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GLOSSARY

1031 exchange
A concept in real estate that allows 
someone to exchange one investment 
property for another and defer capital 
gains taxes.

Accumulation phase
The period during which one pays money 
to an insurance company for an annuity.

Additional purchase option
An option in a disability insurance policy 
that enables the holder of the policy 
to upgrade it without any additional 
underwriting qualifications.

Agent 
An individual designated in a power of 
attorney to act on behalf of the principal 
in the event the principal becomes 
incapacitated. Also known as the attorney-
in-fact.

Annuitization phase
The period during which one gets money 
back from an insurance company for an 
annuity.

Annuity
A financial product for which a contract 
is established between a buyer and an 
insurance company for the insurance 
company to provide an income stream to 
the buyer for a specified amount of time or 
for life.

Any occupation
A definition in a disability insurance 
contract that restricts benefits if an 
employer can find another job within the 
company for an employee who, because of 
disability, is not able to perform their usual 
job.

Asset allocation
A method used to balance different types 
of investments to ensure diversification 
and manage risk.

Attorney-in-fact
An individual designated in a power of 
attorney to act on behalf of the principal 
in the event the principal becomes 
incapacitated. Also known as the agent.

Balanced fund
A type of mutual fund that includes both 
stocks and bonds.

Basis
The combined costs of the purchase price of 
a property and any improvements made to it.

Bear market territory
A period during which a stock market loses 
20 percent or more of its value, resulting 
in investor fear and widespread sale of 
investments.

Blue chip stock
Stock of a company that has a well-
established reputation for dependability 
and quality and can generate a profit during 
both good and challenging economic times.

Bonds
Lending instruments issued by the 
government or private agencies in 
exchange for cash. Bondholders are paid 
interest at prescribed rates and intervals 
and are repaid the bond’s full principal 
amount when the bond reaches its 
maturity date.

Bond market
The over-the-counter market on which 
bonds are traded.

Bull market
A period during which the value of a stock 
market increases by 20 percent or more 
over a given period, encouraging investor 
buying and fueling optimism.

Capital gains
Profit resulting from the sale of a property 
or investment.

Capital gains taxes
Taxes levied on profit that results from the 
sale of a property or investment.

Capital losses
Losses that result from the sale of a 
property or investment.  

Cash equivalent
An asset that can be converted into cash 
immediately. Bank accounts, marketable 
securities, and money market accounts are 
considered cash equivalents.

Certificate of deposit (CD)
A financial product offered by banks, 
thrifts, and credit unions that contains a 
fixed term of deposit and normally a fixed 
interest rate. 

Charitable remainder trust
A type of trust that enables an individual 
to support a charity in a manner that 
generates income for the donor. 

Children’s Health Insurance Program
A federally administered program that 
provides matching funds to states to 
be used to provide health insurance for 
children who do not qualify for Medicaid.

Cliff vesting
A type of vesting schedule that requires 
an employee to work for a predetermined 
amount of time before receiving any 
employer contributions to a 401(k) plan.

Commission
A portion of the expense of an investment 
given to the agent or broker who sold it. 

Common stock
A type of company stock that usually 
comes with voting rights for the 
shareholder.  

Compound interest
A powerful financial dynamic created when 
interest earned on an investment principal 
begins to earn interest of its own. 

Conservator
One or more individuals appointed by the 
court to manage a person’s affairs in the 
event they are unable to do so. 

Consolidated Omnibus Budget 
Reconciliation Act (COBRA)
A policy that requires employers to allow 
employees to continue making payments 
on the same health insurance coverage 
the employee had before quitting, retiring, 
or being fired from a job, except if the 
termination was a result of gross misconduct.

Convertible term policy
A type of term life insurance that enables 
one to convert the policy to a whole 
life policy without providing evidence of 
insurability.
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Cost-of-living adjustment (COLA)
An adjustment made to a fixed payment, 
such as Social Security benefits, intended 
to help the recipient keep up with inflation. 

Cybersecurity
The practice of defending computers, 
computer systems, mobile devices, 
networks, data, servers, and other 
electronic equipment and information from 
malicious attack.  

Cyclical stock
Stock that is negatively affected by 
downturns in the economy. 

