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Money Management 1-2-3
Consumer Action created this backgrounder guide as part of our “Money Management 1-2-3” financial 
empowerment educational and training module.  The module also contains three multilingual brochures 
and a lesson plan with PowerPoint training slides. The sections can be used alone or in a comprehensive 
group of three depending on the learning level and stage of life.

Following are frequently asked questions about the topics covered in the Money Management 1-2-3 
module. Use the information below to facilitate discussion during class; to encourage continued, inde-
pendent learning after class; and to empower learners to make wise choices and protect their rights.

1. Getting a Strong Start
Prioritize your spending, live within your means, and use credit wisely 
Wise choices about how to use your income and credit when you’re young help you build a foundation 
for a lifetime of financial security. Prioritizing spending, establishing a savings habit and keeping consumer 
debt to a minimum enables you to achieve important financial goals sooner. And once you understand 
the basics of taxes, borrowing and banking, you’ll be well prepared for even greater financial responsibili-
ties and opportunities as you get older.

Budgeting and saving
Setting up checking and savings accounts
Learning about credit
Earning a paycheck

2. Achieving Financial Goals
Recover from youthful missteps, build wealth and protect assets
The way you manage your money in your 30s and 40s will profoundly affect the way you live out your 
later years. Key goals during this time should be to increase assets, build a retirement nest egg, and pro-
tect what you have. To do all that, you’ll also have to avoid the temptation to live a lifestyle beyond your 
means.

Updating your budget
Taxes
Saving for a purpose 
Investing

Renting and homeownership
Mortgages
Insurance

3. Planning a Secure Future
How to build up your savings, stay adequately insured, tap assets, and create an estate plan
At some point, the working years become the retirement years. Changes in income and expenses can 
be difficult to adjust to at first. To make the transition as smooth as possible, you’ll need to step up your 
planning and saving. This will help you put together sufficient assets and insurance to maintain a comfort-
able lifestyle throughout your retirement, and to create an estate plan that reflects your wishes.

Investing for a longer life

Replacing your paycheck

Home equity loans

Reverse mortgages

Protecting assets

Covering medical expenses

Long-term care insurance

Estate planning
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1. Getting a Strong Start 
Budgeting and saving

How can I lower my expenses?
Here are some ways to make ends meet:

• Reduce essential expenses. (For example, could you drive a less expensive car or rent a less expensive 
home?)
• Reduce nonessential expenses such as subscriptions, dining out, and gifts. (Some ideas: Share a subscription 
with a friend, go out for coffee or breakfast rather than dinner, put creativity before cost when it comes to 
gift giving.)
• Take advantage of free services and entertainment. (For example, get free immunizations at public health 
clinics and borrow books and movies from the library.)
• Break expensive habits, such as take-out coffee drinks, deli lunches and lottery tickets.
• Compare prices on everything, from insurance and cable service to checking account fees and prescrip-
tions.
• Avoid temptation—don’t go shopping for fun.
• Scrutinize every expense and ask yourself if there is a less expensive alternative. (For example, could you 
share a lawn mower with a neighbor rather than buy your own?) 

66 Ways to Save Money from the Consumer Literacy Consortium offers more ideas for managing your money, at 
www.66ways.org.

How can I increase my income?
A few ways to increase your income are:

• Work overtime, if possible.
• Take a part-time or weekend job.
• Provide a service such as babysitting, sewing, gardening, cooking, cleaning, making repairs, etc. 
• Take in a roommate.
• Sell your unneeded items.

Be wary of offers to make money doing simple tasks at home—many of these are scams. Be particularly careful 
of money-making schemes that require you to pay a fee or buy a lot of materials before you can start. Visit the 
FTC online [www.ftc.gov/bcp/menus/consumer/invest/workhome.shtm] to learn how to avoid work-at-home 
schemes.

Where can I learn about government or private programs that might help me make ends meet?
Many credit counseling agencies can direct you to such programs. To find an accredited non-profit credit counsel-
ing agency, contact the National Foundation for Credit Counseling (www.nfcc.org; 800-388-2227) or the Associa-
tion of Independent Consumer Credit Counseling Agencies (www.aiccca.org; 800-450-1794).

Also, check with your local social services department. They can tell you if you qualify for programs such as food 
stamps, free school lunch, and WIC (aid for women, infants and children).

The United Way compiles a database of programs that help with everything from rent and food to clothing and 
child care. Visit www.unitedway.org to learn more and to find your local United Way.

If you belong to a religious organization, it may be able to help as well. 
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Setting up checking and savings accounts

What’s the difference between a bank and a credit union?
Banks are for-profit corporations that measure their business success by the amount of profit they make and the 
price of their stock. They typically offer many branches and ATMs, 24/7 customer service, and a variety of invest-
ment products. 

Credit unions are not-for-profit cooperatives—in other words, they are owned by their members. Since they 
don’t have to answer to shareholders, profit and share price are not the motivating factors in their business 
practices. They also tend to have lower overhead costs because they are exempt from most taxes and do not 
typically pay huge executive salaries. Members benefit from these savings in the form of lower service fees, lower 
interest rates and fees on credit and loans, and higher interest rates on deposits. 

Most credit unions are local and, therefore, tend to offer more personal service. However, they are unlikely to of-
fer as many conveniences as large banks do.

Credit unions are membership organizations consisting of members who all have something in common (the 
same employer, union or community, for example). Visit www.findacreditunion.com to find a credit union you are 
eligible to join.

Should I opt in to overdraft protection for ATM and debit card transactions, or opt out of overdraft pro-
tection on my checks and automated payments?
Overdraft protection means your financial institution will process your transaction even if you don’t have enough 
money in your account to cover the purchase. The benefits to you are:

• You are allowed to complete your transaction.
• You will not be assessed a bounced check fee by the merchant.
• A non-sufficient funds (NSFs) notation will not appear on your check-writing history report (ChexSystems, 
SCAN or TeleCheck).

If you want overdraft coverage on your ATM and debit card transactions, you must opt in. Otherwise, transac-
tions that would exceed the balance in your checking account will be declined; you will not be charged an over-
draft fee. Your bank is allowed to provide overdraft coverage for your checks and automated recurring monthly 
without your opt-in. Talk to your bank about how you can make sure it doesn’t do this if you don’t want it to.

