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Introduction

Navigating all the pieces of your financial life can be hard—and confusing. To succeed, you need to both understand and use the economic terms that define and direct your personal finances. For example, you need to know how to get unemployment benefits after unexpectedly losing a job, how taxes work (from your tax bracket to what tax credits you’re eligible for), and how your ability to take out loans is impacted by your credit. Understanding these monetary terms (and many more) is necessary to living a financially fulfilled life, and sometimes it helps to have these terms explained in a way that makes sense.

That’s where Personal Finance in Plain English comes in. Here you’ll find more than 300 glossary terms that define and clarify any necessary personal finance language. After all, whether you’re a seasoned pro or someone starting to improve your financial literacy, sometimes an easy-to-understand explanation to guide or teach you is exactly what’s needed—which is why each glossary term is so simple to follow. First, each term is quickly summarized. Then, the “What it is” section provides a clear definition. Next, the “How it works” section further contextualizes and explains the concept. Finally, the “How it is used” example uses the term in an everyday sentence.

Throughout the book, you’ll find the glossary terms grouped into common personal financial categories that will help you understand each term in context. For example:


	Chapter 2: Income and Net Worth includes terms like 1099, gross pay, and salary.

	Chapter 3: Budgeting and Financial Planning provides definitions for 50/30/20, automatic payments, and envelope method.

	Chapter 5: Savings has lingo like APY, CD, and simple interest.

	Chapter 8: Credit Cards includes APR, grace period, and rewards.

	Chapter 12: Investing Terms gives you words such as bond, Nasdaq, and returns.

	And there are plenty more!



Ultimately, whether you need a refresher on insurance or want to know what terms to use when meeting with your financial advisor, Personal Finance in Plain English will help you understand the complexities of your financial life and more. Using this book, you can take confident steps to build wealth, successfully navigate the investment arena, and effectively protect the economic future you’re working so hard to create. The clear information in this book will help you manage your personalized financial goals easily and successfully.




CHAPTER 1 Common Banking and Financial Services Terms

Almost every part of your financial life will be touched by banking and financial services. After all, these services are connected to everything from savings to spending to borrowing to investing (which are topics covered in the chapters to come). Having a thorough understanding of this monetary lingo will give you a solid foundation to set you on the path of creating sustainable financial security.

This chapter will help you understand different types of financial institutions (like how banks differ from credit unions), the different players who operate in this arena (like financial advisors), and how the different types of accounts (like savings or checking) work. You’ll learn which fees to watch out for and how to avoid them, the different ways to send and receive money, and what you need to know about using debit and credit cards. Read on to learn more!
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ACH (Automated Clearing House) transfer

a secure way to send and receive money electronically

What it is: a system that allows for electronic fund transfers between banks and credit unions over the Automated Clearing House network

How it works: ACH transfers work sort of like emails but for money. The money is sent from one financial institution and is passed through the ACH to the receiving financial institution. Examples of ACH payments include direct deposit of a paycheck, online bill pay, and using Venmo or Zelle. ACH transfers are quick, safe, and usually free. Some banks may limit the amount you can send via ACH transfer in a single transaction or over a period of time (like a daily limit).

How it is used: Madeline sent her dog walker $25 by making an ACH transfer.

ATM (automated teller machine) fees

costs of using an ATM

What it is: an amount of money charged by financial institutions when you use ATMs to do your banking

How it works: ATMs are almost everywhere, and all you need is a debit card to withdraw cash from them. When you use an ATM that is owned and operated by a bank where you have an open and active account, you are using an “in-network” ATM.

ATMs that are owned and operated by a different bank or by an independent business are considered “out-of-network.” In-network ATMs typically waive fees for their account holders. Out-of-network ATMs typically charge fees for transactions, with an average of $3.15 per transaction. Your bank may sometimes charge a separate, additional out-of-network fee (usually between $1 and $2). With a single ATM transaction, you may be charged almost $5.

How it is used: Donna paid $4.50 in ATM fees when she got cash from the ATM in the convenience store.

available balance

money you can use now

What it is: the amount of money in your bank account that’s available for immediate use

How it works: Your bank account balance includes all the money you’ve put into it minus all the money you’ve taken out. Some transactions post immediately, but others may take time to be fully processed. Those are called pending transactions, and they affect your available balance, which is the amount of money you can withdraw from the account immediately. Your available balance may be less than your actual balance. Only the available balance can be used to make purchases, pay bills, or take withdrawals. Knowing your available balance can help you avoid overdraft fees and declined transactions.

