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Lesson 1
The Basic Principles of Money: What You Don’t Know Will Surprise You!

If I just start talking about money without any provocation or warning, what effect does that have on you? What 
effect does it have on our listeners or just people in general?

If I say the word money, what images does it conjure up in your mind? What about words like, debt, 401k, life 
insurance, last will and testament. 

What about the word, taxes?

If you are like most folks, these words are incendiary. They cause your brain to catch on fire. Very soon, worry and 
anxiety begin to spread. Money and all the words that go along with it are a constant source of stress and anxiety for 
most people. 

Studies tell us that 85% of divorces are the result of money problems in the marriage. I believe the number is higher 
and even those things that are often blamed for divorce like drugs, alcohol and abuse are often rooted in our views 
about money.

Money is complex and gets more so with each passing day. No longer can we just set a budget, divvy up our paycheck 
and pay our bills like we used to. Today, we have unlimited access to apps to manage money, spreadsheets to track 
our expenses and all sorts of cheerful little games and websites that exist to help people understand money. Most of 
those focus on debt management. Then, add in some radio hosts promoting debt reduction or 9 ways to become a 
millionaire in 2019 and you have the perfect recipe for mass confusion.

How do we typically think about money, anyway? 

For most people, the answer is, we want more. We want more; we need more.  A screaming baby in a high chair is what 
comes to my mind! How we accomplish obtaining more money becomes what most folks dwell on. A much better idea 
is to learn more about how money works, so you can have more tools in your tool chest to deal with financial issues.

The more you know about the mechanics of finances, the better off you will be. 

Best of all, my goal is to help reduce your stress, alleviate your anxieties and help you find a path to financial freedom 
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and independence.

How do you get financial freedom and financial independence? 

It generally comes by way of discipline. Discipline in handling your finance is your ticket to the elusive, exclusive world 
of finance freedom and independence.

And what exactly does that mean? 

It is that point in time where work is optional, and retirement is affordable.

We are going to talk about the basics of money for the remainder of this course. I have taken our 8-hour college class 
on “Money Makeover: How to Fix Your Financial Mistakes and Enjoy Your Future!” and broken this down into sixteen 
parts, which are just 30 minutes long. 

In just 30 minutes a week, we are going to equip you with the tools and techniques, to enable you to navigate the 
financial system with confidence. 

Let’s start at square one. 

When it comes to money, did you ever stop to think that there are only two things you can do with money? You can 
spend it, or you can save it. That’s it. You either accumulate it or you divest yourself of it. You are always in a position 
of being on one side of the teeter totter. You are either solvent or broke. There is no in between. There is no balance on 
the teeter totter. 

You are making a binary decision. A binary decision is the same principle that runs every computer. They call it bits and 
bytes, but it is really just true or false. So, we must make the same binary decision with money where we have only 
two paths, spend or save. As you will see, a lot of financial decisions are binary in nature giving you only two relevant 
choices. 

I like to call it the 2-cent difference. You see, there is only a two-penny difference between bankruptcy and financial 
security. Here is why: If you spend a penny more than you bring in then you are broke and if you save a penny more 
than you spend, then you are financially secure and solvent.

It really is that simple. If you could actually create that scenario, it literally would be a 2-cent difference.

What we tend to do is gravitate toward one side or the other of the teeter totter. We tend to accumulate and never 
spend, or we tend to borrow and never stop spending! In any case, we don’t tend to be in the middle balancing on 
the teeter totter. Yet, if you ask most people, they think they are exactly in the middle. Their evidence is they have no 
money left over at the end of the month. In reality, they are candidates for financial failure.

Money is taboo. Didn’t your parents ever tell you that nice, well-mannered proper people don’t talk money, religion or 
politics? 

While we tend to make our beliefs known about religion and politics, we have no idea how to position ourselves to 
talk about money. Once again, people tend to gravitate toward either being very quiet or very vocal. Our tendency is 
not to be honest about money. For example, have you ever heard someone crow about their prowess at the gambling 
table or the stock market? Notice that the big winnings are talked about and never the losses.

Americans have never been taught what is enough. Our schools don’t teach us about money and we grow up with a 
vague notion of what it is and a growing anxiety about how to get more and not be stressed out financially.

