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Student Resource 4.1
Notes: Cash Flow and Wealth
Student Name:								 Date:		
Directions: Complete the note-taking organizer below as you view the presentation or read Student Resource 4.2, Reading: Cash Flow and Wealth.
	Term
	Things to Look For
	Notes

	Cash Flow
	What is it?

	





	Income and Expenses
	What is income? What are expenses?
Types of income
Types of expenses
	





	Assets
	What is it?
What are common types of assets?
Why does how you buy an asset matter?
	





	Liabilities
	What is it?
What are common types of liabilities?
Is it a good idea to have liabilities? Why or why not?
	





	Wealth
	What is it?
What does net worth mean?
How do you build wealth?
	






Student Resource 4.2
Reading: Cash Flow and Wealth
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Today, you are going to learn about income and cash flow and how knowing about your income and cash flow can help you build wealth.
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If you are trying to manage your own money, your first step is to look at what money comes in and what money goes out. In other words, look at your income and expenses. If you are helping someone else manage his or her money, you need to look at the same thing. This is called your cash flow.
This man’s money comes from his paycheck, which is common for most adults. Once he gets the money, he uses some to pay his bills, some to buy things he wants, and some to save for the future.
That sounds pretty good, but if we really want to help him build wealth, we would need to look more closely. Does he have only one source of income? Is it enough to pay all his expenses? How many bills does he have? Does he have credit card debts? Loans? How much does he spend on fun things? How much does he save for the future? 
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Think of all the money that you have received in the past month. Where did it come from? Did your parents give it to you? Did you earn it by working at a part-time job? Did you receive it as a gift? Did you work around the house and receive an allowance? Or, maybe you earn your money from a variety of sources. Whatever the source of your money, it is important to realize that there are many different ways for a young adult to earn money. 
The money you bring in is called your income. For most adults, their primary source of income is wages, or the money they are paid for working at a job. However, depending on your age and your financial and life circumstances, you might get income from many sources.
[image: C:\Users\Mika\Documents\Pearson\2015\March\19\PrinciplesFinance_Lesson4_Presentation_ROOT_031715\Slide4.JPG]Just as you receive money in different ways, households rely on various sources of income. Some households rely solely on earned income, where the only source of money is the wages from an individual’s job. Another household might be a retired couple who receive Social Security and retirement income. A third household might receive income from a job but also from a rental property that they own and a dividend payment from their stocks. All of these are forms of income.