How it is used: Lorena had $800 in her checking account, but her available balance was $600 due to pending transactions.

bank service fees

costs of having an account

What it is: one-time or regular costs charged by banks and pulled directly from your account

How it works: Banks make money by charging their customers for services. When you open a savings or checking account, the bank may impose fees, even if the account is supposedly “fee-free.” Some of these fees can be avoided by keeping a minimum balance in your account. Common bank service fees include:


	Monthly account maintenance: a charge just for having an account, ranging from $0 to $20 per month

	Overdraft: a charge imposed if you don’t have enough money in your account for a transaction, but the bank allows it to go through anyway

	NSF (non-sufficient funds): charged when the bank declines a transaction because there’s not enough money in your account

	Returned deposit: a charge applied when you deposit a check that bounces



How it is used: Gina was frustrated by bank service fees eating away at her account balance.

broker

intermediary between a buyer and seller

What it is: a professional who facilitates transactions for a fee

How it works: Brokers help make sure that purchases, sales, and trades go smoothly for all involved parties. Many industries, especially those with complex transactions, rely on brokers. Those industries include finance, investing, insurance, and real estate.

Brokers generally must undergo extensive training and licensing before they can perform services. For example, investment brokers (like stockbrokers) must pass the Series 7 exam before they can buy and sell securities. They earn money by charging commissions for every transaction they make.

How it is used: Shawna contacted a broker when she wanted to sell some shares of stock.

brokerage account

a place to hold investments

What it is: an account you can use to buy, sell, and keep a variety of investments including stocks and mutual funds

How it works: When you’re ready to invest, you must open a brokerage account with a licensed broker. You deposit money into the account and then instruct the broker when you want to make investment transactions. Most brokerage accounts exist online, and you can order transactions online as well. These investment accounts can be used to trade or hold many different types of securities, including stocks, bonds, mutual funds, and exchange-traded funds.

There are three basic types of brokerage accounts: full service, discount, and robo-advisor. Full-service brokerage accounts cost the most to maintain but offer a wider range of services, including financial advisors who help manage your investments. Discount brokerage accounts work well for people who want do-it-yourself (DIY) investing, and they offer pared-down services and lower fees. Robo-advisor accounts make all investment selections based on algorithms and typically trade only mutual funds and exchange-traded funds.

How it is used: Amy opened a brokerage account online when she was ready to start investing.

cash equivalents

securities that can be turned into cash fast

What it is: a class of cash-like accounts and investments that can be sold or redeemed for cash immediately

How it works: Cash equivalents are typically held by large companies and can indicate strong financial health. These low-risk assets have maturities (meaning they’ve reached their end date) within 90 days and can be converted into cash right away. Examples of cash equivalents include certificates of deposit (CDs), money market accounts, commercial paper, and Treasury bills. When investors consider buying stock in a corporation, the company’s total cash equivalents show how easily it can pay its bills and debts while still earning returns on those funds.

How it is used: When Aisha compared companies to invest in, she chose the one with more cash equivalents on the books.

checking account

money accessed for daily use

What it is: a bank account that allows easy access to funds for withdrawal in a variety of ways

How it works: Checking accounts are flexible deposit accounts at financial institutions, like banks or credit unions, that allow for frequent deposits and an unlimited number of withdrawals (assuming there’s money to withdraw from). These accounts are used for daily spending and paying bills. The money can be accessed in many ways, including checks, debit cards, and ACH transfers. Checking accounts generally don’t pay interest and come with a variety of bank fees, such as monthly maintenance fees and overdraft fees.

How it is used: Grant used his checking account to pay his rent, car payment, and credit card bills.

commission

payment for performing a task

What it is: compensation received once a transaction or service has been successfully completed, often tied to sales made or goals met

How it works: Commissions are extra forms of compensation usually tied to job performance and used as an incentive to increase productivity, and they’re generally related to sales. They can be based on criteria like items sold, dollar amount of sales, items produced, and number of deals signed. Commissions can be straight or graduated. Straight refers to a single percentage, and graduated refers to an increasing percentage as specific goals are met and exceeded. Commissions may be paid in addition to or instead of salary.

