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College Prerequisite: Preparing an Undergrad to Handle Their Own Finances

Now, more than a decade after graduating from college, Casey Van Zutphen can admit it: The time his parents — and especially his father — invested to teach him about managing his finances as an undergraduate has paid off in a big way.

“I probably didn’t appreciate it then as much as I do now, but I’m grateful they made the effort to help me understand how to handle my money,” says Van Zutphen, who these days manages finances not only for himself but for others as a Certified Financial Planner® just like his father, Neal Van Zutphen. The younger Van Zutphen is in line to someday succeed his dad as head of Intrinsic Wealth Counsel in Tempe, AZ.

Young adults who go to college armed with a solid foundation of basic financial know-how tend to be better prepared to handle their finances after college. And those who actually share in the financial responsibility of paying for their education come out ahead, too, asserts the elder Van Zutphen. “Many of our clients expect their children to financially participate in funding their education specifically, because they know the child will value their education more and will come out of college with a real feeling of accomplishment. To have some skin in the game fundamentally alters how they value their college education.”

Here are seven tactics the Van Zutphens and other financial professionals suggest using to help college students and undergrads-to-be gain a grasp of the money-management basics.

1. Start the education process before they’re on the brink of college, giving them more to think about, and more responsibilities, as college approaches. “Parents need to start early teaching their kids to become money-wise and build their money skills,” Neal Van Zutphen says. That means opening a dialogue with kids about money and household finances when they’re in elementary and middle school, emphasizing practices and values such as spending within one’s means — balancing and prioritizing income and expenses within the framework of a budget — and saving toward a goal. For suggestions on how to instill good money habits and values in kids, he recommends resources developed by the Dallas branch of the U.S. Federal Reserve Bank as part of the “Building Wealth” program, accessible at www.dallasfed.org/microsites/cd/wealth/index.html.

2. Initiate open, honest discussions about money matters. Better to “open the books” at home, says Casey Van Zutphen, and show kids what managing one’s finances means, from bank accounts and credit cards to a mortgage and car loan and saving toward retirement and other goals. If talking about those topics with your kids seems uncomfortable, practice the conversation, with guidance and input from a trusted financial professional, the elder Van Zutphen suggests. To find a Certified Financial Planner® in your area, check out the Financial Planning Association’s national database at www.PlannerSearch.org.

3. Set clear expectations and boundaries. As part of those frank family discussions, it’s important to address weighty issues like how much college funding support a kid should expect from their parents, who’s expected to pay what share of other expenses (car, phone, etc.), how much the child may need to work during college to contribute, and what happens after college in terms of parental financial support (or lack thereof), living at home, and the like.

4. Give them a lead role and hands-on involvement in financial matters that have a bearing on them.For example, with help from parents, “Kids can take out school loans, work and contribute to their education. Applying for internships and scholarships helps, too,” says Certified Financial Planner® Rita Cheng of Blue Ocean Global Wealth in Rockville, MD.

Also equip them with the infrastructure to manage their finances by assisting them in setting up a checking and/or savings account at the bank, showing them how to balance a checkbook and manage accounts online, and perhaps by opening a credit card account that’s jointly held by parents and the student, to help them gain familiarity with interest charges, paying monthly bills, carrying and managing debt, and the importance of building a strong credit (FICO) score, suggests Westlake, Ohio-based Certified Financial Planner® Edward Vargo.

5. As part of that hands-on approach, show kids how to track and manage their cash flow.“Before I went off to college, we sat down with a blank Excel spreadsheet and built out a budget from scratch, line item by line item,” Casey Van Zutphen recalls of those meetings with his parents. “What was helpful was actually co-creating it with them, so it didn’t seem like they were raining decisions on me from on high. Working out a budget with them was one of those Life 101 lessons that I really needed.”

“Getting them to budget and to understand how to manage their cash flow to cover their operating expenses during college sets them up to manage their finances when they land their first real job,” adds the elder Van Zutphen.

6. Introduce them to other factors that likely will shape their financial lives and their decisions about money, including investing, retirement investment vehicles [IRA, Roth IRA, 401(k)], the power of compounding, the cost of debt and the struggle it can be to get out of it, inflation, taxes, and the power of saving for retirement sooner rather than waiting. Use examples from your own financial life to help illustrate how these concepts work.

7. Rely on outside resources to help reinforce and explain the points you’re trying to make and the values you’re trying to instill. One good resource, according to Certified Financial Planner® Maria Kutscher, is a program called GradSense (accessible at http://gradsense.org/gradsense), developed by TIAA, the organization for which she serves as director of endowments & foundations. And if you think talking with an objective third-party with expertise in the area — someone to whom the student may be more inclined to listen because they’re not their parent — arrange for the student to meet for an hour with a financial professional. Find one locally via www.PlannerSearch.org if you don’t already have one.
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