Death benefit
A benefit paid to a beneficiary at the time 
of death of a life insurance policy holder. 

Deductible
The amount of money the holder of an 
insurance policy must pay toward a claim 
before the insurer begins paying for 
services.

Defensive stock
A class of stock that is not easily 
affected by the overall condition of the 
economy. 

Deferred annuity
A type of annuity that does not begin 
payouts until a post-purchase date 
selected by the owner of the annuity.

Defined benefit pension plan
A plan in which an employer provides a 
retired worker with a fixed income from 
the time of retirement to the end of life.

Defined contribution plan
A plan in which an employee—not an 
employer—contributes a portion of every 
paycheck to an account set up to fund 
retirement. 

Delayed retirement credits
Social Security benefits that are delayed 
past an individual’s full retirement age, up 
until age seventy, when benefits must be 
taken. Delayed benefits are paid at a higher 
rate than those taken before or at full 
retirement age.

Dividends
A portion of a company’s earnings 
distributed to a class of shareholders. 

Dividend reinvestment
The process of using dividend proceeds to 
purchase additional stock.

Dividend reinvestment plan (DRIP)
An automatic investment plan that 
enables investors to apply dividends they 
receive from a company to the purchase 
of additional shares of stock from that 
company.

Durable power of attorney
A type of power of attorney that grants 
the agent authority to make decisions 
regarding financial matters.

Earned income
All income from employment or self-
employment, including wages, salaries, 
tips, royalties, and other taxable employee 
compensation.

Emergency fund
An amount of money set aside for use 
when needed in an emergency, such as a 
job loss. 

Emotional vitality
A trait that encompasses enthusiasm, 
hopefulness, engagement with life, and the 
ability to face life’s stresses with emotional 
balance. The trait may reduce risk for heart 
attack and stroke.

Estate plan
A collection of legal documents and 
strategies that outlines what should 
happen to one’s assets when they die. 

Estate tax
A tax levied on the transfer of the estate of 
a deceased person. The amount of the tax 
is deducted from the value of the estate 
before the estate can be divided among 
heirs. 

Evidence of insurability
Proof of good health necessary to secure 
some types of insurance policies. 

Exchange-traded fund (ETF)
An investment instrument that contains 
a pool of assets and trades on the open 
market. The value of ETFs fluctuates as they 
are bought and sold throughout the day. 

Executor
An individual designated to manage the 
disposition of an estate after the death of 
its owner. 

Expense ratio
A fee assessed annually by managers of 
ETFs or mutual funds. Expense ratios 
account for administrative overhead and 
other fixed costs of managing the account.

Federal Employees Retirement 
System (FERS)
A retirement system under which US 
civilian employees receive retirement 
benefits from a pension, Social Security, 
and the Thrift Savings Plan, which is like a 
401(k) plan.  

Federal poverty level
A measure of income issued annually by 
the US Department of Health and Human 
Services and used to determine eligibility 
for some government programs.

Fiduciary relationship
A relationship in which one party places 
a high level of trust and confidence in 
another party, who bears a duty to act in 
the best interests of the first party.

Financial independence
The state of being able to support oneself 
financially in the way one would like to 
live, without need of help from anyone 
else.  

Financial power of attorney
A type of power of attorney that enables an 
agent to act on behalf of the principal in 
matters related to finances.

Fixed annuity
A type of annuity that earns a specified 
rate of interest over a designated period.

Fully funded pension plan
A pension plan that contains enough 
assets to cover both the benefits it 
currently pays and those it will need to pay 
in the future.

Graded vesting
A type of vesting schedule that enables an 
employee to gradually take ownership of an 
employer’s contributions to a 401(k) plan.

Grantor
An individual who creates a trust and 
transfers property into it. 

Gross domestic product
The total value of all goods and services 
produced within a country’s border during a 
specific time. 
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Growth stock
The stock of a company that is expected 
to have higher-than-average increases in 
revenue and earnings. 

Guaranteed renewal
A type of disability insurance policy 
that assures coverage will not be lost if 
premiums continue to be paid.

Guardian
One or more individuals appointed by the 
court to take over the affairs of someone 
who has become incapacitated and has not 
designated someone to perform that task. 

