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Good Day and Welcome to our broadcast today. This your host Bob Vance bringing you another 
exciting and gripping episode of  Vance on Finance.

Today we will be talking about the most undervalued asset that financial professionals absolutely 
hate but in my opinion, is the most important foundation of  your financial life. What you do here 
as you learn to understand cash will be the foundation of  whether you are successful or not.

If  you fail to understand what cash is, where it comes from, how to save it and how to manage it… 
and if  you don’t get a good handle on the mechanics of  cash management, your finances will never 
meet your expectations.

In this segment, you will be surprised at what you didn’t know and how much better you will be at 
achieving success by learning principles you may have never heard.

Be forewarned: Some of  you may find this very uncomfortable, but rest assured, it will be worth it. 
So, let’s get on with it and join in as I meets Jim and Linda Franklin for their next planning session.

The previous sessions have all been laying the groundwork and today, we are going to dive into the 
actual mechanics of  handling money for the first time.

I think I just heard them arrive.

“Hi folks,” I said, “it is so good to see you. How have you been?”

“Great,” they both agreed. “We really dug in for these past few weeks and feel pretty organized. 

“It is starting to feel like we are making progress,” said Linda. “I had no idea how difficult it is to 
just get to the point that we can actually deal with our money. It seems so arduous at times.”

“You are correct. This is work but it is not hard. It just has to be done so you have a starting point 
to build your financial future,” I said. “Now that you have done your budget, oops…  I mean, 
spending plan, we are ready to get down to the nitty-gritty.”

“I am sure you have heard the old saying that cash is king, haven’t you?” I asked.

“Of  course I have,” said Jim, “but it seems like such an antiquated term these days. No one uses 
cash much anymore and furthermore; many countries want to move to a cashless society.”
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“You are right,” I said. “Sweden has been the first country that is trying to go cashless. Ostensibly, 
the reason is to force drug dealers, gangs and purveyors of  illicit activities to report their income. If  
there is no cash, then they can stop crime.”

“That seems odd,” said Linda. “Can they really do that?”

“Yes,” I said, “and it is coming sooner than you think. The real issue is control. Once they get 
control of  your cash then they can charge you for holding your money. This called negative interest 
rates.”

They both looked puzzled and confused. “Let me explain,” I said. “Remember in the old days 
when we were in school how they used to let us make deposits into our passbook savings account 
at school?”

Linda laughed. “I have long forgotten that! I remember we had a savings club.”

“People learned to save,” I said. “A whole generation of  children learned the benefits of  saving and 
how to track their interest earned in a little passbook. Each time you deposited hard-earned cash; 
they would update your little book.”

“In addition,” I said, “people learned to respect money and could quickly see that if  you had cash, 
you were fine and if  you did not have cash, then you were not doing so well. In other words, people 
knew instantly what they were worth.”

“Furthermore,” I explained, “the use of  credit was dramatically less and only for a major purchase 
like a home loan or a business loan. Even car loans were not as common in the 1950’s and 1960’s.”

“How did we get so far away from cash?” asked Jim.

“Good question,” I said. “The simple answer is our economy could not grow as fast. Someone, 
somewhere decided that if  we unleashed a lot of  credit so people could borrow and enjoy their 
future today that this would boost our standard of  living.”

“Look what has happened in the past thirty years,” I continued. “Credit, which at one time was a 
sacred privilege has now spread to everyone. Everyone today can get credit. Everyone today can 
enjoy a richer, more fulfilling lifestyle beyond their wildest dreams. Not only that, they don’t have to 
save for years and years to bootstrap their lifestyle. We can have it now!”

“You are right,” said Linda. “Is that why it seems like everyone drives a nice car these days?”
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“Exactly,” I said. “You are absolutely correct. We have free credit for all. Oddly enough, that 
doesn’t seem to be enough. Now there is a movement in Congress to switch to a free-money for all 
economy where everyone gets a universal basic income called UBI.”

