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Unit 5:

Loans & Borrowing

Goals:

1) To differentiate between the various types of loans
2) Tointroduce the benefits and costs of home ownership

3) Todiscuss the positive and negative aspects of loans from religious
and practical viewpoints

4)  To understand the psychological aspects of borrowing

5) To examine strategies for debt management

THEY SAY IT HAPPENED...

Jews and “choivos” have a long history. A Jew and a gentile each win a million dollars in a
lottery.

The Jew asks the gentile, “What are you going to do with the money?”

“Well, first I'll buy my dream home, then I’ll buy a yacht, and the rest I’ll put into my

retirement fund.”

“And what are YOU going to do with the money?” the gentile asks the Jew.
“Well, I’ll pay off my debts.”

“And the rest?” the gentile asks.

“The rest of the choivos will have to wait,” the Jew says.

Where did this Jew get a million dollars in debt? Who lent him the money?



82

Unit 5 | Mesila Financial Literacy Course

2. Types of loans

o o

a o

T @ oo

Bank loan

Line

of credit

Business loan

Stud

Gem

ent loan

achim

Private loans

Loan guarantees (ma7y)

Store credit

Mortgages

i. Hidden benefits of home ownership

1.

2.

4.

Property values typically rise over time.

Rents go up because of inflation; mortgages don’t. That means that even if paying a mortgage is
difficult at first, it usually becomes easier as time goes on.

. You have equity (value of the property minus the amount owed on it), which offers a measure of

financial stability.

Psychological comfort of owning your own home and feeling settled

ii. Hidden costs of home ownership

1.

g

[o )TNV N S Y

Property tax
Utilities

. Maintenance (more cleaning, gardening, home upkeep, extermination, etc.)

. Transportation costs are higher when you live in the periphery

. Tuition goes up when you are a homeowner

. Homeowner’s insurance

Home ownership scenarios:

DISCUSSION

COUPLE #1

Shimuel and Suri Rosenblum have an $80,000 nest egg: $60,000 put away
from wedding money and money that Suri has been saving since high school,
plus $20,000 that their parents gave them toward a house, which costs
them $285,000. They take out a $205,000 mortgage, and they scrimp
and save to meet their $1400 mortgage payments, which is slightly more
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than they can afford. To ensure that they can meet their payments, they
cut a lot of corners: they don't take vacations, they manage with an old car,
they don’t buy takeout or extras in the supermarket, and they buy clothing
only at end-of-season sales. Within five years, the value of their house climbs
to $380,000.

COUPLE #2

Avi and Ayala Stern have $80,000 from an insurance settlement that Avi
received after being in a car accident. They put the money into a savings
account and dip into it as needed — for furniture, a cav, little gifts or going
out to eat. They are renting a house for $1400/month, which is slightly
more than they can afford, but when the going gets tough, they always have
their nest egg to fall back on. Within five years, the $80,000 is gone — and
their rent has gone up to $1700.

iv. Contrast the approaches taken by the two couples above. What are the long-term ramifications
of each approach?

v. In-Class Exercise: Mortgage Payments & Interest -

>) Torah view of Lending & Repaying Loans

a. There’s a mitzvah to lend money
~ Source:
Sefer Ahavas Chessed
chap. 1

557 RN RIVRT, 11 9D 2307 DR 1Y DR 7150 902 OK (73,20 Tinw) WRIW NPAR 7105 nndab 7nn 1 nwy msn
A IDITAR MRZ PR TIT - 000200 VAV DN IRY TN PRI TAR 7,730 170 TwDw),mwa AMnaw “ox”
N7 IORW 7D T D70 DOWM ROW MR PIAN T N MW 03 .30 53 9272 W2 10 PRY ,ARTIN MRnD
M55 19 0 M3 .35 03I D197 ROW TV 12 W 130T ,499012 DR, 30D 1T 70 PRR I 00 (72,79 RIp)
;215 0TI AT ROR,DTWYD PAD7IVD PN TON MYMAT N IR0 YA PRY 7Ywa [0 1mi01170] nvw 105 Pwrd
M2 DBYO 1YW R DIW 191, 7wYY Inbak a0 DTR YW X 77 ,2IN90 1Y NIAT R ORI MENa b 2000 070 9N
PIOM IRWI P92 19 RWAD MIHT PIARIAT,7VH IRNOTRPNTIRDT, TV DT (2.307 193R 02 POYAW TV, 1000 M0

SRR
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b. There’s also a mitzvah to repay a loan

Source:
Sefer Ahavas Chessed
chap. 24

Y39 :(19) MAIN2 S 1R 120 Y1195 IS Sy Somw arnn ST R IR23 A0, AR 5w mna ST IR 10 TY I
0 TY IR RI.RIDILDW Y, POOM DWW 7101 1Y NOOY DI IPRW 12,70 MY ORIV Y31 RO R MED - 1N
R ,HZYI 0OUNR IPRY 1 1377] 20 55 PITONT (20p) RYIH K12 73725 DI DI IR W, 2000 0 T
JTIOROHY [I9M RITW MINR 521,300 R 0TI WY 03w Y MO ,0v DWW P12 Proam, [T 2 102 maxd mdni
701N 1D W I 57,7331 NWR NS 120K P PRI,N Y2 »awa Son paom vrvpap 17901 1Y IRW 53
Jn >awa

