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INCOME MANAGEMENT

F or thefirst time, when M eenagot her pocket money, her mind started thinking

of all that she wanted. She at once began to think of her requirementsfor the
month. She wanted to enjoy an ice-cream also with her money. Soon Meena
realized that her money was not enough to meet her requirements, aswell as
provide her with anice-cream. The problem that Meenawasfacing now wasto
decide upon how to usethe money, so that she could satisfy her needsand her
desirefor anice-cream.

Youmay haveasofacedasmilar stuationinyour life. Money that you have may
beyour pocket money or your monthly income. You must have also wished that
your money could ‘ stretch’ to satisfy all that you needed and desired. Wishingis
not the solution to such aproblem. The solution liesin the planned utilization of

money.

Inthislesson, youwill learn how to plan the use of your money.

OBJECTIVES

After reading thislesson, youwill beableto:

definetheterm*family income' and discussitscomponents,
enumeratethe guidelinesfor preparing an expenditure plan;
explaintheterm‘incomemanagement’ and discussthe process;

maintain arecord of family incomeand expenditure;

discussthe need and methods of supplementing family income;
explainthe concept of ‘saving’ and ‘investment’;

discusstheroleof financid ingtitutionsin money management;

select asuitableinvestment schemeon the basisof certain characteristics.
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13.1 FAMILY INCOME

Asthe name suggests, income meansanything
which comesinto thefamily andwhichisusedto
satisfy the needs of its members. What comes
into thefamily?You may just say "money”. But,
besides money, there are al'so goods and ser-
vices, whichmay flow into thefamily and may be
used for thesame purposeslikemoney. Thusyou
can now defineincomeas.

Fig. 13.1

Incomefor afamily comprisesof money, goodsand servicesthat
areavailabletothefamily tofulfill itsneedsand desires.

Let uslearn more about these.

Money

Money isthe hard cash you get in hand. It isgenerally called money income. It
maly be obtained from various sourcessuch as:

fromyour place of work, e.g. service, business
fromrent, if you have given wholeor part of your house on rent
fromtheinterest that you get by putting your money in abank account

from household production e.g. making pickles, toysand garments, which
yousdl.

Goodsand Services

Your family may aso enjoy variousgoodsand servicessuch as:

the house you stay in, may have been provided free of cost by your em-
ployer or Government.

your car may have been provided by your company
your kitchen garden may giveyou agood produce of vegetables

you utilizeyour energy to do household chores, instead of employing paid
help

you stitch clothesfor your family, instead of getting them tailored

youtakeregular careof your equipment. Asaresult, not only will it provide
you better service, it will also saveonrepairs.
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Thesegoodsand servicesenjoyed by your family are collectively known asrea
income.

Family income=money income+ red income

Needs

Needs are deficiencieswhich must befulfilled. You need food to live and keep
healthy. You need clothing and shelter to protect your body.

Food, clothing and housing aretherefore, your basic needs. They arethe needs
which help you survive. There are other needswhich makeyour life easy. For
example, to movefrom oneplaceto another easily, youwill requireabus, acycle,
ascooter or acar. But if you have none of theseyou will walk. Bus, cycle, scooter
or car makeit easy for you to commute.

Makealist of some other needswhich help makeyour living easier.
Desires

When all your needsarefulfilled you beginto think of meeting your desires. What
you desireisnot really needed to carry onlife, but still youwishto haveit. For
example, you may desireto have somewall hangingsfor your house or you may
liketo have athree bedroom housein aparticular locdlity.

You may say, needs are those requirementswhich are needed to makelife easy
whiledesiresarethingswhich you feel happy to possess. With money, you can
buy all that isrequired to satisfy your needsand desires. Your need of afan and
your desireto have acarpet - both can be bought with money. Your needsand
desirescan aso befulfilled by the goods and services availableto your family.
Your need of ahouse may befulfilled by the company inwhich youwork. Your
desireto have awell-tail ored dressmay befulfilled by the use of your own or your
mother’sskill.

@] Activity 13.1: Find out the sources of incomefor your family and any
Hi two other familiesknownto you. Record and comparethemwiththelist

ud giveninyour text.
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INTEXT QUESTIONS13.1
1.  Andyseand saewhether thefollowing aresourcesof money income(MlI)or

rea income(RI).

(@ Makingpicklesfor your family S )
(b) Growingvegetablesand sdlingthem S )
() Baking cakeson order S )
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(d) Stitchingyour ownclothes (ceeereeeeeere e )
(8 Studentscomingtoyoufor tuition (ceeereeeeeere e )
(f)  Cleaningyour car everyday (ceeereeeeeere e )
(@9 Gettinginterest fromthemoney (ceeereeeeeere e )
deposited in bank
(h)y Attendingtodectrica repairsof
your houseyourself G )

() Being provided with ascooter by your
company G )
2. Readthefollowing paragraph and then answer questions(a) and (b)

Mr. La and Mr. Anand both get asalary of Rs. 5000 each. Mr. La’soffice
provideshim with freelunch aswell as petrol expensesfor hisscooter.
Mr. Anand’soffice hasprovided him afreeliving quarter, near the office.