“Essentially, Jim and Linda, what we have is a failure of  handling cash. People, in their ignorance, 
are using credit and getting buried. So much so that they depend on it for daily living. Much of  
this is because our schools have failed in providing basic economic education. The result is baby 
boomers are stressed and unprepared for retirement.”

Linda sensed something and said, “When I look at the Jones, I see wealth and riches. A lot of  my 
neighbors seem so rich and smart. Why, Bob?”

“It is all an illusion,” I replied. “Dig down deep and you will find many people, in their desire to 
look good and feel accepted have become debt slaves. In fact, a borrower of  money is a slave. They 
are a slave remanded to a lifetime of  servitude to the bankers. That is unless they are of  the belief  
that the only people who deserve credit are those who don’t need it.”

“That makes no sense,” said Jim.

“Actually, it does,” I replied. “A person should never borrow money unless they have the means to 
pay it back. Quite frankly, people have gone off  the rails for one reason. They failed to understand 
money and in particular they don’t understand cash flow.”

“What do you mean by cash flow Bob?” asked Linda.

“Let us back up for a moment before we get into the details,” I said. “Tell me Linda and Jim, where 
does money come from?”

They looked puzzled. They looked at each other for a few moments and Linda finally answered. “I 
don’t know. I never thought about it.”

“I thought there was just a limited amount of  cash that was backed up by gold,” said Jim with 
doubt in his voice.

“Money is created,” I said.

“Created?” They both exclaimed at the same time. “You cannot be serious,” said Linda.

“I am dead serious,” I said. “Money is created. It literally grows on trees.”
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“Furthermore,” I continued, “the way they create money is by loaning money to the debt slaves. It 
is actually created by bankers out of  thin air to satisfy the desires of  many Americans to have what 
they don’t deserve and what they cannot afford.”

“That sounds bad,” said Linda. “It sounds so wrong.”

“Here is how it works in the simplest way I can explain it,” I said. “Bear with me, this is 
complicated in the real world but let’s break it down. Imagine that I have $100,000 of  extra cash. I 
decide to go to my local bank and deposit it into my savings account. At that point, the bank has 
my $100,000. What I have done is loan them the money and I am a short-term creditor. For the 
bank, my $100,000 is a liability that they will have to repay when I want that money.”

“That sounds weird,” said Jim. “What do you mean, I am a creditor?”

“This is a good time to dispel one of  the great myths of  cash,” I said.

“Have you ever heard someone say that they went to the bank to withdraw their money?” 

“Sure,” they both answered.

“Do you remember the movie, ‘It’s a Wonderful Life’ with Jimmy Stewart and Donna Reed?”

Linda’s face softened and said. “Oh, Bob, I love that movie.” 

I agreed and asked, “Do you remember the scene where a run on the bank started at the Bailey 
Savings and Loan and Jimmy Stewart was behind the cage talking to people about their money in 
the bank?”

“That was tense. All those people lined up clamoring for their money almost caused owner to close 
down the savings and loan for good,” said Jim. “I felt so sorry for them.”

“It was a make or break moment,” I said. “Jimmy Stewart defused the situation by patiently talking 
to the anxious crowd and telling the truth.”

“Recall that Jimmy Stewart told them that he did not have their money,” I said.

“What he said is their money had been loaned out. It was loaned out to people like them so they 
could buy homes.”

“ Your money,” he explained was “helping our friends buy homes and stay out of  Pottersville.”
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“Here are some things to glean from this scene,” I said.

“First of  all, when you put your money into the bank, it is no longer your money. It is the banks 
money and they can do with it what they choose. That is why you are a creditor, because all you 
have done is loan the bank your money in exchange for interest.”

“What interest?” bellowed Jim. “What a scam; what a sham. Ha! Interest my foot!”

“Let me tell you another scam,” I added. “The FDIC is a joke. FDIC stands for Federal Deposit 
Insurance Corporation. It is neither federal nor insurance. It is merely eyewash today to inspire 
confidence that you can always get your money in the event of  a bank failure.”

“My account is guaranteed up to $250,000,” said Linda. “I wish I had that much,” she laughed, “but 
I feel secure knowing my money is safe.”