TV IR PIWYN RY” (1,07 RIP) NN 1IN0 719 5P 9200 R - 12 W0 MINOR 2191 15 WWI 1210 199510 M3V DR DI
W2 1MYanNw 7),0°5030 PRI PNY 1720 oD RIW T P00 TR (7 PY0 0 1170 DOWD [WINA RIVRTN L9
TV ,7WRI DOR RITW 2391 111191 K'Y 9197 1PR) 1020 RIM MW IR AR 190 7215 700 113,370 R ARt piomni
aNWH IR

15 05a0) IRV, D5WN PRI DN 0 TR, DYWIIRIPI AYIIR (2,17 WD 727 727152) 19725 DI IPHIN IR DN
MY Y R, MIY VIO RIT, V02 1T NNDTW YTIWI NIV WrANAY DTRY 1D W An DO RD vwa md” (R
ST T12Y RO PHY OV 19795V R, 1M DI 71T SV 15 22 ROW 1Y P25 1371 190K , VW 1920 1R’ DR ROIT VWA DW
2109 170 1PW DOI9WI K125 TNYY PO mPW A9 D I, 1Y YW INW RIPIW HIYH ONW A 10 5
7O RIAW 9R1.53 395 mHYnY PPOIONI P1I21 DR YW PrIY H3W ,0WITRA 01901 1aN0W 11 ,MWITR TIAN Ma27 317
YW PANORY (3 730N 2 279) MR 9 nInoIan amoY ST 153 Dwn 730% RHT - A DWR D PRY D) WIR 1199 103D
IR HY 5437158 53 7250 T 921,707 HY Dw 0w HOnnmnw TR TRD D173 130 - DO TSN R DR 019N 4HRY 301
591,905R5 T 27 RDYPPRT 113 200 911 107 2277 :(.19) RV TR 11 72T0 .0 TR DW DR 19510 RY“T (25,20 Rp7)
TV ,ATARD JNID ROV ARZIAN ARNST IARD D5 0K 1T PY0 1% 10 LOWD JWINA RIVRIL[DH DHWNIRY M1 Pw
T2 MY 5T 00, 05WH AR IR W T 19W D21 “DwT” RIPI - 19 WY DRI, 120 T s mmni K3 ROW
P IRA VOWNI R WY TV (R, 1 PRT) 2007, YR R 91025, 51Ya DR T2 IRWIW DINR DY, 07D 77X 0)
MY D W 70597 I DR D3 71997 ,[975 DYDY, OTRA NR TN AR D00 23,010 SY ORP “12104] “aany
PIY.[OPH 1 74T R 779 D05 IR 10 D0 W DR - W IPRY DR NHVI DX 149 2739 ROW PIR 777 000N RIPRTI 1D
79,4921 VOV MWY OR D, T WINT 717151 230 70 DTR 72 TA” 2(17,1 79°0) 297 MR 722 5923 DR onn 7vpwn
MY IV PV NI ‘R 2392 205 11 07205 Dy mwpb ROV P OTRA DAY ,00wna N 5931 Ria D
MV’ 1217779, TE WP VOWN 1IDW” (R 13 TPYW’) 21571, ORIW’ HY DWR NI’ DRI RI,000NT 71T M0N0
STV 792 “D0on NOW” ©I0NRA 1ANDW A0 PV R TR RIS
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5. Considerations When Taking Loans

It is a mitzvah to give a loan, and to repay a loan - but it is NOT a mitzvah to borrow. In fact, loans are
inherently negative and problematic.

A. Hashkafah Considerations When Taking Loans

i) Itisablessing not to need loans:

Source:
Devarim 28:12

37 NoYn D2 DX 9725 IV IRIN O NNY DY DX 2307 IR DR 77 7 NR
(N12n°5 nwI9 M9TaM) YN N AN 027 DY D19
Hashem will open for you His treasure-house of goodness, the heavens, to give the rain of your land

in its time and to bless all your handiwork and you will lend to many nations and you will not borrow
(Devarim 28:12)

ii) Taking loans is a misfortune:

a. Source:

Devarim 28:44

(R1211°3 M9 MDSPMS) 32170 R AR ) NI
He will lend to you and you will not lend to him.

b. Source:
Urim V'Tumum 267

2 DORY” 121 (22710 ©727) “IDN RS ANRY MRI 197227 DIV 55R RIAW 12 2ARNDT MSN Y P37320 PR
25V 7725 PR 70 DR, TOR IR 107 P (70 0W) “IPaR 72 0 R

iii) Every time we recite Birkas Hamazon, we ask that we not be reduced to taking loans:

Source:
Birkas HaMazon

DN T XD DT W MInn Y RY PR 112730 SR RN
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iv) Taking loans corrupts a person’s soul:

Source:
Igros Chazon Ish 2:12

LDINRDY JRRYD AWI2 DTN, Wi YRR DR IPRWNT, MRS 7 mHwd...

v) Loansthatbearinterest are even more problematic than non-interest bearing loans — even when
the loan is halachically permitted, such as when there’s a heter iska (see sample heter iska in Unit 3):