(& Whichof thetwo men areenjoying ahigher income?
(b) Givethereasonfor your answer.

13.2EXPENDITURE

Expenditureisthe money spent on buying different goodsand
services, required by thefamily.

Goods

You need variousthingsfor your daily living. For example, you need food items,
potsand pansto cook thefood in, soap to wash dirty clothesand anirontoiron
your clothes. If you look around in your house, you will seevariousgoods, each
oneof whichisuseful toyou.

Makealist of goodsyou haveinyour bathroom.
Services

Servicesare utilities, which makeyour living easy. For example, youwant totalk
toafriendlivinginadifferent city. You need not visit her. You can telephone her,
sitting at home. Besidestel ephone services, what arethe other servicesyou enjoy
inyour house?Yes, electricity and water service. If you want to go out to work
you havethe service of publictransport availabletoyou. If you ever fall sick you
can go to agovernment hospital. Some other servicesthat all areavailing of are
thepolice protection, fire servicesand sewagedisposal.

L ook around your locality and seewhat servicesit offersyou.
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All these goods and serviceshaveto be paid for. The money which you spend on
themisknown asexpenditure.

13.2.1GUIDELINESFOR PREPARINGAN EXPENDITURE PLAN

If you want to get good returnsfrom the money you spend then you need to make
aspending or an expenditure plan. A spending plantellsyou how to spend your
money judicioudly. You need to consider thefollowing whilemaking such aplan.

e Themoney incomewhichyou get in hand, hasto be divided into various
areas of expenditure such asfood, clothing, housing, education, transporta-
tion, household servicesentertainment and savings.

— Asyou havelearnt earlier, food, clothing and housing areyour basic or
primary needs. Therest of the above mentioned needsare your second-
ary needs. Obvioudy, while spending money, you will first consider your
primary needs.

—  Theway youdivideyour money for spending will depend upontheim-
portanceyou giveto thevariousareas of expenditure. For example, if
you give more importance to clothes than food, you will keep aside
more money for it. You may spend lessmoney on education, if you fedl
itisnot very important for your family.

— Makesurethat theamount of money you keep for each areaissufficient
to cover theexpensesof that areafor thefull month. For example, if you
have kept asde Rs. 1000 for food it should sufficeyouttill theend of the
month.

e If youhavemoney left over after your primary and secondary needsare met,
you canthink of fulfilling somedesires. Desireswill first include some com-
fortsfor your life. If money isstill left over, it may include someluxuries.
Comfortsaremoreeasly affordablethan luxuries. Thefollowing examplewill
helpyouto understandthis.

Onceyour need for ahouseisfulfilled, youwill want to buy thingswhichwill
make your house comfortable. You may buy adesert cooler or afan. When
most of your comfortsare met you may think of luxuriesfor yourself. You
may now buy an air-conditioner.
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I ncome M anagement

Thusyou can summarisethe order of satisfying needsand desiresasfollows:

i
—
5 =

Fig.13.2 Fig.13.3 Fig. 13.4
Primary needs Secondary needs Luxuries

e Whileyour present needsand desires
arebeing fulfilled, you also need to
think of your future needs. Theremay
be someneedsinthefuture, thefulfill-
ment of which, requiresalarge sum of
money. For example, amarriage. Your
regular incomeat that timemay not be
enoughtofulfil that need. What would Fig. 135
you doto helpyoursdf inastuation likethat?Yes, you can keep aside, some
part of your money incomefor such futureneeds. Thisisknownassaving. To
beableto saveensurethat at al timesyour total expenditureislessthan your
total income.

r |
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b J| INTEXT QUESTION 13.2

1)  Markatick (V) ontheitem onwhichyou should spendfirst. Giveareason
for your choice.

(@ Goingoutforaholiday or buying arefrigerator.
(b) Buyingicecreamor buying nutritiousfood for your children.
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(0 Buyingamixer grinder or replacing ordinary curtainswithfancy ones.
(d) Buyingenoughwarm clothesfor winter or buying avacuum cleaner.

(¢ Buyingahouseor arranging for aholiday abroad.

13.3INCOME MANAGEMENT

Income management isthe planned and controlled use of thefam-
ilyincome,

You haveread about thevariousareas of expenditureinafamily which haveto be
met with your money income. Theincome needsto be spent in such away that
money isavailablefor expenditure throughout the month. Thisprocessof distrib-
uting money over variousitemsof expenditureiscalledincome management.

13.3.1 PROCESSOF INCOME MANAGEMENT

Inlesson 10 you havelearnt about the steps and process of management. Let us
see now how we can apply those stepsfor income management.

Planning the use of the family income: You have aready learnt about this
whilelearning to make the spending plan of your income. Make sureyou keep
away apart of your incomeas savings, whileyou plan your expenditure.