Health savings account (HSA)
An account that offers tax advantages 
as one saves money for future medical 
expenses.

HIPAA release form
A legal document that gives permission 
for protected health information to be 
shared with designated family members or 
others.  

High-deductible insurance plan
A type of insurance plan that contains 
high deductibles, meaning the amount the 
insured person must pay before the insurer 
starts covering costs.

High-yield bonds
Bonds offered by unreliable companies 
that are prone to default.

Holographic will
A will that is written and signed by 
the testator but has no witness to the 
signature. 

Immediate annuity
A type of annuity that begins making 
payments to the buyer shortly after it is 
purchased.

Immediate vesting
A vesting schedule that makes an 
employer’s contributions to an employee’s 
401(k) plan available immediately.

Income stock
Stock that carries a high dividend payout 
relative to its price.

Index fund
A type of mutual fund or ETF that tracks 
the performance of a market index such 
as the Dow Jones Industrial Average or the 
S&P 500. 

Indexed annuity
A type of annuity that contains some 
features of a fixed annuity but also holds 
the possibility that one’s money can grow if 
financial markets perform well. 

Individual retirement account (IRA)
An account set up with a financial 
institution into which deposits are made 
with the purpose of saving money to use in 
retirement.

Infinite banking
A banking concept that effectively enables 
an individual to become their own bank to 
finance their own personal and business 
transactions.

Inheritance tax
A tax on assets passed from an estate to 
an heir, which the heir is responsible for 
paying. 

Initial enrollment period
A prescribed period during which 
someone who wishes to get Medicare can 
enroll in the program.

Initial public offering (IPO)
The act of offering shares of stock of a 
private corporation to the public for the 
first time. A private company that issues 
stock becomes a publicly held company.

Intestate
The state of dying without a legal will. 

Intestate succession
A legal process of distributing the assets of 
an individual who has died intestate.

Investment-grade bonds
Bonds issued by large reputable companies that 
have a low risk for default.

Irrevocable trust
A type of trust that, once established, is 
difficult to alter.

Joint will
A type of will written and executed by 
two people, typically spouses or partners, 
stipulating that all assets be passed to 
the surviving spouse and then to surviving 
children.

Junk bonds
Bonds that carry a greater risk of default 
than most bonds issued by governments or 
corporations.  

Large-cap stock
Stock of companies with large market 
capitalization.

Letter of instruction
A document in addition to a will that 
provides specific instruction regarding the 
distribution of assets or other matters.

Leverage
A concept that holds that small amounts 
of money can be used to exert control over 
larger amounts of money.

Limited liability company (LLC)
A business structure designed to limit 
liability to the asset or assets within the 
LLC and protect one’s personal assets in 
the event they are sued.

Living trust
A type of trust into which property is 
transferred while the grantor is still alive. 

Living will
A document providing health care 
instructions to an agent who can 
communicate those wishes if the writer 
of the living will cannot. Also known as a 
medical directive to physicians.

Long-term care insurance
A type of insurance purchased to be used 
if the buyer requires long-term care in the 
future. 

Market capitalization
The total value of all a company’s 
outstanding shares of stock at current 
prices.  

Market timing
A technique employed by investors who buy 
and sell securities in anticipation of their 
performance.

Medicaid
A joint federal and state program that 
provides health insurance coverage 
to Americans with limited income and 
resources.  

Medical power of attorney
A type of power of attorney that gives an 
agent authority to act on behalf of the 
principal regarding medical matters. 

Medicare
A federal health insurance program for 
Americans who are sixty-five or older and 
for those with certain disabilities. 
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Medicare Advantage Plan
An alternative to original Medicare that 
is sold through private insurers who 
determine premiums. It often is called 
Medicare Part C.

Money market fund
A type of mutual fund that purchases 
short-term securities such as cash or 
cash-equivalent securities.

Money market mutual fund
A type of mutual fund in which the value 
of one’s original investment doesn’t change 
and on which investors have historically 
earned higher interest than with a savings 
account.

Mutual fund
An investment in which investors pool 
their money and a fund manager uses 
the money to buy a variety of investment 
vehicles, likely including stocks, bonds, cash 
equivalents (like T-bills), and real estate.