Source:
Rashi Shemos 22:24

JTPTR TV N9 YAV R DIRNOT WA IR M DI0P 02N JWIYW W1 N2°WID RiJW 1’17
1237 PRI0I) 72 TP TY I3 IR WA PR 727 b

vi) A person who does not repay a loan can be considered a rasha, an evil person:

a) Source:
Pirkei Avos 2:9

Y01 717,07 721, IR YOI 727007 PY IR TYOR 137 .0TRA 7300 PRAY AYI 717 PR IR IRS DD 0K
(19 ©5IN) MRV ,RIT T2 DPRA T DI DTRA 1 TON TAR .OOWR N DI, TR PYPY 2707 190, TN

TN IN PTR,85W7 N9y mb
b) Source.
Bamidbar Rabba 18

YWD MR (2 DY) ‘RIV YWI RIPI 17T ROV 9“DR IMIONS 17N 1T VWIDT DWW INIPI AN 10T 10
M1, IR PR 05w RO YW D (15 ©51N) ‘Raw oYW 1R b ,1on ROR I0RI R 15,707 790 5
RITW 11,1977 P2 R TWN PIOA VW WR VA (R OWH) ‘RIW 11 7w 1 2305 Wranm 1K1 079 DY 12 0w

JORA DYWIN DWIRA OIR S0 R TN IR 1pbnn Hya
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B. Halachah Considerations When Taking Loans
Loans are not just hashkafically problematic, they may also be halachically forbidden at times (aside
from the obvious halachic prohibition of interest):

a) Itis forbidden to squander borrowed money to the extent that the borrower is subsequently
unable to repay:

Source:
Shulchan Aruch
Choshen Mishpat 97:4

VW RIPI D TOW ORI DA M5 amr mbna Ne» NOW 7Y 7ANDY 9m85 8w aNewind aniba nrpb mbb mon
RO DWW OYO 33 11271 72 IR WAL JI0N IIW 700 IS ROW 201 1 770 Y RITW M7 DR P10 MONIwI)
WO AN

b) According to Rabbeinu Yonah, one may not take a loan if he does not know how he will pay it
back — even if he is desperate for the money.

Source:
abbeinu Yonah Avos 2:

LIND 1297 ARNDA I3 NI ON DA VWA PINTND W pIT DN AnY IS RS 1912 172 7 OR 1Dwa 7Y R OX)
IO D0 W I 0N 22730 DR pI9 o Y5 1D i A RNm 02,19 PRW 9“DRY RIT VW DOWN PRI MOV 117D
017195 59v Ima A nnm A R 0230 55 5 mi 2

¢) Insource (a) above, the Shulchan Aruch says that it is also forbidden to lend money to someone
who will squander the loan and be unable to repay.

Note: See Shulchan Aruch and commentaries for further discussion of this complex halachic topic.

d) Discussion: Anticipating Consequences — “T517 nx N1

Source:
Pirkei Avos 2:9

IR D27 .250 920, IR YWY 271210 1Y, IR MYHR 27 .DTRD A2 pATY MW 7T 0IRIRDING, DI N
0272271 77212 NYHNR 727 DR IN ARG, D7 MR 270 25, IR NYHNR 27 7210 DR AR, MIN 1Y 27 .21 DY
MR YYIT, 27727 12, VRIR WY 27D 9 PIIMY 127 377 MICR IR NG 07 R D127 V37 52009
IORIY NI I DIPRD 1 7122, DIRD 10 719D TOR .DYUN iPR) 57, MR 1Y 227 .07 120, MR 0P 2707920
,DYI2TH IV 12 NYOR I2T NN IR AN, D07 IR DI 22,70IR RYHR 27101 13i0 781,090 K9 »w) b (1D ©dn)

D213 13T 72239

We see from here that the ability to anticipate consequences (7517 nx 7817) is one of the five
positive attributes that a person can possess. The corresponding negative attribute is borrowing
without repaying (o>w» 1)1 m5n) — one of the “top 5” things to avoid.

Question: Why is 7511 N 817 the opposite of ohwn R M2
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Practical Considerations When Taking Loans

a. DEBTCAN RUIN YOUR LIFE: Theroot of so many problems —shalom bayis, chinuch, health (physical,
mental, emotional) - is financial pressure, which is created in large part by debt. When you owe
money, you are a slave:

Source:
Mishlei 22:7

7R WK A T

b. Headaches: Every loan involves time, energy, hassle, stress and embarrassment.

c. Debtjuggling: When people borrow to repay old loans and end up desperately trying to juggle all
their debts. This is a recipe for misery, not to mention financial disaster.

Negative vs. positive loans

A. Positive Loans: Definition
A positive loan is one in which you will be left with something positive after you repay the loan, or the
loan helps you to build something for the future. For instance: a mortgage (in which you are left with
a house after you pay the mortgage); or a business or investment loan (assuming the enterprise is a
solid one, you will earn greater returns than the money you borrowed).

B. Negative Loans: Definition

A negative loan is one that is completely consumed, leaving you with nothing but a debt to repay. For
instance: a debt to the grocery (by the time you pay your bill, you’ve already eaten all the food you
bought); borrowing money from a friend to tide you over until your parents send money (by the time
the money comes, you have to give most of it to your friend, and then you’re in a pinch once again).

NOTE: When people resort to loans to cover expenses that should be covered in their ongoing budget,
these loans can easily fall into the category of “loans that you cannot repay.” (See halachic sources
above.)