On the personal side, investors pay commissions when they buy and sell investments through a broker. That can incentivize human brokers/advisors (as opposed to DIY online investing) to encourage more trades or to prioritize recommending particular securities. This can sometimes be a gray area, as brokers may be tempted to trade more to make higher commissions.

How it is used: Daniela got a straight 25% commission on every new laptop she sold for the electronics shop.

credit transaction

money added to a bank balance

What it is: an increase in an account balance when money is deposited or otherwise added to the account

How it works: From a banking perspective, a credit transaction represents money flowing into an account. That can include mobile deposits, direct deposit (of a paycheck, for example), cash deposits, ACH transfers into the account, vendor credits, and refunds. In a savings or interest-bearing checking account, any interest earned would be a credit to the account. These transactions are considered credits from the bank’s point of view because they technically owe you the money in your account. When your balance increases, the bank’s liability increases too.

How it is used: When Lucy deposited $500 into her savings account, she saw the credit transaction appear on her bank statement.

credit union

not-for-profit financial institution

What it is: like a bank in most ways, but owned and operated by the people—called members—who use its services

How it works: Credit unions work like financial co-ops, where every member-customer owns a piece of the institution. They offer many of the same services as banks, including checking and savings accounts, certificates of deposit, credit cards, and loans. Credit unions prioritize customer service and satisfaction, typically offer better interest rates than traditional banks, and charge fewer and lower fees than banks. However, credit unions usually have fewer physical locations, fewer ATMS, and more limited services and offerings.

To do any sort of business with a credit union, even if it’s a one-time thing, you must become a member. In the past, only people in a specific group (like government employees) could join a credit union, but many are now open to anyone. You must open an account to become a member, though account opening requirements are generally minimal ($5 or $10 in many cases).

How it is used: Mike joined a credit union to get a better rate on his mortgage.

debit card

a way to spend money from a bank account

What it is: a payment method that pulls money directly from the linked bank account

How it works: Sometimes called bank cards, debit cards attach to specific bank accounts, usually checking accounts. They can be used to make purchases similarly to how credit cards are used, but they pay out immediately rather than creating a debt. Debit cards can also be used to get cash back during purchase transactions or to withdraw money from an ATM. For most transactions, debit cards require a personal identification number (PIN) to be entered, though some purchases may be made without that step. Because the debit card is connected to a bank account, spending is limited to that account balance. Debit cards may also come with daily spending limits. Debit card transactions may be subject to bank fees such as ATM fees and overdraft fees.

How it is used: Annie always uses a debit card for purchases to avoid running up credit card debt.

debit transaction

money subtracted from a bank balance

What it is: a decrease in a bank account balance when money is spent, withdrawn, or otherwise removed

How it works: From the bank’s perspective, a debit transaction refers to money moving out of an account. That can include purchases, debit card transactions, automated bill payments, check payments, withdrawals, and bank fees. All of these debit transactions reduce the balance in the account, so it’s important to be aware of them to avoid overdrawing from the account. Excess debit transactions can result in additional bank fees, which decrease the balance even further.

How it is used: Dan kept track of the debit transactions in his account to make sure he didn’t spend more than he had.

depositor

person putting money in the bank

What it is: anyone who puts money into an account at a financial institution

How it works: A depositor is someone who stores money in a bank or credit union for safekeeping and possibly to earn interest. Technically, depositors allow the bank to use their money while it’s in the bank’s possession. In exchange, the bank pays interest to the depositor on the balance of funds in their account and provides some protection against loss.

Additionally, the FDIC (Federal Deposit Insurance Corporation) guarantees deposits of up to $250,000 per depositor, per bank, and per account category. For example, a depositor might have accounts at two different banks with $250,000 in each, and their full $500,000 would be covered by the FDIC. Credit unions have a similar guarantee through the NCUA (National Credit Union Administration).

How it is used: Elliott became a depositor when he opened his first checking account with $250.

financial advisor

professional money coach

What it is: an expert at helping people with personal finance issues such as investment, retirement, and debt management

How it works: Financial advisors help people create financial goals along with detailed plans to meet those goals. They can assist you in managing your own finances or take over aspects of it for you. Depending on your needs, the financial advisor can provide many services like helping you build an emergency fund, creating a budget, or choosing investments. They may also coordinate with other necessary professionals like tax preparers and estate planners.

