there’ll always be a place 
in your portfolio for cash savings.

Today, investors can choose 
from savings accounts, money 
market deposit accounts, money 
market mutual funds, NOW 
accounts, certificates of deposit, 
U.S. Treasury bills, Series EE 
bonds, and asset management 
accounts. We examined several 
of these savings vehicles earlier 
in this chapter. Now let’s look 
at the three remaining types 
of deposits and securities. 
But suppose you can 
invest your funds else-

HOw MUCH INTEREST 
wILL YOU EARN?
Before opening a deposit account, 
investigate the factors that determine the 
amount of interest you’ll earn on your savings or interest-
bearing checking account:
•	 Frequency of compounding: The more often interest is 

compounded, the higher your return.
•	 Balance on which interest is paid: For balances that 

qualify to earn interest, most banks now use the 
actual balance, or day of deposit to day of withdrawal, 
method. The actual balance method is the most accu-
rate and fairest because it pays depositors interest on 
all funds on deposit for the actual amount of time they 
remain there.

•	 Interest rate paid: As mentioned earlier, the Truth in 
Savings Act standardized the way that banks calculate 
the rate of interest they pay on deposit accounts. This 
makes it easy to compare each bank’s annual percent-
age yield (APY) and to choose the bank.

finAnCiAl roAd sign

Arnold Schwarz 
marketed himself 

brilliantly
David Ogilvy, founder of Ogilvy 

& Mather advertising agency
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       1       2       3       4       5 

End of Year

I = 10%

$3,390 $3,390 $3,390
$3,390 $3,390 $3,390

$26,140

0 6

timeline

Holding Stocks High-grade 
Periods (as measured Corp. Bond 
 by the DJIA) Returns

5 years: 1998-’02 2.9 7.1

10 years: 1993-’02 11.8 8.4

15 years: 1988-’02 12.8 9.7

20 years: 1983-’02 13.9 10.5

25 years: 1978-’02 13.2 9.5

Series EE bond A 
savings bond issued 
in various denomina-
tions by the U.S. 
Treasury.

I Savings bond A 
savings bond issued 
at face value by the 
U.S. treasury that 
pays a rate that pro-
vides some inflation 
protection.  

FPO
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1. What type of bank serves your needs best? Visit the Web sites of the following institutions 
and prepare a chart comparing the services offered, such as traditional and online banking, 
investment services, and personal financial advice. Which one would you choose to patron-
ize, and why?
a. Bank of America (http://www.bankofamerica.com)—a nationwide full-service bank
b. A leading local commercial bank in your area
c. A local savings institution
d. A local credit union

2. Suppose that someone stole your ATM card and withdrew $650 from your checking 
account. How much money could you lose according to federal legislation if you reported 
the stolen card to the bank: (a) the day the card was stolen, (b) 6 days after the theft, (c) 65 
days after receiving your periodic statement?

3. You’re getting married and are unhappy with your present bank. Discuss your strategy for 
choosing a new bank and opening an account. Consider the factors that are important to 
you in selecting a bank—such as the type and ownership of new accounts and bank fees 
and charges.

4. Determine the annual net cost of these checking accounts:
a. Monthly fee $5, check-processing fee of 25 cents, average of 19 checks written per month
b. Annual interest of 2.5 percent paid if balance exceeds $750, $8 monthly fee if account 

falls below minimum balance, average monthly balance $815, account falls below $750 
during 4 months

6. If you put $5,000 in a savings account that pays interest at the rate of 4 percent, com-
pounded annually, how much will you have in 5 years? (Hint: Use the future value for-
mula.) How much interest will you earn during the 5 years? If you put $5,000 each year into 
a savings account that pays interest at the rate of 4 percent a year, how much would you 
have after 5 years?

7.  Describe some of the short-term investment vehicles that can be used to manage your 
cash resources?What would you focus on if you were concerned that the financial crisis 
would increase inflation signficantly?  

8. Tim and Eilene  Smithson together earn approximately $62,000 a year after taxes. Through 
an inheritance and some wise investing, they also have an investment portfolio with a 
value of almost $133,000.
a. how much of their annual income do you recommend they hold in some form of liquid 

savings as reserves? Explain.
b. how much of their investment portfolio do you recommend they hold in savings and 

other short-term investment vehicles? Explain.
c. how much, in total, should they hold in short-term liquid assets?
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CONCEPTCHECk
4-17 In general, how much of your annual 

income should you save in the form 
of liquid reserves? What portion of 
your investment portfolio should 
you keep in savings and other short-
term investment vehicles? Explain.

4-18 Define and distinguish between the 
nominal (stated) rate of interest and 
the effective rate of interest. Explain 
why a savings and loan association 
that pays a nominal rate of 4.5 percent 
interest, compounded daily, actually 
pays an effective rate of 4.6 percent.

4-19 What factors determine the amount 
of interest you will earn on a deposit 
account? Which combination 
provides the best return?

4-20 Briefly describe the basic features 
of each of the following savings 
vehicles: (a) certificates of deposit.   
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Arnold Schwarz 
marketed himself 

brilliantly
David Ogilvy, founder of Ogilvy 

& Mather advertising agency

savings instruments discussed earlier in that CD funds 
(except for CDs purchased through brokerage firms) 
must remain on deposit for a specified period (from 7 
days to as long as 7 or more years). Although it’s pos-
sible to withdraw funds prior to maturity, an interest 
penalty usually makes withdrawal somewhat costly. 
The bank or other depository institution

Free to charge whatever penalty it likes, but most 
require you to forfeit some interest. Banks, S&Ls, and 
other depository institutions can offer any rate and 
maturity CD they wish. As a result, a wide variety of 
CDs are offered by most banks, depository institu-
tions, and other financial institutions such as broker-
age firms. Most pay higher rates for larger deposits 
and longer periods of time. CDs are convenient to buy 
and hold because they offer attractive
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8. What type of bank serves your needs best? Visit the Web sites of the following institutions 
and prepare a chart comparing the services offered, such as traditional and online banking, 
investment services, and personal financial advice. Which one would you choose to patron-
ize, and why?
a. Bank of America (http://www.bankofamerica.com)—a nationwide full-service bank
b. A leading local commercial bank in your area
c. A local savings institution
d. A local credit union

9. Suppose that someone stole your ATM card and withdrew $650 from your checking 
account. How much money could you lose according to federal legislation if you reported 
the stolen card to the bank: (a) the day the card was stolen, (b) 6 days after the theft, (c) 65 
days after receiving your periodic statement?

10. You’re getting married and are unhappy with your present bank. Discuss your strategy for 
choosing a new bank and opening an account. Consider the factors that are important to 
you in selecting a bank—such as the type and ownership of new accounts and bank fees 
and charges.