Psychological Aspects of Borrowing

a. Why do people buy (or charge) things that they can’t afford? Possible reasons that you might hear
from people who spend money they don’t have (which automatically puts them into debt):

i. ‘“Everyone else has it”
ii. “It’s such an insignificant amount of money”

iii. “It’s a great deal”
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5)

iv. “I really need it”
v. “l have bitachon that things will work out and I’ll be able to pay”

vi. “It’s worth it” (perhaps the most common teenage response)

¢. Why is debt more of a problem today than it was in the past? Do people have less today?
i. Availability of credit

ii. High cost of basic living (a car, air conditioning, summer camp, etc. can be considered basic
needs)

iii. Money is virtual — you don’t feel it leaving your pocket, it’s just a bunch of numbers on a screen

Guidelines for Debt Management —
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IN-CLASS EXERCISE:
Mortgage Payments & Interest

A. COMPRARATIVE TABLE

30-year mortgage | 30-year mortgage | 15-year mortgage | 15-year mortgage | 30-year mortgage

7% interest 4.5% interest 7% interest 4.5% interest 4.5% interest
Loan amount $200,000 $200,000 $200,000 $200,000 $300,000
Annual interest rate 7% 4.5% 7% 4.5% 4.5%
Loan period in years 30 30 15 15 30
Monthly payment $1,330.60 $1,013.37 $1,797.66 $1,529.99 $1,520.06
Number of payments 360 360 180 180 180
Total interest owed $279,017.80 $164,813.42 $123,578.18 $75,397.58 $247,220.13
Total money paid
(principal + interest)

B. QUESTIONS

1. What are the advantages of a 30-year-loan over a 15-
year?

2. What are the advantages of a 15-year-loan over 30-
year?

3. In the last row of the above table, fill in the actual
amounts repaid over the term of the loan in each of the
four scenarios.

4, Chaim and Devora Schwartz have four children, the

oldest of whom is an eight-year-old boy. They need
a $200,000 mortgage to buy a house, and interest
rates are at 4.5%. They can comfortably afford to pay
$1200 a month for their mortgage, but paying $1500 a
month would be a strain on their budget, and would
require them to tighten their belts significantly. What
considerations should they take into account when

deciding between a 15-year mortgage and a 30-year?

« Inflation - money is worth less over time, so
$1500 gets easier to pay over time.

« Weddings -in 15 years, the Schwartzes will likely
have children in shidduchim, and they will probably
prefer not to have to be paying a mortgage then.

« Higher expenses - as children grow older
and the family grows, cost of living increases
dramatically.

« Higher income - as people grow older and
become more experienced and established in their
fields, their income generally increases.

Chaim and Devora decide to stretch themselves to pay
$1500/month for a 15-year mortgage. Then, they realize
that their caris getting old, and their new house can use
some renovations. Of course, they also need furniture.
Their mortgage broker offers them a $300,000, 30-year
mortgage for practically the same monthly payment as
the $200,000, 15-year. If you were in their shoes, what
would you do? Why?
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Mesila’s

Guidelines

for Debt Management

GUIDELINE #1:

Divide & Conquer
Management of debt has to be sepa-
rated from management of the fami-
ly’s income and living expenses. Loans
cannot be considered income and can-
not be used to cover ongoing living ex-
penses. Conversely, money designated
for living expenses cannot be used for
debt repayment. The family’s income
is meant to cover its living expenses,
while debts should be repaid from a
budget surplus. (If the family has no
budget surplus, the family has to ei-
ther increase its income or reduce its
spending in order to create a surplus.)
This ensures that the family members
do not fall further into debt and allows
them to remain in control of both their
living expenses and their debt repay-
ments.

GUIDELINE #2:
Create a Debt
Repayment Time-
table

If the family has an annual budget sur-
plus, it should be possible to solve the
debt problem. The amount of time it
will take to repay the family’s debts
depends on the amount that the family
can afford to put aside each month for
debt repayment. If this amount is insuf-
ficient to cover the current monthly
debt repayments, it may be necessary
to procure interim loans for the fam-
ily, or to renegotiate or freeze certain
debts. The family’s objective should
be to reduce its debt load at the fast-
est possible pace that it can live with.
This may involve negotiating new pay-
ment terms with creditors, procuring
interim debts to give the family some
breathing room, and finding new loans
with easier repayment terms.

GUIDEL INE #3:

Consolidate the
Debts

The preferred and most convenient
way to pay off debt is to consolidate
all of the debts into one large loan
with reasonable repayment terms. If
it is not possible to obtain one loan
that will cover all of the debts, two or
more loans can be arranged, but the
total amount to be repaid each month
cannot exceed the amount that the
family’s annual budget surplus allows
it to set aside each month. If it does,
the family members will be busy ser-
vicing their debt every month, borrow-
ing continually to pay back the portion
of the debt that exceeds their budget
surplus. This leads to chaos and can
eventually cause the debt repayment
plan to unravel.
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GUIDEL INE #H4:

Negotiate with
Creditors

If the family’s annual budget surplus is
insufficient to cover its monthly debt
repayments, or if the loans that have
been procured do not cover all of the
debts, they should contact the credi-
tors and suggest solutions that will
ease their burden for the family. Of-
ten, creditors will prefer to be flexible
with regard to the repayment terms,
rather than take a chance of losing
their money completely.