“The FDIC’s insurance is woefully underfunded and typically holds a fraction of  a percent of  all 
the bank deposits in America. A run on a big, major bank would be a calamity and disaster,” I 
explained.

“Why? Wouldn’t the FDIC pay people off?” asked Jim.

“Maybe and maybe not,” I replied. “The reality in a major bank failure,  is the taxpayer, which has 
been guaranteed to step in and bail out the bank, would be on the hook to pay up.”

“That sounds horrible,” said Linda. “I don’t understand how that can happen.” 

“The FDIC is essentially broke,” I said. “Be cautious of  banks. Traditional banking today only 
accounts for about 10% of  banking activities. Traditional in this case means checking, savings, 
home loans, etc. You know, the typical stuff  you go to the bank for now.”

“The other 90% is speculation and nontraditional activities. Banks are not havens of  safety today 
with goals of  serving the public. They are money making machines that take enormous risks with 
derivatives, financial engineering and other activities that would chill you to the bone if  you knew 
exactly what they were doing,” I said.

“What can we do?” said Jim.

“Jim and Linda, let me lay the foundation for how money works,” I said.

“Money is created, like I said. Going back to where we started, remember I put $100,000 into my 
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bank. What the bank does at that point is lend out 90% of  that money or $90,000. In other words, 
they just created $90,000 of  credit for someone to buy a house or car or whatever.” 

“The next thing that happens is the borrower of  that $90,000 deposits it in his own bank. What 
does the bank do? They loan out 90% of  that or $81,000!”

“Whoa…Bob…I hear what you said but I don’t get it,” said Linda.

“You heard right,” I said. “Bear with me. Then the borrower of  that $81,000 goes to their bank, 
deposit the money and the bank then lends out 90% of  that, or $72,900. And that continues until 
$900,000 has been created. You see,money is created.”

“This is called the fractional reserve system. The concept is when people deposit money, they will 
never all want their money at the same time. When they do, it is called a bank run, something we 
rarely ever see anymore.”

“It happened during the Depression of  the 1930’s and thousands of  banks were wiped out. That is 
why the FDIC ultimately was implemented to cover bank failures.” 

I continued to explain: “Essentially, that $100,000 that I deposited…the FDIC might have $700 
behind it, but remember, that 900,000 was created.” 

“That sounds like fraud,” said Jim, who was noticeably anxious and nervous.

“Well, let’s leave that for economic philosophers,” I said “and let’s start to deal with what we have 
to work with.”

“Here is the bottom line, bankers are motivated to do lending. They know that people have trouble 
managing their excitement for spending, so they provide funds for people to buy not only homes, 
but autos, boats, RVs... you name it. They want you to enjoy your future today and in exchange for 
having what you may not deserve and can’t afford, get to pocket gazillions of  dollars in interest on 
money that never really existed.”

“You see,” I said, “borrowing money is expensive. You are paying someone huge amounts of  
money just so you can have something you cannot afford to buy, and you can have it at any time 
you want.”

“I like to put exuberant consumer spending this way: ‘we often buy things we don’t need with 
money we don’t have to impress people we can’t stand!’ ”
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Laughter broke out. Jim said, “That sounds like us sometimes. I can’t believe we have done that 
before.”

“We are all like that to some degree,” I said. “It is called human nature.”

After a good laugh, Linda got back to the subject at hand asked, “Don’t they have lending 
requirements?”

“Of  course they do,” I answered, “but lending standards are very relaxed. Furthermore, in the past 
few years, they changed what is called the FICO score for everyone, so they got a boost in their 
credit scores.”

“Can you explain more?” said Jim.

“Sure,” I said. “Everyone has a FICO score. The score is based on your past financial history. A 
few years ago, bankers realized that there were many people that had FICO scores that excluded 
them from borrowing. Rather than accept the fact that many people are not in a position to borrow 
money, the folks at Fair Isaac, the company that developed the FICO score, simply raised the bar 
so more people were deemed credit worthy overnight!”

“Wow,” said Linda, “they really are foisting loans on anyone and everyone.”

