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Investments 
 

In this unit you will gain an understanding of what investing is. Within 

these lessons you will learn about a variety of investment strategies and 

techniques to increase long-term financial security.   
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Why People Invest 

Warm-up Activity 

What does the word investing mean to you? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Why People Invest 

Ask yourself: Is it better to bury your money in the ground where it could lose value due to 

inflation, or to invest your savings and potentially see your dollars grow for you? 

Investing makes sense. It’s all about making your money work for you, instead of the other way 

around. Best of all, if you take the time to become an investing expert, you may see your 

money double, triple, and quadruple. The earlier you begin investing, the more you can 

increase your original investment – at least in theory. So start studying now. 

Imagine being able to earn money while you sleep, vacation, study, or shop. You can be making 

money all day, every day. This is possible when you earn profit and income by investing your 

savings in the stock market, bonds, real estate, entrepreneurial endeavors, and other 

investments. There are many good reasons why people choose to invest their money. 

• FINANCIAL SECURITY.  

Many people decide to learn about investing because they want to become 

financially secure. They don’t want to worry about bills or being able to afford things 

they want. 

• LIFESTYLE.  

Earning money through investments helps you afford your desired lifestyle. Investing 

gets your money working for you, instead of you having to work for every dollar. 

And investments can provide you more free time to enjoy life. 
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• RETIREMENT.  

Most people today rely on Social Security (SSI), a social welfare program that 

provides monthly payments to people over the age of 65; and Medicare, a program 

that provides medical insurance coverage to seniors; for their retirement incomes. 

SSI and Medicare have been projected to be bankrupt by 2033, so you should put an 

alternative plan in place. 

• BEAT INFLATION.  

Inflation is defined as “too many dollars chasing too few goods.” Inflation drives 

prices up. Putting your money to work for you through investing can help you 

become financially comfortable and give you the freedom to live the lifestyle you 

choose. There are two ways to achieve financial comfort: 

o Build up your net worth; and 

o Build up your cash flow. 

It is also important to understand the meaning of “cash flow” and “net worth.” 

• NET WORTH is the measure of your net economic position – how much money you 

have left after your liabilities are subtracted from your assets. 

• CASH FLOW is the amount of money you have coming in on a regular basis from 

investments or other sources. 

Look at the Inflation Charts on the following page to see how inflation has affected the 

purchasing power of the dollar over the years.  
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Historical US Inflation Rates 

Year Percent Year Percent Year Percent Year Percent Year Percent 

1921 -11.1 1941 11.3 1961 0.7 1981 8.4 2001 1.1 

1922 -0.6 1942 7.6 1962 1.3 1982 3.7 2002 2.6 

1923 3.0 1943 3.0 1963 1.6 1983 4.2 2003 1.9 

1924 0.0 1944 2.3 1964 1.0 1984 3.5 2004 3.0 

1925 3.5 1945 2.2 1965 1.9 1985 3.9 2005 4.0 

1926 -2.2 1946 18.4 1966 3.5 1986 1.5 2006 2.1 

1927 -1.1 1947 10.2 1967 3.6 1987 4.0 2007 4.3 

1928 -1.2 1948 1.3 1968 4.4 1988 4.7 2008 0.03 

1929 0.0 1949 -2.1 1969 6.2 1989 5.2 2009 2.63 

1930 -7.0 1950 8.1 1970 5.3 1990 5.7 2010 1.63 

1931 -10.1 1951 4.3 1971 3.3 1991 2.6 2011 2.93 

1932 -9.8 1952 0.4 1972 3.6 1992 3.3   

1933 2.3 1953 1.1 1973 9.4 1993 2.5   

1934 3.0 1954 -0.7 1974 11.8 1994 2.8   

1935 1.5 1955 0.4 1975 6.7 1995 2.7   

1936 2.2 1956 3.0 1976 5.2 1996 3.0   

1937 0.7 1957 3.6 1977 6.8 1997 1.6   

1938 -1.4 1958 1.4 1978 9.3 1998 1.7   

1939 -0.7 1959 1.0 1979 13.9 1999 2.7   

1940 1.4 1960 1.7 1980 11.8 2000 3.7   

Lesson Activity: Inflation Quiz 

If you are earning 1% in a savings account and inflation is at 3%,  

will you be able to purchase more or less next year?   More   Less 

What if you are earning 7% on a stock market investment with 3% inflation,  

would you be able to purchase more or less next year?    More   Less 

What if your bank offered you a CD at 4% but you had to keep your money in the CD for 5 

years. What are the risks? 

