
Personal Finance Terms 

Spending, Saving, and Investment: 

1. Savings – money deposits placed securely in a bank or other financial institution, so that the funds will be 

available for later use 

2. Interest – Money banks pay for the use of your savings.  This can also be a charge for lending money. 

3. Investments – Money you pay into a business with the expectation, but not always the guarantee, of future 

rewards.  

4. Certificate of Deposit – a deposit you promise to leave in the bank for a specific amount of time, usually six 

months, or a year or more, in exchange for a higher rate of interest.   

5. Savings and loan – Similar to a bank but it gets most of its deposits from consumers, rather than businesses, and 

lends most of its money to buyers 

6. Federal Deposit Insurance Company (FDIC) – Federal deposit insurance that protects account holders deposits 

up to $250,000. 

7. Credit Union – A not-for=profit financial institution that is owned and controlled by its members, usually people 

who work in the same company or the same occupation.  Interest rates on loans tend to be lower at credit 

unions than at banks. 

8. Capital Gains – The profit you earn from selling stocks when you earn more than you paid for the stock.   

9. Mutual fund – A pool of money from many investors and uses it to buy a variety of stocks and bonds called a 

portfolio. Mutual funds offer a compromise by including low-risk, low-return stocks with some high-risk, high-

return stocks. 

10. Credit – the ability to obtain goods and services now, based on an agreement to pay for them later. Credit 

includes bank loans to pay for major expenses such as cars, houses, and higher education, as well as credit card 

debt incurred for smaller expenses such as food, clothing, and gas. Using credit is convenient and allows us to 

enjoy goods before we actually pay for them, but it also increases the total cost of the things we buy, if not paid 

in full at time of billing. 

11. Creditworthy – If someone is able and willing to repay a loan.  Creditworthiness must be proven in order to 

obtain a loan. 

12. Credit History – How well you have managed your bills and credit in the past.  

13. Collateral – Something the bank could take away from you if you do not repay the loan.  IF you borrow money to 

purchase a car, then the car is collateral. 

14. Fixed rate of interest -  The interest rate of the loan does not change over the life of the loan. 

15. Variable interest rate – The interest rate can change over the life of the loan, either increasing or decreasing. 

16. Simple Interest – You are charged interest ONLY on the original amount of the loan. For example, if you receive 

a one-year loan for $1000 at 10%, you will end up repaying the bank the following:   

 $1000 + (.10 X $1,000) = $1000 + $100 = $1,100 

o If you take two years to repay the loan, you would pay the following: 

 $1,000 + (.10 X $1,000) + (.10 X $1,000) = $1,000 + $200 = $1,200 

17. Compound Interest – When the interest is charged not only on the original amount you borrowed, but on the 

existing amount you owe. This means that you will be paying  interest not only on what you actually bought, but 

on any interest that was previously added to your bill. If 10% interest on a $1,000 loan is compounded annually, 

you would owe the following amount after two years: 

o 1st year:  $1,000 + (.10 X 1,000) = $1,000 + $100 = $1,100 

o 2nd year:  $1,100 + (.10 X 1,100) = $1,100 + 110 = $1,210 

 



18. Finance charge – A fraction of the annual interest rate, on your monthly balance, the amount of your debt 

remaining unpaid each month, including previous finance charges.  It took you two years to pay off a credit card 

purchases of $1,000, you would actually pay $388 in interest! This is also assuming you didn’t charge anything 

else in those two years!  

19. Insurance policy – A written agreement between you and the insurance company. It explains what  kinds of 

losses the company will cover, how much it will pay to cover these losses. 

20. Coverage limits – The maximum amount the company will pay you for your loss. 

21. Deductible – The amount of loss that you must pay before the company will step in and pay the rest. For 

example, if the damages cost $5000 and you have a $1000 deductible, you will have to pay the $1000 (which is 

the amount of your deductible) and the insurance company will pay the remaining $4000. 

22. Claim – A request for payment of your losses.   

23. Liability coverage – Pays for any personal injuries or property damage for others. 

24. Collision Coverage – Pays for any damage to your own car. 

25. Health Insurance – Pays your medical bills when you are sick or injured.  

26. Property Insurance – (includes “renter’s “ insurance or “homeowner’s insurance”) Pays the replacement value if 

your property is damaged, stolen,  or destroyed by fire. 

27. Disability Insurance – If you suffer an illness or injury that keeps you from working for an extended period, this 

insurance will pay you up t0 75% of your monthly income until you recover (Not the same as workman’s comp). 

28. Life insurance – Provides money to the people you leave behind when you die.  

29. Beneficiary – The person or persons  you want to receive the money from the life insurance when you die. 

Types of Life insurance: 

30. buy a policy for a limited “term” or period of time. When that term is over, you need to buy a new policy, usually 

at a higher price, because term insurance premiums increase as you get older. Also, term life insurance only pays 

when you die.  It has no cash value. 

 

31. Whole Life Insurance:  More expensive than terms life, and it often pays less of a death benefit than a term 

policy with a comparable premium. However, it provides coverage for your whole life and the premiums rarely 

increase. Whole life insurance is also an investment with a cash value that increases over time. Your policy entitles 

you to withdraw or borrow against this accumulated cash value for emergencies or to pay for major expenses such 

as college tuition. 

 

  

 

 

  

 

 

 



 

 

 

 

 


