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Starting Your Investment Program With $1 to $1,000 

 
Lesson Two: Why Save? 

Lesson Handout 
 

 

Saving means setting aside money from current earnings to meet a known or 

unexpected future need. You might think of savings as money set aside in a 

temporary holding pattern for seasonal expenses, emergencies, and major goals. 

 

Investments are permanent. The money is put aside for a long time. That's the 

money you put aside to work for you instead of you having to work for it. 

Investing means using what you've saved to earn interest, dividends, rent, or capital 

growth. 

 

Why save? We save so that we have money to: 

1. repay debt 

2. meet seasonal expenses 

3. pay for emergency funds 

4. pay for major goals 

5. grow general investments to meet needs 

a. preserve capital 

b. provide current income 

c. grow equity. 

 

The purpose of this lesson is to help you think about why we need to save. We 

need to save to: 

 1. create savings by contributing automatically to a savings account from each 

paycheck. 

 2. replace money used for seasonal and emergency expenses after you take 

money out of the account. 

 3 contribute regularly to savings to accumulate money for short and long-term 

needs (health savings account, retirement account). 

http://www.maysfinancial.com/
http://www.moneycrunch.org/
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 4. help reach your short-term (one year or less), medium term (one to three 

years), and long-term (three or more years) needs. 

 

Having enough money to meet your future needs means taking the action to set 

aside money today. Pay yourself first, at least 10% of net take-home pay, is an 

important priority. At the top of your priority list is repaying debt. 

 

Repay Debt 

 

Debt is an important consumer resource. It helps us buy things we do not have 

enough money to buy. Debt can be used to put a roof over your head and food on 

your table. But if it is not controlled, it can be very costly and prevent you from 

moving forward financially.  

 

Debt payments should not exceed 36% of your monthly take-home income, and 

that includes a mortgage payment on your residence. If you pay rent, you should 

adjust for that. Here’s an example: 

 

Case Study:  Cherie brings home $1,500 per month in take home pay. Her 

monthly share of the rent is $350. She makes a monthly car payment of $200 and a 

computer payment of $35. In addition, Cherie has two credit cards that are almost 

maxed out and have minimum payments of $80 and $120 each.  

 

Category Income Debt/Rent Calculation 

Take Home Pay $1,800   

Rent  $300  

Car payment  $200  

Computer 

payment 

 $35  

Credit card 1  $80  

Credit card 2  $120  

Total payments  $735  

Calculation   $735/$1,800 x 100% = 41% 

 

Cherie is paying out 41% of her income on rent and debt payments. This is above 

the recommended level of 36%. She should look for ways to reduce her monthly 

payments to 36% of $1,800 or about $650. 
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The first step to reduce your debt level is to choose to stop creating new debt. A 

good rule to follow is to match the type of expense with the time you will take to 

repay. Long-term assets, such as a house you plan to live in for many years, can be 

paid for over the time you plan to use them. This is why most home mortgages are 

written for a term of thirty years. Education is another example of an expenditure 

that is used over a very long time. That is why many people take out student loans. 

 

On the other hand, items that are going to be used immediately should be paid for 

immediately. Gasoline and groceries are examples of expenses that should be paid 

for when they are consumed. You can pay cash or pay with a credit card that is 

paid off at the end of the month. If you find yourself carrying over a balance from 

month to month, stop using your credit card. 

  

These credit behavior patterns may compete with saving and investments, for your 

money: 

 

 Using credit cards because you don’t have money 

 Using savings to make credit card payments 

 Keeping spending habits a secret from family members 

 Getting calls from creditors or collection agencies 

 Applying for more credit, even to the point of using your car title as security. 

 

If you are overwhelmed by debt, consider getting credit counseling from an 

accredited agency. Be careful when selecting an agency. Look for an agency that is 

accredited by the National Foundation for Credit Counseling. They have links to 

approved providers on their website at www.nfcc.org or call 1.800.388.2227. The 

NFCC offers these guidelines for choosing a credit counselor: 

 

 Find out if the agency belongs to a national organization such as the NFCC 

to ensure it meets quality and ethical standards. 

 Ask the Better Business Bureau and other third parties about the agency. 

 Watch for large up-front or monthly fees. 

 All payments sent to the agency as part of the Debt Management Plan should 

go to creditors and be distributed in a timely manner. 

 Be skeptical of big promises.  

 Make sure counseling sessions are beneficial. 

 Choose an agency that provides a full range of services that are in your best 

interest. 

 Make sure the agency will work with all your creditors 

http://www.nfcc.org/
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 Make sure that the agency is bonded or insured to protect your money from 

possible fraud. 

 

If you are uncomfortable with your level of debt, but prefer not to use a credit 

counseling agency, the following tips can help you reduce your debt: 

 

 Know how much you owe, the interest rates and minimum payments. 

 Pay off the highest interest rate debt first. 

 Keep only one or two credit cards. 

 Stop charging on the credit cards you keep. 

 Call the credit card companies and ask for lower interest rates. Many card 

companies are willing to lower your rate to keep your business. 

 Pay more than the minimum monthly payment. 