Your particular bank may choose to not offer the option for overdraft coverage on debit card or ATM transac-
tions; it may simply decline the transaction if the money is not in your account. Or it may allow a fee-free over-
draft transaction.

The drawback to overdraft coverage is that the fee can be as high as $30 or more. And, you can get hit with the 
fee more than once, depending on how many transactions are processed before you deposit the required funds 
into your account. Some banks charge the overdraft to a credit line you have linked to your account, while oth-
ers charge it to a linked credit card. In addition to the fee, you will pay interest on overdrafts you do not pay off.

If you are asked whether you want to opt in to overdraft coverage, consider other less expensive ways to pro-
tect yourself, such as linking your checking account to a savings account from which you can transfer money 
when funds get low. If your bank offers the service, keep tabs on your checking account balance through “low 
balance” alerts. Use a credit card for emergency purchases if you don’t have enough money in your checking ac-
count.

Who should I contact if I have a complaint about my bank or credit union?
Always try to resolve problems directly with your financial institution first. If you are unsuccessful, ask for the 
name of the institution’s regulatory agency. Then contact the appropriate agency below. In addition to handling 
consumer complaints, these regulatory agencies offer free consumer educational resources.

Turn the page for a list of helpful resources.
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Federal Trade Commission (FTC)
877-FTC-HELP (877-382-4357)
www.ftc.gov 
Regulates stores, finance companies, mortgage companies, credit bureaus and non-FDIC-insured financial 
institutions. Provides free credit education materials.
Federal Reserve System
888-851-1920
www.federalreserve.gov  
Investigates complaints against state-chartered banks that are members of the System.
Federal Deposit Insurance Corporation (FDIC)
877-275-3342
www.fdic.gov  
Regulates state-chartered banks that are not members of the Federal Reserve System.
National Credit Union Administration (NCUA)
800-755-1030
www.ncua.gov  
Regulates federally chartered credit unions. Also offers a listing of contact information for state chartered 
credit unions at http://ncua.gov/Resources/ConsumerInformation/Complaints/statechartered.aspx.
Office of Thrift Supervision
800-842-6929 
www.ots.treas.gov  

Regulates federal and state savings banks and savings and loan companies.
Office of the Comptroller of the Currency
800-613-6743
www.occ.treas.gov 
Regulates banks with “National” in the name, or N.A. after the name.
U.S. Department of Housing and Urban Development (HUD)
800-669-9777
www.hud.gov  
Handles complaints alleging discrimination in housing and mortgage lending.

You may also contact your state’s consumer protection offices, banking authorities, and offices of the attorney 
general to complain against lenders doing business in your state.

Learning about credit

Where can I learn more about credit?
Here are a few places where you can learn more about credit:

• In addition to free or low-cost credit and money management counseling, most accredited non-profit 
credit counseling agencies also offer educational materials online and in print. Many also offer a number of 
workshops and seminars on different money management and housing topics. Visit www.nfcc.org to find an 
agency near you.
• The Federal Trade Commission (FTC) offers an overview of key credit concepts online at www.ftc.gov/bcp/
edu/pubs/consumer/credit/cre32.shtm.
• Consumer Action publications (print, online and downloadable) cover credit-related topics ranging from 
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establishing and improving your credit to managing credit and avoiding credit that is not in your best inter-
est. Visit www.consumer-action.org to view the library.

How do I interpret my credit score?
There are several credit scoring systems. The most widely used is the FICO score, named for Fair Isaac Corpora-
tion, the company that developed it. Each of the three national credit reporting agencies (Equifax, Experian and 
TransUnion) assigns a score using its own version of the FICO model. 

In addition, the three agencies have developed their own joint scoring model, called VantageScore. This score as-
signs a letter grade (A, B, C, D or F), like a report card.

Additional scores have been developed by the credit reporting agencies, lenders and other companies.

To understand how you rate in a creditor’s eyes, you have to know what credit scoring model is being used and 
how you rank on that particular scale. A chart at www.myfico.com lists prevailing interest rates by approximate 
FICO score. Other scores will include information about how you rank on that particular scale.

Read more about credit scoring on the Consumer Action website at www.consumer-action.org.

Who do I complain to about my credit card company or lender?
See the “Setting Up Checking and Savings Accounts” section of this guide for a list of regulatory agencies that 
handle consumer complaints about financial institutions.

What are specialty reports?
In addition to your credit report, there may exist one or more other types of reports about you. These specialty 
consumer reports compile specific types of data about you that is of use to particular types of businesses. 

The most widely used specialty reports are for:
• Check-writing history 
• Tenant history
• Insurance claims history
• Medical history 
• Prescription history
• Employment background screening

Specialty reports do not exist for every consumer, but they do for many. You have the right to see your reports. 
Learn more in Consumer Action’s Specialty Consumer Reports module, available online at www.consumer-
action.org.

How would I know if someone stole my identity, and what would I do?
Identity theft commonly refers to crimes in which someone uses another individual’s personal information, such 
as a Social Security number, to commit financial fraud. This would include borrowing money or making purchases 
on accounts opened in the victim’s name and then defaulting on the payments, or making unauthorized purchases 
or withdrawals on existing accounts.

Signs of fraud include:
• Missing credit card and loan statements, which may indicate that a thief has changed your mailing address 
with your creditors
• Charges for purchases you don’t recognize
• Cards and bills for accounts you didn’t open, or rejection letters for credit you didn’t apply for
• Contact from collectors about bills you don’t recognize
• Being denied such things as credit, a job, insurance, or a home rental for no obvious reason
• Suspicious information on your credit reports
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If you become aware of fraudulent accounts or unauthorized charges:
• Contact the creditors to close the accounts and dispute the debts. Tell the company’s fraud department 
that you are a victim of identity theft. Follow their instructions for disputing the charges.
• Cancel cards and accounts (and cellular service, if you lost your phone). Open new accounts. Set up new 
PINs and passwords.
• File a police report and request a copy.
• Contact one of the three credit agencies to place a fraud alert in your credit report. (The other two agen-
cies will be notified automatically.) As a victim of identity theft, you are allowed to place an extended (seven 
years) fraud alert in your credit file rather than the 90-day initial fraud alert. You will be required to send 
your request along with your police report.
• File a complaint with the FTC online (www.ftccomplaintassistant.gov/), by phone (877-438-4338; TTY: 866-
653-4261) or by mail (Identity Theft Clearinghouse, Federal Trade Commission, 600 Pennsylvania Avenue, 
NW, Washington, DC 20580).
• Remain vigilant for any signs of fraud in the future. Check your credit reports frequently.