“Yes they are. And now we need to move on to how to navigate and manage the world of  cash 
flow,” I said.

“Cash flow,” I continued, “is simply the movement of  money in and out of  your life. As I say, 
money flows in and money flows out.”

“Yeah, mostly out,” Linda added with a sigh.

“As money comes in,” I continued, “there are only two things you can do with it and two things 
only.”

“What’s that?” they asked.

“You can either save it or spend it. That’s it,” I replied.

“A lot of  the spending happens before it ever lands in your bank account.” I said. “The reality is 
most of  us earn a paycheck and from that paycheck a lot of  expenses are paid.”
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“This is where things get serious and some of  what I am going to talk about next is controversial, 
but I don’t care. We need to accept reality because a lot of  this is never discussed in the media. You 
won’t find this stuff  in the Wall Street Journal or Money magazine. What I am about to tell you is 
a real downer. It is the dose of  reality that I believe people need to hear because in my opinion this 
is where financial failure starts. Understanding what we cover next is critical to your future financial 
health.”

“Bob, I am not following you,” said Linda. “What do you mean?”

“Let us continue,” I said, “and I think you will see what I mean.”

“Remember in an earlier session I explained my maxim that I borrowed and revised from old Ben 
Franklin.  A penny saved is a penny earned has been updated to a penny saved is two pennies 
earned.”

“Yes,” said Jim “and I am finally starting to get it.”

“Well, I don’t,” said Linda.

“Good,” I replied. “Let’s review the concept.”

“A penny saved is two pennies earned. What that means is you need to make 2 pennies in order to 
save one penny or have one penny left over to spend.”

“Let me elaborate,” I said. “As the cash flows into your bank account—remember, I said that your 
paycheck is not a full paycheck by the time it reaches your checkbook—there are a number of  
deductions that will shrink the ultimate paycheck amount.”

“The reason I had to revise Ben Franklin’s quote is because Ben didn’t have all the taxes and 
expenses we do.”

“Let’s add all this up,” I said.

“There is Federal income tax which for many people is about 25%. Then there is state income tax 
which, in California, could average 9%. Social Security or a public pension will add about 8%. Then 
there is state disability insurance of  1%. Right there is 43% and I am not done.”

“Those were the upfront taxes that we all know about. For some people this is too high but not for 
those in the bigger cities that command higher incomes.”

https://vancecm.com


© 2019 Robert M. Vance

Money Makeover (ParT 5)
Vance Capital
Creating your future today

, LLC

“Then there are the hidden taxes that we don’t talk about and here is where I like to stir up 
controversy,” I said.

“I have never heard of  hidden taxes,” said Jim quizzically.

“Correct,” I said, “but it is still there, and it is something that I am proclaiming to be hidden taxes 
for the simple reason that these are costs that cannot be avoided... hence, I call them hidden taxes.”

“Such as what?” asked Linda.

“One of  those is sales tax. 70% of  our US economy is consumption, meaning we spend money on 
stuff. Stuff  is what we all buy every day. The average sales tax nationwide is in the range of  8%.”

“I think ours is actually 8.5%, right?” Jim asked Linda. 

“Yes,” said Jim.

“Good, I see you are catching on,” I said. “No one thinks of  sales taxes when they buy something. 
If  they see a thousand-dollar item they want, in their mind it is only $1000. Therefore, sales taxes 
are real because they are in addition to our framework of  spending, which excludes sales taxes.”

“So, we will multiply 70% of  your income by an average national sales tax of  8% and we get 5.6%. 
That is a hidden tax that we never think about, but you can expect that 5-6% of  your income is 
going to sales tax.”

“Here is another tax you probably haven’t thought about,” I said.

 “Really, there is more?” asked Jim.

“Yes, and it is called Obamacare,” I said.

“Obamacare is insurance, not a tax,” said Jim, disputing my assertion.

“Actually, the Supreme Court ruled in 2012 that Obamacare is a tax and that’s that!” I replied.

“Furthermore, because the deductible must be paid, I contend that the deductible is also a type of  
hidden tax.”