Since a financial advisor will be intimately involved in your finances, it’s important to choose someone you feel comfortable talking with about your financial issues. Check the credentials and references of any advisor you intend to hire, preferably one who serves as a fiduciary, meaning they are legally required to act in your best interests.

How it is used: Jake and Amy hired a financial advisor to help them figure out their financial goals and the best ways to achieve them.

joint account

account with two or more owners

What it is: a bank or investment account owned equally by two or more people, all of whom have full access to it

How it works: Joint accounts work like regular savings, checking, and investment accounts where anyone named on the account has full access to the funds. Account owners don’t have to be related or in a personal relationship. In most cases, any individual owner can make transactions, but some may require all parties to sign off.

Joint accounts can be beneficial for people who want to combine assets or share expenses, parents who want to teach their children about financial responsibility, and people helping their aging parents manage their finances. Joint bank accounts are covered by the FDIC for up to $250,000 per owner. These accounts also come with some drawbacks, such as joint responsibility for all bank charges and fees, creditors may be able to attach the account (meaning, put a legal claim on it) based on the debts of only one owner, and all owners can see all transactions (there are no private transactions).

How it is used: Samantha and Carter opened a joint account to share household expenses when they moved in together.

NSF (non-sufficient funds)

bank account without enough money

What it is: a check written out for more money than your checking account balance

How it works: Non-sufficient funds (NSF) status indicates a checking account that doesn’t have enough money in it to cover all of the pending transactions. It’s applied when a check or other withdrawal transaction (like autopay) exceeds the account balance, the check is bounced (not paid out by the bank), and an NSF fee is charged by the bank. Single NSF fees can run as high as $35, depleting the account even further.

Staying on top of the account balance can help avoid NSF status and fees. People often forget about autopay bills or underestimate account fees, for example, which can lead to an overestimation of the balance and writing checks that exceed it. Check the balance online or through a banking app before making payments to make sure there’s enough cash to cover transactions.

How it is used: When Rosa paid her rent by check, she didn’t realize there wasn’t enough money in the account and ended up in NSF status.

overdraft

spending more than you have

What it is: when the bank covers a transaction that you don’t have enough money to cover

How it works: Sometimes people take more money out of their bank accounts than they have, and the bank covers the difference as an overdraft. This puts the account into a negative balance where the account holder now owes the bank money (like a loan). The bank charges an overdraft fee for this and may continue to charge fees and interest if the balance isn’t restored to positive. Overdrafts can be caused by withdrawals, debit card transactions, bill payments, bank fees, and any other transaction that reduces the money in the account.

Some banks offer overdraft protection services. These work by linking another account that can be tapped into if the main account gets overdrawn, preventing the embarrassment of returned items or declined transactions. Banks typically charge for this service and may still charge fees related to the overdraft.

How it is used: Pam’s checking account suffered an overdraft when her rent check and student loan payment came in before her paycheck was deposited.

transfer

moving money

What it is: sending funds from one bank account to another

How it works: Transfers involve moving money between different bank accounts. The accounts can be in the same bank or different banks, even in different countries.

There are three types of transfers: bank transfers, ACH transfers, and wire transfers. Bank transfers typically refer to moving money between your accounts at the same bank (like from your savings account to your checking account). These transfers happen immediately. ACH transfers are a (usually) free way to transfer money between different banks through a clearing system, which can take a few business days. Wire transfers are direct transfers (avoiding the clearinghouse) between different banks or other financial institutions, so they happen very quickly, usually within 24 hours. Wire transfers come with fees.

How it is used: Every month Gina makes a $100 transfer from her checking account to her savings account.

wire transfer

fast way to send money between banks

What it is: an expedient but costly way to move money from one bank to another

How it works: Wire transfers move money electronically and directly between accounts at different banks, often between two different account owners. These transfers can be domestic or international, offering a safe option for people who need to send money out of the country. The wire sender initiates the transfer and supplies all of the necessary information for the receiving bank account.

Wire transfers can be sent through banks or nonbank services, the most well-known of which is Western Union. It costs money to send wire transfers, and the fees are included in the amount of money transferred. Fees can range from around $10 to $50 per wire transaction, and in some circumstances, institutions may waive wire fees.