For more information, visit the Privacy Rights Clearinghouse online at www.privacyrights.org/fs/fs17a.htm.

Earning a paycheck 

What can I do if I believe my employer is not paying me what I am owed?
If possible, try to resolve the payment issue directly with your employer. If you are unsuccessful, contact your 
state’s labor department or the U.S. Department of Labor, Wage and Hour Division (www.dol.gov/whd/; 866-
4USWAGE (866-487-9243)/TTY 877-889-5627).

The federal Fair Labor Standards Act (FLSA) establishes the minimum wage, overtime pay regulations and other 
labor standards. Your employer must comply with the FLSA if the company has $500,000 or more in annual sales 
or if it is engaged in “interstate commerce,” which could be as simple as making phone calls or sending mail out 
of state. Learn more about the FSLA on the Department of Labor website at www.dol.gov/whd/regs/compliance/
hrg.htm.

If your employer is so small that the company isn’t covered by the FLSA, it may be covered by your state’s labor 
laws. Find your state’s department of labor at www.dol.gov/whd/contacts/state_of.htm or in the state govern-
ment pages of your local telephone directory.

What can I do if I believe I was turned down for a job due to discrimination?
Employers are not required to give a reason why you weren’t hired, so it can be difficult to prove discrimination.

If you believe you have a legitimate complaint, start by talking to your human resources manager. If the company 
doesn’t address your concerns, consider filing a complaint with your local office of the Equal Employment Op-
portunity Commission (EEOC). The EEOC (www.eeoc.gov) is the agency that enforces federal antidiscrimination 
laws. Or, contact your state’s Fair Employment Practices Agency (FEPA)—state law sometimes provides even 
greater protections than federal law. Get contact information at the EEOC site (www.eeoc.gov/employees/fepa.
cfm) or do an online search for “fair employment agency” and the name of your state.

The Americans with Disabilities Act (ADA) prohibits employers with 15 or more employees from discriminating 
against qualified job applicants with disabilities. (Your state’s anti-discrimination laws may apply to smaller employ-
ers.) To be protected under the ADA (www.ada.gov), you must meet the definition of a person with a disability. 
That means you must be substantially limited in a major life activity. The definition of major life activities includes 
(but is not limited to) seeing, hearing, speaking, standing, learning, reading, concentrating, thinking, communicating, 
and working. 

If you have reason to believe that you were not hired because of your disability, consider filing a complaint with 
the EEOC or your state’s fair employment agency. Either of these agencies may investigate your complaint, con-
tact the employer, or simply confirm that you’ve filed a complaint, which is necessary if you file a discrimination 
lawsuit.
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The federal Uniformed Services Employment and Reemployment Rights Act (USERRA) of 1994 prohibits all 
private employers, regardless of size, from taking any negative job action, such as firing or demoting, because an 
employee is in the armed forces or reserves. Most states also prohibit discrimination against members of the 
state’s militia or National Guard. Learn more at www.osc.gov/userra.htm.

Am I entitled to time off to deal with a family emergency?
The federal Family and Medical Leave Act (FMLA) gives certain employees the right to take up to 12 weeks 
unpaid leave every 12 months for their own or a family member’s serious health condition, or to care for a new 
child. 

The FMLA applies only to employers with at least 50 employees working within 75 miles of each other. And only 
employees who have worked for at least a year, and at least 1,250 hours in the past year, are eligible.

For more information, visit the Department of Labor’s FMLA web page at www.dol.gov/whd/fmla/index.htm.

Where can I learn more about my rights as an employee?
Here are some resources for employee rights information:

• The Department of Labor (DOL): www.dol.gov 
• National Labor Relations Board (union rights): www.nlrb.gov/workplace_rights/employee_rights.aspx 
• U.S. Office of Special Counsel (rights of federal employees): www.osc.gov/  
• WorkplaceFairness.org: www.workplacefairness.org/
• Privacy Rights Clearinghouse (privacy rights on the job) www.privacyrights.org/fs/fs7-work.htm
• Official websites of individual states and sites of state bar associations

• Your employee handbook (provided by your employer; may be print or electronic)

2. Achieving Financial Goals
Following are frequently asked questions about the topics covered in Part 2 of the Money Management 1-2-3 
module. 

Updating your budget

What budgeting tools are available?
There are hundreds of free budget worksheets (print and electronic) available online. Do a search for key words 
“budget worksheet.” Bankrate.com is just one source that offers a household budgeting worksheet, at www.
bankrate.com/finance/money-guides/free-household-budgeting-work-sheet.aspx.

Many, if not most, credit counseling agencies make budgeting worksheets available on their websites. For ex-
ample, CCCS of San Francisco offers its Money Management Planner for free download at www.cccssf.org, under 
the Forms tab. Many agencies also offer free or low-cost one-on-one budget counseling.

The National Foundation for Financial Education (NEFE) is another good resource—go to www.smartabout-
money.org/, click on the “resource library” tab, then choose “Budget,” and then choose “Managing Your Money 
(Worksheets)” to download the form free. 

Do an online search for “budgeting software” to find computer programs that can help.

Taxes

What if I don’t file my tax return one or more years?
You should always file your tax returns, even if you can’t afford to pay all of the taxes you owe.

If you don’t file, the IRS will file a substitute return for you. This will always be the worst-case scenario because 
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the return is based only on information the IRS has from other sources. That means, for example, you would not 
get any dependent deductions or itemized deductions (mortgage interest, charitable contributions and business 
expenses, for example). The IRS, essentially, takes your income, taxes it at the highest rate, and deducts any fed-
eral tax you paid. 