______________________________________________________________________________ 

______________________________________________________________________________ 
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In Year #1 of the example above, if the inflation rate was 3% for all 5 years, would that give you 

more or less purchasing power?    More   Less 

If inflation jumped to 8% in Year #2, would that investment still make sense for you? 

   Yes   No 

______________________________________________________________________________ 

______________________________________________________________________________ 

Lesson Activity: Budget at Retirement 

This activity will help you estimate your budget when you reach retirement and plan ahead for 

the impact of inflation.  

First, you will need to fill out the Net Worth Chart. List the current value of your assets and 

costs of your liabilities. Place the totals in the designated cells, then subtract the total cost of 

your liabilities from the total value of your assets to determine your net worth. 

  

CASE STUDY 

The Federal Reserve is a company that acts as the central bank of the United States. It is not 

part of the government; however, the Federal Reserve is designed to work within the overall 

economic and financial policies established by the government. The Federal Reserve is 

primarily funded by interest on US government securities.  

One of the Reserve’s duties is to regulate money supply. In 2010, the Reserve increased 

money supply by $600 billion. This is commonly referred to as “printing money,” although 

nowadays they’re able to create money electronically.  

Knowing what you now know about inflation, what do you think happened to the inflation 

rate in 2010 :    Increase   Decrease 

What do you think will happen to the purchasing power of the dollar: 

Will you be able to purchase more or less with $1.00?   More   Less 
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NET WORTH CHART 

Assets 

 

Liabilities 

 Personal Residence   Real Estate Mortgages  

 Rental & Other Properties   Retirement Loans  

 Physical Metals (i.e.,gold, silver)   Student Loans  

 Jewelry, Art, etc.   Credit Card Debt  

 Automobiles   Payday Loans  

 Other   Personal Loans  

  Auto Loans  

 US Government Bonds   Life Insurance Loans  

 Corporate Bonds   Margin Account Loans  

 Municipal Bonds   Other  

 Bond-Based Mutual Funds   Other  

 Other   Other  

  Other  

 Stocks  

 

 Stock-Based Mutual Funds  

 Variable Annuities  

 Other Annuities  

 Life Insurance with Cash Value  

 Business Partnership Interest  

 Other  

 

 Savings Account  

 Checking Account  TOTALS 

 Money Market Account  Total Assets  

 Certificate of Deposit  Total Liabilities  

 Other 

 
Net Worth 

(Assets minus Liabilities)  
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 Future Living Expenses 

You need to calculate your possible living expenses in the future to create a solid retirement 

plan. 

First, you need to determine an annual inflation rate. There is no crystal ball for determining an 

accurate rate; but gaining knowledge, keeping up-to-date with monetary policy, and having a 

trusted team of advisors can help you decide on an average figure. 

Next, calculate your possible living expenses in the future. For example, if you think the 

inflation rate will be 3% and your expenses total $2,000 per month right now, here’s what you 

would enter into your calculator: $2,000 X 1.03 = $2,060 

That figure estimates your expenses to increase by $60 at the end of the first year. To calculate 

inflation for 5 years, simply keep multiplying each new total by 1.03. For example: 

Year 1 $2,000 X 1.03 = $2,060 
Year 2 $2,060 X 1.03 = $2,121 
Year 3 $2,122 X 1.03 = $2,185 
Year 4 $2,185 X 1.03 = $2,251 
Year 5 $2,251 X 1.03 = $2,318 

Lesson Activity: Future Impact Calculator 

Now, complete the Future Impact Calculator below, following these steps: 

1. Add up all the items that will be adjusted by inflation; 

2. Add up those items that will not be adjusted by inflation;  

3. Multiply your inflation-affected expenses by the inflation rate; 

4. Then add your non-inflated expenses to that total. 
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Finally, complete the charts “Budget Now” and “Budget at Retirement”. If you has more 

liabilities than assets in your net worth calculation, you will need to include a monthly payment 

towards this “expense” to compensate. You can either include the detailed (year to year) 

effects of inflation on your expenses or simply take the average to help in your forecasting.  

FUTURE IMPACT CALCULATOR 

Monthly Expense of Items  
Not Affected by Inflation __________ 

Monthly Expense of Items 
Affected by Inflation __________ 

Estimated Inflation Rate __________ 

Inflation-adjusted Expenses __________ __________ __________ __________ 
 Year Year 10 Year 20 Year 30 

Total Expense __________ __________ __________ __________ 
Items Affected by Inflation + Year Year 10 Year 20 Year 30 
Items Not Affected by Inflation 

What steps will you take now to ensure that your income is enough to support your 

retirement lifestyle? 

