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Part 1: Building a Foundation

What is a budget?

Hint: Think about what a budget typically includes.

A plan for saving money
A financial plan outlining expected income and expenses ✓
A list of debts
A type of investment

A budget is a financial plan outlining expected income and expenses.

Which of the following are considered fixed expenses? (Select all that apply)

Hint: Consider expenses that do not change month to month.

Rent ✓
Groceries
Mortgage ✓
Dining out

Fixed expenses are costs that remain constant, such as rent and mortgage.

Explain the difference between fixed and variable expenses.

Hint: Consider how each type of expense behaves over time.
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Fixed expenses remain constant each month, while variable expenses can fluctuate.

List two examples of discretionary spending.

Hint: Think about non-essential expenses.

1. Example 1

Dining out

2. Example 2

Entertainment subscriptions

Discretionary spending includes non-essential items or services.

Part 2: Understanding and Interpretation

What is the primary purpose of an emergency fund?

Hint: Consider what unexpected events might require funds.

To invest in stocks
To cover unforeseen expenses ✓
To pay off long-term debt
To purchase luxury items
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The primary purpose of an emergency fund is to cover unforeseen expenses.

Which of the following are components of a financial goal? (Select all that apply)

Hint: Think about what makes a goal effective.

Specificity ✓
Timeliness ✓
Flexibility
Ambiguous

Components of a financial goal include specificity and timeliness.

Describe how the debt snowball method helps in managing debt.

Hint: Consider the steps involved in this method.

The debt snowball method helps by focusing on paying off the smallest debts first to build
momentum.

Part 3: Application and Analysis

If you receive a $500 bonus, which financial strategy aligns with building an emergency fund?

Hint: Think about the best use of extra income for savings.

Spend it on a vacation
Invest in high-risk stocks
Save it in a high-yield savings account ✓
Use it to pay off credit card debt

Saving the bonus in a high-yield savings account aligns with building an emergency fund.
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You have a credit card with a high interest rate. Which actions could help reduce your debt? (Select
all that apply)

Hint: Consider strategies for managing high-interest debt.

Pay more than the minimum payment ✓
Transfer the balance to a card with a lower interest rate ✓
Only make minimum payments
Use the card for all purchases to earn rewards

Pay more than the minimum payment and transferring the balance can help reduce debt.

How would you adjust your budget if your monthly income decreases by 10%?

Hint: Consider which expenses you might cut or adjust.

You would need to reassess and prioritize essential expenses while cutting discretionary
spending.

Which factor has the most significant impact on your credit score?

Hint: Think about what lenders consider most important.

Number of credit cards
Payment history ✓
Length of credit history
Types of credit used

Payment history has the most significant impact on your credit score.

Analyzing your cash flow statement, you notice a consistent deficit. What might be contributing
factors? (Select all that apply)

Hint: Consider both income and spending factors.
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High discretionary spending ✓
Increased income
Unexpected medical expenses ✓
Consistent savings contributions

High discretionary spending and unexpected medical expenses could contribute to a cash flow deficit.

Analyze the potential risks and benefits of diversifying your investment portfolio.

Hint: Consider how diversification affects risk and return.

Diversifying an investment portfolio can reduce risk but may also limit potential returns.

Part 4: Evaluation and Creation

Which of the following is the most effective strategy for achieving long-term financial goals?

Hint: Think about consistency versus change in strategy.

Frequent changes to investment strategy
Consistent contributions to retirement accounts ✓
Ignoring market trends
Rely on social security

Consistent contributions to retirement accounts is the most effective strategy for long-term financial
goals.

Evaluate the following scenarios and determine which actions could improve financial health.
(Select all that apply)

Hint: Consider actions that promote better financial management.

Creating a detailed budget and sticking to it ✓
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Increasing discretionary spending
Regularly reviewing and adjusting financial goals ✓
Ignoring credit card statements

Creating a detailed budget and regularly reviewing financial goals can improve financial health.

Design a plan to achieve a medium-term financial goal, such as buying a car, including steps for
budgeting, saving, and managing expenses.

Hint: Think about the specific steps you would take.

A plan should include setting a budget, saving a specific amount each month, and tracking
expenses related to the goal.
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