Once the tax is assessed, the IRS starts the collection process, which can include placing a levy on wages or bank 
accounts or placing a lien on your property. Continued non-filing and non-payment could result in additional 
penalties and/or criminal prosecution.

Even if the IRS has already filed one or more substitute returns for you, you still should file your own returns for 
those years to take advantage of all the deductions, exemptions and credits you’re entitled to. If you don’t have 
the information you need, such as W-2s and 1099s, the IRS can help you get them.

Once the IRS accepts your return, the tax is adjusted. If you are due refunds, filing the returns will close your 
case. (Refunds more than three years old are forfeited.) If you owe taxes, then interest and penalties will be 
added to the past-due amount. Depending on your circumstances, you may qualify for a payment plan or an offer 
in compromise. 

The IRS provides assistance to help taxpayers get back on track. Call 800-829-1040 or visit www.irs.gov.

Are there other sources of income tax preparation assistance besides VITA?
In addition to the Volunteer Income Tax Assistance (VITA) program. The AARP Tax-Aide program will help you 
prepare and file your basic tax return (the 1040, 1040A, 1040EZ and standard schedules). The service is available 
between February 1 and April 15. For more information about the Tax-Aide program, visit the AARP online at 
www.aarp.org/money/taxaide/taxpreparation.

The United Way has also offered tax preparation assistance in certain regions. Contact your local United Way of-
fice or visit www.unitedway.org for more information; in the San Francisco Bay Area, visit www.earnitkeepitsaveit.
org.

Can I prepare my tax return myself?
Yes, you can—and it’s probably easier than you think thanks to computer software that walks you through the 
process step by step. If you have a very simple return, you may even be able to do it yourself without computer 
software. 

However, if the prospect of preparing your tax return on your own leads you to miss the deadline or not file 
at all, you are better off getting free assistance or even paying a professional tax preparer. If you hire a preparer, 
shop around for qualifications and prices.

Saving for a purpose 

What is compound interest and why is it important to me?
In a nutshell, compound interest means you earn interest on your interest. For example, say you invest $100 at 
10 percent interest per year. You would earn $10 ($100 x 10 percent) in the first year. In the second year, you 
would earn $11 through compound interest because you would earn interest not only on your principal (the 
original $100), but also on the interest you previously accumulated ($10). 

The power of compound interest becomes far more dramatic as your money grows. Compound interest is al-
ways better than simple interest (where you earn interest only on your principal) when it comes to saving. 

Where can I learn more about retirement planning and tax-advantaged retirement accounts?
MyMoney.gov (www.mymoney.gov) is dedicated to teaching the basics about financial education, including plan-
ning and saving for retirement. The site features information from 20 government agencies.

The Department of Labor also offers retirement planning information online at www.dol.gov/ebsa/publications/
nearretirement.Html.

The Credit Union National Association’s Plan It™ Retire Ready Toolkit, at http://planit.cuna.org/1/, is a site dedi-
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cated to retirement planning. It offers articles and information, calculators and personalized tools.

The AARP, at www.aarp.org/money/retirement/, is another source for information related to retirement.

How can I learn more about my employer’s retirement plan?
The Employee Retirement Income Security Act (ERISA) requires plan administrators to give participants and 
beneficiaries a Summary Plan Description (SPD). The SPD includes such information as:

• The plan’s eligibility requirements
• Benefits under the plan
• Sources of contributions to the plan and the methods used to calculate contributions
• Provisions governing termination of the plan
• Procedures regarding claims for benefits and remedies for disputing denied claims
• Participant rights under ERISA

For more information on understanding your retirement plan, visit the Department of Labor Employee Benefits 
Security Administration (EBSA) online at www.dol.gov/ebsa/.

You can also ask your Human Resources (HR) department for assistance; the HR rep may refer you to the plan 
administrator.

If you have an unanswered question or a complaint about your retirement plan, contact: 
U.S. Department of Labor 
Employee Benefits Security Administration (EBSA) 
866-444-EBSA (3272) 
www.askebsa.dol.gov 

What if I don’t have enough income to save for both retirement and college?
Most experts recommend saving for retirement rather than college if resources are very limited. That’s because 
there are other sources of money for college, including student loans, financial aid, scholarships, and work-study 
programs. That’s not the case for retirement. 

There also are education-related tax breaks (the Hope credit and the lifetime learning credit, or a tuition and 
fees deduction, for example) for those who meet income guidelines. Learn more about education-related tax 
breaks in IRS Publication 970, Tax Benefits for Education.

For information about federal student aid, visit www.federalstudentaid.ed.gov.

Can I borrow from my 401(k) or similar retirement plan?
Most 401(k) plans allow participants to borrow up to 50 percent of their vested balance or $50,000, whichever 
is less. While this might sound like a great option, think twice about borrowing from your retirement unless you 
are doing so to purchase your first home. These are a few of the drawbacks of a 401(k) loan:

You typically have five years to repay the loan. But if you leave your job—willingly or not—you may be required 
to pay the outstanding balance within 90 days. If you’re under 59½ and you can’t repay the loan, it will be consid-
ered an early withdrawal, which means you’ll pay tax on the money as well as a 10 percent penalty.

Though the interest you pay on the loan goes back into your account, the rate may be lower than what your 
money would have earned if it had stayed invested in the 401(k). 

The money you use to repay the loan is not pre-tax money, the way your 401(k) contributions were. So, for ex-
ample, if your monthly payment is $250 and you’re in the 28 percent tax bracket, you’ll have to earn about $350 
to make that payment. And then you’ll pay taxes on the money a second time, when you withdraw it in retire-
ment.

If you use a debit card to access the loan funds, you will most likely pay fees to the card vendor.
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Investing

Where can I learn more about investing?
Be careful about where you get your investing education, since many sources of information may be biased by af-
filiations or advertising. A good place to start is the U.S. Securities and Exchange Commission, at www.SEC.gov.

Useful SEC publications include:
• Invest Wisely: Advice From Your Securities Industry Regulators (www.sec.gov/investor/pubs/inws.htm) 
• Invest Wisely: An Introduction to Mutual Funds (www.sec.gov/investor/pubs/inwsmf.htm) 
• Calculating Mutual Fund Fees and Expenses (www.sec.gov/investor/tools/mfcc/mfcc-int.htm)

You can view additional SEC publications at www.sec.gov/investor/pubs.shtml, or call the toll-free publications 
line at 800-SEC-0330.