  ______________________________________________________________________  

 _______________________________________________________________________  

 _______________________________________________________________________ 

 _______________________________________________________________________  

 _______________________________________________________________________  

What expenditures will you reduce at retirement to ensure that your lifestyle goals are 

met? 

 _______________________________________________________________________  

 _______________________________________________________________________  

 _______________________________________________________________________ 

 _______________________________________________________________________  

 _______________________________________________________________________  
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Budget Now 

  Money Coming In       Expenses     

  Employment Income Current Goal   Living Expense Current Goal   

  Employment Income       Rent / Mortgage       

  Federal Income Tax -     Taxes / Insurance       

  State & Local Tax -     Utilities: Electric /Gas       

  

Social 
Security/Medicare  -     

Utilities: Water / 
Garbage     

  Tips       Cable/Satellite        

  Net Income       Internet       

          Phone       

  Other Income       Other       

  Rental Properties        Total       

  Stock Market               

  

Entrepreneurial 
Endeavors       Travel Expenses       

  Interest Income       Car payment       

  Other       Insurance       

  Total       Registration       

          Gas       

  Total Income       Maintenance       

          Other       

          Total 0     

  Money for Savings               

  Emergency Fund       Other Expenses       

  Retirement Plans       Student Loan Debt       

  Investments       Credit Card Debt       

  

Short Term 'Fun' 
Savings       Groceries       

  Charities       Clothes       

     Personal Items      

  Total       Entertainment     

       Eating Out       

  Total Income -     Additional Liabilities       

  Total All Expenses       Total 0     

  Total Savings               

  Money Left Over       Total All Expenses       
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Budget At Retirement 

  Money Coming In     Expenses     

  Employment Income Goal   Living Expense Goal   

  Employment Income     Rent / Mortgage     

  Federal Income Tax     Taxes / Insurance     

  State & Local Tax     Utilities: Electric /Gas     

  

Social 
Security/Medicare      

Utilities: Water / 
Garbage    

  Tips     Cable/Satellite      

  Net Income     Internet     

        Phone     

  Other Income     Other     

  Rental Properties      Total     

  Stock Market           

  

Entrepreneurial 
Endeavors     Travel Expenses     

  Interest Income     Car payment     

  Other     Insurance     

  Total     Registration     

        Gas     

  Total Income     Maintenance     

        Other     

        Total 0   

  Money for Savings +/-           

  Emergency Fund     Other Expenses     

  Retirement Plans     Student Loan Debt     

  Investments     Credit Card Debt     

  

Short Term 'Fun' 
Savings     Groceries     

  Charities     Clothes     

    Personal Items    

  Total     Entertainment    

      Eating Out     

  Total Income     Additional Liabilities     

  Total All Expenses     Total 0   

  Total Savings           

  Money Left Over     Total All Expenses     
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Lesson Questions 

1. How do you calculate your net worth? 

a. Subtract your assets from your liabilities. 

b. Total up your assets and liabilities. 

c. Add up your income and expenses and adjust for inflation. 

d. Subtract your liabilities from your assets. 

2. Over the past five years, what has been the average rate of inflation in the US? 

a. 1% 

b. 3% 

c. 6% 

d. 12% 

e. 25% 

3. When the Federal Reserve increases the money supply, what happens to the purchasing 

power of the dollar? 

a. It does not change 

b. It goes up 

c. It goes down 

d. It goes up briefly, and then goes down 

e. It goes down briefly, and then goes up 

4. Precious metals (such as gold or silver) that you own are an example of: 

a. An asset 

b. A liability 

c. An annuity 

d. A bond 

  



 

 

Why People Invest 

V1 

Essential Questions 

What is investing? _______________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

Why do people invest? ___________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

What is inflationary risk? _________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Introduction to Investing 
 

Warm-up Activity: 

What do each of the following quotes mean to you? 

“When you’re making money doing what you love, you are already retired.”  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 “Many describe the new retirement as having the freedom to do what you want to do, 

when you want to do it.” 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Preparing to Invest 

The reason many people invest is to achieve financial freedom. The term “financial freedom” 

means something different to each person, but many define it as being able to have the lifestyle 

they want and knowing they can afford it financially. To work toward attaining this goal it’s 

important to get your money started growing for you instead of having to work for every penny. 
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Here are some important terms that relate directly to your financial freedom: 

• CASH FLOW is the difference between the money you have available at the beginning and 

end of an accounting period. 

o Positive cash flow: Cash coming in is greater than cash going out. 

o Negative cash flow: Cash going out is greater than cash coming in. 

o Breakeven cash flow: Cash coming in and cash going out are the same. 