Back to the notion that we can either save money or spend money…
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The basic principle that most people follow is to spend as much money as they can. As a financial advisor, I am 
constantly hearing the same thing from clients, how can I pull more money out of my portfolio? How do I earn more? 
How do I retire earlier? 

On the flip side are the people who don’t want to spend money and complain to high heaven when they are forced to 
withdraw a minimum distribution from their retirement plans after turning age 70 ½.

It is almost like the conflicting forces of good and evil fighting. Money is a binary decision. We either spend or save. 
By the way, when you make charitable gifts, you are still spending because you are divesting yourself of part of your 
savings.

What decision should come first?

Am I glad you asked! I am going to shock you here because it depends. 

It depends on if you are rich or poor. Poor people pay their bills first and save what is left over. Rich people save first 
and pay their bills with what is left over.

These are two different types of people and they both have a different response. That response is the first thing that 
happens when someone makes money. They have to make a binary decision to either spend it or save it. You have no 
other choice. And the subject of this course is making better choices in the future. 

When you make a decision to save the money, you are basically saying that you need to spend less than you earn. 
Conversely, when you make a decision to spend, you are basically saying that you need to use savings.

We are always and constantly moving from one side of the teeter-totter until we attain financial freedom. Only when 
we are financial independent are we able to get off the middle of the teeter-totter and move permanently to the side 
of saving.

What then?

Well, you now have a binary choice once more. You either cut back or you borrow the money. When you borrow money, 
you have essentially stolen from your future. What it means is you are going to spend your future life years earning 
the money to pay for things long since gone that you may no longer own. For example, it is very common for people 
to borrow money for Christmas presents, dining out and vacations as well as automobiles, education and houses. 

If you borrow for Christmas, dining out or vacations, you quickly realize that the event passes fast while the obligation 
seemingly endures forever and fades away very, very slowly.

Let’s think about this for a moment. How do people make the decisions about borrowing money? I am not a 
psychiatrist and I don’t think I need to be. People borrow money when the pain of not spending is greater than the 
pain of saving. 

When they can no longer stand to watch TV commercials showing a brand-new automobile in the driveway with a 
big red bow, they go shopping! It is that simple. They want what they want, and they want because advertisers are 
smarter than consumers. Advertisers know precisely what consumers want and they know how they want it and they 
know how to deliver the goods. In today’s world, the Internet is tracking your spending in real time and mining your 
wish list, looking for opportunities to influence you into caving into temptation and pushing the button that says in 
big letters…Buy!

For many people, money is just about spending and consumerism which is all neatly wrapped up in a modern sport 
called retail therapy. Buying becomes an addiction. It is likely that most of us are afflicted to some degree. For me, I 
cannot turn down the opportunity to buy a book. Having been a bookseller for fifteen years, buying books is in my 
blood.
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The problem comes when we cannot stop our behavior. Like a drunk that cannot turn down a drink, retail therapy kicks 
in the moment the cash register rings. Or, there is the bored housewife watching QVC for the latest things to buy. Just 
the thrill of the package at your door is enough to push many people to buy things they don’t really want or need.

The basic question that you must answer is this: do I want to live a life of being debt free or not? It is that simple. Do 
you want the debt free lifestyle that brings peace and joy to your daily life, or do you want the lifestyle where you buy 
what you want, dang the consequences? 

Most people would probably opt for the debt free lifestyle because it sounds good but realistically, this is the most 
painful route for most folks. Deprivation is tough. Deprivation means we cannot call on our sense of entitlement. I 
run into people all the time that tell me that they deserve something. They deserve a vacation, they worked hard and 
deserve a new car, or they have always dreamed of that certain, special home. 

Just because you work hard or work overtime or do anything out of the ordinary does not mean you deserve anything. 
If you don’t have the money, you don’t deserve to have it. It is plain and simple. You buy what you can afford and no 
more.

Your spending habits and your financial snapshot is the only scorecard that can be honestly followed. If you don’t look 
at your financial standing before making a financial decision, then you are making a huge mistake. Part of the secret to 
successful money management is paying attention.

If you pay attention to things in life, they tend to work out better than ignoring things especially finances.

To be successful you will need to spend time with your money and finances. You will need to get to know and 
understand the basics. This is what you will be learning. In the next fifteen sessions of this course, you will begin to 
understand many of the principles that make people successful financially. I will be giving you the tools and strategies 
to boost your financial picture into one you can be proud of.