My employer-sponsored retirement plan is invested entirely, or mainly, in shares of the company’s stock. 
Is that safe?
Anytime you put all or most of your money into one stock you increase your risk for losing all or part of your 
money. If that stock does poorly, so do you. And if the company goes under, you could lose both your job and 
your retirement money. Whenever possible, diversify (spread out) your investment money.

Learn more about diversification in the SEC publication Beginners’ Guide to Asset Allocation, Diversification, and 
Rebalancing (www.sec.gov/investor/pubs/assetallocation.htm).

How do I find a reputable financial planner or tax advisor?
It’s your money at stake, so It’s very important to choose a financial planner, stockbroker, accountant, or other 
financial professional carefully. 

The following government publications tell you how to research individuals or firms and make a wise choice:
• Questions You Should Ask About Your Investments...and What To Do If You Run Into Problems (SEC) 
(www.sec.gov/investor/pubs/askquestions.htm)
• Protect Your Money: Check Out Brokers and Investment Advisers (SEC) (www.sec.gov/investor/brokers.
htm) 
• Investment Schemes (FTC) (www.ftc.gov/bcp/menus/consumer/invest/schemes.shtm) 

The SEC also handles complaints. View instructions online at www.sec.gov/complaint.shtml. 

Renting and homeownership

Where can I learn about my rights as a renter?
You can learn about federal laws such as the Fair Housing Act by visiting HUD online at www.hud.gov/offices/
fheo/FHLaws/index.cfm. 

States and local governments also have their own laws that govern the landlord-tenant relationship. Find your 
state or county landlord-tenant handbook at your public library or by doing an online search for keywords 
landlord tenant handbook plus the name of your state. Or access a state-by-state listing of tenant laws, rights and 
responsibilities at www.hud.gov/renting/tenantrights.cfm.  

If you think you may be a victim of discrimination, contact HUD at www.hud.gov or 800-669-9777.

Learn more in Consumer Action’s publication “What to know if you rent:  A guide to landlord and tenant rights 
and responsibilities,” downloadable at www.housing-information.org. 

What is a tenant history report?
A tenant history report is a specialty report that compiles rental-related information on individuals and sells it to 
landlords.



Money Management 1-2-3 Backgrounder Guide                                      page 10  

If a report exists on you, you can order a free copy annually at:
• ChoicePoint, at www.ChoiceTrust.com or 877-448-5732
• SafeRent, at www.fadvSafeRent.com or 888-333-2413

It makes sense to check your report for any errors before you submit your rental application.

I have low income. Is there housing assistance available?
Local public housing agencies can help you determine if you are eligible for subsidized housing. To find your local 
housing agency, look under Housing in the government pages of your local telephone directory, or visit HUD at 
www.hud.gov/renting for a state-by-state listing.

How do I find a housing counselor?
It’s a good idea to use a HUD-certified housing counseling agency for guidance in buying your first home. To find 
a counselor near you, visit HUD online at www.hud.gov and type “housing counseling” in the search field; then 
find your state. You can also call 800-569-4287. 

First-time homebuyers with low incomes can get assistance through NeighborWorks America, at www.nw.org or 
800-438-5547. Local affiliates may offer free or low-cost home buying classes and down payment assistance.

How do I know if homeownership is right for me?
Despite being called “the American dream,” homeownership is not right for everyone. If, for example, you prefer 
the freedom of renting, or if your job or career requires you to relocate frequently, buying a home might not be 
wise. Learn more about the responsibilities of homeownership and whether it would be right for you from:

• Freddie Mac, the Federal Home Loan Mortgage Corporation, at www.freddiemac.com/corporate/buyown/
english/preparing/right_for_you/, and
• National Foundation for Credit Counseling, at www.nfcc.org/housing/section_2number2.cfm.

Mortgages

What is a “good faith estimate”?
A lender must give you a good faith estimate, which is a written itemization of approximate “closing” (settle-
ment) costs, within three days of receiving your application for a mortgage. The estimate will show all the fees 
you are being charged for taking out the loan. The estimate is not a guarantee—some numbers, such as your 
interest rate and points, can change until you “lock” (make a commitment).

Use the Good Faith Estimate to compare loans. 

What is the HUD-1 Settlement Statement?
This statement itemizes all credits and charges of the real estate transaction, from broker’s fees and the appraisal 
to your earnest money deposit and down payment. The left side of the form lists the buyer’s costs and payments; 
the right side lists the seller’s. The numbers are actual costs, not just estimates. 

The Real Estate Settlement Procedures Act (RESPA) requires that borrowers receive disclosures about fees 
throughout the mortgage process. If you believe there has been a RESPA violation, you may file a complaint with 
the Office of RESPA Director, Room 9154, 451 7th St. SW, Washington, DC 20410. Learn more at the HUD web-
site [www.hud.gov/offices/hsg/ramh/res/respa_hm.cfm].

What does it mean to be “underwater” or “upside down”?
It means you owe more on your mortgage than the property is worth.

What are a “short sale” and a “deed in lieu of foreclosure”?
A short sale means you sell the home for less than you owe the bank. The bank must consent to a short sale, 
since it is being “shorted” part of the money you owe. The benefit of a short sale is that the bank suffers a 
smaller financial loss than a foreclosure would cause, and the borrower avoids the more serious damage that a 
foreclosure would do to his/her credit report.
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In some states, such as California, a short sale satisfies the debt. In other words, the deficiency (the difference 
between the sale price and the loan amount) cannot be collected. In other states, the seller is still liable for the 
shortfall.

The seller may also have to pay taxes on the forgiven debt. Consult a housing counselor or a qualified attorney 
for information specific to your state and your situation.

A “deed in lieu of foreclosure” is similar in that the borrower voluntarily relinquishes the property to the lender. 
In this case, however, the lender is then responsible for selling the property.