Mutual fund provider
A financial institution that owns a mutual 
fund family.

Mutual will
A will in which two people, typically 
spouses, write and execute a will jointly. 
Upon the death of one, the other is bound 
to the terms of the will.

Net asset value
The value of one share of a stock, ETF, or 
mutual fund. 

Noncancelable policy
A type of insurance policy assuring that 
if premiums are paid, the policy will be 
renewed each year without an increase in 
the premium or a reduction of benefits.

Online broker
A broker, or brokerage firm, that interacts 
with customers online rather than in 
person. Online brokers can also offer 
resources to enable clients to conduct 
their own trading. 

Open-end mutual fund
A type of mutual fund that has no size 
limit and can continually issue shares in 
response to demand. 

Oral will
A will in which the testator verbally 
expresses their wishes in front of 
witnesses.

Original Medicare
Parts A and B of Medicare, which cover 
hospitalization and medically necessary 
services.

Own occupation
A definition in a disability insurance policy 
that assures that benefits will be paid in 
the event the holder of the policy becomes 
disabled and is not able to perform the 
precise job for which they were hired, even 
if a different job is available at the same 
company.

Penny stock
A low-priced stock, usually traded at less 
than five dollars per share and sometimes 
traded outside of the major stock 
exchanges.

Periodic investment plan
A plan set up with a broker that draws a 
dollar amount from one’s cash account 
at regular intervals to be reinvested in 
designated securities. 

Phishing
A form of cybercrime in which 
cybercriminals attempt to steal personal 
information by sending a text, email, or 
other form of correspondence intended to 
trick a user.

Pour-over will
A will used in conjunction with a trust 
that ensures the remaining assets of the 
deceased will automatically transfer to a 
designated trust at the time of death. 

Power of attorney
A legal document that authorizes an 
individual to act on behalf of another if 
the other becomes incapacitated. Power 
of attorney can also refer to the person 
authorized to act on another’s behalf.

Preferred stock
A type of company stock that normally 
does not offer voting rights to the 
shareholder. 

Premium protection
An optional plan or rider with an insurance 
policy that guarantees the insured will not 
lose their original investment. 

Premium
The amount of money an individual, family, 
or company pays on a regular basis, usually 
monthly, for an insurance plan.

Primary insurance amount
The amount of Social Security benefits 
one receives if they start taking benefits at 
their full retirement age. 

Primary market
A market where stocks and bonds are 
offered for the first time, such as stock 
that is offered in an initial public offering. 

Principal
The individual who appoints someone to 
act on their behalf as power of attorney if 
they become incapacitated.

Probate
The court-supervised process of verifying 
the will of a deceased person.

Public sector exemption from Social 
Security
A stipulation that excludes public 
employees in fifteen states from 
contributing to Social Security, which 
excludes them from receiving Social 
Security benefits when they retire.

Qualified distributions
Money that can be withdrawn without 
penalty from a 401(k) or IRA when the owner 
of the plan turns fifty-nine and a half. 

Qualified dividends
Dividends that are taxed at the capital 
gains rate instead of the higher rate levied 
on ordinary dividends. 

Rebalancing of portfolio
The process of buying or selling assets 
within a portfolio to ensure that the 
balance remains at its original target 
allocation.  

Regular income
Also called ordinary income, it is the 
income generated through salaries and 
wages and taxed at ordinary rates.

Required minimum distributions
Withdrawals that are required to be taken 
from a retirement account when one 
reaches a certain age.

Revocable trust
A type of trust that can be changed after it 
is established by the grantor.
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Roth 401(k)
A variation of a traditional 401(k) for which 
contributions are taxed up front and do 
not reduce taxable income. Assuming 
certain criteria have been met, money 
is not taxed when it is taken out of the 
account, regardless of how much the 
account has grown. 

Secondary market
A market where investors buy assets from 
other investors on an exchange instead of 
from issuing companies. 

Self-directed brokerage window
An option with a 401(k) plan that allows for 
additional investment opportunities via the 
buying and selling of securities through a 
brokerage platform.