Controlling theuseof thefamily income: You can control and keep acheck
onyour expenditureintwo ways.

() Makesurethat money isnot wasted. For example, buy just theright quan-
tity that isrequired by thefamily and avoid wastage. Buy from co-operative
stores or wholesale markets, where things are cheaper, to save money.

(i)  Makeuseof your time, energy, skill and knowledgeto cut your expenses.
Do you remember what isthisknown as?Yes, you areright, itisrea in-
come. If theuseof your incomeiswell planned and controlled, your needs,
aswdll asyour desires, will befulfilled.

Thereisno readymade plan for using money. Familieswithidentical incomeswill
not necessarily haveidentical needsand desires. For example, two families, each
earning Rs.5000 per monthwill not be having the same needsand desiresbecause
onemay bestayinginavillageand theother inacity. Their management of income
will, therefore, bedifferent, i.e. based on their own needsand desires.
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134 MAINTAINING A RECORD OF INCOME
AND EXPENDITURE

Now that you have made aspending plan for your family, itisimportant to ensure
that theplaniscarried out carefully. Inorder todothis, itisnecessary for you to

Notes have some control over the spending of money.

Fig. 13.6

Onesmpleway to have control could beto maintain arecord of theincomeand
daily expenditureof your family.

A sampleof thedaily recordisgiven below:

Table13.11ncomeand ExpenditureRecord

Date |Income|ltem Purchased | Quantity | Rate Amount ([Balance

in Rs. Spent
in Rs.
1.2.07 | 5000 Rice 15kg Rs 10/kg 150
Atta 20kg Rs10/kg 200
Sugar 5kg Rs 15/kg 75
Butter 12kg Rs106/kg 53

478  [4522
2207 Rajmah 3kg Rs 30/kg 90
all 5Litres | Rs52/It. 260
Soap powder V2kg. |Rs110/kg 55
Dress piece 2m. Rs 60/m 120

525  |3997
3.2.07 Ghee kg Rs60/kg 120

You can useanotebook or aregister to writethisday-to-day account. Detailslike
guantity, rate and the amount spent on theitems purchased can berecordedin
separate columns. Thisincomecolumnisimportant inafamily whereincomeflow
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isirregular or wherethere may be 2-3 sourcesof income. The baance column, if
filledindaily, will tell you how much money isleft at theend of each day. To get
your balancefor the day, add all the expenses of the day and subtract the total
fromthebaance of the previousday. For example, in Table 13.1 thetotal amount
spenton 1.2.04isRs. 478.

Therefore, income minus total expenditure of thefirst day, isRs 5000 - 478
=Rs4522

Thetotal amount spent on the second day iSRs525. Your balance at the end of
the second day would be the previous balance minustotal expenditure onthe
second day, or Rs 4522 - 525 = Rs 3997

Youwill observethat thefigurein the balance columnwill decrease day by day.
How do youfed, whenthemoney inyour pocket keepsdecreasing?Yes, you are
reminded to put acheck on any unnecessary expenses, or any other item not listed
inyour spending plan.

13.41 ADVANTAGESOF MAINTAININGA RECORD OF
INCOME AND EXPENDITURE

Maintaining arecord of expenditure hel psyouinthefollowing ways.

° Understand your expensesto know exactly how muchisbeing spent and
onwhat.

e  Check unnecessary spending - A look at the balancefigurewill remind you
to spend only onwhat isreally needed by your family.

e  Comparetheexpendituresof different months- if your expensesfor this
month are higher than last month youwill know exactly whereand why you
have spent more.

e  Planforthefuture- regular maintenance of accountsmakesit easier for you
to know how much money would berequired for thevariousitemsinthe
future,

e  Bewdl informed of market trends- therate column showsyou when and
how pricesriseinthe market.

r._mM
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INTEXT QUESTION 13.3
1. Statewhether thefollowingaretrue(T) or false (F). Justify your answer.

a. Management of incomeisimportant only when you havealargeincome.
b. Whenyou haveasmall incomeitismanaged by itsdlf.
c. When needsaretoo many income management isout of question.
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d. Whendesresaretoo many income management isuseful.
e. First step inincome management isto make an assessment of your in-
come.
2. Mr.Singh'ssdlary isRs10,000. If histotal expendituresfor thefirst O daysof
Notes areRs 2156, Rs1099, Rs 756, Rs 644, Rs 500, Rs 300, Rs402, Rs650.and

Rs 806 respectively, cal cul ate the balance of hissalary on the 10th day.

E-- Activity 13.2: Keep arecord of income and expenditure of your family
Ly for two monthsand comparethe expenditure on variousitems.

13.5 WAYSOF SUPPLEMENTING INCOME

If you belong to afamily wheretheregular incomeisnot enough to cover dl the
expenses of afamily, what would you do? Obviously, you would try to add to
your regular incomein someway or the other.

Adding to theincome means supplementing family income.