Being proud of your finances is a unique concept. The reason is people do not feel proud of their money. In fact, shame 
is what most people feel. It goes back to never having been taught, what is enough? Since we have no idea what the 
standard is for financial success, we tend to drift into shame and self-deprivation and flagellation. We beat ourselves 
up and belittle ourselves for making dumb mistakes. 

Have you ever made dumb mistakes with money? 

Of course, we all do. Why? Have you ever asked why we do make these dumb mistakes that make absolutely no sense?

Here is an example that is recent. 

The stock market drops 10% to 20%. What should be your response? The answer is nothing because we don’t have all 
the facts, but we do know this much. People have lost a lot of money. When they lose money, the pain of losing more 
overcomes the desire to make more. Fear and greed are the two competing forces that move money. And, we tend to 
oscillate between the two emotions. When the stock market is up, we are happy and when it goes down, we are sad.

Consider something here. There is no difference between Wall Street and Walmart. They are both giant retail stores. We 
go to Wall Street to buy our stocks and bonds and we go to Walmart to buy everything else!

Imagine for a moment that you see the ad for a new drill at Walmart. We won’t worry about the quality of Walmart 
products for now. The drill is $119.95 and since it is a brand-new model, you want it this weekend before they run out. 

Ecstatic beyond your wildest imagination, you schlepp down to Walmart, make the purchase and head home to 
complete some honey-do projects. 

Two weeks goes by and you once again pick up the newspaper ads. This time you notice it is on sale for two days only 
for $59.95 or 50% off. 
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Oohh…you are mad, mad. This is totally unacceptable. You grab that stupid old drill, rush down to Walmart, and angrily 
confront the manager and proceed to chew out the poor schlub for selling rotten merchandise of low quality. 

Eventually you calm down and insist that the manager take back the drill for which he pays you the current price of 
$59.95 and you go home happy that you were so smart with money.

Does this sound ridiculous? Well it is ridiculous. But that is what happens every time the stock market drops. People 
suddenly deem their stock to be practically worthless and demand they get paid with ever lower dollars.

Is the drill bad? Did something go wrong with the drill? Why would you return it only to get ½ of your money back?

Why do investors do exactly that? They buy a stock like IBM or Proctor and Gamble. Then the economy gets a bit soft 
and the two stocks go down in price. Are they no longer good companies? Well, of course not. The only thing wrong 
is the demand for products has softened which means the companies make less money and the stock price reflects 
exactly that. 

If you want to understand money, then begin to understand that the same principle of buying goods on sale is the 
same at your favorite retailer or on Wall Street.

Let’s turn our attention to company retirement plans. This in itself is a travesty. The Bureau of Labor Statistics tells 
us that only about 55% of the work force has the opportunity to invest in a 401k plan and only about 38% of the 
workforce participate. 

Whoa…what? Why isn’t everyone participating? Joining your company retirement plan is often the smartest thing any 
worker can do. 

Where else can you triple your money overnight... guaranteed?

Let me repeat... where can you go to triple your money overnight with no risk whatsoever and it is guaranteed?

The answer is look to your company retirement plan.

Let’s say that they have a plan that has a matching component and let us say they match 100% of your contribution 
for the first 3% that you contribute. This could be a 401k plan or a SIMPLE IRA. Our company retirement plan is set up 
exactly this way.

Here is the simplified math.

Assume that you make $20,000 a year and you want to join the company plan that matches your first 3% with 3%. You 
contribute $600 a year which is $50 a month. Based on this, your employer would also contribute $600 which is $50 a 
month and 3% of your income. 

Now…when you make that $600 contribution, you are really not out $600 at all. You are most likely being subsidized 
by Uncle Sam through your tax return. That $600 contribution is tax deductible in the year that you make it.

Let us say that based on your tax bracket and your marriage status that you are in the 33% tax bracket for your Federal 
and State tax returns.  That means you will get back 1/3 or 33% of what you contributed which would be a refund of 
$200. 

Taking the $600 that you put in and considering the tax refund, you are only out of pocket $400.