11. Determine the annual net cost of these checking accounts:
a. Monthly fee $5, check-processing fee of 25 cents, average of 19 checks written per month
b. Annual interest of 2.5 percent paid if balance exceeds $750, $8 monthly fee if account 

falls below minimum balance, average monthly balance $815, account falls below $750 
during 4 months

12. If you put $5,000 in a savings account that pays interest at the rate of 4 percent, com-
pounded annually, how much will you have in 5 years? (Hint: Use the future value for-
mula.) How much interest will you earn during the 5 years? If you put $5,000 each year into 
a savings account that pays interest at the rate of 4 percent a year, how much would you 
have after 5 years?

13. Describe some of the short-term investment vehicles that can be used to manage your 
cash resources?What would you focus on if you were concerned that the financial crisis 
would increase inflation signficantly?  

14. Tim and Eilene  Smithson together earn approximately $62,000 a year after taxes. Through 
an inheritance and some wise investing, they also have an investment portfolio with a 
value of almost $133,000.
a. how much of their annual income do you recommend they hold in some form of liquid 

savings as reserves? Explain.
b. how much of their investment portfolio do you recommend they hold in savings and 

other short-term investment vehicles? Explain.
c. how much, in total, should they hold in short-term liquid assets?

15. What type of bank serves your needs best? Visit the Web sites of the following institutions 
and prepare a chart comparing the services offered, such as traditional and online banking, 
investment services, and personal financial advice. Which one would you choose to patron-
ize, and why?
a. Bank of America (http://www.bankofamerica.com)—a nationwide full-service bank
b. A leading local commercial bank in your area
c. A local savings institution
d. A local credit union
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Table of Future Value Factors

Instructions: To use this table, find the future value factor that corresponds to both a given time period (year) and 
an interest rate. To illustrate, if you want the future value factor for 6 years and 10 percent, move across from year 
6 and down from 10 -percent to the point at which the row and column intersect: 1.772. Other illustrations: For 3 
years and 15 percent, the proper future value factor is 1.521; for 30 years and 8 percent, it is 10.062.

APPENDIx B
Table of Future Value Annuity Factors

Instructions: To use this table, find the future value of annuity factor that corresponds to both a given time period 
(year) and an interest rate. To illustrate, if you want the future value of annuity factor for 6 years and 10 percent, 
move across from year 6 and down from 10 percent to the point at which the row and column intersect: 7.716. 
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APPENDIX A
Table of Future Value Factors

Instructions: To use this table, find the future value factor that corresponds to both a given time period (year) and an interest
rate. To illustrate, if you want the future value factor for 6 years and 10 percent, move across from year 6 and down from 10 -
percent to the point at which the row and column intersect: 1.772. Other illustrations: For 3 years and 15 percent, the prop-
er future value factor is 1.521; for 30 years and 8 percent, it is 10.062.

Interest Rate
Year 2% 3% 5% 6% 8% 9% 10% 12% 15% 20% 25% 30%

1 1.020 1.030 1.050 1.060 1.080 1.090 1.100 1.120 1.150 1.120 1.250 1.300
2 1.040 1.060 1.102 1.120 1.166 1.190 1.210 1.254 1.322 1.440 1.562 1.690
3 1.061 1.090 1.158 1.190 1.260 1.290 1.331 1.405 1.521 1.728 1.953 2.197
4 1.082 1.130 1.216 1.260 1.360 1.410 1.464 1.574 1.749 2.074 2.441 2.856
5 1.104 1.160 1.276 1.340 1.469 1.540 1.611 1.762 2.011 2.488 3.052 3.713
6 1.126 1.190 1.340 1.420 1.587 1.670 1.772 1.974 2.313 2.986 3.815 4.827
8 1.172 1.260 1.477 1.590 1.851 1.990 2.144 2.476 3.059 4.300 5.960 8.157

10 1.219 1.340 1.629 1.790 2.159 2.360 2.594 3.106 4.046 6.192 9.313 13.786
12 1.268 1.420 1.796 2.010 2.518 2.810 3.138 3.896 5.350 8.916 14.552 23.298
15 1.346 1.560 2.079 2.390 3.172 3.640 4.177 5.474 8.137 15.407 28.422 51.185
20 1.486 1.810 2.653 3.210 4.661 5.600 6.727 9.646 16.366 38.337 86.736 190.047
25 1.641 2.090 3.386 4.290 6.848 8.620 10.834 17.000 32.918 95.395 264.698 705.627
30 1.811 2.420 4.322 5.740 10.062 13.260 17.449 29.960 66.210 237.373 807.793 2619.936
35 2.000 2.810 5.516 7.690 14.785 20.410 28.102 52.799 133.172 590.657 2465.189 9727.598
40 2.208 3.260 7.040 10.280 21.724 31.410 45.258 93.049 267.856 1469.740 7523.156 36117.754

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.

Interest Rate
Year 2% 3% 5% 6% 8% 9% 10% 12% 15% 20% 25% 30%

1 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
2 2.020 2.030 2.050 2.060 2.080 2.090 2.100 2.120 2.150 2.200 2.250 2.300
3 3.060 3.090 3.152 3.180 3.246 3.270 3.310 3.374 3.472 3.640 3.813 3.990
4 4.122 4.180 4.310 4.380 4.506 4.570 4.641 4.779 7.993 5.368 5.766 6.187
5 5.204 5.310 5.526 5.630 5.867 5.980 6.105 6.353 6.742 7.442 8.207 9.043
6 6.308 6.460 6.802 6.970 7.336 7.520 7.716 8.115 8.754 9.930 11.259 12.756
8 8.583 8.890 9.549 9.890 10.637 11.030 11.436 12.300 13.727 16.499 19.842 23.858

10 10.950 11.460 12.578 13.180 14.487 15.190 15.937 17.549 20.304 25.959 33.253 42.619
12 13.412 14.190 15.917 16.870 18.977 20.140 21.384 24.133 29.001 39.580 54.208 74.326
15 17.293 18.600 21.578 23.270 27.152 29.360 31.772 37.280 47.580 72.035 109.687 167.285
20 24.297 26.870 33.066 36.780 45.762 51.160 57.274 72.052 102.443 186.687 342.945 630.157
25 32.030 36.460 47.726 54.860 73.105 84.700 98.346 133.333 212.790 471.976 1054.791 2348.765
30 40.567 47.570 66.438 79.060 113.282 136.300 164.491 241.330 434.738 1181.865 3227.172 8729.805
35 49.994 60.460 90.318 111.430 172.314 215.700 271.018 431.658 881.152 2948.294 9856.746 32422.090
40 60.401 75.400 120.797 154.760 259.052 337.870 442.580 767.080 1779.048 7343.715 30088.621 120389.375

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.