“In 2018, the maximum out-of-pocket deductible for a family was $14,700. That is over $1200 
per month. I also read that a family of  four making $100,000 will spend 12% of  their income or 
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$12,000 a year on health costs. If  one family member has a health problem, then it can go up to 
15%.”

“Oh my gosh,” exclaimed Linda. “That is horrible. Bob, you are not very encouraging at all. How 
can people ever get ahead?”

“By using what we are talking about here and incorporating it into their spending plan. The reason 
people are blindsided is they only think about what comes in and forget to adjust their spending to 
compensate,” I said.

I asked, “how much are you spending for healthcare?”

Jim spoke first. “Part of  my insurance is paid by the company. I also pay for Linda. We are probably 
spending $800 a month.”

“That is what I mean,” I said. “That is $10,000 a year and that is for two healthy individuals. You 
have no choice. That is a tax.” 

I continued on. “This problem is only getting worse. As you approach Medicare at age 65, your 
health insurance will rise dramatically. No one is paying attention to this problem. Furthermore, 
the health of  people in America is slowly deteriorating. Our environment, over farming the land 
and poor quality of  food, GMO food, the water supply that has to go through a treatment plant 
just to be safe for drinking, cell phones, radiation, poor lifestyle choices…all of  this is eroding the 
health of  Americans. And it shows. Look around at the buildings in big cities and you will see an 
enormous explosion of  healthcare buildings.”

“Big money knows we are trapped. Look at the cost of  healthcare and medicine. It is out of  
control. And as you will see, they are capitalizing on it,” I said. “To me, this is just another wealth 
transfer from the rest of  us to the 1% folks.”

“Listen to what the Centers for Medicare and Medicaid Services said a few years ago. I read, the 
average annual costs per person hit $10,345 in 2016. Health care spending per person is expected to 
march steadily higher to $14,944 per person in 2023.”

“Here is the kicker,” I continued.

“In 1960, the average cost per person was only $146 and adjusting for inflation that means costs are 
9 times higher now than they were back then!”

“Are you kidding?” Linda exclaimed. “That is criminal.”
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“I agree,” I said. “There is no excuse for that. And to think that our goofy government statisticians 
steadfastly insist that our inflation rate is only 1.6%

That’s a bunch of  bunk and nonsense. Nonetheless, we have to pay it, so I tend to agree with the 
Supreme Court and call it a tax.”

“Let’s add it up,” I said.

“Federal tax is 25%, plus state of  California tax is 9%, plus Social Security or pension is 8%, 
plus State disability insurance is 1%, plus sales tax is 5%, and finally the full cost of  Obamacare 
including deductible is 10%. That is a total of  58%.”

“58%!” shouted Jim. “How in the world will anyone get ahead?”

“Exactly,” I said. “Maybe that is one of  the reasons why 80% of  Americans live paycheck to 
paycheck.”

“Now,” I added, “that may be a bit high for some people, too low for others and just about right 
for the majority. In any case, we can pretty safely assume that one half  or 50% of  your income is 
going to some kind of  tax that must be paid.”

“Now I see what you mean,” said Linda. “To save a penny you really do need to make two pennies 
these days. I get it. People really do need to recognize that taxes are draining 50% of  their income 
and need to plan accordingly.”

“Great,” I said. “We can move on now that you have integrated and absorbed this concept into 
your lifestyle.”

“As you are thinking about your budget or spending plan, Jim and Linda, I want to bring up one 
more hidden budget item that is tripping people up and a reason that I believe is going to become 
more significant in the future.”

“What is that?” they muttered.

“I am talking about home repairs,” I said. “What is becoming very apparent for some of  us 
financial advisors are the quality of  home building is a far cry from the past. I remember when my 
dad was finishing his graduate degree at the Harvard Business School in 1958. I was fortunate to 
live for the summer in Lexington, Massachusetts in a home built in the late 1700’s.”
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“Today, many people are buying homes to tear down and rebuild mega mansions. I estimate,” I 
continued, “that homeowners need to budget 1%-2% of  their home value each year for home 
repairs, appliance replacement and remodeling. That means your budget should be at least 3% of  
your income each year. You may not spend it each year so be saving it.”