Let’s add it up. You have invested your $600 plus your employer pitched in $600. Your account now has a value of 
$1200 and for that you paid a grand total out of pocket of a mere $400. My friend, you just found the greatest wealth 
creator known to man. You just plucked down $400 of your hard-earned money and now your account is instantly 
worth $1,200. You just tripled your money overnight and you had absolutely no risk at all!
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There are secrets to managing money but most of them are just common sense. As we saw earlier when the drill got 
returned to Walmart, people do dumb things with money. They also do dumb things by not taking action with their 
money.

How would you like to have a whole different perspective on spending and saving money? I am going to share with 
you a secret that has changed my life and how I think about and spend money. 

Remember old Benjamin Franklin? 

Yes, I am talking about the picture on your hundred-dollar bills. He had a lot of pithy sayings that have been part 
of our folk wisdom for several hundred years. Early to bed, early to rise, makes a man healthy, wealthy and wise. 
Remember that one? 

How about this one. A penny saved is a penny earned. I have heard that one my entire life and only recently really 
understood what it means. The first thing we must come to grips with is the statement is patently false on its face. It 
is simply not true and hasn’t been for years.

Here it is again. A penny saved is a penny earned. Here is the problem. The penny that Ben earned and the penny that 
we earn is not the same penny. They are different pennies these days.

You see, Ben didn’t pay income taxes to the Federal government and state government. He did not pay Social Security 
taxes or Medicare taxes. He did not pay State Disability insurance and he did not pay sales taxes. And, he certainly did 
not pay the Obamacare which the Supreme Court says is a tax. 

Ben did not get taxed to the max like Americans today.

Sorry Ben, but I have to revise your pithy quote to update it for us poor American slaves who are being squeezed daily 
and are subject to inflation that you never saw as a part of everyday life.

Today, the correct saying is: 

A penny saved is two pennies earned. 

The nut we have to earn has doubled due to taxes. Inflation has eaten our wages, and no one noticed and no one 
complained. Basically, what I am saying is you must make twice as much because you must pay your taxes first. 

Have you ever heard of Tax Freedom Day? 

No, well tax Freedom Day two years ago was April 24th. This is the day that our nation as a whole has earned enough 
money to pay the nation’s tax burden. Unfortunately, it only covers Federal, State and Local taxes. It does not cover 
all the things I listed above. It does not even include all the other fees, excise taxes, levies and a myriad of other taxes 
that we pay every day. We also have inflation and that is a silent tax on all your money and savings. 

Also, in that year, Americans spent more on taxes than on food, clothing and housing combined!

Here is how I want you to think. 

You need to realize that approximately one half of your income is going to taxes of one kind or another. I also add 
sales taxes because that is a tax on consumerism, consumption and spending and is imposed on 70% of our annual 
purchases. Why 70%? Because that is what we as Americans spend as a percentage of our income that is subject to 
sales tax. If the sales tax in your area is 8% then you essentially give 5.6% of your paycheck to the tax man. The tax 
man is alive and well and searching as we speak for new ways to keep our country afloat.

Let’s put this principle to work and see how it can really shine a spotlight on our finances.
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Here is a typical scenario. You decide one day that you really do need a new TV. OK, no one needs a new TV so make 
sure that you correctly identify things as needs and greeds. A new TV is totally a greed and not a need. When we get 
to money management, we will talk about needs and greeds in more detail. For now, just park it in your noggin for 
another lesson.

After doing some research, you find the perfect TV set at Best Buy and happily the price is only $1,000.

The buying decision usually goes like this. I need a new TV since my old one busted. TVs have gotten cheaper over 
the years and $1000 is a great buy. Furthermore, I just got a bonus of $1,000 so I deserve to go buy that set today for 
delivery this evening in time for the Super Bowl. Wow, life is good!

Here is what happens next. You take your $1,000 bonus, buy your TV set and wonder why life just doesn’t seem to 
allow your ends to meet. The result is there is always more month left at the end of your money!

What happened is you thought you spent $1,000. You did not. The reality is much different. When you got that bonus, 
about $500 went to Federal tax (25%), State tax (5%), State disability (1%), Social Security and Medicare (7.65%), Sales 
Tax (8%) and Obamacare tax (depends on income). Without figuring taxes on your medical insurance, that is about 47% 
so let us call it 50% or ½.

What really happened is you spent $500 of your savings and did not even know it! It never occurred to you at all. This 
is the hidden cost that no one thinks about. We think in terms of the lowest cost, so we reinforce our decision to buy 
the TV.