• NET WORTH equals Assets minus Liabilities. 

• ASSET is any item of economic value owned by a person or corporation 

o Tangible assets include gold, real estate, stocks. 

o Intangible assets include copyrights, trademarks, brand recognition. 

• LIABILITY is a loan and/or other obligation you have to pay. 

• RETURN ON INVESTMENT (ROI). This performance measure helps investors compare the 

return offered by one investment to returns on other investments. ROI is calculated by 

dividing an investment’s financial yield by its cost. The result is expressed as a percentage or 

ratio. 

Lesson Activity: Investment Definitions 

1. CASH FLOW 

You receive a $1,500 check from a tenant on a rental property that you own. That 

month, your mortgage, insurance, taxes, and other rental property- related expenses for 

that unit come to $1,300. Complete the following statement: 

In the example above, the rental property provides the owner a  

[type] ______________________ cash flow of  

[amount] $__________________ per month. 

2. ASSETS 

Which are more secure:  _____tangible assets or _____ intangible assets? 

Why?  __________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 
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3. ROI (RETURN ON INVESTMENT) 

Assume you purchased $1,000 worth of stock. After a year, the stock is worth $1,100. 

What did you earn on the investment? $_______________ [financial gain] 

Use the formula to determine the percentage of ROI. 

___________________  __________________ = _______________%. 

       [Financial Gain]                 [Cost of Investment]                  [ROI] 

Lesson Questions 

1. Having a break-even cash flow at the end of an accounting period means: 

a. You had more cash going out than coming in. 

b. You had more cash coming in than going out. 

c. You had a net worth higher than your amount of assets. 

d. Your cash going out and cash coming in were the same. 

e. Your bank account is empty. 

2. Tangible assets might include: 
a. Real estate and stocks. 

b. Net worth and liabilities. 

c. Clothing and food. 

d. Copyrights and trademarks. 

3. ROI is calculated by: 

a. Dividing net worth by investments. 

b. Dividing tangible assets by intangible assets. 

c. Dividing financial gain by the cost of the original investment. 

d. Multiplying risk times potential return. 

e. Multiplying assets times liabilities. 
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Essential Questions 

What is cash flow? ______________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is net worth? ______________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What does ROI stand for and what does it mean? ______________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What does financial freedom mean to you? __________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Preparing to Invest 

Warm-Up Activity 

What do you think the word investing means?  ________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Why People Invest 

With the potential for pension and SSI benefits to be 

drastically reduced and/or eliminated, it’s critical that you 

become an educated investor. Basically, investing is buying 

assets that you think will go up in value. Real estate, stocks, 

gold, or a busienss are a few examples of assets. Assets do 

not always iuncrease in value, so every time you invest, you 

risk losing some or all of your money. Learn to become an 

educated infvestor and get your money working for you. 

Ask yourself: 

• is it better to bury your money in the ground (where 

it will lose value due to inflation), or  

• invest your savings to let your dollars grow? 

Investing makes sense. It’s all about making your money work for you, instead of the other 

way around! Best of all, the sooner you begin investing, the more you can increase your 

original investment – at least in theory. 

Here are some of the main reasons why people invest: 

• FINANCIAL SECURITY 

Many people decide to learn how to invest because they want to feel financially secure. 

They don’t want to worry about bills or being able to afford things they want. 

• LIFESTYLE 

Money earned through investments can help you afford your desired lifestyle.  Investing 

GOAL 

I want my money to work for 

me instead of me having to 

work for every dollar. So I am 

motivated to learn basic 

investing skills now, and 

continue to learn more about 

investing in the future. 
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also gets your money working for you (instead of you having to work for every dollar). 

Investments also help free up time to enjoy life. 

• RETIREMENT  

Most people today rely on Social Security and Medicare to fund their retirement. 

Unfortunately, the SSI and Medicare systems will likely be bankrupt by 2032. You should 

plan for your own retirement as early as possible. 

• BEAT INFLATION. 

Inflation is defined as “too many dollars chasing too few goods.” When this happens, 

prices go up. This is also called monetary inflation. 

  

CASE STUDY 

 The Federal Reserve is the central bank of the United States. It is not part of 

the government; however, the Federal Reserve is designed to work within the 

overall economic and financial policies established by the government. 