Who can I call if I am in jeopardy of foreclosure?
At the first sign you may miss a mortgage payment, take action—contact a housing counselor to assess your situ-
ation and determine your options. Ultimately, you may have to contact your lender to discuss a loan modification 
or other solution. Here are some sources of foreclosure prevention assistance:

• HUD: Visit www.hud.gov and search for “housing counseling” and your state, or call 800-569-4287.
• HopeNow: Tools and information about the federal government’s foreclosure prevention programs and 
free counseling at www.hopenow.com or 888-995-HOPE (-4673).
• NFCC: Find a HUD-approved credit counseling agency at www.nfcc.org or 800-388-2227.
• MakingHomeAffordable.gov—The official site of the federal foreclosure prevention program, at www.
makinghomeaffordable.gov.

Someone contacted me after I missed a few mortgage payments and said s/he could help me avoid 
foreclosure. Is this legitimate? 
If you are delinquent on your mortgage, at a certain point (the number of days varies from state to state) your 
lender will file a “notice of default,” or NOD This is the first step in the foreclosure process, and the filing is of 
public record. Some questionable lenders and scam artists target homeowners who have had an NOD filed be-
cause they know they are probably desperate and are more likely to respond to any offer of help.

Be very wary if a lender contacts you, particularly if you are experiencing money troubles or are on the brink of 
foreclosure. The following sources offer information about foreclosure rescue scams and how to avoid them:

• FTC: www.ftc.gov/bcp/edu/pubs/consumer/credit/cre42.shtm
• NFCC: www.nfcc.org/housing/ForeclosureRescueScams.cfm 
• FDIC: www.fdic.gov/consumers/loans/prevention/rescue/index.html 
• MakingHomeAffordable.com: http://makinghomeaffordable.gov/beware.html 
• HUD: www.hud.gov/offices/hsg/sfh/buying/loanfraud.cfm 

How do I find a lawyer to help me deal with my predatory mortgage loan?
You can search for a lawyer through the National Association of Consumer Advocates, at www.naca.net, or 
through FindLaw, at www.realestate.findlaw.com. The Legal Services Corporation, at www.lsc.gov, allows you to 
search for local Legal Aid offices serving low-income individuals.

Insurance

What if I can’t afford auto insurance?
If you live in California, you may be eligible for the California Low Cost Automobile Insurance Program, which 
offers low-income good drivers affordable coverage that meets the state’s financial responsibility laws. Learn 
more from the California Department of Insurance online at www.insurance.ca.gov/0100-consumers/0060-infor-
mation-guides/0010-automobile/lca/index.cfm, or on the Consumer Action website at www.consumer-action.org/
modules/module_californias_low_cost_automobile_insurance_program. Residents of other states should con-
tact their state insurance commissioner’s office to find out if assistance is available; get contact information on 
the National Association of Insurance Commissioners website (www.naic.org/state_web_map.htm). 
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How will health care reform affect me?
How the reform will affect you depends on your personal circumstances. Following are a few of the changes that 
for 2010. 

• Young people under 19 can’t be refused coverage because of pre-existing conditions. (Same for adults 
starting in 2014.)
• Young people can remain as dependents on their parents’ health insurance policies until they are 26.
• You can’t lose your insurance because you get sick.
• Adults with pre-existing conditions can buy into a temporary national high-risk pool.
• Lifetime caps on coverage will be prohibited, and annual caps will be tightly regulated.
• New private health insurance plans cannot charge co-payments for preventive services. Preventive care on 
new plans cannot be subject to a deductible.
• Retired people age 55-64, who may be subject to very high premiums and who cannot yet enroll in Medi-
care, can join a temporary re-insurance program to help offset the costs of health insurance.

For more information, visit the federal government’s official health care reform website at www.healthreform.
gov/; ConsumersUnion.org, non-profit publisher of Consumer Reports, at www.consumersunion.org/health.html; 
and Consumer Action’s insurance education site at www.insurance-education.org/.

3. Planning a Secure Future
Following are frequently asked questions about the topics covered in Part 3 of the Money Management 1-2-3 
module. 

Investing for a longer life

How can I make my retirement money last for the rest of my lifetime?
One option may be to buy an annuity or to take the balance of your employer-sponsored retirement account as 
an annuity, if your plan offers that option. 

An annuity guarantees you equal monthly payments that last your entire lifetime, whether that means three years 
or 30 years. It may also last for the lifetime of your spouse as well, if he or she outlives you. With longer life ex-
pectancies, this could be a real benefit. 

An annuity isn’t right for everyone, so do some research and consider consulting a tax advisor or other financial 
professional (someone who doesn’t earn a commission from your decision).

Visit the SEC at www.sec.gov/investor/pubs/varannty.htm to learn more about annuities. 

Replacing your paycheck

How do I decide when to begin taking Social Security payments?
You may collect benefits starting at age 62. The sooner you start taking payments, however, the smaller they’ll be. 
According to the Social Security Administration, if you retire and start receiving checks at age 62, your monthly 
benefit would be about 25 percent lower than what it would be if you waited until you reached full retirement 
age. Depending on when you were born, full retirement age ranges from 65 to 67.

How much you receive over a lifetime depends, therefore, on your starting date and how long you live. Of 
course, there is no way to predict exactly how long you will live. If you are healthy and your family has a history 
of living to old age, then you might collect more over your lifetime by starting payments only at normal retire-
ment age or later. If your health is poor, it might be wise to begin taking benefits as early as possible. 

Of course, there are many other considerations, including whether or not you plan to continue earning in retire-
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ment and whether you have other assets that could tide you over during the early years of retirement. Every-
body’s situation is unique.

If the decision is not clear-cut, consider consulting an independent, fee-only financial planner before starting pay-
ments. 

Read more about the decision-making process by doing an online search for “When should I begin taking social 
security payments?” Also, try out the Social Security Retirement Estimator online at www.ssa.gov/estimator/. It 
produces estimates that are based on your actual Social Security earnings record. 

What is the penalty for withdrawing from my retirement account early?
In general, if you withdraw money before age 59½, you will have to pay a 10 percent penalty. There are some 
exceptions to this—learn more by consulting with a qualified financial professional, or do an online search for 
“early retirement withdrawal” or a similar phrase. 

The way you tap your retirement funds is a major financial decision—the wrong moves could result in taxes, 
penalties, or investment losses. The best time to learn about how to tap your retirement funds to your best 
advantage is before you retire.