APPENDIX B
Table of Future Value Annuity Factors

Instructions: To use this table, find the future value of annuity factor that corresponds to both a given time period (year) and an
interest rate. To illustrate, if you want the future value of annuity factor for 6 years and 10 percent, move across from year 6 and
down from 10 percent to the point at which the row and column intersect: 7.716. Other illustrations: For 3 years and 15 percent,
the proper future value of annuity factor is 3.472; for 30 years and 8 percent, it is 113.282.
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APPENDIX A
Table of Future Value Factors

Instructions: To use this table, find the future value factor that corresponds to both a given time period (year) and an interest
rate. To illustrate, if you want the future value factor for 6 years and 10 percent, move across from year 6 and down from 10 -
percent to the point at which the row and column intersect: 1.772. Other illustrations: For 3 years and 15 percent, the prop-
er future value factor is 1.521; for 30 years and 8 percent, it is 10.062.

Interest Rate
Year 2% 3% 5% 6% 8% 9% 10% 12% 15% 20% 25% 30%

1 1.020 1.030 1.050 1.060 1.080 1.090 1.100 1.120 1.150 1.120 1.250 1.300
2 1.040 1.060 1.102 1.120 1.166 1.190 1.210 1.254 1.322 1.440 1.562 1.690
3 1.061 1.090 1.158 1.190 1.260 1.290 1.331 1.405 1.521 1.728 1.953 2.197
4 1.082 1.130 1.216 1.260 1.360 1.410 1.464 1.574 1.749 2.074 2.441 2.856
5 1.104 1.160 1.276 1.340 1.469 1.540 1.611 1.762 2.011 2.488 3.052 3.713
6 1.126 1.190 1.340 1.420 1.587 1.670 1.772 1.974 2.313 2.986 3.815 4.827
8 1.172 1.260 1.477 1.590 1.851 1.990 2.144 2.476 3.059 4.300 5.960 8.157

10 1.219 1.340 1.629 1.790 2.159 2.360 2.594 3.106 4.046 6.192 9.313 13.786
12 1.268 1.420 1.796 2.010 2.518 2.810 3.138 3.896 5.350 8.916 14.552 23.298
15 1.346 1.560 2.079 2.390 3.172 3.640 4.177 5.474 8.137 15.407 28.422 51.185
20 1.486 1.810 2.653 3.210 4.661 5.600 6.727 9.646 16.366 38.337 86.736 190.047
25 1.641 2.090 3.386 4.290 6.848 8.620 10.834 17.000 32.918 95.395 264.698 705.627
30 1.811 2.420 4.322 5.740 10.062 13.260 17.449 29.960 66.210 237.373 807.793 2619.936
35 2.000 2.810 5.516 7.690 14.785 20.410 28.102 52.799 133.172 590.657 2465.189 9727.598
40 2.208 3.260 7.040 10.280 21.724 31.410 45.258 93.049 267.856 1469.740 7523.156 36117.754

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.

Interest Rate
Year 2% 3% 5% 6% 8% 9% 10% 12% 15% 20% 25% 30%

1 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
2 2.020 2.030 2.050 2.060 2.080 2.090 2.100 2.120 2.150 2.200 2.250 2.300
3 3.060 3.090 3.152 3.180 3.246 3.270 3.310 3.374 3.472 3.640 3.813 3.990
4 4.122 4.180 4.310 4.380 4.506 4.570 4.641 4.779 7.993 5.368 5.766 6.187
5 5.204 5.310 5.526 5.630 5.867 5.980 6.105 6.353 6.742 7.442 8.207 9.043
6 6.308 6.460 6.802 6.970 7.336 7.520 7.716 8.115 8.754 9.930 11.259 12.756
8 8.583 8.890 9.549 9.890 10.637 11.030 11.436 12.300 13.727 16.499 19.842 23.858

10 10.950 11.460 12.578 13.180 14.487 15.190 15.937 17.549 20.304 25.959 33.253 42.619
12 13.412 14.190 15.917 16.870 18.977 20.140 21.384 24.133 29.001 39.580 54.208 74.326
15 17.293 18.600 21.578 23.270 27.152 29.360 31.772 37.280 47.580 72.035 109.687 167.285
20 24.297 26.870 33.066 36.780 45.762 51.160 57.274 72.052 102.443 186.687 342.945 630.157
25 32.030 36.460 47.726 54.860 73.105 84.700 98.346 133.333 212.790 471.976 1054.791 2348.765
30 40.567 47.570 66.438 79.060 113.282 136.300 164.491 241.330 434.738 1181.865 3227.172 8729.805
35 49.994 60.460 90.318 111.430 172.314 215.700 271.018 431.658 881.152 2948.294 9856.746 32422.090
40 60.401 75.400 120.797 154.760 259.052 337.870 442.580 767.080 1779.048 7343.715 30088.621 120389.375

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.

APPENDIX B
Table of Future Value Annuity Factors

Instructions: To use this table, find the future value of annuity factor that corresponds to both a given time period (year) and an
interest rate. To illustrate, if you want the future value of annuity factor for 6 years and 10 percent, move across from year 6 and
down from 10 percent to the point at which the row and column intersect: 7.716. Other illustrations: For 3 years and 15 percent,
the proper future value of annuity factor is 3.472; for 30 years and 8 percent, it is 113.282.
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The handheld financial calculator makes it easy to calculate time value. Once you 
have mastered the time value of money concepts using tables, we suggest you use 
such a calculator.

For one thing, it becomes very cumbersome to use tables when calculating 
anything other than annual compounding. For another, calculators rather than 
tables are used almost exclusively in the business of personal financial planning.

You don’t want to become overly dependent on calculators, however, because 
you may not be able to recognize a nonsensical answer in the event that you acci-
dentally push the wrong button. The important calculator keys are shown and 
labeled in the above exhibit.

Before using your calculator to make the financial computations described in 
this text, be aware of the following points.

1. The keystrokes on some of the more sophisticated and expensive calcula-
tors are menudriven: after you select the appropriate routine, the calcula-
tor prompts you to input each value; a compute key (CPT) is not needed to 
obtain a solution.

2. Many calculators allow the user to set the number of payments per year. Most 
of these calculators are preset for monthly payments—12 payments per year. 
Because we work primarily with annual payments—one payment per year—it 
is important to make sure that your calculator is set for one payment per year. 
Although most calculators are preset to recognize that all payments occur at 
the end of the period, it is important to make sure your calculator is in the 
END mode. Consult the reference guide that accompanies your calculator for 
instructions for setting these values.