The creditor who is owed money at
the latest date, or the one who is the
easiest to deal with, can be asked to
freeze his debt until all of the other
debts have been repaid. Creditors can
also be asked to reduce the monthly
payment amounts and spread the pay-
ments out over a longer period. If they
are unwilling to extend the term of the
loan, perhaps they would be willing to
accept smaller payments throughout
the repayment period and then re-
ceive a lump-sum payment when the
loan is due.

When debts are owed to banks or offi-
cial bodies, you can submit an appeal
- along with an explanation of why the
appeal is justified — for the debt to be
reduced, for interest or other charges
to be waived, or for the repayment
terms to be eased. Banks and credit
card companies are often surprisingly
flexible when it comes to waiving in-
terest, late fees, and other charges,
and a phone call is often all that is

needed. When dealing with a govern-
ment body such as a tax authority, an
appeal can be made on humanitarian
grounds. If possible, the appeal should
be accompanied by a statement froma
local welfare office and endorsements
from community leaders.

GUIDEL INE #5:

Pay the Trouble-
some or Small
Debts First

Exercise careful judgment and consult
with experienced people when decid-
ing which debts should be paid imme-
diately and which should be paid later.
Generally, interest-bearing debts, or
debts that will incur late charges or
legal action, should be paid first. The
size of the debts is also a consider-
ation in deciding in what order they
should be paid; it is preferable to pay
off small debts first in order to relieve
the pressure on the family. Other con-
siderations are the amount of patience
that the individual creditors have, the
ability of the creditors to postpone
payment, and the repayment terms of
each loan.

GUIDEL INE #6:

Pay Off the Debt Down
to the Last Penny

The objective is to eliminate all of the
debts, down to the very last penny.
Under no circumstances should a

creditor be told to forget about get-
ting his money back. Declaring bank-
ruptcy is an option, however, for it af-
fords clients legal protection against
creditors. But even if a client declares
bankruptcy, he might not have the
halachic right to default on his debts.
If it is clear that a client will not be
able to repay some or all of his debts,
you should approach the creditors to
freeze or cancel a portion of the debts.
But this is a last resort.

GUIDELINE #7:

Get Help

There are professionals and organiza-
tions dedicated to helping people de-
velop strategies for debt repayment. If

debt is overwhelming, do not hesitate
to get help.

GUIDELINE #38:
Seek Rabbinic

Guidance
Borrowing money involves many
halachic considerations. Before bor-

rowing, and when making repayment
arrangements, you should consult with
a rav to ensure that your debt manage-
ment strategies are in consonance with
halachah.

Adapted from the Mesila Counselor Training
Handbook, which is designed for volunteer coun-
selors in the Mesila Family Counseling Program.
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Assignment

Sources and Questions
6,07
Source 1:
112 D925

DONRY IR ROR 073V ONR 1R NIRIAD 1NV DR (179990 RUD) 1991 R 1999 - 1971 TPOR 5170
j
() vy

Question: Does the Torah want people to flaunt their wealth? Give examples of how
showing one’s wealth could be a positive thing, and how it could be a negative thing.

Source 2:
171 D79 DY YOMND DN NOW

MM M Y1795 DX, W01 DR NYAAD Da1Ww 7 17012 Myn OIRD Puwd A“apnwd monnaw
IR PV IIN 1D MRIANVW PO 1R WD T, N0N DR RN ARTR0 RN
ARINW 27 .[OV7 YWY TARD TN, THNNI MAOM 12900 AT 1OYHI Dwiabnm A
AWYI RIT PO TOUNIAW TV, IV DR 390 N8 IR N0 DTIRM.LPPIAN PV T200 0N

Kaisiubi Ik mbiahinl bReiio R puilte

Question: How does stretching our lifestyles to have more backfire in the long run?

Source 3:
na“0 0937 .8
4% 90m WX om 733920 vIYM 1D 37 IR NPOR NN *D

10 MAIND

21575 D10 120K 19 701 TWR 1IWYD PHY INEH ANR OR1I0I19% POV INRN ANR 10N 7T 13273 10
1195 7175 7201 HY 21275 ©I0 TAR ©210 12305 IR5W 1717 551 5V 15w 1R 1195 1195 7201 1OY
D0 Iwbw 1Iob y 1195 P17b 720 R¥H KD NNR OYO
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A:1 D3P MINM Mabn D4ans .3

P PRORID PR 729915 PR ORINIR D0 MOII5 PR ORI 15 IR0 A0R 2107 9010w 70 95
7201 0101 YY 21375 2307 71 YW IDTT PIIYOR WRD MR PROWD TWR 70 DRNIMR PRWUD TUR
A9 01 JWUR IIOMAN T IRV 1195 P15 7201 1HY 21975 ©I0 D PR YOI T30 1105 7

N P79 0?1 YORID TOM NIN A

WO 19 NHRI.AWN 1T ORIV PIRW 710793 77 AIRNOAN MYWT, PN DV YW TV
DI17927 110N IWIDW 7 933,430 VAV (1,0 0I2T) [T DWID2] IR DIPHA RIPHA
TR INOMN T RIPHN DOH OWI AR DY ORPT (0 WD DVOWN NWID RNYO10) 119735
/95 90m

Question: “Our extras become our children’s necessities” - how is this idea proven in
Halacha? How can you see from here that sometimes a poorer person is really wealthier
than someone with more money?

