
Chapter 1, Lesson 1, Creating a Budget 

Learning Objectives:  

1. Describe the components of a personal financial plan 

2. Identify steps for creating and developing a personal financial plan 

3.   Explain the elements of a budget 

MULTIPLE CHOICE.  Choose the one alternative that best completes the statement or 

answers the question. 

1)      A personal financial plan can make the difference between being able to do the 
things you  
         ________ to do and feeling that you’ll ________ reach your goals in life. 
         A) want; always  
         B) need; always 
         C) want; never 
         D) need; never 
 
2)      Which of the following is an advantage of understanding personal finance?  
         A) It will help you evaluate the opinions of financial advisers 
         B) It will make you wealthy 
         C) It will help you become a financial adviser 
         D) All of the above 
 
3)      The first step in creating a personal financial plan is:   
         A) investing for future 
         B) managing your budget 
         C) managing your liquidity 
         D) protecting your assets 
 
4)      Your budget is a detailed summary of expected __________ and __________ during 
a    
         given period. 
         A) liquidity and assets 
         B) income and expenses 
         C) liquidity and expenses 
         D) assets and expenses 
 
5)      _________ is/are an example of a need. 
         A) Car  
         B) iPod  
         C) Basic Meals 
         D) Savings account 
 
6)      Your goal should be for your income to be _____________, not just equal to, your  
         expenses.  
         A) less than  
         B) separate  
         C) greater than 



         D) 20% greater than 
 
7)     This second step in financial planning takes into account money for unexpected 
expenses. 
         A) investing for future 
         B) managing your budget 
         C) managing your liquidity 
         D) protecting your assets 
 
8)      The person obtaining the money for financing is the ___________.  
         A) lender 
         B) borrower  
         C) collections 
         D) loaner 
 
9)      The provider of the money for financing is the __________.  
         A) lender 
         B) borrower  
         C) collections 
         D) loaner 
 
10)    Which of the following would be considered an asset?  
         A) Loan  
         B) Baseball Cards 
         C) Car that you are making payments on 
         D) All of the above 
 
11)    Which of the following would be an intangible asset? 
         A) Your car 
         B) Your health 
         C) Your grandmother’s ring 
         D) Stock you own in a company 
 
12)    To insure an asset of any kind, you must pay a monthly fee, or ___________?   
         A) premium 
         B) deductible 
         C) interest 
         D) intangible fees 
 
13)    Which of the following is considered an investment? 
         A) Car  
         B) Bicycle  
         C) Computer  
         D) Stocks 
 
14)    Which type of investment helps a company or government agency raise funds for a 

return greater than the money you invested?  
         A) Stocks 
         B) Bond 
         C) Mutual Fund  
         D) Shares 



 
 
 
15)    Which question should you ask yourself when establishing your financial goals?  
         A) What income level should you be making?  
         B) How important is money to you? 
         C) How does college costs? 
         D) What do you need money for?  
 
16)    When setting a short-term financial plan, it should cover the following timeframe:  
         A) 0-1 years 
         B) 1-5 years 
         C) 5+ years 
         D) Retirement 
 
17)    When setting a long-term financial plan, it should cover the following timeframe:  
         A) Your first purchase 
         B) 0-1 years 
         C) 1-5 years 
         D) 5+ years 
 
18)    _____________ insures the money in most banks and credit unions.   
         A) United Bank Association  
         B) The US government 
         C) National Investment Committee 
         D) United Financial Committee 
 
19)    Which of the following is an advantage of savings accounts? 
         A) They pay interest  
         B) They cannot be touched until you reach your goal 
         C) They will ensure you retire comfortably 
         D) They are a high risk investment with a potential for large growth  
 
20)    Which of the following is a step for developing a financial plan?  
         A) Ignore your current financial position 
         B) Identify and evaluate alternatives to achieve your goals 
         C) Evaluate your education 
         D) Select the lowest risk financial plan 
 
21)    Your financial plan should have a(n) __________ level of risk.  
         A) low 
         B) high 
         C) acceptable 
         D) zero 
 
22)   Which of the following income should be considered as part of your budget?  
        A) A financial gift from your Aunt  
        B) Yearly payout you receive from lottery winnings 
        C) Monthly money your parents provided for a haircut 
        D) All of the above 
 



 
 
 
23)   Which of the following expenses should be considered as part of your budget?  
        A) Clothing purchases 
        B) Gas for your car that is paid by your parents 
        C) Books provided by school 
        D) Food provided by the school cafeteria 
 
24)   When revising your financial plan, you should think about which of the following?  
        A) Any major life changes 
        B) Your new job that did not increase your salary 
        C) Your potential income if you land a new job 
        D) Any changes in your education  
 
25)   A financial plan should be reviewed _________.  
        A) monthly 
        B) quarterly 
        C) yearly 
        D) regularly 
 
 
 
TRUE/FALSE.  Write 'T' if the statement is true and 'F' if the statement is false. 
 
26)   An advantage of understanding personal finance is that it enables you to make good 
        financial decisions.  
        A)  T              
        B)  F 
 
27)   Liquidity is something of value that you own.   
        A)  T    
        B)  F 
 
28)   A part of your financial plan should involve a plan for protecting your assets and 
income 
        through insurance coverage.   
        A)  T    
        B)  F 
 
29)   Determining how much money you should set aside for retirement and how those 
funds  
        should be invested should not be of concern for people until they near their 
retirement  
        age.  
        A)  T 
        B)  F    
 
30)   Goals with a time frame of five or more years into the future are called intermediate-
term 
        goals.   



        A)  T 
        B)  F   
 
 
 
 
FILL IN THE BLANK.  Write the word or phrase that best completes each statement or 
answers the question. 
 
31)   The more you know about financial planning, the better you’ll be able to  
         ___________________________________. 
 
32)   Both _________ and _________ are long-term investments. 
 
33)   You should always choose a financial plan that will best help you reach 
         _________________. 
 
MATCHING. Select the appropriate description that best describes each term. 
 
_______  34. tangible a. Usually covering the next year 
_______ 35. long-term plan b. Physical item that you can touch 
_______ 36. short-term plan c. Covering one to five years 
_______ 37. intermediate-term 

plan 
d. Covers more than five years 

 
SHORT ANSWER/LIST. Provide a brief answer for each question. 
 
38) Define the three time segments covered by a financial plan. 
 
 
 
 
 
39) List the six steps to creating a personal financial plan.  
 
 
 
 
 
 
40) Describe two alternatives provided in the lesson for achieving your financial goals. 