3. To avoid including previous data in current calculations, always clear all 
registers of your calculator before inputting values and making each computa-
tion.

4. The known values can be punched into the calculator in any order; the order 
specified in this and other calculator use demonstrations included in this text 
results merely from

APPENDIx C
Table of Present Value Factors

Instructions: To use this table, find the present value factor that corresponds to both a given time period (year) and 
an interest rate. To illustrate, if you want the present value factor for 25 years and 7 percent, move across from 
year 25 and down from 7 percent to the point at which the row and column intersect: .184. Other illustrations: For 
3 years and 15 percent, the proper present value factor is .658; for 30 years and 8 percent, it is .099.

APPENDIx E
Using a Financial Calculator

The important financial keys on a typical financial calculator are depicted and 
defined below. On some calculators the keys may be labeled using lowercase char-
acters for “N” and “I”. Also, “I/Y” may be used in the place of the “I” key.

APPENDIx D
Table of Present Value Annuity Factors

Instructions: To use this table, find the present value of annuity factor that corresponds to both a given time period 
(year) and an interest rate. To illustrate, if you want the present value of annuity factor for 30 years and 7 percent, 
move across from year 30 and down from 7 percent to the point at which the row and column intersect: 12.409. 
Other illustrations: For 3 years and 15 percent, the proper present value of annuity factor is 2.283; for 5 years and 
8 percent, it is 3.993; for 30 years and 8 percent, it is 11.258.
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APPENDIX C
Table of Present Value Factors
Instructions: To use this table, find the present value factor that corresponds to both a given time period (year) and an inter-
est rate. To illustrate, if you want the present value factor for 25 years and 7 percent, move across from year 25 and down
from 7 percent to the point at which the row and column intersect: .184. Other illustrations: For 3 years and 15 percent, the
proper present value factor is .658; for 30 years and 8 percent, it is .099.

Interest Rate
Year2% 3% 5% 7% 8% 9% 10% 12% 15% 20% 25% 30%

1 .980 .971 .952 .935 .926 .917 .909 .833 .870 .893 .800 .769
2 .961 .943 .907 .873 .857 .842 .826 .797 .756 .694 .640 .592
3 .942 .915 .864 .816 .794 .772 .751 .712 .658 .579 .512 .455
4 .924 .888 .823 .763 .735 .708 .683 .636 .572 .482 .410 .350
5 .906 .863 .784 .713 .681 .650 .621 .567 .497 .402 .328 .269
6 .888 .837 .746 .666 .630 .596 .564 .507 .432 .335 .262 .207
8 .853 .789 .677 .582 .540 .502 .467 .404 .327 .233 .168 .123

10 .820 .744 .614 .508 .463 .422 .386 .322 .247 .162 .107 .073
12 .789 .701 .557 .444 .397 .356 .319 .257 .187 .112 .069 .043
15 .743 .642 .481 .362 .315 .275 .239 .183 .123 .065 .035 .020
20 .673 .554 .377 .258 .215 .178 .149 .104 .061 .026 .012 .005
25 .610 .478 .295 .184 .146 .116 .092 .059 .030 .010 .004 .001
30 .552 .412 .231 .131 .099 .075 .057 .033 .015 .004 .001 *
35 .500 .355 .181 .094 .068 .049 .036 .019 .008 .002 * *
40 .453 .307 .142 .067 .046 .032 .022 .011 .004 .001 * *

*Present value factor is zero to three decimal places.

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.

APPENDIX D
Table of Present Value Annuity Factors
Instructions: To use this table, find the present value of annuity factor that corresponds to both a given time period (year)
and an interest rate. To illustrate, if you want the present value of annuity factor for 30 years and 7 percent, move across
from year 30 and down from 7 percent to the point at which the row and column intersect: 12.409. Other illustrations: For
3 years and 15 percent, the proper present value of annuity factor is 2.283; for 5 years and 8 percent, it is 3.993; for 30
years and 8 percent, it is 11.258.

Interest Rate
Year2% 3% 5% 7% 8% 9% 10% 12% 15% 20% 25% 30%

1 .980 .971 .952 .935 .926 .917 .909 .893 .870 .833 .800 .769
2 1.942 1.913 1.859 1.808 1.783 1.759 1.736 1.690 1.626 1.528 1.440 1.361
3 2.884 2.829 2.723 2.624 2.577 2.531 2.487 2.402 2.283 2.106 1.952 1.816
4 3.808 3.717 3.546 3.387 3.312 3.240 3.170 3.037 2.855 2.589 2.362 2.166
5 4.713 4.580 4.329 4.100 3.993 3.890 3.791 3.605 3.352 2.991 2.689 2.436
6 5.601 5.417 5.076 4.767 4.623 4.486 4.355 4.111 3.784 3.326 2.951 2.643
8 7.326 7.020 6.463 5.971 5.747 5.535 5.335 4.968 4.487 3.837 3.329 2.925

10 8.983 8.530 7.722 7.024 6.710 6.418 6.145 5.650 5.019 4.192 3.570 3.092
12 10.575 9.954 8.863 7.943 7.536 7.161 6.814 6.194 5.421 4.439 3.725 3.190
15 12.849 11.938 10.380 9.108 8.560 8.061 7.606 6.811 5.847 4.675 3.859 3.268
20 16.352 14.878 12.462 10.594 9.818 9.129 8.514 7.469 6.259 4.870 3.954 3.316
25 19.524 17.413 14.094 11.654 10.675 9.823 9.077 7.843 6.464 4.948 3.985 3.329
30 22.396 19.601 15.373 12.409 11.258 10.274 9.427 8.055 6.566 4.979 3.995 3.332
35 24.999 21.487 16.378 12.948 11.655 10.567 9.844 8.176 6.617 4.992 3.998 3.333
40 27.356 23.115 17.159 13.332 11.925 10.757 9.779 8.244 6.642 4.997 3.999 3.333

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.
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APPENDIX C
Table of Present Value Factors
Instructions: To use this table, find the present value factor that corresponds to both a given time period (year) and an inter-
est rate. To illustrate, if you want the present value factor for 25 years and 7 percent, move across from year 25 and down
from 7 percent to the point at which the row and column intersect: .184. Other illustrations: For 3 years and 15 percent, the
proper present value factor is .658; for 30 years and 8 percent, it is .099.