Earned income is the most common way to generate income (in other words, earn money), and it refers to any income that is received for working. It is the salary you receive for working a job, owning a business, or any other activity for which you are paid based on your time and effort spent completing a task. Earned income allows you to save up cash to generate the other two types of income. 
Portfolio income is any income that is made by actively managing different types of investments. Buying real estate, stocks, bonds, mutual funds, money market funds, and even some collectibles, like antiques or cars, and then selling them for a higher price can result in portfolio income. Investing in the stock market is one of the most common ways to actively manage your portfolio income. You don’t have to work at a job to build portfolio income, but you are still actively involved in doing things to bring money in.
Passive income includes money that you get from items that you have purchased or created. If you buy a house and then rent it out for more money than the mortgage payments, the money or profit that you make is passive income. You can also earn passive income by selling or creating an idea or a product, like writing a book and then earning money or royalties off of each sale. Passive income gets its name because you don’t have to keep being active in order to keep earning money.
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Now think about all the money that you have spent in the past month. You probably did a lot of different things with it. Did you save it? Did you spend it on clothes or entertainment? Did you give it away or donate it to a church or a charity? Did you spend it on your family by purchasing groceries or other necessities? 
The chart above shows the major types of expenses for American households in 2021. Your family probably spent money on many of these same types of expenses. Whatever you did with your money, it is important to realize that money can generally be used in one of three ways: spending, saving, and giving. 
Spending refers to using money to pay for things you want or need. Most of the categories listed above would be considered spending.
Saving refers to putting money aside for future use. The Insurance and Pension category is the only category that is definitely an example of saving.
Giving refers to using the money for someone else: by giving a gift, offering financial help to someone, or donating to a charity or nonprofit organization. None of the categories above is specifically about giving, but it is still an important part of how many people spend their money.
Data: Average Household Budget and Expenses in America 2021 
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When trying to evaluate someone’s financial situation, one of the first things you can look at is that person’s income and cash flow. In the example above, the college student has a cash flow problem.
She’s doing okay on sources of income. She works a job in the summers, she got a scholarship to college because she had good grades, and her grandma was so proud of her that she gave her a big gift of cash to help with expenses.
However, she has a lot of expenses. She has to pay tuition for school and buy all her books. She lives on campus, so she has to pay room and board expenses. She has an old car which she uses to go out with her friends, so she pays transportation expenses: gas, car insurance, car repair bills. And, of course, she spends money on fun stuff, too—a night out with her friends, a new video game, or some nice clothes before she goes on a date.
Her expenses are greater than her income. She will have to make some changes or she is going to have trouble paying her bills.
Getting a sense of your cash flow can help you as you start to work toward building wealth and obtaining assets.
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An asset is anything you own that has monetary value. In theory, high school students have some assets, like their clothes or any personal electronic devices (like a cell phone, or laptop computer), though the actual monetary value of these is relatively low since they are used. When adults talk about assets, they usually mean more expensive items, like a car, a house, investments, or a retirement account. 
Some people also focus on specific types of assets. For example, a woman might buy old houses, fix them up, and then rent them. These rental properties would be assets. A man might collect antique furniture or sports memorabilia or fine jewelry. Sometimes things become highly desired collector’s items, like a specific prop from a movie or a classic comic book. These are also assets.
Having assets is one way to build wealth, but that doesn’t give you an excuse to go shopping! The assets that build wealth are things that gain value over time. Consider, for example, that woman who buys old houses and fixes them up. She spends the money to buy the house and improve it. Now it’s worth more than she paid for it. On the other hand, the woman’s clothes, her laptop, and her car do not increase in value over time―so, while those might be necessary purchases, they do not directly build her wealth.
It’s also important to think about how you are buying your assets. Taking out a loan to buy a car or a house can make sense, but using a loan to buy clothes or take a great vacation is a less wise decision!
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Liabilities are any debts or payments you owe to an individual or business. Everyone has liabilities.
Many people need to pay for their house. If you own a home, you have to pay the mortgage until the house is paid off. In the same way, if you buy a car, you must make your car payment every month until the car is paid off.
Loans, like student loans, and credit card debt are also liabilities. You may not be able to see something concrete in front of you, but you have borrowed money to pay for something and you need to pay that money back.
Finally, sometimes liabilities include payments to be made to other individuals. If you borrow money from a friend, that’s a liability. 
It’s okay to have some liabilities. Sometimes it makes sense to take on a bigger liability, like borrowing money to buy a car or house or to go to school. The important thing is to look at how many liabilities you have and how that compares to your assets and income. A mortgage on a house is often the biggest liability people take on―but in exchange they get a house that builds their wealth.
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Net worth, another word for wealth, is the difference between your assets (what you own) and your liabilities (what you owe).
If you want to build wealth, your first step is to look at your income, expenses, and cash flow. That will help you identify any money problems. You need positive cash flow before you can begin to build your wealth. Think back to that college student we looked at earlier. She had more money going out than coming in. She was not building wealth.
You also need to look at your assets and your liabilities. Right now, the college student had very few assets—an old car and her personal possessions. If she is paying all her bills directly, without using loans or credit cards, then she also has limited liabilities. But we already know that she is heading toward a point where she would not be able to pay all her liabilities.
This young woman needs to make some changes. She could find a way to earn more money (increase income). Or she could find a way to reduce her expenses. Could she live at home? Sell her car? Spend less money on fun stuff? Once she improves her cash flow, she can work on building wealth by saving money and/or investing.
Keep in mind that sometimes it may make sense to take on a liability if it will help you financially later on. This student plans to be an engineer. She can make a good salary once she graduates. Therefore, it might be a good financial decision for her to take out a student loan to help pay for school. Yes, it increases her liability, but it will also increase her income later on!
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Once you have an understanding of your cash flow (income minus expenses) as well as your net worth (assets minus liabilities), it’s much easier to evaluate your personal financial health. A positive cash flow means you have more income than expenses, which means you have extra money each month to start building up your assets. Building up your assets is a first step toward increasing your net worth or wealth. 
Keep in mind that positive net worth means you have more assets than liabilities. In the same way that you can earn a large income but still feel poor (if your monthly expenses are too high), you can also have a lot of assets with a low net worth. How is this possible? If you have a lot of assets but also a lot of liabilities, then your overall wealth will be close to zero or even negative.
Keeping your cash flow in positive territory is the key to increasing your assets and decreasing your liabilities. In other words, positive cash flow is the key to building your wealth!