How doyoudoit?
Someof thewaysof supplementing incomeareasfollows:

e  Adoptany incomegenerating activity: WWomen sometimesmake picklesand
jamsat homeand then sdll these. Using their skill, timeand energy whileat
home, they earn money to provide someincome. Somewomen stitch clothes
on order, someknit, make stuffed toysor givetuition. Any activity which
hel psin bringing in someextramoney iscalled anincome generating activ-
ity.

e  Takeupaparttimejob: inyour neighbourhood, you may have seen some
boys, girlsor women taking up jobsin homes or shopsfor two hours/day
or half aday only. They may be babysitting or maintaining accounts or
doing any other work. Such jobsfor alimited period of timearecalled part
timejobsand bring lesser amount of money ascompared totheregular full
timejobs. But such jobsare sparetimejobsand are good for supplement-
ingfamily income.

e Investsavingstoearninterest: If you have money, investit. By investing,
you not only keep your money safe and away from the temptation of spend-
ing, but dso earninterest on it which can beadded to your monthly income.

e  Makewiseuseof availableresources: If you haveabig house, apart of it
can be given out on rent. Your tractor may not be needed by you al the
time. You could et another farmer useit, on payment.

Supplementing family incomedoesnot merely mean bringing in moremoney. Cut-
ting some expenditure on itemslike enterainment, going on holidays; doing your
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cleaning, washing and ironing yourself aresomeof thewaysof saving expenditure.
You know that "money savedismoney earned”!

I -] Activity 13.3: If you aretalented in cooking you can use your skill to
Hi earn someextramoney. Suggest at least threewaysinwhichyou canuse
i

your talent for supplementing your family income.

F_"
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NTEXT QUESTIONS134

1. Comment onthefollowing statements. Justify your answers (at | east two
points).
(@ Usngapart of your housefor commercial storageisaway of earning

(b) Engagingaservant for doing household choresin order totakeup a
part timejobisagood choiceto earn extramoney.

(c) Gettingafull timejobisawaysbetter than getting involvedinincome
generating activity at home.

(d) Anincomegenerating activity istheonly good answer for supplement-
ingfamily income.

13.6 WHAT ARE SAVINGSAND INVESTMENTS?

Asyou havelearnt earlier, saving for any monthisthe part of family incomethat is
deliberately put away for future usein. Thesoaring pricesand theincreasing needs
and desiresof thefamily membersmakeit difficult for thehomemaker to save. But
itistheduty of every household to plan their expenditure and thus put aside some
money from the present incomefor future use. Thismoney, accumulated over the
months, accountsfor thefamily’ssavings.

Money from the present incomethat is put aside for emergency or
futureuseisknown assavings.
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13.6.1 NEED FOR SAVING

I rrespective of theincomegroup you belong to, you must save. Thereare several
reasonsfor you to save. Some of them are preditable while othersare not. Some
of thereasonsfor saving are:

For asecurefuture: After retirement theremay be no source of income
or pension which isanyway much lessthan one’sregular monthly salary.
Theexpenditure of the household remainsmoreor lessthe same. Savings
can help bridge the gap. Onefeelscomfortableif one has someincome
from savings. Thiscomfortablefedling will befelt even moreby peoplein
non-pensionablejobs, wheretheincome becomesnil.

For meeting emer gencies. Someonein your family may suddenly be-
comeserioudly ill or may meet with an accident. Ineither case, theperson
may requireimmediate medical attention at homeor in hospita. You need
to savefor such unforeseen situations.

Fulfilment of family’sgoals. Savingsare
adsorequiredfor fulfillingafamily’slongterm
gods. For example, someof thegoa sof your
family may betobuy curtains, to providefancy
clothesfor thefamily, to buy ahouse, acar or
a tractor. The former two goals can be
achieved fast, asnot much expenditurewould
berequired for them. To buy ahouse, car or
tractor, you would need alargesum of money. Fig. 13.7 Eulfilling
Youwill haveto gradually savefor anumber family goals

of years, to be ableto buy any of these.

Toraisethefamily’sstandard of living: All of usawayswant to have
more and better thingsfor our house. Most of thearticleswhich raise our
gtandard of living, likewashing machineor televison, areexpensive. Buying
these articlesfrom our monthly income may bedifficult. You can start sav-
ing for them and buy them only when you have saved enough. If youwishto
have these gadgets quickly, you can purchase them oninstalment basis.
You may ultimately pay morethisway, but you also enjoy their benefits
ealier.

For startingasmall businessor for self-employment: You or any of
your family members may want to start asmall business. You need some
capital or alumpsum money to start with. Your accumul ated savingswill
provideyou the money needed.

13.6.2 GUIDELINESFOR SAVING

To accumul ate savings, you need to plan carefully—

Havearedlistic saving plan - if you are earning Rs5000, can you save Rs
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20007 No. Your family’sexpenses cannot be met with just Rs. 3000. The
amount you need can be saved gradually over anumber of monthsinsmall
amounts.

° Havearegular saving plan—if you want alarge saving to accumulate, you
will need to save every month for afew years.