Interest Rate
Year2% 3% 5% 7% 8% 9% 10% 12% 15% 20% 25% 30%

1 .980 .971 .952 .935 .926 .917 .909 .833 .870 .893 .800 .769
2 .961 .943 .907 .873 .857 .842 .826 .797 .756 .694 .640 .592
3 .942 .915 .864 .816 .794 .772 .751 .712 .658 .579 .512 .455
4 .924 .888 .823 .763 .735 .708 .683 .636 .572 .482 .410 .350
5 .906 .863 .784 .713 .681 .650 .621 .567 .497 .402 .328 .269
6 .888 .837 .746 .666 .630 .596 .564 .507 .432 .335 .262 .207
8 .853 .789 .677 .582 .540 .502 .467 .404 .327 .233 .168 .123

10 .820 .744 .614 .508 .463 .422 .386 .322 .247 .162 .107 .073
12 .789 .701 .557 .444 .397 .356 .319 .257 .187 .112 .069 .043
15 .743 .642 .481 .362 .315 .275 .239 .183 .123 .065 .035 .020
20 .673 .554 .377 .258 .215 .178 .149 .104 .061 .026 .012 .005
25 .610 .478 .295 .184 .146 .116 .092 .059 .030 .010 .004 .001
30 .552 .412 .231 .131 .099 .075 .057 .033 .015 .004 .001 *
35 .500 .355 .181 .094 .068 .049 .036 .019 .008 .002 * *
40 .453 .307 .142 .067 .046 .032 .022 .011 .004 .001 * *

*Present value factor is zero to three decimal places.

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.

APPENDIX D
Table of Present Value Annuity Factors
Instructions: To use this table, find the present value of annuity factor that corresponds to both a given time period (year)
and an interest rate. To illustrate, if you want the present value of annuity factor for 30 years and 7 percent, move across
from year 30 and down from 7 percent to the point at which the row and column intersect: 12.409. Other illustrations: For
3 years and 15 percent, the proper present value of annuity factor is 2.283; for 5 years and 8 percent, it is 3.993; for 30
years and 8 percent, it is 11.258.

Interest Rate
Year2% 3% 5% 7% 8% 9% 10% 12% 15% 20% 25% 30%

1 .980 .971 .952 .935 .926 .917 .909 .893 .870 .833 .800 .769
2 1.942 1.913 1.859 1.808 1.783 1.759 1.736 1.690 1.626 1.528 1.440 1.361
3 2.884 2.829 2.723 2.624 2.577 2.531 2.487 2.402 2.283 2.106 1.952 1.816
4 3.808 3.717 3.546 3.387 3.312 3.240 3.170 3.037 2.855 2.589 2.362 2.166
5 4.713 4.580 4.329 4.100 3.993 3.890 3.791 3.605 3.352 2.991 2.689 2.436
6 5.601 5.417 5.076 4.767 4.623 4.486 4.355 4.111 3.784 3.326 2.951 2.643
8 7.326 7.020 6.463 5.971 5.747 5.535 5.335 4.968 4.487 3.837 3.329 2.925

10 8.983 8.530 7.722 7.024 6.710 6.418 6.145 5.650 5.019 4.192 3.570 3.092
12 10.575 9.954 8.863 7.943 7.536 7.161 6.814 6.194 5.421 4.439 3.725 3.190
15 12.849 11.938 10.380 9.108 8.560 8.061 7.606 6.811 5.847 4.675 3.859 3.268
20 16.352 14.878 12.462 10.594 9.818 9.129 8.514 7.469 6.259 4.870 3.954 3.316
25 19.524 17.413 14.094 11.654 10.675 9.823 9.077 7.843 6.464 4.948 3.985 3.329
30 22.396 19.601 15.373 12.409 11.258 10.274 9.427 8.055 6.566 4.979 3.995 3.332
35 24.999 21.487 16.378 12.948 11.655 10.567 9.844 8.176 6.617 4.992 3.998 3.333
40 27.356 23.115 17.159 13.332 11.925 10.757 9.779 8.244 6.642 4.997 3.999 3.333

Note: All factors are rounded to the nearest 1/1000 as shown to agree with values used in the text.
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CPT

N I PV PMT FV

 CPT Compute Key; Used to initiate financial calculation once all values are input
 N Number of Periods
 I Interest Rate per Period
 PV Present Value
 PMT Amount of Payment; Used only for annuities
 FV Future Value
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CALCULATOR kEYSTROkES. Let’s go back to the 
future value calculation on page 53, in which we’re 
trying to calculate the future value of $5,000 at the 
end of 6 years invested at 10 percent.

Here are the steps to solve the problem with a cal-
culator:

1. Punch in 5000 and press PV.
2. Punch in 6 and press N.
3. Punch in 10 and press I.
4. To calculate the future value, press CPT and then 

FV. The future value of 8,857.81 should appear 
on the calculator display.

On many calculators, this value will be preceded 
by a minus sign, which is a way of differentiating cash 
inflows from outflows. For our purposes, this sign can 
be ignored.

To calculate the yearly savings (the amount of an 
annuity), let’s continue with the example on pages 53 
and 54. This time, you’re given the interest rate of 10 
percent, the number of periods is 6, and the future 
value is $26,140. Your job is to solve the equation for 
the annuity.

The steps using the calculator are:

1. Punch in 6 and press N.
2. Punch in 10 and press I.
3. Punch in 26140 and press FV.
4. To calculate the yearly payment or annuity, press 

CPT and then PMT.

The annuity of 3,387.94 should appear on the cal-
culator display. Again, a negative sign can be ignored.

A similar procedure is used to find present value 
of a future sum or an annuity, except you would input 
the FV or PMT and press CPT and then PV to calcu-
late the desired result.

To find the equal annual future withdrawals from 
an initial deposit, the PV would be input and you 
would solve for the PMT by pressing CPT and then 
PMT.

Inputs Functions
26140 FV
6 N
10 I
 CPT
 PMT
 Solution
 3,387.94

S E E  A P P E N D I x  E  F O r  D E T A I l S .

CAlCulAtor

Inputs Functions
26140 FV
6 N
10 I
 CPT
 PMT
 Solution
 3,387.94

S E E  A P P E N D I x  E  F O r  D E T A I l S .