 The Federal Reserve is primarily funded by interest on US government 

securities. 

 One of the Reserve’s duties is to regulate money supply. In k2010, the Reserve 

increased money supply by $600 billion. This is commonly referred to as 

“printing money,” although in today’s age, they use technology to create 

money electronically. 

Knowing what you now know about inflation, what do you think might happen to 

inflation based on this increase in the money supply? Will inflation increase or 

decrease? 
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The chart below illustrates the decreased purchasing power of the dollar due to inflation. 

 1950 1960 1970 1980 1990 2000 

Average. Income $3,216 $5,199 $9,357 $19,173 $28,906 $41,343 

New Car $1,511 $2,610 $3,979 $7,201 $16,012 $24,800 

New House $8,450 $12,675 $23,400 $68,714 $123,000 $134,120 

Loaf of Bread $0 .14 $0 .20 $0 .24 $0 .51 $0 .70 $1 .26 

Gallon of Gas $0 .18 $0 .26 $0 .36 $1 .19 $1 .34 $1 .72 

Gallon of Milk $0 .84 $1 .04 $1 .32 $2 .02 $2 .78 $3 .24 

Minimum Wage $0 .75 $1 .00 $1 .60 $3 .10 $3 .80 $5 .15 

 

Lesson Activity: Calculating Inflation 

Using a 3.1% inflation-adjusted figure, determine the value of $100 in 33 years.  

Use your calculator and round to the nearest dollar. 

  Answer: $  _____ 

 Invest! 

Imagine being able to earn money while you sleep, vacation, and shop. Your money grows 

when you earn profit and income by investing your savings in the stock market, bonds, real 

estate, and entrepreneurial endeavors. 

You can achieve financial comfort in two ways:  

1. Build up your net worth, and  

2. Build up your cash flow. 

Net worth is the measure of how much money you have. 

Cash flow is the amount of money coming in on a regular basis from your investments. 

Your net worth and cash flow income should be working for you all the time. 
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Investing Basics – A Brief Glossary

❯ Three types of income – Active: earned through work. Passive: earned without labor on your part, like 

income received from rental properties. Portfolio: returns that come from financial market investments. 

The Laws of Investing 

❯ Supply and Demand – When more people want a product, supply prices go up. And when fewer people 

want that product, prices go down. 

❯ Assets and Liabilities – Easy as ABC. Assets produce income whereas liabilities cost you money (for 

example, cars). Try to get assets, not liabilities! 

  

INVESTING BASICS — A BRIEF GLOSSARY 

Three types of income: 

 Active — earned through work. 

 Passive — earned without labor on your part, like income received from 

rental properties. 

 Portfolio — returns that come from financial market investments. 

THE LAWS OF INVESTING 

 Supply and Demand —When more people want a product, supply prices go up. 

When  fewer people want that product, prices go down. 

 Assets and Liabilities — Easy as ABC. Assets produce income whereas liabilities 

cost you money (for example, cars). Try to get assets, not liabilities. 

 Length of Investment — Basically, a dollar in hand today is worth more than a 

dollar that will be received in some future year. 

 Rate of Return — Return on investment (ROI) refers to the percentage of profit 

or revenue generated from a specific activity. 

 Cash Flow — The income generated through investments. 

 Leverage — The ability to control large dollar amounts of a commodity with a 

comparatively small amount of capital. 
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Lesson Activity: Investment Scenarios 

1.   If you are earning 1% in a savings account and inflation is at 3%, are you able to purchase 

more or less next year?  _______________________________________________________ 

2. What if you were earning 7% on a stock market investment with 3% inflation, would you 

be able to purchase more or less next year?  _______________________________________ 

3. What if your bank offered you a CD at 4% but you had to keep your money in for 5 years, 

what is your risk?  ____________________________________________________________ 

4. In year one, if the inflation rate was 3%. would that give you more or less purchasing 

power?  ____________________________________________________________________ 

If inflation jumped to 8% in the second year, would that investment still make sense for 

you? _______________________________________________________________________ 

 Preparing to Invest 

There are good ways to prepare before you consider making your first investment. Follow these 

guidelines: 

• Before you consider investing be sure to have six months’ worth of expenses put away in 

your emergency fund. 

• Be free of credit card debt and have a working budget in place that allows you to save 

money each month. 

• Only use risk capital for your investments. Risk capital refers to money that you can lose 

without putting you in dangerous financial circumstances. 