“I hear you,” said Jim. “We are looking at some major roof  repairs and septic system repairs. Golly, 
that stuff  is expensive.”

“Right you are,” I said.

“Let’s talk about cash flow some more. Remember you have two things your can do with your 
income. You can spend it or save it. We will continue to talk about spending throughout this series. 
For now, the most important thing you can do is integrate into your budget \ spending plan the 
concepts above. Begin now to lower your expectations of  what you really have to work with.”

“Assume you have 50% of  your income to work with and allocate from there,” I said.

“Now, you need to subtract off  at least 10% for savings and that leaves you with about 40% of  
your income to work with.”

“That changes everything,” complained Linda. 

“It does,” said Jim, “but Bob is right. I can see that happening. We really need to revamp things.” 

“Let’s segue to the 10% for savings,” I said.

“Savings consists of  two components: cash reserves and investments. We will delve into 
investments in greater detail in a later broadcast. Today I want to focus on cash reserves.”

“What do you mean by cash reserves?” said Linda looking inquisitively.

“Good question, Linda. Thank you stopping me,” I said. “This is something that few people really 
think about. Financial advisors rarely deal with cash reserves. There is no money in it for them, so 
they concentrate on investments where the big money is.”

“That figures,” Jim said. “I know all about that!”

“Ha-ha,” I laughed. “I do know what you mean.”

“Okay, back to cash reserves. Those include savings accounts, checking accounts, cash on hand and 
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bank certificates of  deposit known as CDs. All of  these have one thing in common. Do either of  
you know what?”

“None of  them pay interest anymore,” laughed Jim.

“You got that right,” I said. “They don’t pay much but they are still necessary. 

“They don’t lose money; do they?” asked Linda.

“Correct,” I said. “There is no risk of  principal as bank products are guaranteed. That is what is 
important. You need money available that is not exposed to risk of  fluctuations of  your capital or 
seed corn.”

“I suggest this,” I continued. “You need to make sure that you have a savings account that is 
comfortable for you. There is no real number that people need. It is really more of  a comfort level 
that lets you sleep at night. It is also a number that allows you to cover the majority of  problems 
that might occur.”

“What would you suggest?” asked Linda.

“My suggestion is you have at least $2,000 at home and $5,000 to $10,000 minimum in a savings 
account,” I said.

“In reality, I would try to have 3-6 months of  expenses set aside. Not income. Expenses that are 
truly necessary. To get close to that number, baby boomers getting ready for retirement should aim 
for $5000 at home and around $20,000 in savings or other reserves.”

“Why $5000 at home?” asked Jim.  “Aren’t we losing money in interest?”

“Sure, you are,” I replied, “but that is not the point. The point is ATM machines can stop. Power 
outages mean stores cannot process credit cards and debit cards. During a major storm, wildfires, 
hurricanes, cash is essential.” 

“Does that make sense?” I inquired.

“Absolutely,” They both agreed. “It makes sense to me,” said Linda. “What do we do now?”

“Go back and refine your budget or spending plan based on what we talked about. Get cash in 
your home for emergencies and devote attention to building cash reserves so you never depend on 
credit cards again in a so-called emergency,” I said.
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“Remember my mantra: ‘there are no financial emergencies.’ Savings is how to avoid them. Savings 
is the foundation of  your financial life. I have found that every single client who has a good, robust 
savings account is always financially stable.”

“Part of  the reason why,” I continued “is because when you have savings, it means you are living 
below your means. It means you have a healthy attitude toward money, and you understand that 
things happen and by being prepared you gain peace of  mind. Peace of  mind, my friends is what 
makes your financial life more enjoyable.”

“Jim and Linda, thanks for coming today. I will see you next time.”

That’s our show today. Thank you for listening to Vance on Finance. 

Call Vance Capital Management, LLC today to schedule 
your appointment to begin your Money Makeover!

209-533-8404
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