Source 4:
N2 T mobn o“any
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Question: Why are people influenced by social standards and values? How can a person
escape these influences?
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Question: Our finances are established on Rosh Hashana - so what is in our hands?

Source 6:
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Question: What are two general social factors that make it hard to learn Torah? How are
these two factors different today compared to the last 2000 years of galus?
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Assignment
Priorities and Spending Attitudes

Objective: To examine the differing needs and wants among people from different
generations, societies, or backgrounds.

Instructions:

1. Choose two interviewees who come from different backgrounds. (Note: The more different your
interviewees, the easier this assignment will be for you.)

2. Develop interview questions (8-10) pertaining to spending attitudes and habits, as well as their
decision-making process in their purchases. You may use some or all of the sample questions
below, but you must also develop some of your own.

a. What do you consider a need that others might consider a want? What luxuries can you live
without that others might consider a necessity?

b. How did the society you grew up in shape your personal needs and wants?

¢. What did you lack growing up that you wish until this day that you had had? What did you lack
growing up that you feel made you into a better person?

d. Was there ever a time that you lacked something that you absolutely needed? How did you
manage?

e. What’s the biggest mistake you think people make when it comes to spending money?

f. Canyou think of a time that you decided not to buy something even though you had the money
for it and it was something you could have used?

g. What do you think is the best advice a parent can give their child about spending?

3. Write an essay (2-3 pages) on one of the following topics.

a. Topic #1: Compare and contrast the answers of your two interviewees. How did their differing
backgrounds impact their spending and decision-making habits?

b. Topic #2: “Our luxuries become our children’s necessities.” Explain this statement, and state
whether you agree or disagree with it, using examples from your two interviewees.
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Summer Camp Budget
R S
6,07
Objective:

To research the costs associated with summer camp and develop a comprehensive yet reasonable
summer budget for a camper.

Going to summer camp can entail many expenses, both before and during the camp season.

Part .
1. Camp fees: How much does the camp charge for one month?

2. Shopping for camp: What items will the camper need to buy before camp starts? How many of each
item? Be as specific as possible (for example, write “sleeping bag, mosquito repellant, flashlight,”
rather than “camping gear’””). How much will each of these items cost?

3. Camp expenses: Which expenses will there be while the camper is at camp? How much will each
of these expenses be?

4. What is the total amount the camper will require in order to meet all of the above expenses
comfortably?

5. Suggest four ways to bring down the cost of camp significantly without severely compromising
the summer experience. Your suggestions should relate to each of the three expense categories
discussed in questions 1-3. (For example: Are the camp fees flexible?)

6. Which of the changes you suggested will be easiest to implement? Which will be the most difficult?
Why?
7. How does your camping budget incorporate the rule of “Everything you need and some of what

you want’’? Give specific examples.

8. Using Mesila’s budgeting forms as a guide (see the Mesila Student Guide to Budgeting), create a
budget table of camp expenses for your camper.
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Assignment

Creating a Business Plan

T S
~GO7

"IF YOU FAIL TO PLAN, YOU PLAN TO FAIL"

Objective:
To learn how to develop a rudimentary business plan.

Planning is an essential step in earning and enhancing your income. In this assignment,
you will develop a plan for starting a new business.

Directions:

Develop an idea for a new business in your community that you think would be profitable. Then,
write a plan for taking your business idea from concept to reality, using the questions in the following
sections as a guide. Each section should be clearly labeled with the appropriate section name and
written in paragraph format (1-3 paragraphs per section).

Note: Not every question will be relevant to every type of business. You may choose to address a
minimum of 5 out of the following 10 sections.

1. Products & Services: List all of your major products or services. What benefits will they bring your
customers? What needs are you filling?

2. Customers: Who are your potential customers? For each customer group, construct what is called
a demographic profile, including characteristics such as: age, gender, location, income level,
education, and industry-specific factors.

3. Competition: Who are your direct competitors? What are their strengths and weaknesses (prices,
location, service etc.) compared to you (go & visit them!)?

4. Differentiation: What is special or unique about what you are offering? What is your niche,
your unique corner of the market? What differentiates you from your competitors? Why should
customers buy your products or services rather than those of your competitors?

5. Distribution: How do you plan to distribute your products or services? Will you sell directly to the
customers or sell through agents or retailers (stores) etc.?

6. Marketing & Promotion: How will your customers know about you? Which media will you use for
advertising, and why specifically those? What image do you want to project? How do you want
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10.

customers to see you? What’s your busy season? Your dry season? How will you weather the dry
seasons? What marketing strategies can you employ to drum up business during the dry spells?

Location: What is the ideal location for your business? Take into account financial realities (prime
real estate is expensive) as well as your need for visibility to your customers. (A pizza shop or
clothing has to be located on a main street to attract walk-in traffic; a travel agency or shipping
company does not.)

Management: Which skills and personality traits do you possess that make you qualified to start
and manage this business? Which aspects of this business will you find challenging, considering
your unique personality and skill set? What education or training will you need to get your business
started?

Personnel: What type of employees will you need and for which functions? Which responsibilities
will you handle yourself and which responsibilities will you delegate to employees? (e.g., sales,
bookkeeping, maintenance, secretarial duties, etc.)?