CAlCulAtor

  

Entries in boldface  
are key terms

A
Ability to pay principle, 82
Absolute advantage, 70, 101
Accelerated cost recovery 

system, 217
Accommodation party, 676-

677
Accord, 447
Accountants, 10

fraud liability of, 501-502
liability for malpractice, 

492-503
limitations on liability for 

malpractice, 487-488
standard of conduct for, 

492
Action

choices in, 0
derivative, 10

Agent, 2, 4
Authority of, 870-878

classifications of, 854
corporate, 1073-1074
coupled with an inters, 854
defined, 850

Agreement
effecting public welfare, 365
contrary to public policy, 

365
effect of illegality on, 366
effect of partial illegality 

on 361
evading statutory 

protection, 367;
Airbill, 565
Aktiengesellschaft (A.G.), 92
Alteration, 714

B
Bailee beetle bailee

defined, 5
duties of, 9-549
liability of  5

Bailiffs, 13
Balance sheet test, 791
Bailor: defined, 5

duties of, 549
implied warranty of, 550

Balance sheet test, 791
Bank, depository, 691
Battery, 232
Bearer: defined, 676
Bearer paper, 689
Beneficiary, 838

contingent, 838

contingent incidental, 427
primary, 838

Benefits, unemployment, 668
Bequest, 1138
Bicameral, 45
Bilateral contract, 264
Bill of exchange, 674
Bill of lading

defined, 565
negotiable, 565
nonnegotiable, 565

Bill of sale, 593
Binder: defined, 811
Blackmail, 190
Blocking laws, 103
Blue sky laws, 1036
Book value, 1030
Branches, of government, 10

executive, 45
judicial, 45
legislative, 45

Bribery, 190
Broker, insurance, 806
Building, 1089
Bulk transfers, 568
Burden of proof, in bailments, 

549
Burglary, 196
Burning to defraud, 197
Business judgment rule, 1065
Bylaws, 1020

C
Capital, 1030
Capital stock, 1030
Case law, 4
Cash surrender value, 840
Cash tender offer, 1045
Central filing, 765
Certificate

of deposit, 675
of incorporation, 997
share, 1030

Certified check, 734
Charge, 18
Charging order, 968
Charter, 997
Computer raiding, 239
Computers

contract law and, 230
criminal law and, 223
damage to, 240
defamation by, 242
diverted delivery by, 239

Concurrent condition, 408
Conditional gift, 4
Conditional sale, 580
Condominium, 1096

Conference pretrial, 16
Confidence game, 194
Confirmation, 800
Conflict of interests, 1098
Conglomerate, 1012
Consequential loss, 470
Consideration

adequacy of ,346
defined, 334
effect of absence of 334
in employment contracts, 

345
exceptions to the law of, 

346
failure of, 336

Consignee, 565
Consignment, selling on, 569
Consignor, 565
Consolidation, 1009
Conspiracy, 180
Constable, 13
Constitution
Characteristics of living, 50

fefined, 44
interpreting and amending, 

46
limitation on government, 

44
Contract bailment, 8
Contract carrier, 565
Contract law, computer and, 

230
Contractor, independent, 8
Contractual capacity; defined, 

298
double aspect of, 298

Conversion, 224
Convertible shares, 1031
Cooperative, 955
Copartnership, articles of, 984
Court

of appeals, 14
bankruptcy, 787
civil, 8
clerk of, 13
contempt of, 8
creation of law by, 37
criers,13
criminal, 8
county and district, 15
defined, 8
district, 14
federal, 13
Intermediate, 14
nature of jurisdiction, 8
not of record, 8
officers of the, 13
organization of, 13;

Cover, 659
Credit, letter of, 778
Credit, sales on, 371
Credit card crime, 194
Credit cards, 165
Criers, court, 13
Criminal court, 8
Criminal liability, basis of, 

178
Criminal libel, 194
Criminal nuisance, 148
Cross complaint, 16

D
Damages

compensatory 467
exclusion of, 661
exemplary, 465
limitations of, 661
liquidated, 475

Date, record, 10
Debt security, 1034
Deed of trust, 1144
De facto corporation, 1009
Definite, 683
Demand, 50-58, 369-397

capital, 625-626
changes in, -58, 63-64

Derived, 580
Discrimination, 641-642

fluctuating, 547
interdependent, 580
labor, 581-583

Demand Curve, 
Demand deposits, 238
Demand schedule, 
Demography, 741
Demsetz, Harold, 447
Dependent variable, 11
Depository Institutions 137
Deregulation and Monetary 

Control Act of 1980, 499
Depreciation, 118
Depression, 110, 115-123
Derived demand, 580
Differential rent, 502-504
Discount rate, 276-280
Discounting, 276
Diseconomics of scale, 475
Disposable income, 129

E
Economics, 4

abstract thinking and 
theory, 795

as an avocation, 809-810
benefits and costs of 

studying, 793

index
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careers in, 799
of crime, 375-378

Economies of scale, 474-478
Economic development, 475, 

1001-1004
Efficiency of taxes, 81
Eisenhower administration, 

370
Elastic, 401
Elasticity, 396-398

military recruiting, 411-413
policy applications, 411-414
recruiting students, 414
taxes 414-417
total revenue, 406

Employment, 17, 147-149
Environment, 774-776
Excess capacity, 2-4
Excess reserves, 260
Exchange, benefits of, 699
Exchange control,732-733
Excise tax, 414
Expected yield, 248
Explicit costs, 466
Export, 98-99
External benefit, 661-662
Externality, 660
Extrapolative expectations, 

343

F
Factor market, 435, 283
Factors of production, 33,345
Fair rate of return, 565-566
Fair trade, 712-735
Fallacies, common, 14-16
Farm policies

conflicting, 692
recent, 691

Fascism, 764
Featherbedding, 601
Fed

function of, 270
the Depression, 307
use of its tools, 278-280

Final goods, 121
Financing methods, 234
Firms, 450

nonprofit, 4
in theory, 445-447
in two markets, 579
why they go abroad, 715

Fiscal federalism, 75
Fiscal policy, 1, 206

budget deficits, 220-226
how it works, 208-211
implementing, 211-218
is it necessary, 206-208
monetarist criticisms of, 

314-320
open economy, 219
pro and con 218-220

Fischer, Irving, 159
Fixed factors, 455
Fixed investment, 125
Floating rates, 731-733

watching currencies under, 
733

Flow, 12, 95; variable, 12
Flows, 12
Food Security Act of 1985, 

691-692
Ford, Gerald, 571
Ford, Henry, 406
Ford Tax Rebate, 217
Foreign demand, shifts in 

supply and demand, 719, 
720

Foreign demand and supply, 
54

Foreign exchange market, 
718-723

government intervention, 
712-722

macroeconomic 
implications, 721

Foreign labor, cheap, 711
Forward market, 721
Fractional reserve banking, 

241
Frank, Robert H., 645
Free riders, 75; problem 1234-

1235
Freedman, Audrey, 615-616
Freedom, 67
Freeman, Richard, 605
Frictional unemployment, 105
Friedman, Milton, 6, 8, 9
Frisch, Ragnar, 6
Fuchs, Victor, 644
Full bodied money, 240

G
Gains from trade, 699
Game theory, 544
Gap Island money, 242
Garn, Albert H., 544
General egalitarians, 648
Geographic mobility, 645
Geometry, 23-24
George, Henry, 622
Gephart, Richard, 692
Glasnost, 784
Glass, Carter, 266
Goals, determining your own, 