 Communicate with your creditors. It is better to make payment arrangements 

than to deal with collection agencies or third parties.  

 

Debt is a very powerful consumer resource. However, the misuse of debt can be 

harmful to your financial future. Manage how you use credit so you can grow 

savings and investments instead of debt. 

 

Seasonal Expenses 

 

Another reason to save is for seasonal expenses. Seasonal expenses include school 

supplies and clothes; house, car, health, life and disability insurance premium 

payments; summer child care; summer camp; registration for children's athletics; 

family vacation, holidays, birthday, graduation and wedding gifts; pet expenses; 

health savings account; and taxes. You won't always know when you'll have some 

of these expenses, but you can plan for a lot of them. 

 

See Chart 2-1 for examples of reasons to save. Use Worksheet 2-1 to list your 

seasonal expenses. Place the cost of each seasonal expense beside it. Then total 

your seasonal expenses for the entire year. Divide the total by the number of 

paychecks you receive each year. Place that amount aside from each paycheck to 

meet seasonal expenses. 
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Case Study:  Robbie is single and shares an apartment with his Malamute and a 

roommate. He earns a gross salary of $20,000 per year and his weekly take-home 

pay is $270. Robbie has identified the following seasonal expenses: 

 

 

Seasonal Expenses 

 

 

January Super Bowl Party $  50 

February    

March Mom’s Birthday    20 

April Car Taxes and 

Registration 
 

200 

May Car Insurance  350 

June Renter’s Insurance    70 

July Fishing Trip  300 

August Dad’s Birthday      20 

September    

October Niece’s Birthday    40 

November Car Insurance 

Dog’s Annual 

Check-up, 

Vaccinations and 

Tags 

 
350 

 

150 

December Holiday Gifts  300 

TOTAL  $    1,850 

 

 

How much should Robbie set aside from each paycheck to pay for seasonal 

expenses? 

 

a. What are his total seasonal expenses? 

 

b. How much should he set aside from each paycheck? 
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Answer: a.  $1,850 

b.  $1,850 / 52 = $35.58 

 

Robbie needs to set aside $35.58 per week for seasonal expenses. He could have 

this amount automatically deducted from his paycheck and directly deposited into 

a savings account. Then as these expenses are due he will have the money 

available. If $35.58 is more than he feels he can save, he may decide to look for 

ways to reduce his seasonal expenses. 
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Chart 2-1  

Examples of Reasons to Save 

 

Savings (Temporary)  

Seasonal Expenses Emergency (2-6 months take-home 

pay) 

Dentist Tires 

Veterinarian Medical expenses 

School supplies, clothes 

Insurance (house, car, health, life, 

disability) 

Insurance deductibles (car, 

accident, health insurance) 

Gifts (holidays, birthday, graduation, 

wedding) 

Car repairs 

Taxes Appliance repairs 

  

Major Goals 
Investments (Permanent) 

Get out of credit card debt General investments 

Down payment for house Preserve initial investment 

Purchase car Growth 

Pay student loans Income 

Travel Defer taxes 

 Retirement 
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Emergencies 

 

The next category you need to save for is your emergency reserve fund. You need 

this for unexpected expenses that are not planned for in your budget. Try to set 

aside two to six months take-home pay as a reserve to fall back on if you have an 

unexpected emergency. If you have a steady, regular income, two months take-

home pay in reserve may be enough. If your income is irregular, you may want to 

set aside a six month reserve. Unexpected emergencies include replacing tires, car 

repairs, medical expenses, insurance deductible for car accident or medical bills, 

house or appliance repairs, or losing your job. See Chart 2-1 for examples. 

 

 

 

 

 

 

Case Study:  Mary and Jim bring home $450 a week. Ten percent of their weekly 

pay is $45. That adds up to $195 per month. Their goal is to build their emergency 

reserve fund. Mary and Jim have stable jobs they expect to stay in until retirement. 

They feel they can get by with an emergency fund of two times their monthly take-

home pay which is $450 (weekly pay) X 4.3 (weeks in a month) = $1935 X 2 

(months) = $3870. If they had jobs with irregular income such as sales, they might 

choose to save six months take-home pay. They can have the $195 per month 

automatically deducted from their paychecks so they are not tempted to spend it.
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Major Goals 

 

The next category to save for is major goals. Major goals vary from person to person 

and family to family. Your goals will change as your personal situation changes. 

Changes in age, marital status, financial status, and the economy are a few factors that 

may affect your goals. 

 

Before you reach your goals, you need to know what it is you will need money for in 

the future. Use Worksheet 2-2 to make a list of your goals. If you are married, discuss 

your goals and your spouse's goals. Try to resolve any conflicts between your two sets 

of goals. You will probably compromise on some and discard others. 

 

Write down your goals. Be specific. List your short, medium and long-term goals. 

Short-term goals are the goals you wish to reach in the next week, month, six months 

or year. Medium goals are the goals you wish to reach in the next one to three years. 

Long-term goals are the goals you wish to reach in the next three years, five years, 10 

years, or in your lifetime. Specify when you wish to reach your goal, the total cost to 

reach your goal, and the amount you need to save each month. 