Student Resource 4.3
Scenarios: Cash Flow Analysis
Student Names:							 Date:			
Directions: Read the description of your client. Then answer the questions below.
Client 1
Alvaro and Sasha have been happily married for four years. Alvaro is a dentist and Sasha is a small business owner. Their combined, after-tax, monthly take-home pay is just under $8,000. They feel like they make a lot of money, and they want to enjoy themselves. So they have a really nice apartment and two brand-new cars, and every weekend they go out in Alvaro’s boat.
Each month Alvaro and Sasha pay $2,600 in rent. Their utilities average $600. When they get home, they’re both usually too tired to cook, so they eat out a lot. Their food and dining expenses average $900. They spend $800 per month on insurance (health, auto, and renters). They contribute $700 per month to their retirement accounts. 
They’ve decided they want to try to buy a house soon, but Sasha’s dad warned them that they probably needed to reduce their debt if they wanted to get a good loan. Alvaro has a student loan of $380 per month, and Sasha has a small business loan of $600 per month. They make monthly payments on their two new cars: $375 for Alvaro’s truck and $485 for Sasha’s BMW. Alvaro also pays $275 per month for his boat. They owe money on their credit cards and pay at least $380 per month on those cards. They also borrowed $2,000 from Sasha’s parents for their trip to Hawaii last year, and they are paying $200 per month until that loan is paid back.
Questions
What is your client’s monthly income? 



What are your client’s monthly expenses? (Add them up.)



Does your client have a cash flow problem? Why or why not?




Client 2
Demetrius is a 20-year-old college student. He goes to school part time and works full time as a barista at a coffee bar. After taxes, he brings home about $2000 per month.
Demetrius still lives with his dad and stepmom, so he doesn’t have to pay rent. He pays his dad and stepmom $500 each month to help pay for utilities and food costs. He doesn’t have to pay for insurance; he’s still on his dad’s health insurance policy and he doesn’t drive, so he doesn’t need auto insurance. He spends $75 each month on a transit pass that he uses for public transit to get to and from work and school. He does have a brand new cell phone, which his dad and stepmom bought him for his last birthday. He spends $60 each month on his cell phone bill.
When he’s working or at school, he often forgets to bring food with him. That means he spends about $200 a month on food he buys at the coffee bar or on campus. Demetrius works really hard, and on the weekends he likes to have a good time with his friends. They often go to the movies or out to eat, and Demetrius spends about $30 on having fun with his friends each weekend.
Demetrius goes to the community college near his dad’s apartment. He would like to be a teacher someday, but to do that he’ll need to earn a four-year college degree and a teaching credential. Right now, his community college expenses are about $1000 per month. Demetrius wants to save up so that he can afford to transfer to the state university, but his savings account never seems to get any bigger.
Questions
What is your client’s monthly income?



What are your client’s monthly expenses? (Add them up.)



Does your client have a cash flow problem? Why or why not?









Client 3
Linh is a single mom with two kids. Linh is a nurse, and she brings home around $4500 per month, after taxes. Linh grew up in a rough neighborhood, and she wants her kids to be in a safer place with good schools. She lives in a suburb and rents a small house for $1750 per month. Utilities cost about $400 per month.
Since she lives in the suburbs, Linh needs a car to get to work. Her old car broke down and she had to buy a new one unexpectedly. She didn’t have much money for the down payment, which means her monthly payments are $430. She has to pay for car insurance, of course, and renters insurance, but her job offers great health insurance for her family. Her total monthly insurance payments are about $600.
Linh loves to cook, so her family rarely goes out to eat. Their food expenses average $550 monthly. Linh spends about $150 per month on entertainment and fun for the kids. While Linh works, her eldest daughter goes to first grade at the local school; her younger daughter, age 2, is cared for by Linh’s mother, who is retired.
Linh is very careful about how she manages her money. She has been trying to save money, but recently, she’s had an unexpected expense. Her mother got sick and is unable to take care of Linh’s younger daughter! Linh found a nearby daycare for her 2-year-old, but it costs $300 per week! Linh’s mom won’t be available to help out for at least a couple of months, so Linh will have to find a way to cover the additional childcare cost.
Questions
What is your client’s monthly income?



What are your client’s monthly expenses? (Add them up.)



Does your client have a cash flow problem? Why or why not?





Student Resource 4.4
Assignment: Reflecting on Money
Student Name:_______________________________________________________ Date:___________
Directions: For this assignment, you will write a one-page reflective essay in which you apply some of the concepts learned in the lesson to your own lives. You will be given a selection of topics to choose from;  choose one topic that best applies to you. Choose a topic that you have something to say about! Before you begin, read through all of the instructions on this resource, and read the assessment criteria at the end to make sure you understand how your work will be assessed.
A reflective essay lets writers express how they feel about a particular issue. In other words, this essay will allow you to show how you feel about what you’ve learned. When writing a reflective essay you must: 
Think about what you have learned.
Describe in detail what you know about the topic.
Make some sort of conclusion about how it relates to you personally.
This kind of essay asks you to interpret and evaluate how the topic affects your life—not just list your opinions, which isn’t reflective. 
Choose one of the following topics to write about. If you feel strongly about another issue that pertains to the lesson, you must get approval from your teacher. 
Describe your own personal spending habits. In what ways do your own personal spending habits affect your household? 
What is your main source of income? What steps could you personally take to improve your income?
How have your views of spending and earning money changed since learning about cash flow? 
What does it mean to be wealthy? What plans could help you build wealth in the short term and in the long term?
What You Need to Do
Review the example and assessment criteria.
Choose a topic.
Complete Student Resource 4.5, Organizer: Essay Preparation, to help organize your thoughts.
Write your essay (in class).



