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Introduction
Thanks for taking the time to read this e-book. We've written it with
the hope that it will provide much needed financial knowledge and
wisdom to our next generation so that they may prosper and thrive in
a fiscally responsible world. 

Matt Williamson
Matt Williamson (CEO & Founder)

The Goal

This book will teach your children the basic concepts of debt, budgeting,
and the importance of compounding savings. There will be a short section
on the basics of business. 

What is debt and why is it problematic?
A simple way to create a more comfortable future
How to keep a budget and create a savings plan

Financial freedom has the power to create ripples in the world around us.
Instead of spending time making ends meet, our children can spend their
valuable time making the world a better place for us all.
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About The Author

About the Author

Matt Williamson is the founder of Williamson Asset
Management, LLC, a digital portfolio management
and financial consulting firm. He is an expert in risk
management, listed derivatives, and market-neutral
investment strategies. He has experience working
with institutional investors, hedge funds, and
individual investors, and enjoys teaching new tricks to
old dogs.

 
He is a very proud father of a very precocious five-
year-old little conqueror, an avid tennis-player, and a
terrible golfer. 
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http://www.linkedin.com/in/matt-williamson/


/

What is income?

CHAPTER 1

Learn what income is, why we need it, and where we get it.
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"Opportunity is missed
by most people because
it is dressed in overalls
and looks like work."

Thomas Edison
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Income - what is it?

Income is the compensation (money) we receive for doing work,
taking risk, or spending time.

Income is very important. By going to work, or investing (more on this later) in things,
or spending our time, we usually get something in return. In most cases, we get
money in return for doing work. That is called income.

Different jobs pay different incomes. A school teacher and a fireman, despite both
doing very important jobs, receive a different amount of income. Some households
have one income, some households have two, three, or even more sources of
income.

Some people must go to an office or other workplace to work for income, and some
people can stay home to work for an income. Some sources of income are  passive 
meaning they come in without doing physical work to earn them (usually risk-taking
is involved in earning passive income).

Suggested parent-led discussion topics: 

For younger children:
Different types of jobs
Different forms of income
Where does the income go?

For older/more mature children:
Income inequalities (gender, age, race, etc.)
Outcomes of low/high incomes

--
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Income - why do we need it?

Without income, we couldn't pay for anything that we need.
Income/money is a way of converting work into a needed or
desired result. 

All people have needs. The most basic of those needs are things that keep us
alive: air, water, food, shelter (a home), sleep, and clothing. Several of these are free
(they do not cost anything), but the rest cost money. Without a source of income, we
couldn't meet our basic needs.

It's important to realize that income only takes care of the bottom two (out of
five) groups of needs, physiological (basic physical needs) and safety needs. The rest
of the needs are not income-based. They include things like love, a sense of
connection, respect, strength, freedom, and a sense of accomplishment. Having
sufficient income helps with those things, but is not necessary to meet those needs.  

Suggested parent-led discussion topics: 

For younger children:

 Cost of needs (food vs. homes vs. transportation, etc.)

The importance of love as a need

For older/more mature children:

 Homelessness/lack of basic needs

Maslow's hierarchy of needs 

--
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What are expenses?

CHAPTER 2

Learn what an expense is and why they are necessary.
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"Beware of small
expenses; a small leak
will sink a great ship."

Benjamin Franklin
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Expenses - what are they?

An expense is anything that must be paid for. Direct expenses
require money. Indirect expenses cost time.

As mentioned in the previous chapter, all humans have needs, and most of those
needs cost money. They are  expenses.  In order to get food, we have to buy it with
money (a direct expense) or grow it ourselves with our time (an indirect expense). In
order to get shelter, we must buy it with money (direct expense) or build it with time
(indirect expense). Most indirect expenses have direct expenses associated with
them. Growing food requires buying farm equipment, seeds, land, etc.  Building a
house requires materials and tools (in addition to a LOT of know-how).

Needs cost money, but so do  wants.  Anything we want, we must either get directly
(with money) or indirectly (with time). If we want a new shirt, it's unlikely that we can
make it ourselves, so we buy it. That's an  expense . If we want to learn how to play
chess, we spend our time (indirect expense) learning to do that.