° Beclear about the purposefor saving - if you know your god for whichyou
aresaving, it becomeseasier for you to save.

r_"
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INTEXT QUESTIONS13.5

1.  Writetworeasonsfor whicheach of thefollowing familieswill save.

(@ Mr.La, amiddle-incomemanisworkinginaprivatefirm. Hehas
two college going daughters. Mrs. La isaheart patient.

(b) Mr.and Mrs. Swamy areintheir early forties. They have aschool-
going son, who wantsto becomeadoctor. Thismiddle-incomefam-
ily livesinarented house. They wish to haveahigh standard of living.

(¢ MrandMrsBoseareamidde-aged couplehaving no children. Mr.
Bose, achartered account worksin aprivate firm. They liveina
rented house.

13.6.3 INVESTMENTS

You havelearnt that your savingsare not for present use. They arecollected to be
used at afuture date.

If you keep your savingsat home

e if doesnotgrow
e thereisachanceof if getting stolen
e thereisatemptationto usethe sametofulfill somepresent desire.

Inorder to avoid theabove, put your savingsin abank or any other saving institu-
tion. Here, your savingsare not only kept safe, but they also grow.
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When savingsare madeto grow, itiscalled investment.

For example, you have saved Rs 10,000. If you keep thismoney at home, it will
remain the same even after many years. But if you keep thismoney in abank, it
will earninterest and grow. Thelonger you keepit, themoreit will grow.

Thereareanumber of other waysinwhich you caninvest your money. You will
read more about them later in thislesson. But first you must understand how to
choose aninvestment schemeout of themany available.

13.7ROLE OF FINANCIAL INSTITUTIONS

Thereareanumber of benefitsof keeping your money infinancid ingtitutions:

I.  They keepyour money safe.

ii.  They makeyour saved money grow by paying interest.

iii. Youcanwithdraw your savingsasand when you need them.
iv. Theygiveyouloansagainst your investments.

13.7.1 COMMON INVESTMENT AVENUES
Youmay invest your savingsinany of thefollowingingtitutions
(i) Bank

(i) Podt-office

(i) Provident Fund

(iv) Lifelnsurance Company

(v) UnitTrustof India

(vi) Stock Exchange

(vii) Private Company

(viii) Property or jewellery

i) Banks

Money not required immediately and can be saved in abank. The advantages of
keeping money inabank are:

® Your money issafe.
® Your money growssinceyou get interest on your deposits.

e Youcanwithdraw money from the bank whenever you need it.
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e Youcantakealoan against your money kept in the fixed deposit of your
bank account.

How to open a saving accountsin abank?

Your request for opening asaving account will haveto be made on the prescribed
form of the bank. Besidesgiving therelevant particulars, youwill needtofurnish
the specimen of your signature and copies of two passport size photographs. You
will need to beintroduced to the bank by arespectable party, i.e. acustomer, an
employee of the bank or some other well known person. This way, the bank
satisfiesitself about your integrity, honesty and financid standing. After this, the
bank will accept your initial deposit and giveyouthefollowing:

® A passhook - it servesasacopy of your account inthe books of the bank.
° Cheguebook - it isto be used for withdrawing money from the bank.

Theaccount may be opened by asingle person or jointly by two or more persons.
Either of the persons can operate the account. A nominee' sname hasto be men-
tioned. You can start asavingsaccount with Rs. 1000 but thismay be changed by
banksat any time.

Nomineeisaperson who would get the saved money in casethe
account holder dies.

ii) Post-office

Similar to abank account, you can aso save money inthepost-office. Savingina
post-office hasthefollowing advantages:

e theyareconveniently located
®  youcandart asavingsaccount evenwithavery small amount, i.e. Rs20.

e youdo not haveto pay income-tax on theinterest earned in many of its
schemes, like National Saving Certificates(NSC), IndiraVikas Peatra, etc.

®  youcanasogetrebateinincome-tax by investing inmany of itsschemes.
Themethod of opening an account isthe same asthat in abank.

F..- Activity 13.4: Visit abank and a post office to find out the various
: savings schemes offered by them and the income tax rebate on the
0 schemes.

iii) Provident Fund

To protect the salaried peoplein old age after retiring from service, the Govern-
ment hasintroduced ‘ aretirement benefit scheme’ called the Provident Fund
Scheme. Themain purpose of the schemeisto providefor compul sory saving out
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of the current income of the employee. The employer givesthe employeethe
saved amount together with theinterest at thetimeof retirement.

Whilethemoney accumul atesin thefund, the Government usesit for thedevel op-
ment projectsin the country. So, by investing in Provident Fund, you servetwo
pUrposes.

e youprovideforyourself inold age, and
e youhdpinthedevelopment projectsof the country.

Themain featuresof Provident Fund are:

e Every month, acertain percentage of the basic salary iscompulsorily de-
ducted from the employee’'ssalary. Thisdeduction isthe contribution to-
wardsthefund.

e Aninterestisworked onthecontribution. A record of the contributed money
and theinterest earned on it ismaintained by the employer. A copy of the
sameisaso giventotheemployee.

e Themoney deposited and theinterest on it are both exempt from income-
tax.