801
Gold buffs, 728

historical experience, 729
standard, 727-729

Goldfarb, Robert, 382
Goldfield, Stephen, 317
Goldsmiths, 240-241
Gompers, Samuel, 608
Gorbachev, Mikhail, 782
Gosplan, 777
Gould, Jay, 607
Government, 18

barriers to entry, 1
function of, 75-78

Growth of, 3
how much, 73
income distribution, 649
law and economics, 71-78

paying for, 74-75
role of in private income 

redistribution, 646
government expenditures, 

206
failure and market failure, 

688-691
intervention, 666-668
regulation, 3-354
sector, 124-126
spending and taxation, 

87-88
transfer programs in 

practice, 6
where are we left, 683

Government-directed 
development of LDCs, 
versus laissez-faire 749-
750

Graduate school calendar, 808
Gramlich, Edward, 382
Gramm, Phil, 713
Gramm-Rudman-Hollings Act 

221-222
Graphs

misleading, 29
without numbers, 27

Great Depression, 111-115, 
173, 178, 201, 325, 456-
459, 678, 789, 799

Keynesian explanation of, 
178-181

stabilization policy, 114-115
Great Industrialization Debate, 

769-770
Great Leap Forward, 770
Greenbacks, 241
Gross National Product 

(GNP), 121-126

H
Hamilton, Alexander, 475
Hand, Learned, 568
Hansen, Alvin, 198
Harberger, Arnold C., 0
Harding, William, 610
Harking, Tom, 692
Hart-Scott-Rodino Antitrust 

improvement Act, 567-
568

Harvey, William, 47
Hayes, F. A., 684
Health care

coming crisis, 388-391
industry, 387-390
hedgers, 722

Heller, Walter W., 216
Herfindahl Index, 554
Heterogeneity, 547
Hicks, Sir John, 6
High-employment balanced 

budget 222-223
High mass consumption, 747
Hirschman, Albert O., 748
Horizontal axis, 24 
Hamilton, Alexander, 475
Hand, Learned, 568

Hansen, Alvin, 198
Harberger, Arnold C., 0
Harding, William, 610
Harking, Tom, 692
Hart-Scott-Rodino Antitrust 

Improvement Act, 567-
568

Harvey, William, 47
Hayes, F. A., 684
Health care

coming crisis, 388-391
industry, 387-390
hedgers, 722

Heller, Walter W., 216
Herfindahl Index, 554
Heterogeneity, 547
Hicks, Sir John, 6
High-employment balanced 

budget 222-223
High mass consumption, 747
Hirschman, Albert O., 748
Horizontal axis, 24
Hamilton, Alexander, 475
Hand, Learned, 568
Hansen, Alvin, 198
Harberger, Arnold C., 0
Harding, William, 610
Harking, Tom, 692
Hart-Scott-Rodino Antitrust 

improvement Act, 567-
568

Harvey, William, 47
Hayes, F. A., 684
Health care

coming crisis, 388-391
industry, 387-390
hedgers, 722

Heller, Walter W., 216
Herfindahl Index, 554
Heterogeneity, 547
Hicks, Sir John, 6
High-employment balanced 

budget 222-223
High mass consumption, 747
Hirschman, Albert O., 748
Horizontal axis, 24
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Hand, Learned, 568
Hansen, Alvin, 198
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Health care
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industry, 387-390
hedgers, 722
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Fugiam seditaest, oditibus mos exerciment 
odicipsapiet arum de iusam expel molupta conse-
quam haribeaque comnisc ipsant.

Esequiae nimi, conessit quatent iatibusdae 
odis aribus rehent mo dolorera iunt. Evene ne 
pratus, quatia di ad molor most, sim sim nul-
lecus nis num accae nimpores sit ma dolorpo 
rrovidel etum sum, nimilluptam, velitis essitio. Et 
estibus.

Ucit, con peribus esto dolupissitae num hitas 
non nobitaqui quo comnimo dolupta tatusae pos 
rent. Itatur? Obisten ihilis doluptatiate verum 
que vel modit, qui imaios abor maion prehenti 
aut enia erum rem quatem quiate rem quundent.

Enissi autest mod utem aut id molestio ea 
quodit, quisint dit ulparumenim nobisqui com-
moluptas plamusant. Atus. Gia dolestem quam 
sequiberendi delitatur aliqui ut eatatur, utem 
eaquiame dolupta sus ento berit est, ut pelignisi 
ullab in none magnati andaepudit ipsuntio exp-
lacc aborruptatur ad etur?

Ceatumet velenistio tem idi dolo eiusamus-
trum que officto mint lam dolut officit, untotatia 
ipsam quibus, odipidi vid moditiis dolores milit 
veriam atur?

Loreius, qui que cullabo. Ad quibus aliquat 
iatem. Alitaeseque reptiamus, volorrum iligenime 
cus, to ium illessi mporias at di volupti beritatur 
andias minum dolorunt maximporibus dem nul-
lorum voles at ma volum lamus expla nus mos 
provide stotatu sciatia spedipiet od ut asperia 
veria cus mostorrum ab incto veliquo quam qua-
tibus, seruntio mi, conectint que voluptatur, ut 
hit fuga. Is andandis qui con nem eos aut optia 
voluptature laborem volorum as experum estia 
dolo omnieni musandi gnimosant moloribus 
ma experibus, cus aliquis autatem quatus, is re 
volupis ea in porerch iliqui cusam aut porectatur, 
et ra doluptature pro cori beaquia perrum ne et 
quaturem re ius velessequi beariosant in res aut 
aperfere ipsum ab iliquia tatquibuscia aliquat 
volestio. Luptur? Quist, cusant atur molora etur, 
si aut fugitiuste expedit quam culpa quae none 
a sit aut dolore commolesci sendist doluptat. 

Riscimolum fugit labo. Udam sim sus aliqui rem 
que pra ditati conecatur ad mo et endandis post 
a conseque necatis del magnat hitio esequidelent 
repel ipienis dolor sectur?

Omnimusciur adi ut enditatur autemos 
tiaspit eat voluptaquas essinvenim volorum ut 
pariorepta veniende es que pel ipsam sundellab 
int auda siti omnia conet dolo temporeium idunt 
et dit inctem volumet odist, omnihitis dolupta-
tis eum voluptaqui ium voluptat omnimin pelia 
quamus renienimi, a di repudip iciunti usanis 
doluptasi dendi di reperuntium fugitate exces 
ipsam, toribus sus, cum sequae plicias verferibea 
videllaut aut ab is aturepedita comnim endelique 
veribus quate nonsequist vel es moluptaquia dis 
mos dolut auta dolupta tquuntias quodio. Ut aut 
diost, sitioria abo. Itat aut ex elique nonsequa-
tur, sequidernati ventusciet landant.