When we want something, we fail to consider the costs. A new home is a very good example of how we ignore good 
common sense just, so we can overextend ourselves.

Traditionally, the budget for a home mortgage or rent was about 25%. That was too little, so it has now gone up to 
about 50% in California. People delude themselves into believing that they can spend 50% on the mortgage alone and 
forget the property tax and insurance. The one item they all forget is the cost of future home repairs. 

As homes are built of lower and lower quality just like most of our goods, the repair costs become more of a factor. 
Today a homeowner needs to allocate 1% to 2% annually for repairs. On a $300,000 home, that is $3,000 to $6,000 
more per year or $250 to $500 a month more and that is how budgets get destroyed. The faster homes are slapped up, 
the more money you need to put aside to make future repairs. 

Let’s go back to the TV…

Based on the updated Ben Franklin quote, a penny saved is two pennies earned. In order to save up the $1,000 to buy 
the TV, you need to make $2,000. If you take it from savings, you still have to earn $2,000 in the future in order to 
replenish your savings. 

Now, here is a way this can help. Let us say you make $20 an hour. You might lament that you would have to work 100 
hours for that TV. No, that is incorrect. You actually need to work 200 hours because ½ goes to taxes. In reality instead 
of working 2 ½ weeks you actually need to work 5 weeks to buy the TV.

In my opinion, this is the number one reason for fiscal failure and the reason why money is so hard to figure out. 
They are operating with the wrong numbers and very wrong assumptions.  Once you incorporate the taxes into 
your financial picture, your decisions will get better. Once you realize that money is twice as hard to come by as you 
thought, then you are on your way to financial freedom because for the first time, you actually have the right figures 
to work from.

From now on, start thinking very differently. No longer will you think that the igadget that you want is $1,000 but 
rather it is $2,000 of earnings to buy. When you spend $1,000 from your savings, you will now realize that to replenish 
savings and get back to where you were, you need to earn another $2,000.
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Then begin thinking in terms of your life earning potential. If you realized that a TV could take you 5 months to earn as 
opposed to 2 ½ months, might you make different decisions? When you think that your hourly rate is half of what you 
thought was needed to make the purchase, might that cause you to rethink your spending habits.

Spending habits are shaped early in life and are hard to change. I have found that by looking a money in different ways 
that it clarifies my needs and wants a lot more clearly.

Begin to start thinking differently. 

Here is one more concept to chew on. It is called the espresso effect. 

The next question that usually comes up is how do I work my already-stretched-to-the-max budget?!

The “Espresso Effect” is the phenomenon of small dollars becoming big dollars!

We all have things we spend money on that we truly don’t need and if eliminated partially or completely will add to 
very large dollars. 

Imagine that you enjoy a morning Joe from Starbucks and espresso drinks are your favorite. Each drink is $5.00 which 
includes tip and tax which is $25 per week or $100 per month. If you are 25 years old and you have forty more working 
years, the results are astounding. If you invested that money and made 12% (the rate of return assumed by Dave 
Ramsey) on your investments, you would accumulate over a MILLION DOLLARS ($1,188,000).

The Espresso Effect can literally turn coffee beans into an enormous retirement fund!

Then apply what I said above…The $100 a month that you spend at Starbucks…you actually spent $200 a month. 
Wouldn’t your rather invest $100 a month that can produce a spectacular retirement rather than having to earn $200 
just for overpriced java drinks? The choice is yours and I hope that over the next few months that I can begin to help 
you chart out a course of action that will maximize your future dollars while minimizing your current costs.

It is all about how you think about things and how you think about your money.

If you start to look at things differently then you will be able to find money by changing your spending habits. You 
can grow your retirement plan by tripling your money overnight. Saving on taxes has been the major strategy of the 
wealthy and you can learn how to do that like they do. Finally, by understanding that it takes two pennies instead 
of one penny then you can begin to grow real wealth and, in the meantime, start to treat money properly which 
ultimately leads to a happier life with peace of mind. 

That is our show today…. thanks so much for listening to my first episode in this series. I hope you will glean some 
things that will put you on the road to financial independence. If I can do it, you can do it. It takes focus, desire and 
most of all the discipline to stick with it day after day, year after year. If you do that, you cannot help but get results 
that you never dreamed possible. It happened to me and my family and it can and should happen to you!

Just, remember, it is entirely up to you!
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