Could I lose my defined-benefit pension?
An employer has the option to voluntarily end it’s pension plan by switching to a 401(k) or other defined-contri-
bution plan, but it still would be required to pay you all the benefits you’ve earned.

A pension could also be terminated because it’s underfunded—in other words, it doesn’t have enough money 
to pay all the benefits it owes. In this case, if the plan is insured by the Pension Benefit Guaranty Corporation 
(PBGC), you will most likely still receive all your vested benefits, though there are some limits. You will not re-
ceive health benefits under PBGC insurance even if continued medical coverage was part of your pension ben-
efits.

Most defined-benefit plans are insured by the PBGC, but some are not. To find out if your plan is covered, check 
your summary plan description, available from your plan administrator. Then visit the PBGC online at www.pbgc.
gov to find current coverage limits. 

Other sources of pension information include:

• Know Your Pension (www.knowyourpension.org)  

• Pension Rights Center (www.pensionrights.org) 

• Pension Action Center (www.pensionaction.org)

Home equity loans

What is the difference between a home equity line of credit and a second mortgage?
A home equity line of credit (HELOC) is a form of revolving credit. Like a credit card, it allows you to borrow 
money up to a predetermined limit. The amount of your available credit shrinks as you use it and grows again as 
you repay the borrowed money. And, like a credit card, you have the option to pay the entire outstanding balance 
when the bill is due, or pay a part of the balance and carry over the remainder to the following month. You will 
pay interest on the debt you carry over. 

Home equity lines typically charge a variable, or adjustable, interest rate rather than a fixed rate. This is impor-
tant to know because as interest rates rise, so will your payments. Make sure, before you borrow, that you could 
afford payments that might eventually be hundreds of dollars higher. If you can’t, you could lose your home.

Many HELOCs allow you to borrow money for a certain number of years, say 10 or 15. At the end of the “draw 
period,” you may be allowed to renew the credit line, or you may be required to pay the entire outstanding bal-
ance immediately (a balloon payment) or over a fixed period (10 years, for example). It’s very important that you 
understand the terms of your loan. If you are not prepared to pay off the loan according to the terms you agreed 
to, you will put your home in jeopardy.
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A second mortgage is another financing option. With a traditional second mortgage, you borrow a lump sum of 
money and make fixed monthly payments over a predetermined period. At the end of the period, you will have 
repaid the loan in full. One advantage of a traditional second mortgage is that these loans charge a fixed interest 
rate, so you do not have to worry about your payments increasing. A drawback of the loan is that you will pay 
interest on the full amount of the loan from the day you take it out—with a HELOC, you only pay interest on 
the amount you are using at any given time. 

Learn more about home equity lines of credit from the Federal Reserve Board online at www.federalreserve.
gov/Pubs/equity/equity_english.htm

Reverse mortgages

I need some money to replace my roof. Is a reverse mortgage my best option?
Reverse mortgages are relatively expensive loans. They may be worth the fees and interest if you need extra 
funds on an ongoing basis. But for a one-time or occasional expense, you may want to consider other options, 
such as:

• A home equity loan or line of credit, but only if you are sure you can comfortably afford the monthly pay-
ments.
• A public sector reverse mortgage, also known as a single-purpose loan. These are offered by some states 
and local governments to homeowners with low or moderate incomes who need the funds to pay for re-
pairs or property taxes.
• You could also sell your home and move to a less expensive one, using the profit from the sale to help you 
make ends meet.
• If you have taken out a reverse mortgage and then decide you don’t want the loan, you can cancel the deal 
within three business days of closing by using the form provided with your closing documents. (“Business 
days” includes Saturdays, but not Sundays or legal holidays.)

Protecting assets

How do I find a good insurance agent or broker?
The best place to start your search is with friends, family and other people you trust. Once you’ve narrowed 
down your list, contact at least three of the agents to discuss your needs. Compare the agents’ policy recom-
mendations, price quotes, and level of service. Go elsewhere if an agent seems to be pushing you to buy more 
coverage than you need. 

When comparing prices, make sure you’re comparing apples to apples. In other words, do all auto policies you’re 
comparing include rental car coverage and emergency roadside assistance? Do all the homeowners policies 
you’re comparing offer full replacement of the home, with building-code upgrades?

You can check a company’s or broker’s license status and their complaint record with your state insurance de-
partment. In addition to finding contact information at www.NAIC.org, you can get it from the Federal Citizen 
Information Center, at www.consumeraction.gov/insurance.shtml

Check the financial stability and soundness of prospective insurers at ratings sites such as www.moodys.com, 
www.ambest.com and www.standardandpoors.com. 

J.D. Power and Associates publishes customer satisfaction rankings of insurance companies at www.jdpower.com/
insurance.

Covering medical expenses

Is there anyplace I can go for outpatient services if I don’t have health insurance?
If you need routine outpatient care, you may be able to get it at a federally-funded health center in your area. 
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Fees are on a sliding scale, based on your income. Services that health centers provide include:
• Checkups
• Immunizations
• Pre-natal care 
• Treatment when you’re sick
• Dental care
• Prescriptions

• Mental health and substance abuse care

To find a health center in your area, visit the U.S. Department of Health and Human Services, Health Resources 
and Services Administration, online at www.findahealthcenter.hrsa.gov/.

Should I put large medical expenses on a credit card?
If your medical expenses are so high that you wouldn’t be able to pay the credit card bill off within a few months, 
consider other options.

For example, it may be better to set up a manageable payment plan with the medical provider. Any finance charg-
es or fees are likely to be much lower than you would pay on a credit card. 

Also, ask the hospital financial counselor or patient advocate for advice, including whether or not there are any 
charitable programs you might qualify for—many hospitals have them. 

Do not charge your medical bills on your home equity line of credit, or take out a new home equity loan to pay 
them off. If you can’t make the payments, you could lose your home in foreclosure. 

The Access Project, a Massachusetts-based non-profit group, gives consumers advice on resolving medical debt 
problems. Though some of the information is locally focused, much is useful to consumers nationwide. Visit the 
Access Project online at www.accessproject.org.

The federal Emergency Medical Treatment & Labor Act (EMTALA) requires a hospital to treat you for a medical 
emergency regardless of your ability to pay.