How it is used: Amelia sent a wire transfer to her daughter in college to make sure the money she needed arrived by the next day.

withdrawal

taking out money

What it is: pulling money out of a bank account

How it works: Any time money is removed from a bank account, it’s considered a withdrawal, and these transactions reduce the account balance. Common checking and savings accounts allow unlimited withdrawals, but other types of accounts may limit the number of withdrawals made over a specific period. For example, money market accounts (not the same as money market funds) may limit customers to six withdrawals per month.

Some withdrawals may come with bank penalties or tax consequences. For example, withdrawing money from a certificate of deposit (CD) before its maturity will result in early withdrawal penalties. Withdrawals from IRAs (individual retirement accounts) are taxable and may also be subject to early withdrawal penalties.

How it is used: Raymond took a withdrawal of $100 cash to use at the water park.



CHAPTER 2 Income and Net Worth

As soon as you enter the workforce, you’ll be earning income and building up your net worth. These two critical parts of your financial life seem like they should be straightforward, but they come with plenty of twists and confusing language. This chapter breaks down important ideas including the financial ins and outs of working for an employer. You’ll learn about the differences between gross and net pay, why correctly completing your W-4 matters when you start a new job, and what to do if you’re unable to work. There are many ways to earn income, and not everything requires trading time for money, so you’ll also learn about passive income.

All forms of income funnel into your net worth, which helps you see where you currently stand financially. This chapter explains the different pieces that make up net worth, how to calculate it, and why it matters as you strive to create financial security.
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1099

tax form for nonwage income

What it is: a group of annual information forms that report various types of taxable income

How it works: IRS (Internal Revenue Service) Forms 1099 contain details about income received during the previous year. This income must be reported on the recipient’s annual income tax return. Even if a taxpayer doesn’t receive a 1099, the income they earned must still be reported by law. These forms must be delivered to recipients by January 31 annually.

There are more than a dozen versions of Form 1099, including 1099-NEC (for nonemployee compensation for freelance or contract work), 1099-INT (for interest earned), 1099-DIV (for dividends earned), 1099-B (for brokerage transactions when investments are sold), 1099-G (for state and local tax refunds), 1099-K (for payments received from a payment platform like PayPal, credit card companies, and other payment processors), 1099-MISC (for rents, royalties, prizes, and other miscellaneous income), 1099-R (for distributions from retirement accounts), and 1099-S (for real estate transactions like selling your home).

How it is used: Kevin received three different 1099s for his freelance work as a graphic designer.

assets

things you have

What it is: items of value that you own and could sell for cash

How it works: Assets are objects and resources you own that have financial value and could be converted to cash. Some assets, such as investments, may grow in value over time. Others can produce income while you own them, like rental properties and interest-bearing accounts.

Assets can be grouped into categories such as tangible (physical assets like furniture) and intangible (nonphysical things like shares of stock) or liquid (easily converted to cash) and illiquid (difficult or time-consuming to sell). Examples of personal assets include cash and cash equivalents, investments, retirement accounts, real estate, jewelry, vehicles, household goods, electronics, and collectibles.

It’s good practice to keep an inventory of your assets, for both planning and insurance purposes. For planning, knowing your available assets can help with decision-making and financial management. High-value assets, whether individually (like a car) or collectively (like household contents), can be insured against loss.

How it is used: Li didn’t realize that his Star Wars collectibles and classic guitars counted as assets.

direct deposit

money straight to your account

What it is: an electronic transfer of money directly into a bank account

How it works: Getting a direct deposit into your account makes the funds available right away, as opposed to waiting for a check to clear. Direct deposits are typically used for payroll, tax refunds, retirement account distributions, and various government benefits (like Social Security and unemployment).

Direct deposits offer several advantages over receiving checks. First, you don’t have to deal with waiting for a check to arrive or for it to clear in order to get your money. Second, you don’t have to visit the bank or use a mobile app or ATM to deposit the money; it just appears in your account. Third, electronic transfers are safer because there’s no risk of a check being lost, damaged, or rejected (due to illegibility or incorrect information).