Cupta sequia vent. Dam eat. Taepel iuntio 
magnam eum qui to volecabore planto voluptat.

Soluptatem quiditi comnis as arum am que 
sere mi, ad ma nam as exceped iaecus dolorem-
porro iumquatur, nis sandunt, nihicip icipis 
volende bisquia volupta tiatur? Quis magnimax-
im sandantur modit pro magnimos rentest mo 
invenisi doloriae vendipsam soluptiat quidebit as 
rehent aligendi rehendi onsent latendam nos in 
re vel ipsume solum fugia aut vel ma vitatis ciis-
sunt que maximpor audaerovit et maxim quideli 
quiant asseque nam comnis pro eos elent prati 
ut quos a sin nos ut libusametus etur, qui dus 
doloris est qui ommodic tiorum quas id quae-
cus idelles a nullatia nam, volupta nonsenihil 
ipis cum rerita doloribus et, quam re nos rem. 
Maximpo rrovit ut et pore, sendame porerum si 
te nonsed quunt porem ra dolore, cum excepel 
magnis dolesto qui beaque sinis ipsandam quos 
et quam dolore cuptatus prate nonserit optaquo 
que sa sus destrup tatur?

Nem quam ut ommolut estionecti volorent 
eiur aut rem qui qui volor aute nusdant qui 
cus es accabo. Sapicto dolo officatis etur sed et 
omnimil leserit que quam etur, od qui ut estio. 
Et faciment idesequid moluptatiat reribus sum 
dolentis conet illatur?

Berum apides et as et, iliqui nimodiatem 
sunt mint. Im nost re conet excerrovid quiatum 
faceaquo tectoreperis re ma invenihit, que que 
consedio. Et modicit faceperio. Nemque pera 
net explitiist rempore reiundelis in est, il iume 
que non pre, niet aut eos ipsam, omnissit abo. 
Perferum vendanture sinia ditatur, saepel et ver 
Berum apides et as et, iliqui nimodiatem sunt 
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4

Go to Smart Sites

Is getting the lowest price important to you? 
Where can you search for the best prices? 
Whenever you see Go to Smart Sites in this 
chapter, visit www.cengage.com/finance/
PFIN for help finding answers online. ●

LEARNINGGOALS
After studying this chapter, you will be able to…

LG1 Understand the role of cash management in the 
personal financial planning process. (p. 102)

LG2 Describe today’s financial services marketplace, both 
depository and nondepository financial institutions. (p. 104)

LG3 Select the checking, savings, electronic banking, and 
other bank services that meet your needs. (p. 106)

LG4 Open and use a checking account. (p. 114)

LG5 Calculate the interest earned on your money using 
compound interest and future value techniques. (p. 121)

www.4ltrpress.cengage.com/pfin
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TIPS FOR SAFE 
ONLINE BANkING
•	 The All-important Security “s” in 

Website URLs. Website URLs start-
ing with “https://” are more secure than website 
URLs starting with “http://”. This is particularly 
important when you are entering passwords and 
PINs.  You should feel better if the URL is followed 
by the name of your financial institution because 
this helps authenticate the site. Security icons 
such as a padlock do not guarantee complete 
security because they can be  reproduced by those 
seeking to deceive you.  

•	 Passwords and User IDs. Passwords and user IDs 
should be a combination of upper and lower case 
letters, numbers, and symbols. Passwords should 
be at least 8 characters in length. NEVER provide 
your passwords to email requests for information 
to update your account – it must be bogus! 

•	 Safe Access Points. Avoid accessing your bank 
accounts at an internet café or public places like 
an airport. Your session is just too easy to inter-
cept. 
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HOw MUCH INTEREST 
wILL YOU EARN?
Before opening a deposit account, investigate the 
factors that determine the amount of interest you’ll 
earn on your savings or interest-bearing checking account:
•	 Frequency of compounding: The more often interest is 

compounded, the higher your return.
•	 Balance on which interest is paid: For balances that 

qualify to earn interest, most banks now use the 
actual balance, or day of deposit to day of withdrawal, 
method. The actual balance method is the most accu-
rate and fairest because it pays depositors interest on 
all funds on deposit for the actual amount of time they 
remain there.

•	 Interest rate paid: As mentioned earlier, the Truth in 
Savings Act standardized the way that banks calculate 
the rate of interest they pay on deposit accounts. This 
makes it easy to compare each bank’s annual percent-
age yield (APY) and to choose the bank offering the 
highest APY.
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PROS
The convenience of online banking is hard to beat:

•	 Bank Balances Verification: You no longer have to wait to get your 
monthly statement. Just sign in to your online account and verify your bank 
account balance whenever you want. 

•	 Download Transactions: Most banks allow you to download your bank-
ing transactions into financial software like Quicken. Debit and credit card 
charges will show up, which simplifies record-keeping.  

•	 Online Bill Payment: It is easier and cheaper to pay online than to mail 
a paper check. Many banks offer free bill pay services, which reduces the 
number of paper checks and stamps you need to buy.  You can automate 
some payments, which is great for charges like cable, electric, and the like.  

•	 Funds Transfer: It is often free or close to free to transfer funds between 
your eligible bank accounts and even your accounts at other U.S. financial 
institutions. 

CONS
But is important to be aware of the downside:

•	 Threat of Identity Theftu: Security precautions, like those noted in the 
above Financial Road Sign, must be taken to protect your private informa-
tion.

•	 Not All Businesses Accept Electronic Payments: Make sure that the 
businesses you deal with accept online payments well before you need 
to make a payment. Lack of coordination could lead to late charges. If you 
choose to pay bills online, make sure that recipients are capable of process-
ing electronic payments. Always remember to print out a hard copy of all 
online transactions in case there is an error. 

•	 Website Crashes: All websites occasionally crash or go down for sched-
uled maintenance. Keep your bank’s phone number handy in case you can-
not access a needed account. 

•	 Fees: While many banks make online services free, some do not. It is 
essential to reviews any and all possible fees before you start using your 
online account. 

Critical Thinking Questions
1. What are the main advantages of online banking services?
2. What are some disadvantages of bills online banking?

Pros and Cons of Online Banking

recto page version

see next spread for explanation of construction
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non-type parts of box are comprised of 5 elements

1. photo box which includes shape which extends below the 
rest of the photo and sits on top of green background

2. simple black rectangle in the inside margin, placed at the 
bottom of the stack

3. simple green rectangle background placed next-to-bottom of 
the stack

4. bottom-inside black shape with sits on top of green 
background

5. bottom-outside white shape which sits on top of green 
background (shown here with a gray outline to aid visibility, 
but gray outline is not really used)