Series LLC
A type of limited liability company (LLC) 
designed to cover a series of assets, 
keeping them siloed off from one another’s 
potential liabilities. Series LLCs are not 
available in all states.

Simple LLC
A type of limited liability company (LLC) 
designed to limit liability to a single asset.

Simplified employee pension (SEP) 
IRA
A type of IRA that enables a business 
owner to make pretax contributions 
for herself and her employees. A self-
employed person who does not have any 
employees can also save with a SEP IRA.

Small-cap stock
Shares of stock of companies with small 
market capitalization values.

Social Security Administration (SSA)
An independent agency of the United 
States government that administers the 
Social Security program.

Social Security Trust Fund
A United States Treasury fund that holds 
money not needed to pay Social Security 
benefits and administrative costs in the 
current year. The money is required by law 
to be invested in Treasury bonds that are 
guaranteed by the US government.  

Spousal benefit
A Social Security benefit based on the 
work history of an individual but paid to 
the individual’s spouse. 

Spousal IRA
A type of IRA that allows a spouse to 
contribute money on behalf of the other 
spouse, who does not have earned income.

State Health Insurance Assistance 
Program
A federally funded program established 
to help individuals choose plans, resolve 
billing issues, handle complaints about 
medical care or treatment, and help clarify 
other issues involving Medicare.

Stepped-up basis rule for inherited 
property
A readjustment of the value of an 
appreciated asset for tax purposes when a 
property is passed along to an heir.

Stock exchange
A platform used by investors to buy and 
sell investments, mainly stocks.

Stock option
A form of compensation that gives 
employees the right to buy shares of their 
company’s stock.

Stock
An asset class used as a tool for a 
company or other entity to raise money. 
Owning stock in a company represents 
partial ownership of that company.

Supplemental insurance plan
An insurance plan used to supplement 
another plan, such as Medicare, which 
covers some but not all of an individual’s 
medical expenses.

Surrender period
The period during which money cannot 
be withdrawn from an annuity without 
incurring a penalty. It is sometimes called 
the surrender charge period.

Systematic withdrawal plan 
A strategy in which regular withdrawals are 
taken from a mutual fund or other account 
with the intent of lowering the tax rate of 
long-term gains.

Tax-loss harvesting
A method of offsetting capital gains with 
capital losses incurred by selling an 
investment for less than the purchase price.

Tax-deferred
A tax feature that prevents the 
money in an account from being taxed until 
the savings are withdrawn.

Term life insurance
Life insurance that covers a certain period, 
often ten, twenty, or thirty years.

Testamentary trust
A type of trust into which property is 
transferred after the death of the grantor.

Testamentary will
A will that is prepared and signed by the 
testator in the presence of witnesses. It 
is the most common and frequently used 
type of will.

Testator
An individual who prepares and signs a 
will. 

Thrift Savings Plan
A defined contribution plan for United 
States civil service employees and retirees. 
Members of uniformed services, which 
include military and some other corps, also 
participate in the plan.

Tolerance for risk
The degree to which an investor is 
willing to risk loss to the value of an 
investment. 

Trust
An estate planning tool with which a 
person known as the trustor gives another 
person, known as the trustee, the right to 
hold title to property or assets on behalf of 
one or more beneficiaries.  

Trustee
A person designated to hold title 
to property or assets on behalf of a 
beneficiary.  

Underfunded pension
A pension that does not contain enough 
assets to fund its obligations.

Unfunded plan
A pension that uses company income to 
make pension payments as it becomes 
necessary to do so. Also known as a pay-
as-you-go plan, as there are no assets set 
aside.

Unqualified dividends
A type of dividend that is taxed at the 
standard income tax rate, which is higher 
than the capital gains rate at which 
qualified dividends are taxed. 
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Value stock
Stock that is undervalued compared to 
that of similar companies.

Variable annuity
A type of annuity that gains or loses value 
depending on the performance of the 
subaccounts on which it is based.

Vesting schedule
A schedule that determines when a 
benefit, such as an employer-matched 
401(k) plan, becomes available to an 
employee. Usually tied to an employee’s 
length of employment.

Whole life insurance
A life insurance policy that, as one pays 
premiums, enables them to accumulate 
a cash value in the policy that can be 
accessed prior to their death.
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