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GLOSSARY

Amortization schedule
The payment schedule for a loan, such as 
when paying off a mortgage through monthly 
combined principal and interest payments.

Annual gift tax exclusion
The maximum amount of money one can 
gift to an individual without paying any gift 
tax ($15,000 per person in 2020). 

Asset allocation
The process of determining the ideal mix  
of stocks, bonds, and other investments  
in a portfolio.

Assets
Items owned by an individual that have 
value, including real estate, vehicles, 
investment securities, commodities, 
jewelry, and cash.

Bankruptcy
A court order declaring that an individual 
or company can no longer pay outstanding 
debt, generally followed by a liquidation of 
assets to pay creditors.

Bankruptcy Protection
The process of reorganizing a business’s or 
individual’s assets and liabilities in a last 
attempt to avoid bankruptcy.

Budget
A fixed amount of money available to cover 
monthly expenses, to complete a specific 
project, or to run a business.

Capital
Assets of value, such as a business’s 
plants and equipment or an individual’s 
investment securities.

Capital gains
Profits from the sale of investment 
securities or assets when the price 
received is greater than the price paid.

Cost-of-living allowance (COLA)
An increase in pay or benefits to keep 
pace with the increase in prices for food, 
housing, fuel, clothing, and other common 
living expenses.

Credit utilization rate
A measurement of how much credit an 
individual is using compared to how much 
credit is available to them. 

Debt
Money owed to a lender by a borrower.

Derivative
A type of investment security, such as an 
option or futures contract, whose value 
is derived from another investment, like a 
stock, bond, index, or exchange-traded fund.

Diminishing returns
A situation when the rate of profits or 
benefits does not increase proportionally 
with added investment, such as when 
additional equipment added to a 
production process does not result in a 
corresponding increase in revenue.

Dividend
Profits from a company or investment 
security that are paid to shareholders.

Dollar cost averaging
An investment strategy that involves 
making regular weekly, monthly, or 
quarterly payments to a mutual fund or 
other security regardless of the market 
price of the investment at the time.

Donor-advised funds (DAFs) 
A special tax-advantaged fund used by 
individuals, families, or organizations who 
want to make donations to charity; the 
owner of the fund relinquishes ownership 
of all moneys contributed but may advise 
the fund on how to distribute money to 
various charities. 

Exercise
When the holder of an option or other 
derivative requests that the other party 
fulfill the terms of the contract, as 
when the holder of an equity put option 
contractually obligates the other party to 
take delivery of shares.

Fiduciary
A person, attorney, or organization that 
manages investments or assets on behalf 
of another individual, organization, or 
estate and does so by putting their clients’ 
interests ahead of their own.

Fractional reserve banking
The most common form of banking 
practiced worldwide, whereby banks are 
permitted to lend out more money than 
they have on deposit. 

Grant date
The date when ownership is transferred 
from one party to another, such as when 
a company stock option is awarded to an 
employee.

Incentive stock option (ISO)
A type of company option program that 
gives an employee the right to buy shares 
of company stock at a discounted price, 
with special tax advantages because the 
profit is taxed as capital gains rather than 
ordinary income.

Inflationary risk
The potential that savings and other low-
yielding investments will lose value over 
time due to general price increases in food, 
rent, and other living expenses.

Interest
The profit received from savings accounts, 
certificates of deposit, or bonds; also the 
amount paid to borrow money; expressed 
as a percentage.

Irrevocable trust
A type of trust that cannot be changed 
or modified without permission from the 
beneficiaries.

Liability
Money that is owed on debt such as 
mortgages, car loans, credit cards, personal 
loans, and lines of credit.

Liquid assets
Investment securities, bank accounts, and 
other assets that can easily be converted 
into cash.
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Market capitalization
A company’s share price multiplied by its 
total number of shares outstanding, used 
to evaluate the size and total market value 
of a company.

Margin
A brokerage term referring to trading or 
investing with borrowed money.

Maturity
The point in time when a bondholder 
receives a final payment equal to the par, 
or face value, of the bond.

Mortgage
A type of loan offered to home buyers 
that requires monthly payments that are 
applied to both the principal and interest 
of the loan.

Mutual fund
A pool of funds from a multitude of 
investors that is used to purchase 
investable assets.

Net asset value (NAV)
The value of a mutual fund or exchange-
traded fund share when total liabilities of 
the fund are subtracted from assets.

Net investment income tax
A tax imposed on certain investment gains 
of higher income earners. 

Net worth
The total value of an individual’s assets 
after subtracting liabilities.

Non-qualified stock options (NQSOs)
A method of compensating employees, 
but, in contrast to incentive stock options, 
with no special tax treatment and fewer 
restrictions.

Paid time off (PTO)
A company’s policy regarding paying wages 
or salaries when an employee takes time 
off from work for vacations or to tend to 
personal matters.

Per stirpes
Latin for “by roots,” an option available to 
estate planners whereby one’s assets may 
be passed to a beneficiary’s children in 
the event that the beneficiary is dead or 
otherwise incapable of receiving the assets. 

Principal
When applied to debt securities, the 
amount of money that a bond issuer 
receives from the investor when the bond 
is issued and the amount the investor 
receives from the bond issuer when the 
bond matures.

Principal risk
The risk that a bond’s face value may 
decline in secondary markets due to the 
issuance of higher-yield bonds backed by 
the same entity. 

Private mortgage insurance (PMI)
A borrower-funded insurance product that 
protects lenders in the event of defaults 
on mortgage loans; required for some 
mortgages when the borrower makes a 
down payment of less than 20 percent. 

Probate
The establishment, in a legal sense, of the 
validity of a will.

Prospectus
A document from a mutual fund company 
that must be delivered to prospective 
investors, outlining the mutual fund’s fees, 
objectives, and performance history.

Required minimum distributions (RMDs)
The amount of money that must be 
withdrawn from qualified retirement plans 
when the retiree reaches a certain age.

Restricted stock unit
Employee compensation in the form of 
company shares.

Revocable trust
A tool used in estate planning that can 
help beneficiaries avoid probate court and 
streamline the transfer of assets upon the 
death of the grantor; so named because 
provisions may be altered or cancelled by 
the grantor. 

Spread
The difference between the interest rate 
a bank charges to its borrowers and the 
interest rate it pays out to its depositors; 
the spread allows the bank to make money. 

Strike price
Also known as the exercise price, the price at 
which a security changes hands if the holder 
of an options contract or other derivative 
requests fulfillment of the contract.

Structured settlement
A type of legal award that consists of 
regular payments, usually to an injured 
party or victim of an injustice.

Tax-loss harvesting
The process of selling an investment at a 
loss to reduce taxes owed.

Testament
The section of a will that focuses on an 
individual’s personal property.

Testamentary trust
A trust created in a will (there may be 
several testamentary trusts attached to 
one will) with stipulations for how the trust 
is to be managed upon the grantor’s death. 

Trust
A legal vehicle managed by a person or 
entity, known as the trustee, that holds 
assets or property for the benefit of one or 
more beneficiaries.

Vesting period
The amount of time that an employee must 
work for a company before being entitled 
to stock ownership or option grants.

Volatility
The statistical measure of the distribution of 
returns of an investment security or market.

Wash sale rule
A regulation that prohibits investors from 
selling an investment and repurchasing an 
identical security within thirty days.

Will and testament
A legally binding document used in estate 
planning to expresses the wishes of a 
person who has passed away. 

Withdrawal rate
Generally expressed as a percentage, the 
withdrawal rate is the amount of money 
taken out of retirement plans, pensions, 
and other savings accounts on a regular 
monthly or annual basis.
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