 

For some families, the first goal has to be to reduce or pay off consumer debt. Then 

once the debt load is manageable, the money that's been used to make debt payments 

can go towards savings. Do you want to buy a car, a house, a mobile home? Do you 

need to add rooms to your house? Does a family member need braces? Are you or 

your children planning to attend college? Do you want to travel? Do you want to buy a 

boat, furniture or jewelry? All of these are big ticket items that require lots of money. 

Saving lots of money requires lots of time. 

 

List your goals. Use Worksheet 2-2 to list the length of time it will take you to reach 

your goals. Put each goal into a category - short-, medium-, long-term. Rank your 

goals in priority order. Decide which goals you will work toward. Once you have 

reached a few goals, you will gain a sense of accomplishment that will motivate you 

to reach your other goals. 

 

Case Study:   Megan is 23 years old and the single-parent of an eighteen month old 

son, Kyle. Megan and Kyle are currently living with her parents, but Megan would 

like to move into a house of her own by the time that Kyle is old enough for school. 

Her short-term goal is to pay off some credit card debt and medical bills. She has 

worked with an NFCC-accredited organization to negotiate a plan. She also has an 

emergency fund of three months living expenses. Her intermediate-term goal is to save 

for a down payment for a house. Later, she would like to save money for Kyle’s 

education. That’s a long-term goal for Megan. 
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General Investments 

 

The final category is general investments. General investments are the investments 

you make so you have money for your future needs. General investments can be 

invested to preserve the dollars you invest, get as much income as you can from your 

investment dollars, or get as much growth as you can from your investment dollars. 

Your personal preference will influence where you choose to invest your money. 

 

Saving means setting aside money from current earnings to meet known or 

unexpected needs in the future. Investing means putting what you've saved to work for 

you. A savings and investment strategic plan allows you to put money aside to reduce 

debt, to meet seasonal expenses, to pay for emergencies, to pay for major goals and to 

grow your general investments. 

 

It takes time to put your savings and investment strategy in place. It takes time for 

your money to accumulate. Try to set aside 10% of take-home pay to build your 

savings so you have money to reduce debt, meet seasonal expenses, pay for 

emergencies, and pay for major goals. Once you have money put aside for these 

purposes, you can begin to accumulate money for the long-term. 

 

Case Study:   Mark and Amy got married when they graduated from college last 

year. Their monthly take home pay varies because Amy’s job involves commissions, 

but they have budgeted for $2,800 per month. Their student loan payments account for 

18% of their take home pay ($500/$2,800 x 100% = 18%) and their monthly rent is 

$650. They have decided not to use any credit cards unless they pay off the balance 

monthly. Mark has $70 from each semi-monthly paycheck automatically withdrawn in 

a savings account at their credit union to cover seasonal expenses. They have built an 

emergency fund of six months’ living expenses because Amy’s pay is so variable. Amy 

has $100 automatically withdrawn from her base pay monthly and placed in a savings 

account for a down payment to replace one of their cars next year.  

 

Mark and Amy have an intermediate-term goal of buying a house three years from 

now. Mark contributes $250 per month from his pay to a savings account designated 

for this purpose. Amy contributes the first $300 from her commission checks. If her 

net take-home pay is less than $300, she contributes what she can. If Amy’s 

commissions are in excess of $300, the extra amount goes into a long-term investment 

account. As long as Amy’s commission checks are at least $300 each month, the 

couple still has over $800 per month for their living expenses in addition to rent. 

 

Summary 
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Develop a savings and investment strategy to repay debt, meet seasonal expenses, pay 

for major goals, and grow general investments to preserve capital, provide current 

income or grow equity. Think about why you need to save so you can make it happen. 

We need to save to: 

 

 1. create savings by contributing automatically to a savings account from each 

paycheck 

 

 2. replace money used for seasonal and emergency expenses after you take money 

out of the account 

 

 3. contribute regularly to savings to accumulate money for short and long-term 

needs (health savings account, retirement account) 

 

 4. help you reach your short-term (one year or less), medium term (one to three 

years), and long-term needs (three or more years).  
 

 



 H 2 - 12 

 Worksheet 2-1 

 

SEASONAL EXPENSES 

 

JANUARY FEBRUARY MARCH 

 
 

 

 
 

 

 

 
 

  

APRIL MAY JUNE 

 
 

 

 

 
 

 

 
 

  

JULY AUGUST SEPTEMBER 

 

 
 

 

 
 

 

 

 

  

OCTOBER NOVEMBER DECEMBER 
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Worksheet 2-2 

 

SAVING AND INVESTMENT GOALS 

 

Use this worksheet to identify short, medium and long-term goals you are working 

toward. List when you wish to accomplish the goal, the total cost to reach the goal 

and the amount you need to save per month. Check the last column when you 

reach your goal. 
 

Goal When Total Cost Amount Per Month Completed 

Short-term (within the year) 
 

 
 

 

 
 

 

 

 
 

 

    

Intermediate (1-5 years) 
 

 

 
 

 

 
 

 

 

 
 

    

Long-term (over 5 years) 
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