• Have a team of trusted advisors and mentors at your disposal. 

• Create an overall investment plan and determine how the investment you are 

considering fits into your plan. 

• Gain expert-level knowledge on each specific investment you are considering by 

conducting due diligence research. Due diligence means you educate yourself on the 

investment and do your homework before committing your hard-earned money. 
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• Determine the risk and potential reward. All investments have a certain amount of risk 

and reward. Ideally, you want to earn the highest return (reward) with the least amount 

of risk. 

• Have an exit plan in place in case the investment doesn’t go as planned. 

 The Big Picture 

Look at investing from a bird’s-eye view. That is, instead of focusing on the ups and downs of 

each individual investment, step back and look at the big picture. Here are some tips: 

TRENDS. 

One of the biggest things to watch is trends. A trend is the direction toward which a market has 

a tendency to move. 

Ultimately, trends allow you to forecast and place your investments ahead of these 

movements. As your knowledge of trends improves, so will your confidence in the results 

derived from demographic models, which will provide key information on where to find the 

next profitable investment. 

DEMOGRAPHIC RESEARCH  

shows you long-term trends as well as characteristics of current groups of people in the 

population. We can draw conclusions based on demographic profiles, which take into account 

factors like age, economic cycles, spending patterns, lifestyle preferences, growth rates, 

generational preferences, migration patterns, historic patterns, income, and employment.

GENERAL RESEARCH 

To invest in companies or markets, you need to know whether they have any problems. If these 

problems are being reported on TV or the web, you ll get a better understanding of why this 

stock is tum- bling, or that housing market is rising. 

 Check Yourself 

Emotions make us do things we wouldn’t normally do. The negative emotions most likely to 

affect people when they invest are greed and fear. Many people just chase the almighty dollar. 

They want more and more – yet when they start to lose money, they become scared and  

freeze up. 

Another emotional crutch for some people is to fall in love with a stock, or a company, or a piece 

of real estate. Despite warning signs telling them to sell, they foolishly continue to hold on to it, 

even as it depreciates in value! 
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People who carry emotional baggage when they invest are likely to make bad decisions more often 

than people with a clear, relaxed business focus. 

 Think for Yourself 

Get-rich-quick schemes are a dime a dozen – someone calling you with a “hot stock tip,” or 

begging you to invest in a sweet deal. These salespeople are trying to stir up your emotions by 

selling you an improbable dream. Gain the knowledge you need to make educated financial 

decisions for yourself. 

 Build a Successful Investment Team 

As much as you do need to think for yourself, nobody ever made a million dollars by working 

exclusively solo. Success takes teamwork. Establishing a winning team lets you invest and be 

the best. Include the following advisors in your team: 

• Tax planner 

• Financial mentor(s) 

• Personal development coach 

• A network of friends and contacts all looking to achieve financial independence 

Selecting the right team of experienced professionals will save you time and headaches in the 

long term. But remember due diligence! There’s no substitute for your own research. 

Hire professionals, but always educate yourself. Although many people are honest and hard-

working, it’s great to have at least a basic knowledge of what each member of your team 

does. Familiarizing yourself with each team member’s job will empower you to catch people 

who don’t play fair. 

Here’s a list of basic questions you should ask each potential team member: 

• How many years have you been in your respective field? 

• Are you knowledgeable in real estate matters? 

• What are your fees and how do you get paid? 

• What are your credentials? 

• What professional boards do you belong to? 

• Have you ever had any disciplinary action? 

• What is your past experience? 

• What other services do you offer? 



 

 

Preparing to Invest 

V3 

Besides the questions listed above, also ask your tax planner: “Are you available year-round for 

questions?” The tax code is complicated; don’t risk making costly mistakes by doing your taxes 

yourself. Hire a professional with whom you can grow as your investment income grows. 

Lesson Activity: Preparing to Invest 

 

          
Low High 

 

Do you want to invest within the next few years?                         Yes   No 

Use the Preparing to Invest Checklist below to check your readiness to invest in your 

future. 

 

PREPARING TO INVEST CHECKLIST 

 Before you consider investing be sure to have six months’ worth of 
expenses put away in your emergency fund.   

 Be free of credit card debt and have a working budget in place that 
allows you to save money each month. 

 Only use risk capital for investments. Risk capital refers to money that 
you can afford to lose without putting you in dangerous financial 
circumstances.  

 Have a team of trusted advisors and mentors at your disposal. 

 Create an overall investment plan and determine how the investment 
you are considering fits into your plan. 