Example
The following is an example of a reflective essay. Although the essay topic is not listed as one of the options, the essay still meets all of the assessment criteria for the assignment. 
Topic: As a new college student, what steps could you take to manage your cash flow better?
Last weekend was so embarrassing. My friends wanted to go to a club to hear this great new band―and I couldn’t go because I couldn’t pay the cover charge to get in. Instead, I ate pizza in my dorm room while everyone else was out enjoying their Friday night. I dropped a slice of pizza on my favorite sweater and got this huge grease stain that I could not wash out! I really needed something to wear Saturday when I went out to lunch with my grandma, but I had no money to pay to get the sweater professionally cleaned. Then when I picked up my grandma to go out to lunch, I got a parking ticket! That is the third one this month! My auto insurance rates are going up, and I’m not sure I can afford that. My grandma is always telling me that I need to be more careful about my money. I didn’t really listen to her before, but she’s right. I have to start managing my cash flow better.
I know the first thing I need to do is think about my sources of income. Part of the problem is I don’t have enough income right now. I’m taking so many classes I don’t have time for a job. Last summer I was a lifeguard at the community pool. I made pretty good money, but not enough to last me through the whole school year. Luckily, I get scholarship money, which helps with some of my school expenses. In addition, my grandma is really proud of me because I’m the first person in our family to go to college. She gave me $250 at the start of my first semester and another $250 at the start of this semester. That was a big help, and I can’t count on it every semester for the rest of college. So those are my only sources of income, and that’s not very much to get through nine months of not working. Should I take fewer classes so I have time for a job during the school year? That would make me take longer to graduate. Could I qualify for another scholarship? That would reduce what I have to pay for school expenses right now. 
Of course, my school expenses are not the only thing I spend money on. I’m the only one of my friends who has a car on campus. I like the flexibility of being able to go wherever I want, but my car is old and the repair bills are really adding up. I also pay for gas and car insurance. How much of my income is being spent on the car? If I decide to keep the car, maybe I should think about moving home and driving to school every day. I would spend more money on gas, but I would spend so much less not having to pay for room and board on campus. How much would my school bills be reduced if I lived at home?
I also spend money going out with my friends. Sometimes I spend $50 or more in a single night. Should I stop going out with them every week? We take very different classes, so the only time I see some of them is when we go out. Could I think of something we could do that would be less expensive? Maybe I could try to find some places that will give us a discount, since we are students. Then I could enjoy time with my friends without spending so much money. The next step I need to take is to do some research. I should look at my bank account and figure out how much money I am spending on things like my car and the nights out with my friends. Maybe I can make some smaller changes that will help my cash flow.
On the other hand, small changes might not be enough. After I look at my cash flow, I probably need to talk things over with my parents and my grandma. If I decide to take fewer classes or move home while I go to school, I want to make sure they feel okay with that. I also want to get their advice. They know a lot about managing money on a tight budget, and I think they will be proud of me for taking control of my own finances. This is an important thing for me to figure out; once I graduate, I will be an electrical engineer and can make a lot of money. But making a lot of money will not help if I don’t know how to manage it! I will practice now so I can make good financial decisions for the rest of my life.

Assessment Criteria
Make sure your essay meets or exceeds the following assessment criteria:
Your essay clearly explains the topic. 
Your essay shows evidence of understanding the topic. 
Your essay includes accurate details and knowledge, and uses relevant examples to support your claims.
Your essay maintains a clear and consistent viewpoint throughout. 
Your essay shows adequate insight into the topic and reflects on the significance of learning upon your own life. 
Your essay is neat, legible, and presentable, and uses proper grammar and spelling.

Student Resource 4.5
Organizer: Reflective Essay Preparation
Student Name: 							Date:			
Directions: Before you begin writing your essay, respond to the following questions. Doing a thorough job will help you to organize your thoughts for your essay. If you run out of space, continue on a separate sheet of paper.
	What topic did you choose to write about?



	Why did you choose your topic?




	In what ways does this topic apply to you and your life?





	What examples and experiences from your life will you use to illustrate this topic?





	Why is knowing about or being aware of this topic important?




	How will what you've learned on this topic affect your financial decisions in the future?
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