Halachic & Ethical Issues: What halachic or ethical issues do you anticipate arising in the planning
or running of your business? How will you deal with these issues?

11.* Financial: (Note: This section is more technical and complex than the others and should be used

or omitted at the teacher’s discretion. Before assigning this section, all terms should be explained
and the relevant calculations demonstrated.)

a. Investmentbudget: How much money will you need to start up your business? This figure should
include all your startup costs (such as licenses, equipment, inventory, etc.) plus operating costs
for your first three months. How will you finance these initial costs?

b. Profit & loss budget: How much of your product or service will you have to sell each month
in order to cover costs? (This is known as your “break-even point.”) In order to calculate this,
answer the following questions:

How much will the product cost you to produce or purchase? How much will you be selling it
for? What is your profit margin (selling price minus cost to produce or purchase)? What fixed
costs (known as overhead) will you have (electricity, rent, etc.)?

c. Cash flow budget: How much money do you foresee coming in (revenues) and how much
money do foresee going out (payments) during the first three months of your business?

This assignment was prepared in conjunction with the Mesila Business Division.
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Assignment

You be the Financial Advisor

T S
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Mesila’s Common Sense Rules for Investors

If something sounds too good to be true, it probably is.
People who try to get rich quick often lose a lot of money quick.

If someone is pressuring you to invest and telling you that the opportunity can’t wait, you’d better

wait.

High returns = high risk. The more money you stand to make, the more money you stand to lose.
(If the risks would be low, they wouldn’t have to offer such high returns in order to entice people
to invest with them.)

Bank investments (savings accounts, CDs, etc.) are considered risk-free. Any investment that pays
higher returns than the bank is not risk free. But without any risk, you cannot earn more than the
bank offers.

For every person, there is an appropriate level of risk, depending on how much they can afford
to lose. You can take risks only if you are prepared and able to deal with the worst-case scenario
(which might mean losing your entire investment, part of it, or having your money tied up for an
extended period).

“Buy the rumor, sell the news”: A hot stock tip that’s already public knowledge or is being
advertised in the paper is not likely to bring any meaningful returns.

Sometimes, a seemingly good investment may be overpriced, which means that you are unlikely
to realize any significant returns. A good investment is one that is worth the money you are
investing; a bad investment is one for which you overpay.

Investments that are based on loopholes or wheeler-dealer schemes are usually not stable
investments. Stable investments generally provide some product or service that advances people’s
needs in some way.

Good businessmen and seasoned investors do not need yeshiva students (or the like) to recruit
capital for them, and solid investment opportunities are usually snapped up long before they
reach the doors of a yeshiva. The types of business deals and investment opportunities that make
it through the doors of yeshivos are often the types that are suited to gullible people only.

You have more to lose wheninvesting with a friend or relative than with a stranger. With a stranger,
all you can lose is money — with a friend, you can lose a friendship as well.
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12. Before investing, do your due diligence. That means carefully investigating the opportunity and
consulting with professionals and financial advisors regarding the particular opportunity so that
you fully understand the risks involved and are equipped to make informed decisions.

This is a situation that a fellow named Sruli presented to Mesila (details have been changed):

Moish, an old friend of mine, recently approached me at the yeshiva where | learn with a very exciting
investment opportunity. Moish’s father owns an apartment building that is currently being rented to
low-income tenants. He wants to renovate the apartments so that he can rent them out to higher-
income tenants for double the rent. “Whatever money you invest with my father will triple in under
five years,” Moish promises. “But you need to hurry! The bank approved financing for this project, but
my father needs investors to sign up within 48 hours - otherwise, the financing will fall through.”

When | asked Moish whether the plan had any possible risks, he looked hurt. “This is a foolproof
plan,” he assured me. “Anyone with a little business sense would understand that in a minute. We
just need to make sure that we can get rid of all the old tenants and get the building back up to 95%
occupancy within six months. But that should be a cinch.”

I know Moish well, and he is an ehrliche, reliable person and a capable businessman. Would you
recommend that | invest with him?

Part 1.

Analyze the pros and cons of this investment opportunity. Think ahead. What difficulties may Moish
and his father encounter with their plan? Does the plan involve any legal or ethical issues or potential
pitfalls?

Part 2.
Referring to Mesila’s Ten Common Sense Rules for Investors, which rules would Sruli be following
were he to invest with Moish? Which rules would he be breaking?

Part 3.

Using your answers to parts 1 & 2, write a response to Sruli’s query advising him whether to invest
with Moish. (1-2 pages)

This assignment was prepared in conjunction with Mesila’s investment advisors.
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Assignment

Making Informed Choices
6,07
Financial Advisor

Getting a credit card offer in the mail can be exciting. Credit card companies think so, apparently —
why else would they send out eight billion offers a year? (That’s more than the number of people on
the planet.)

But not all offers are created equal. Many people have fallen into the credit card trap and found
themselves paying fees they never knew existed. That’s why Senator Charles Schumer introduced
into law a page of clearly stated disclosures and policies for every credit card. This “Schumer’s Box” is
now included in every credit card in the U.S.

Before signing up for your preapproved card, with fantastic miles programs and other perks, let’s
take a look at some different offers and see what makes some cards better than others.

Assignment:
1. Compare the disclosure box (“Schumer’s box”) of three different credit card offers.