 Gain expert-level knowledge on each specific investment you are 
considering by conducting due diligence research. Due diligence means 
you educate yourself on the investment and do your homework before 
committing your hard-earned money. 

 Determine the risk and potential reward. All investments have a 
certain amount of risk and reward. Ideally, you want to earn the 
highest return (reward) with the least amount of risk.  

 Have an exit plan in place in case the investment doesn’t go as 
planned. 



 

 

Investments 

V3 

Lesson Questions 

1. Which of the following is the best definition of investing? 

a. Too much money chasing too few goods 

b. Being able to feel financially secure 

c. The ability to live one’s desired lifestyle 

d. Buying assets you believe will increase in value 

2. Why do people invest? 

a. To fund their retirement 

b. To achieve financial security 

c. To be able to live a certain lifestyle 

d. To beat inflation 

e. All of the above 

3. Your cash flow is… 

a. The total funds in your checking and savings accounts. 

b. The total of outstanding bills you owe. 

c. The amount of money your investments bring in regularly. 

d. Your total annual salary minus deductions. 

4. Which of the following represents a common percentage used to calculate inflation? 

a. 1% 

b. 2% 

c. 3% 

d. 5% 

e. 8% 

5. Which of the following are important members to include on your team of investment 

advisors? 

a. Personal trainer 

b. Tax planner 

c. Financial mentor 

d. Religious leader 

e. Friends in your network 

f. All of the above 

g. b, c, and e only 
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Essential Questions 

Why do people decide to invest?  __________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

What are some of the basic principles that affect how investments perform?________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

What is a Ponzi scheme?  _________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

What are some ways to become prepared to invest?  ___________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Compounding Interest 

Warm-up Activity 

“The most powerful force in the universe is compound interest.” Albert Einstein 

What do you think this quote means?  _______________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Compound Interest 

What if you had known back when you were 18 years old that, if you just invested $100 a 

month, you could become a millionaire by retirement age?  

Would you have been inspired to start saving and investing your money when you were 

younger? Most people would answer, “Yes!” Unfortunately, even today most people do not 

learn about money when they’re young.  And too many of us learn about money at the “school 

of hard knocks.” 

People who start investing $100 a month before they turn 30 have a good chance of becoming 

millionaires.  

This happens due to a principle called compound interest. Compounding interest allows money 

to grow off of itself. Knowing how the principle works will help you prepare to begin investing. 

The beauty of compounding interest is that you make money BOTH on the money you deposit 

AND on the interest your investments pay you. So interest is calculated not only on the initial 

principal, but also on the accumulated interest your money generates over time.  

That’s the definition of compounding interest: the process by which the value of an investment 

increases exponentially because it earns interest both on the principal and on the prior interest 

payments. 
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Here’s an example of what compounding interest would have meant to someone who started 

investing at age 18: 

Based on a 12% Rate of Return 

If you invest this much  
per month … 

You can be a millionaire 
at this age! 

$100 57 

$200 51 

$400 46 

$700 41 

But no matter your age, you can still take advantage of compounding interest. There are 

various investment strategies to help you get better returns on your money. But just a simple 

savings plan and compounding interest can work in your favor. 

Lesson Activity: A Penny a Day 

Listen carefully to the business proposition put forth by your instructor who needs someone to 

work for him/her for one month. Here are your options: 

1. On the first day, you will earn one penny. But your “salary” will double each day over 

the entire 30 days. 

2. Or you can choose to be paid a lump sum of $100,000 for the entire month. 

Consider your options carefully; then select the one you think will be most successful. Use the 

calendar grid on the next page to make your calculations. 
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Lesson Activity: Compounding Interest  

 

 

Follow your instructor’s directions and use your calculator to complete the following. 

You invest $10,000 that earns a return of 10% per year.  At the end of one year, you will have 

made:   $10,000 X .10 =    

  This is how much you earned the first year. 

Now calculate your total account balance at the end of the year by multiplying  

  $10,000 X 1.1 =    

  This is the new balance in your account. 

Day 1 

 

Day 2 Day 3 Day 4 Day 5 Day 6 Day 7 

Day 8 Day 9 Day 10 Day 11 Day 12 Day 13 Day 14 

Day 15 Day 16 Day 17 Day 18 Day 19 Day 20 Day 21 

Day 22 Day 23 Day 24 Day 25 Day 26 Day 27 Day 28 

Day 29 Day 30      
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Next calculate how much you would have in your account if you earned 10% a year from your 

$10,000 investment for 15 years.  