® You cantakealoan against themoney deposited.

Therearetwo typesof Provident Fund Schemes:

o Generd Provident Fund (GPF) - Thisissuitablefor all salaried people. If
desired, theemployee canincreasethe contribution towardsthefund. At the
time of retirement, the empl oyee getsboth, the contribution and theinterest,
inalumpsum.

If the employee needsmoney beforeretirement, say, for themarriageof children
or for the construction of ahouse, aloan can betaken from the Provident Fund.
Themoney withdrawn can bereturned to thefundin easy instamentsevery month.

e Public Provident Fund (PP.F.) - Any self employed person can openthis
account with the State Bank of Indiaor the post office. Themoney may be
deposited either regularly ininstalmentsor inlumpsum. After fiveyears, the
investor can take back certain percentage of thismoney. Theinvestor aso
enjoysincome-tax relief. Loan can betaken against the money investedin
thefund.

iv) InsurancePolicy

Insuranceisameansof providing security against |oss caused by natural or man-
made factors. When one takes an insurance policy, one hasto enter into acon-
tract with theinsurance company. Under the contract, theinsured hasto pay a
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sum of money known asthe premium periodically to theinsurance company. In
return, theinsurance company makesgood theloss suffered by theinsured person
or agreesto makeacompensation for thelossincurred.

Insuranceisof two types:

e  General Insurance-Thiscoversriskssuch astheft, fire, flood, drought or
any other contingency. The contract isgenerally madefor ayear. Thein-
sured hasto pay the premiumsperiodicaly. Theamount of the premiumsto
be paid will depend on the amount for which the contract isdrawn up. In
caseof alosssuffered by theinjured, heor she canrecover from theinsur-
ancecompany theactua amount of thelossor theamount of policy, which-
ever isless. Theadvantagesof thispolicy are:

— itisaneasy andforced form of savingsand
— itprovidessecurity againstlossor risk.

e Lifelnsurance- Itisacontract under which theinsured payspremium
periodically. How much the premiumwill be, will depend upon thetotal
amount of thepolicy and thenumber of yearsfor which thepolicy isdrawn
up. At theend of the period, themoney along withtheinterest, isreturned to
theinsured. In casetheinsured dies, thefull amount for whichthepolicy is
taken, is payable to the person whose name has been nominated by the
insured. Thispersoniscalled thebeneficiary. Theadvantagesare:

e itisasafeinvestment

e itprovidesfinancid protectiontothedependentsintheevent of death
or disability

e itisaneasy andforcedformof saving

e itprovidesincome-tax relief onthe paid-up premiums, and

e  |oanscan betaken against money deposited for the policy.

E-‘ Activity 13.5: Find out the names of some policiesoffered by theLife
\d Insurance Corporation of Indiaand explain how they can help you.

v) Unit Trust of India

You can buy unitsinyour nameor injoint namesfrom the Unit Trust of India
(UTI). Each unit hasaface value of Rs. 10. A minimum of 100 unitshasto be
bought. Every year in June, the Unit Trust of Indiadeclaresdividendsout of its
projects. Theadvantagesof investingin unitsare:
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you get regular interest

you get income-tax relief on theamount invested

thedivident you get iscompl etely exempt from income-tax
whenever you arein need of money, you can encash the units by
sdlling them back tothe UTI at therepurchase pricefixed by it from
timetotime.

e  youcantransfer theunitsto another person, and

° itisasafeinvestment.

Note: Theincometax benefitsmay vary fromtimeto time according to Govern-
ment policies.

vi) Shares

When private companieswant to devel op, they float sharesto the public. When
you buy ashare, you becomeapart owner of the company. You will now share
both the profit and loss of the company. When buying shares, you must buy from
companieswhich you expect will dowell, so that you enjoy profit and not suffer
fromlossesasin the cases of lessreputed companies.

Themain advantageof thistypeof investment isthat it may quickly giveyouavery
high profit. But thisisnot always so. Do you watch thenewson TV? Thenews
will tell you that the Sensex haseither risen or fallen. When the Sensex remainsat
alow level, you may lose money on your shares.

vii) Debentures

Debentures are al so known as bonds. When you purchase adebenturefrom a
company, it meansthat you haveloaned the money to thecompany. Inreturn, the
company promisesto pay back theinvestor not only theamount invested but also
afixedrateof interest onit at regular intervals.

When compared toinvesting in shares, thisisasafer method of investment. You
get your interest irrespective of the company’sprofit or loss.

viii) Property or jewellery
If you have alarge saving you can buy any one of theseand keep it with you. You
cansell it at alater date when its price goesup.

Thedisadvantage hereisthat when you wish to sdll off your property, it may take
long timeto get asuitablebuyer. When you sdll off your jewe lery, acertainamount
of lossmay befaced intheweight of thejewel lery. You can pledge gold or prop-
erty for obtaining loansin casesof emergencies.