Will bankruptcy wipe out my medical debt?
Generally speaking, filing a Chapter 7 bankruptcy will wipe out unsecured debt, including medical bills. Once you 
file bankruptcy, you cannot do so again for six years, so if you again accrue unmanageable medical bills in that 
time period, this option won’t be available to you.

Bankruptcy can be a good choice under certain circumstances, but it’s not necessarily the best option in every 
situation. Learn more about bankruptcy and your options for dealing with medical debt at www.nolo.com. Also, 
consider contacting an accredited non-profit credit counseling agency. A credit counselor can help identify your 
options and explain the pros and cons of each.

Long-term care insurance

How do I decide whether or not to buy long-term care insurance?
There is no way to know if you will ever need long-term care insurance. According to some experts, the cover-
age is not needed if you have very few assets or very great assets. This is because on the one hand you would 
most likely qualify for Medicaid, a government program that pays for medical services for low-income individuals. 
And on the other hand, you presumably could pay for custodial care and not outlive your wealth. 

According to an article published on Nolo.com, at www.nolo.com/legal-encyclopedia/article-30043.html), it is 
consumers who have assets worth $300,000 to $500,000 above and beyond the value of their homes who may 
benefit most from long-term care insurance: They have too much to qualify for government aid, but perhaps not 
enough to cover their custodial care bills for as long as necessary.
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As part of your research and decision-making process, gather information from many sources. In addition to 
Nolo.com, you can find information at the Consumer Action insurance education site, at www.insurance-ed-
ucation.org/articles/what_you_should_know_about_insurance), at www.AARP.org, and at the Federal Citizen 
Information Center (www.pueblo.gsa.gov/cic_text/health/ltc/guide.htm).

There are many critical questions to ask when considering and comparing policies, things like whether you can 
receive care at home rather than in a nursing home, or whether you will qualify for partial coverage if you have 
let the policy lapse. Check prospective insurers’ financial strength at ratings sites such as Moodys.com, AMBest.
com and StandardandPoors.com.

Estate planning

What’s the difference between a will and a “living will”?
A will is a legal document that gives instructions about how you want your property and assets to be distributed 
when you die. A living will states what you want provided or withheld, in terms of medical treatment and nour-
ishment, if you cannot express your wishes directly (you are unconscious or in a coma, for example).

A durable power-of-attorney for health care is a legal document that you use to appoint someone to make medi-
cal decisions for you if you can’t make them yourself.

Advocates encourage everyone age 18 and older to prepare these documents. You can get living will and power-
of-attorney documents from hospitals and health care providers, as well as from attorneys and various websites. 
It’s very important to make sure that whatever forms you use are valid in your state.

Learn about estate planning, including wills, living wills and powers-of-attorney, at www.nolo.com/legal-encyclope-
dia/wills-trusts-estates/, the Wills, Trusts & Estate Planning section of Nolo.com.

The American Bar Association (ABA) Commission on Law and Aging also provides online tools for health care 
advance planning at www.abanet.org/aging/toolkit/home.html.

I’ve been living with my partner for 20 years. Do I need a will?
Estate planning in general, and a will in particular, may be even more crucial for unmarried couples. That’s because 
inheritance laws that protect married couples do not apply to unmarried partners, regardless of how long you 
have been together. 

You can assure that certain assets, such as a retirement account or life insurance policy, go to your partner by 
naming him or her the beneficiary. (Remember to change beneficiary designation documents as relationships, and 
your wishes, change.) 

But if you want your non-beneficiary assets to go to your partner when you die rather than to your next of kin, 
you will need a will, and perhaps guidance in other areas to ensure your property passes in the most tax-efficient 
way.

How can I find an estate planning attorney?
Some ways to find an attorney include:

• Asking friends, family and coworkers if they have an estate planning attorney they are very satisfied with. 
(Do not choose your attorney because you saw an ad or attended a seminar.)
• Asking a trusted CPA, investment advisor, stock broker or other financial professional who they use them-
selves.
• Visiting the American College of Trust and Estate Counsel (ACTEC) online at www.actec.org to get a list of 
trust and estate attorneys in your area. To participate in the American College of Trust and Estate Counsel, 
an attorney must have at least 10 years’ experience, must focus his or her practice on estate planning and 
probate, and must be recommended by his or her peers.

Once you narrow down your list, make sure each of the attorneys: 

• Is a member in good standing of the national bar association and your state’s bar association. 
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• Is up to date with continuing education requirements.

• Has malpractice or liability insurance, in case s/he makes a mistake.

Interview each of the attorneys. You are looking for experience, ability, sincere concern, and communication. 
Some questions to ask are:

• How long have you practiced in the estate planning field?
• How would you rate your level of experience and qualifications in estate planning law?
• Are you a member of any bar associations or estate planning organizations?
• Are you current with the bar’s continuing education requirements?
• Does your firm back you up with liability or malpractice insurance?
• How do you deal with complicated family conflicts?
• Can you give me an example of a very simple case you’ve had versus a very complicated one?

Ask for and check client references. Do not make price your number one criteria.

Notes



Consumer Action

Consumer Action has been a champion of underrepresented 
consumers nationwide since 1971. A nonprofit 501(c)3 organization, 
Consumer Action focuses on financial education that empowers low to 
moderate income and limited-English-speaking consumers to financially 
prosper. It also advocates for consumers in the media and before 
lawmakers to advance consumer rights and promote industry-wide 
change.

By providing financial education materials in multiple languages, a free 
national hotline, and an Annual Credit Card Survey, Consumer Action 
helps consumers assert their rights in the marketplace and make 
financially savvy choices. More than 8,000 community and grassroots 
organizations benefit annually from its extensive outreach programs, 
training materials, and support.

www.consumer-action.org
221 Main Street, Suite 480

San Francisco, CA 94105

415-777-9635 / TTY: 415-777-9456

hotline@consumer-action.org

Chinese, English and Spanish spoken

Los Angeles, CA Office

523 W. Sixth Street, Suite 1105

Los Angeles, CA 90014

213-624-8327

Wasington, DC Office

202-670-3601

dc-office@consumer-action.org