Anything that requires money or time to procure (get) is an expense.

Suggested parent-led discussion topics: 

For younger children:

Needs vs. wants

Direct expenses vs. indirect expenses

For older/more mature children:

Relationships between income level and needs/wants ratio

Non-obvious expenses (insurance, utilities, repairs/maintenance, etc.)

--
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Expenses - why are they necessary?

One person's expense is another person's income. Because income
is necessary, so is expense.

Expenses are just the other side of income. When you make income, it's an expense
for someone else. When you pay someone else (an expense), it becomes income for
them.

Need a car fixed? That's an expense for you, and income for the mechanic. Need to
buy groceries? That's an expense for you, and income for the grocery store, which
then has to take that income and pay it out to its employees, an expense for it and
income for the employees. The employees need gas for their cars, which is an
expense for them, but income for the gas station. The gas station must pay for the
gas, which is an expense for them, but income for the oil and gas producer, etc. etc.
etc. etc. 

The circle of life!

Suggested parent-led discussion topics: 

For younger children:

Relating an expense of one party to an income of another

Examples of home expenses (do NOT guilt the child for creating expenses)

For older/more mature children:

Taxes and fees that chip away at each transaction

Velocity of money

Double-entry accounting

--
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Budgeting

CHAPTER 3

Learning to balance income and expenses
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“We must consult our
means rather than our
wishes.”

George Washington

--
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Budgeting: Making 1 - 1 = 0

A budget is a plan to make sure that you don't spend more than
you have. If spending more than you have sounds impossible to
begin with, that's a great start.

Budgeting involves making two lists: income and expenses.

The income list should include all sources of income as well as expected amounts. If
some amounts are variable, it might make sense to average out the variable
amounts to get a sense of what is a reasonable expectation.  See next page for an
example.

The expense list should break down all expenses expected to occur in a given period
of time. (The period of time should match the income list.) Most people also find it
helpful to separate these expenses into different categories to better understand
where money is going. See example on the next page.

Suggested parent-led discussion topics: 

For younger children:

Practice categorizing various expenses

Basic math practice around budgeting (adding expenses, totaling)

For older/more mature children:

Analysis (where is most money going?)

Estimating variable expenses

Estimating contingency funding

--
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Budget Example

This is a  balanced  budget. The same amount of money coming in
is balanced b y the money going out.

--

Income:

Parent's Job:                      

Rental Income:

TOTAL INCOME:

Expenses:

Mortgages:        

Insurance:        

Groceries:

Clothing:

Bills:

Savings:

Miscellaneous:

TOTAL EXPENSES: 

$8,000 per month              

$1,500 per month

$9,500 per month

$2,000 per month

$1000 per month

$600 per month

$600 per month

$800 per month

$3000 per month

$1500 per month

$9,500 per month

--



/

Debt

CHAPTER 4

What is it and why is it so dangerous?
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“The only one who sticks
closer to you in

adversity than a friend is
a creditor.”

Unknown
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Debt - what is it?

Debt is money owed to someone else. We can think of it as a long-
term expense that is typically recurring (happening over and over
again).

Sometimes we borrow money from someone else to buy something that we couldn't
otherwise afford. Can we already see the issue? When we discussed budgeting, we
already said that we should balance income and expenses so that we don't spend
more than we take in.

However, sometimes debt is necessary and even a positive thing.

Buying something that is providing a function while also appreciating in value is a
good use of debt. A great example of an acceptable use of debt is borrowing
money to buy a home.

When we buy a home using debt, we are buying something that is likely to increase
in value so that we can sell it for more than the price we paid (though that's not
guaranteed, and home values can and do fluctuate). It also provides a place to live.

Using debt to buy a car is another interesting (and common) use of debt. For many
of us, a car is a necessary part of life. Without it, we can't even get to work to make
the income needed to fund the rest of our life. However, a car is a "depreciating
asset." It becomes worth less and less the longer we keep it. We borrow money only
to pay interest on the loan and then lose money on the car itself. 