Depending upon various characteristicslike safety, liquidity, return on-money in-
vested, exemption fromtax and availability of loanfacility, most of theinvestment
schemes can be plotted inasimplechart.
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Table 13.2 Char aceristics of Selected | nvestment Schemes

I nstitution Safety | Liquidity | Return Tax Loan
exemption facility

Saving Bank Account v \ \ — only against

Fixed Deposits

Post-Office Savings

Account V V V v —

National Saving

Certificate (NSC) V — V V —

Generd

Provident Fund (GPF) V — V V V

Public

Provident Fund (PPF) \ — \ \ \

Generd

Insurance V — V — —

Life

Insurance V — V v V

Units V \ \ \ —

Shares — — V — —

Debentures V — V — —

Gold/

Property — v v — —

here,

13.7.2 FACTORSINFLUENCING SELECTION OF AN

INVESTMENT SCHEME

Banksand savingindtitutionsoffer variousinvestment schemes, suitabletovarious
categoriesof people. Before you invest your money in any scheme, you must

study thefollowing pointscarefully.

° Your capacity to save: If youareasmall saver, investinaschemewhich

| Activity 13.6 : Find out the above mentioned characteristics of some
other investment schemesin your areaand add them to the chart given

doesnot requirealarge amount asthe minimum specificationtoinvest.

° Safety of theinvestment: To save, you haveto often sacrifice some present

requirement. You would therefore, definitely want your saving to be safe.

Your investment documents should be kept very safely. Moreover, there

HOME SCIENCE

MODULE -3

Resource Management

Notes

223




MODULE - 3

Resource Management

Notes

224

arecertain schemeswhich arenot likely to pay you agood return owing to
thefluctuating market prices. You must try to avoid such schemes.

Higher rateof interest: Thelonger you keep your money inaningtitution,
thehigher istherateof interest it offersyou. Also different institutionsoffer
different rates of interest for the same period. Institutionswhich require
your money urgently, may offer you avery highrateof interest. You haveto
be cautionsto seethat theingtitutionisareliableone.

Easy liquidity: There may betimeswhen you suddenly need your money.
Easy liquidity enablesyouto get back your invested saving. Therearesome
schemeswhere you cannot withdraw your money before astated period.
Investing dl your saving in such schemeswill makeit difficult for youto get
your money whenyou needit.

Other benefits: Besdesahighrate of interest, there are some other ben-
efitslikedividendsandincome-tax relief which areoffered by afew schemes,

Thepurchasing power : At theend of theinvestment period, theincreased
va ue of the saving should be equa to or morethan theinflation during that
period.

Convenient placeof investment: Most investmentsrequire paperwork.
If theinstitution inwhich youinvest isat aconvenient place, visitscan be
madeeedly.

13.7.3 OTHERFACILITIESOFFERED BY FINANCIAL

INSTITUTIONS

Besdessavings, variousfinancid indtititionsoffer thefollowing facilitiestous.

L et uslearn more about these.
i) Credit Cards

Most banks provide credit card facility totheir
customers. Thiscard can be used for purchase

Credit Card
Debit Card
ATM Card
Loan
e-banking

2745 6401 6754 [164

| AiEcimamic umi oy
|

I
wvaupw 12108
of goods and services from selected outlets | === ameee |
authorised by the bank. Sincethiscardismade _ :
of plastic, itisalso known asplastic money. The Flgb:}?gzdlt/

amount of credit acustomer can avail of islim-

ited asagreed upon at thetime of issue of the credit card. You can a so withdraw
money using acredit card through an automated teller machine (ATM). At the
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end of every month you receive astatement of thetotal credit availed by you. You
haveto repay thewhole amount or part of it asmentioned in the statement.

A highrateof interest ischarged on the outstanding balance, therefore, you should
becareful inusing acredit card.

ii) Debit Card

Thiscardissmilar to acredit card except in thefollowing terms:
e  Thiscardisissued against your savingsbank account.

e  Asyoumakeapayment usingthiscard, themoney isautomatically debited
from your account.

e Inthismanner you useyour money instead of taking credit from the bank.
iii)ATM Card

Using acredit or adebit card, you can withdraw money froman ATM at any time
of theday or at night (24 Hoursservices). Thesearelocated in variousplaceslike
abank building, shopping complex, aresdentid areaor railway/bustermina setc.
Thuscashisavailableeven beyond thebank hours. Using acredit card at anATM

attractsahighinterest rate. In the case of adebit card, you withdraw your own
money for which nointerest ischarged.

iv) Loans

Today financia ingtitutions provideloansfor many purposeslike persona use,
education, purchase of ahouse, vehicle, household durables, maintenance and
repairsof household purchase; setting up your own business, etc. Theinterest
charged by theseinstitutionsvariesaccording to the purpose, amount, repayment
period and type of institution (government or private). Theseloanscan bere-
turned easily in monthly instal Iments. To avail of theseloansyou need to provide
either aguarantee and/or abond and/or asecurity intheform of afixed deposit,
NSCs, property or jewellery etc.

v) e-banking

These days the internet provides you the following services at the press of a
button:

—  to know your bank balance, amount of credit available, apply for a
chequebook or draft, credit card payments, etc.