2. Whatis yourintroductory interest rate on purchases (APR) and when does the introductory period
expire?

3. What happens to your interest rate (APR) if you make one late payment?
4. Does the card have an annual fee? How much?

What is the interest rate on cash advances?

U1

6. When does the company begin to charge interest on purchases? When does the company begin to
charge interest on cash advances? If there is a difference, explain why it may be significant to the
consumer.

7. s there any circumstance under which the credit card company might change the interest rate?
8. What other factors make one card more attractive than the others?
9. Overall, which card do you recommend, and why?

10. In the absence of the Schumer’s box, what information might the consumer have missed?
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Location:

Repairs:

Space:

Financing:

Payments:

Scendario:
Motti and Dini Hirsch are married eight years, with three children. They are currently renting a

Assignment

Home Ownership Considerations

TT=e L, ST=

3-bedroom apartment for $1200/month, and they would like to buy a house. The house that they’re
looking at is in passable condition, priced at $335,000, and is situated on the outskirts of a growing
frum community.

Considerations:

Right now they are living right near their shuls and schools and near the shopping and a
great pizza store. The new house doesn’t have such great neighbors... yet.

The superintendent takes care of anything in the apartment that breaks. In the ramshackle
“new” house, no one is sponsoring the repairs — and there are lots of repairs to be
made.

Three bedrooms, one bathroom with three kids is getting a little tight. The new house has
four bedrooms, with an alcove that can be used as a study/playroom, an extra bathroom,
a bigger living room/dining room and a semi-finished basement that “has potential.”
There is also a nice-sized backyard.

The bank will give them a mortgage of up to $235,000, which is 70% of the property value.
They have an inheritance of $75,000 from their grandparents. They can borrow $25,000
from relatives and friends to complete the $100,000 down payment.

Presently, they are paying $1200 in rent. A 15-year mortgage of $235,000 at 5.5% interest
will cost them $1900/month, and a 30-year mortgage at 6% (interest rates are usually
higher on alonger-term mortgage) will cost them $1400/month. They can manage the 30-
year mortgage on their current income, if they squeeze their budget. To be able to afford
the 15-year mortgage, Motti or Dini will have to find an additional source of income, but it
will take only 15 years for the house to be theirs. They will also have to repay $500/month
in private loans for the next four years, which will require them to pay a total of $1900
or $2400/month, depending which mortgage they take - a significant increase over the
$1200 rent they are currently paying.
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Possible Solution

Motti and Dini decide to go for the 30-year mortgage, and put any extra money they have into their
mortgage so that they can pay it off sooner. They can afford the $1400 mortgage, but they need
money to pay off the private loans. They decide to buy the house and rent it out. Because the house
is a little bit “out,” they can get only about $1800/month in rent for it. If they can manage in their
current location for another four years, the $1800 in rent will pay their own rent ($1200) plus their
private loans ($500), with some allowance for repairs that their tenants will need ($100), while they
pay an additional $1400/month for the mortgage. They are also hoping that they will be able to raise
the rent on their house, as the neighborhood grows and their location becomes more desirable. Once
the private loans are repaid, they can reevaluate.

Alternate Solution

The above solution is one of many possible solutions. Can you come up with an alternate solution to
the Hirsch’s housing dilemma? Address the above considerations (location, repairs, space, financing,
payments) in your solution. Are there any other considerations you think they should take into
account? (1 page)
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Assignment

Ethics in Personal Finance
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Finances naturally raise many ethical challenges and dilemmas.
Describe and evaluate one such issue.

Directions:

Identify an issue in your community where the value of charity or financial integrity is being
compromised. Pinpoint the underlying factors contributing to this issue. Explain and evaluate what is
wrong and why it is wrong. How is the compromise of integrity being rationalized or justified? Suggest
possible solutions that will rectify the ethical issue without causing damage to the people involved.

Submit answers in an essay format (2-3 pages).
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Assignment

Final Course Assignment -
Personal Finance Portfolio
& Reflection Exercise
ey
Directions:
Part 1. Portfolio

Select the four written items you have prepared during this course that best exhibit your skills,
achievements, and efforts within the course. Present this collection of your work as a portfolio
showcasing what you have learned.

Part 2. Reflection and Evaluation Exercise

Describe in essay format (1-2 pages) what you have gained in this course. Use the questions below to
guide your reflection (addressing at least four of the questions raised).

1. Which specific point raised in the course was most interesting or surprising to you? Why?
2. What part of this course was the least interesting or relevant to you? Why?

3. What are three things that you will do differently in your own financial life as a result of this

class?

4. Which ideas covered in the course will be the hardest for you to implement? How do you intend to
overcome those difficulties?

5. ‘“Financial mismanagement can magnify or contribute to virtually any other problem.” Explain this
statement, giving specific examples to support it.

6. What personal finance advice or guidelines might you give to a friend based on what you have
learned in this course? (Your advice should relate to a specific issue in personal finance, such as
credit card use, taking loans, or career choices.)

7. How can the skills encouraged or strengthened in this course (such as prioritizing, decision-
making, setting goals, accountability, resourcefulness, and delaying gratification) be applied to
other areas of your life?

8. Have you shared anything you’ve learned in this class with parents, siblings or friends? Please
elaborate.
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