As a general rule, try not to ever borrow money. There are exceptions, but that
should be the norm.

Suggested parent-led discussion topics: 

For younger children:

Borrowing
Instant vs. delayed gratification

For older/more mature children:

Expenses vs. debt
Interest

--
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Debt - why is it so dangerous?

Debt creates a drag on your finances. Compound interest makes it
much, much, much worse.

When borrowing money, we have to pay it back. Not only that, we have to pay back
extra money called interest, which we pay for the privilege of borrowing money in
the first place.

Not only are we spending money we don't have, but in order to do so, we're paying
a fee (that we also don't have) to do it.

Not only THAT, but if we don't pay on time, the fees begin to stack and grow.

Debt can get so bad that the most you are able to pay is the interest due, in which
case, you are now in a position that could rightly be called "financial slavery." You
must work to pay the interest, and because you can't pay back the principle, you are
stuck paying interest forever with no hope of relief. Many people are already in this
state.

Suggested parent-led discussion topics: 

For younger children:

  Continued discussion of debt basics

For older/more mature children:

Debt to fund new revenue streams ("good" debt)
Compound Interest

--
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Credit Cards

CHAPTER 5

How they work, when to use them, and when NOT to use them.
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"In the end, credit cards
are like life: they are

what you make of
them."

Laura J. McDonald & Susan L. Misner 

--
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Credit Cards - what are they?

A credit card is a piece of plastic that allows you to borrow money
up to a certain amount (the credit limit) with the assumption that
you will pay it back later. It's instant debt!

We've learned that debt is, generally speaking, bad. And yet, the SECOND we
become adults (at age 18), we are absolutely hammered with offers for credit cards
to "establish a credit history."

In truth, establishing a credit history is important. What is FAR more important is
learning to manage money and a budget. A credit card allows the holder to instantly
(and with no immediate consequence) borrow money. If you DON'T pay that money
back at the end of the month, you will begin to accumulate interest.

If you don't do it month after month, you will find yourself in financial slavery. 

The absolute WORST thing you can do is to spend money with a credit card and pay
the "minimum payment" at the end of the month. Paying the minimum ensures that
your principle balances never goes down, and you will accumulate debt and never
get out.

Suggested parent-led discussion topics: 

For younger children:

Review what a budget is/does
Credit Cards vs. paying with case (later vs now)

For older/more mature children:

Interest vs. principle
Needs vs. wants (with regard to CCs)

--
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Credit Cards - when/why to use them

Credit cards offer some benefits... IF you use them correctly

Most credit cards come with perks of some kind. When you use the credit card to
buy things, you will accumulate these perks. Most card company refer to the perks as
"points." Spend a dollar, get a point. The "points" can then be used to buy things like
concert tickets, plane tickets, etc.  Some cards allow you to redeem those "points" as
"cash" against your credit card balance.

To use a credit card without it hurting you, you must do three things:

1) Never, ever pay interest. This means paying the entire credit card balance in full,
every month, without fail.

2) Don't spend more on the credit card than you would with cash. Overspending will
hurt your budget more than help it.

3) Pick a card with a low (or preferably no) annual fee, especially if you don't spend
much.

A credit card with a great perk, like 2% cash back on all purchases, effectively nets
you a 2% discount on EVERYTHING you buy. That's a great way to save money.
Taking 2% of your entire monthly expenses and putting it into savings or investment
accounts is a great way to build wealth. Most people don't pay on time and the
credit card winds up costing them more than helping them.

Suggested parent-led discussion topics: 

For younger children:

Discuss percentages & fractions
Credit Card mechanics

For older/more mature children:

Credit ratings/FICO scores
Psychology of "swiping" vs paying cash (hint: much easier to swipe)

--
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Credit Cards - when NOT to use
them

Remember, a credit card can do extreme damage to your life. They
can help a little, and hurt a LOT. Never use a credit card to buy
something you couldn't otherwise afford.

Going back to the general rule, try not to ever borrow money. This includes on a
credit card.

If you can't afford to put it on a debit card RIGHT now, don't use a credit card. 