—  toutilisetedlemarketing facility to purchasegoodsor to avail services.
—  topurchaserailway and air tickets, and

—  pay your telephone, water and el ectricity hills.

Thissavesyou timewhilemaking tripsto the banksand other places.
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INTEXT QUESTIONS13.6
Fill inthecrossword puzzle using the hintsgiven below. The number of lettersin
bracketsindicate the number of lettersintheword.
Notes

Fig. 13.9
Hints
ACROSS:
2  Fadlity offered by financid indtitutions(4)
5  Aformof plastic money (10)
10 Another wordfor buying (8)
11 24hrfacility towithdraw money (3)

DOWN

Worldwide network of computers(8)

Charged when credit card bill ispartly paid (8)
Useof internet for financia services(9)

Money deducted from bank account when used (9)
Bought onloan from abank (5)

Canusecredit card to buy thisfor travelling (6)

© 00 N OO b W R

Safeplaceto keep your money (4)
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WHAT YOUHAVE LEARNT

Needs
(Primary and secondary)
| Fanilylncomeﬂ/ Notes
i Degres
(Comfort and luxury)
Partly  keptas Byfollowinga
i SPENDING PLAN
Saving
l Must resultin
Needed for RECORD OF
l EXPENDITURE
Secure Family Mesting Raisestandard
future gods emergencies  ofliving
Canbeinvestedin
Banks Post PF uTl Shares LIC  Property
offices and &
deban- Jewellery
tures

Other facilitiesavalableare

!
ooy e

Creditcard  Debitcard ATM Loas e-banking
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il TERMINAL EXERCISE
Notes 1. Rearangethelettersto denotethe correct termfor thefollowing:

(& Maintaining day to day accounts DOERRC

(b) Youwishtofulfil theseafter your needsare met REDSSIE

(c) Money spent on acquiring goodsand services TEENTPREXIU
(d) Money availabletofulfil thefamily needsand desries EIOMNC

(&) Money kept asdefor futureuse GNVSAIS

(f) Growth of savingsby keepinginspecia schemes MIVNETTEN
(9) Easlly accessbleingitutionfor saving TOPS EFIFCO
(h) Security against death or accident ECASUINRN

(i) SavinginNSCsgivesyouthisadvantage. XTANTOMIEEXP

() Monthly deductionfromthesdary as
compulsory saving NETIROVPD DUFN

(k) A fixedformof saving YERROTPP

2. Whatisinvestment?
What arethewaysinwhichasmall saver caninvest?

What arethefactorsyou would consider before sel ecting aschemeof in-
vestment?

5.  If you arethe only earning member at home, which schemewould you
investin? Givereasons.

*J|ANSWERSTO INTEXT QUESTIONS

@ R (b N (© M @ R
© M R (@ M (¢ R
() RI

2. (@ Mr.Anand.

(b) Houserent expensesare morethan the expensesfor lunchand
petrol charges. ThusMr. Anand issaving on rent and ontrans-
port expenses, whichismorethan Mr. La'ssavings.
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132 1. (@ buyingarefrigeraor
(b) buyingnutritiousfood
() buyingamixer grinder
(d) buyingwarmclothes
Notes

() buyingtheir ownhouse
133 1. (a) F-dlkindsof incomemust bemanaged to get maximum ben-
efit.
(b) F- A smallerincomealso needs management for greater satis-
faction.

(¢) F-tofulfill al the needs, better management of incomeisre-
quired.

(d) T- A clear statement of your income helpsyou to manage it
better.

() F Completecontrol over bothincomeand expenditureiscalled
managingincome.
2. Rupees2687 isthebalance onthe 10th day.
134 a No- storing dangerousitems can causefire/health hazards. It may
not beallowed legally.

b) No-youwill haveto pay salary to servant. You will compromiseon
the safety of your house.

c) No-full timejobisnot dwaysavailable. You may not bequdifiedto
holdafull timejob.

d) No-expenditureon entertainment can becurtailed. You can do some
work yoursdlf.
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135 (@ daughters educationand marriageand medical expenses, fulfilling
post-retirement needs (any two)

(b) education, buying ahouseand household durables (any two)
(¢) buyingahouseand post-retirement needs.
ANSWERSTO TERMINAL EXERCISE

(@) Records (b) Desires (c) Expenditure, (d) Income
(e) Savings  (f) Investment (g) Post Office (h) Insurance
(i) Tax Exemption () Provident Fund (K) Property.

2.5 Refer Text.

AUDI O - Ingtructionson how to fill amoneyorder form.
VIDEO - Banking Dak Ghar Bhachat Yojna

For more information log on to
www.per sonalbudget planning saving-money.com
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