How it is used: Eleanor set up direct deposit for her paycheck when she started her new job.

earned income

pay for work

What it is: money received in exchange for performing labor or services

How it works: Earned income involves actively trading your time and labor for money or other compensation. Earned income includes salaries, wages, bonuses, commissions, tips, and self-employment earnings. In the US, this income type is more heavily taxed than unearned income and is taxable on two levels. First, you pay income taxes to the federal government and possibly one (or more) state and local governments. Second, you pay employment taxes on these earnings to cover Social Security and Medicare taxes.

With federal income taxes, earned income matters because it affects certain tax items. For example, you must have earned income to make contributions to an IRA (individual retirement account) and to qualify for the earned income tax credit (EITC).

How it is used: Janet had earned income from both her regular job and her side gig.

equity

what you fully own

What it is: the monetary value of all owned assets minus any outstanding liabilities

How it works: Equity in personal finance refers to how much money you would get if you sold an asset and paid off any related debt. One of the easiest examples to use is a home. The real estate is the asset, the mortgage is the liability, and the difference between the two is the equity. It represents the portion of the house that the homeowner actually owns.

When the value of assets increases and when liabilities are paid down, equity increases. But if asset values decline or debt increases, equity decreases. Equity matters because it represents the amount of money you would have left over if you liquidated all your assets and paid off all your debts. In some cases, equity can also be used as collateral for new loans, such as home equity loans.

How it is used: Shawn and Gus increased their equity by making extra mortgage payments during the year.

gross pay

earnings before deductions

What it is: total compensation before any money is withheld for taxes and other payroll deductions

How it works: Gross pay equals full salary or wages, such as $75,000 per year or $25 per hour, based on the agreement between the employer and employee. It’s the starting point for every regular paycheck, regardless of the pay period. For example, an employee earning $75,000 per year who gets paid twice a month would have gross pay of $3,125 per paycheck. An employee earning $25 per hour who worked 40 hours during the pay period would have gross pay of $1,000 for that paycheck. Employment taxes—Social Security and Medicare—are based on gross pay.

How it is used: Jody’s gross pay for her first job was $1,000 a week, and she was surprised that her actual paycheck was for much less than that.

liabilities

what you owe

What it is: debts you owe to people or institutions that have loaned you money

How it works: Liabilities represent money borrowed that must be paid back. They can include various types of debts including short-term or long-term, revolving or fixed, interest-bearing or interest-free, and secured or unsecured. Examples of liabilities include credit card debt, student loans, and mortgages. When liabilities exceed the resources available to pay them, that can cause financial problems and make it harder to cover monthly expenses.

Liabilities can also be used strategically to help build up personal financial stability and wealth over time. For example, taking out a mortgage to buy a house can lead to increased assets as the value of the house increases while the loan amount decreases.

How it is used: When looking at her full financial picture, Dominique made a list of all of her liabilities to see how much she owed altogether.

liquidity

how fast you can get cash

What it is: a measure of how easily something can be converted into cash

How it works: Liquidity refers to how easily an asset can be turned into cash without losing value. It’s a measure of your financial resources and how quickly they can help you access money when you need it. For example, money in a checking account is highly liquid: available immediately for the exact amount of your balance. Your house, on the other hand, could take weeks or months to sell, involves many costs that reduce the amount of money you receive, and may not be sold for the price you want.

Liquidity matters because it controls whether you can pay all your living expenses and bills on time every month and how well you could weather an unexpected financial emergency.

How it is used: Having high liquidity, like cash in the bank and quick-selling assets like stocks, makes it easier to get through a sudden financial crisis.

net pay

take-home pay

What it is: earnings from work after taxes and deductions

How it works: Gross pay (or total pay) is the starting point for the money an employee receives in a paycheck. Many items get deducted from that total, some mandatory and others optional. Mandatory deductions include withholding for state and federal income taxes, employment taxes, and wage garnishments (due to a court order). The amount deducted for income taxes is based on information the employee submits on Form W-4. Optional deductions include things like retirement plan contributions, health insurance premiums, and Flexible Spending Account (FSA) contributions. Net pay equals gross pay minus all applicable deductions and may be substantially less money than gross pay.

How it is used: Elena’s gross pay was $50,000 per year, but her net pay was closer to $32,000.

net worth

personal equity

What it is: the difference between total assets owned and total debts owed

How it works: Net worth is a picture of a person’s current financial situation and stability. It’s calculated by subtracting total debts
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