UNLESS

It is an emergency. For example, you are overseas, and you need to get home
immediately (injured family member, house emergency, etc.) but you hadn't
budgeted on an extra plane ticket. If you find yourself in a situation in which you
need emergency cash, and you don't have access to a bank quickly, a credit card will
work in a pinch.

But always, ALWAYS, ALWAYS  pay the balance by the end of period to avoid the
interest rate trap.

--

--



/

Savings & Investment

CHAPTER 6

Pennies today, dollars tomorrow, fortunes later
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"The art is not in making
money, but in keeping

it."

Proverb

--
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Savings

Saving money is an exercise in preparing for tomorrow. To create
an emergency savings fund is to feel secure knowing that you can
handle whatever comes.

It is a good habit to save a portion of everything you earn. Much the same as you
must pay a portion of our income on tax, let us also learn to save a portion for
ourselves.

Many people create savings for many different reasons. Some people save for a
down payment on a house, some people save for exciting vacations, and some
people save for "a rainy day," which means to save money for the unexpected.

Sometimes, a large expense will come along that we didn't see coming. Like a major
home repair, a medical expense, or some other unexpected expense. In those cases,
it's best to have savings to help deal with the expense. Otherwise, you might have to
take on debt to pay for it, which is dangerous and should be avoided whenever
possible.

Suggested parent-led discussion topics: 

For younger children:

What is something YOU would like to save up for?
Set up a savings account with them (for them) and have a savings plan

For older/more mature children:

Examples of unexpected expenses (give examples from your life)
Saving vs. hoarding

--
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Investment

Like saving, investing is a way to prepare for the future. We buy
investments that can grow in value over time so that one day they
will be worth a great deal.

Investments are almost always made for the distant future (retirement and college
are the two most common reasons for investment) and involve some risk, but also
provide lots of reward if done well.

The different between investment and savings is that investments are designed to
grow substantially (a lot) over time, where savings are meant to grow a small amount
or not even at all. Investments have a risk of loss, where savings do not. 

 Most investment is done in the stock market, a place where you can go buy a small
piece of a company. If the company grows, so does your investment. People also
invest in the bond market, where you lend money to companies and they pay you
interest. It's like being on the OTHER side of the credit card!

Suggested parent-led discussion topics: 

For younger children:

Discuss some investments they have made
Open an investment account with/for them

For older/more mature children:

Risk vs. Reward
Practice investing (with play/paper money)

--

--
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Business Basics
Bonus

Learn how a business works
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Business Basics

A good business works much in the same way that a good home
works. There's income, expense, helpers, debt (hopefully the
helpful kind) and rules. 

Businesses offer to sell a product or a service. When they sell that product or service,
they get "revenue," which is another word for income.

Businesses must take that income and pay expenses like the employee's
"salaries" (the income the employees have earned for supplying the work), the cost
of the building (just like the cost of a home), materials needed to produce the
product, etc.

Whatever is left over can be used to save and invest in the future growth of the
business, just like a savings or investment account.

Businesses can also choose to add debt by borrowing money. If the money
borrowed leads to more revenue (income) later, than the debt was a good idea. If
the money borrowed doesn't lead to more revenue later, the business might fail.

You can see that the way a household runs its finances and the way a business runs
its finances are almost identical. If you hope to run a successful business one day,
start by making sure you manage your money successfully first.

Suggested parent-led discussion topics: 

For younger children:

Start a small business (like a lemonade stand or similar) and track income and
expenses. 

For older/more mature children:

Start a small business with some edge (unique element)
Discuss moats, intellectual property, patents, or anything that helps a business gain
and keep a market edge. 

Please note: make sure you check with your local laws around "kid
businesses"

--
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How can we help you?

BOOK YOUR CONSULTATION

We specialize in managing investment risk in unique
ways that our competitors simply don't understand.

We would love to explain it to you!

“All the perplexities, confusions and
distresses in America arise not from
defects in their constitutions or
confederation, not from a want of honour
or virtue, so much as from downright
ignorance of the nature of coin, credit and
circulation.”

– John Adams, second president of the United
States

--
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