$10,000      * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$      * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$      * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

$     * 1.1 =    

Round to the nearest dollar:  $______________ 

 The Rule of 72 

The Rule of 72 says that if you divide 72 by the non-decimal interest rate (that is 10, not 0.1) 

you are receiving from an investment the answer tells you how many years it will take for that 

money to double. The Rule of 72 helps illustrate that the earlier you start saving for retirement, 

the better the chances that your money will double. 

EXAMPLE: If you have $10,000 in savings and are earning a 10% interest rate, your money will 

double in 7.2 years. 72 10 = 7.2 

Lesson Activity: Using the Rule of 72 

1. How long will it take to double your $10,000 at 5% interest?  _______________________  

 

2. If you put your $10,000 in your mattress where it earns 0% interest,  

how much will you have when you retire?  _________________________________________  
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Lesson Questions 

1. According to the rule of 72, if you earn a 10% interest rate how long will it take for your 

money to double? 

a. 1 year 

b. 72 years 

c. 7.2 years 

d. It depends on the type of investment. 

2. Interest earned both on an original investment of money and also on the interest the 

original money has accumulated is called _____ interest. 

a. Simple 

b. Nominal  

c. Compound  

d. Real 

3. If you invest $1,000 and earn 8% interest, to what amount will your investment have 

grown after 1 year? 

a. $1,800 

b. $920 

c. $1,080 

d. It depends on the type of investment. 

4. Compounding interest on your investments is beneficial because_____. 

a. It protects you against investment risk. 

b. It allows you to earn interest on the money you initially saved or 

invested, and then as you earn interest, the interest money earns 

interest as well. 

c. It provides a way for you to diversify your investments. 

d. You are able to calculate a return on investment (ROI). 

5. How will the “Rule of 72” help you when you consider various investments? 

a. It will let me know when my investment has increased 72%. 

b. It lets me know when my investment will double. 

c. It can reduce my risk. 

d. All of the above. 

  



 

 

Compounding Interest 

V4 

Essential Questions 

What is compounding interest? ____________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What does the Rule of 72 tell you? _________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Risk & Potential 

Warm-up Activity 

What does financial risk mean to you? ______________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What are some events that might cause an investment to lose money? ____________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Risk Management 

Risk is the chance that an investment you make will lose money. There are ways you can 

manage risk, but a certain amount of risk will remain present in every financial decision you 

make. Consider the following examples: 

Common investment risks include: 

• INFLATION RISK. The value of an asset or income decreases due to the reduced value of the 

currency.  The purchasing power of the investment return declines.  

• LIQUIDITY RISK.  This risk is commonly associated with real estate and refers to the inability 

to convert an asset to cash. With stocks that have a high trading volume, typically your 

liquidity risk is low – with the exception of when there is a significant market correction.  

• INTEREST RATE RISK.  When interest rates rise, the value of a fixed-rate investment will 

decline in value.   

• BUSINESS RISK.  The potential for a company in which you have invested (in a stock or 

bond) to go out of business, become bankrupt, or be unable to pay back their bond 

obligations. Enron, Blockbuster, and Wicks Furniture are a few examples of companies that 

are now out of business. Diversification (holding a variety of investments) helps minimize 

your business risk losses.   

• OPPORTUNITY RISK. When you’re presented with a better investment option than the one 

to which you’ve committed your money, that’s called opportunity risk. Because you’re 

already tied up in a project, you cannot act on the new opportunity and you potentially lose 

profits.  
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• CREDIT RISK. Credit risk is a specific risk for bondholders where the bond issuer cannot 

make interest or principal payments. 

• MARKET RISK (aka Systematic Risk).  The uncertainty and movement of financial markets is 

termed market risk. This type of risk affects all securities in the same asset class in a similar 

manner. Changes in interest rates, tax base, and other factors all affect your potential 

return on investment. Some events that can increase your market risk include: natural 

disasters, major policy changes, and events that can impact the overall market (like the 

collapse of Bear Sterns).  

• REINVESTMENT RISK.  This risk mainly applies to those bondholders whose bonds are 

coming due who are seeking a bond investment with equal or greater interest and the same 

amount of risk. If they’re unsuccessful, their income can be reduced or they may have to 

invest in riskier bonds. 

• POLITICAL RISK. Government action that might change the value of the investment is a risk 

that must be considered.   

 

 Importance of Noting Risk and Potential 

Understanding your risks and their potential to alter your investment returns is extremely 

important. Planning, knowledge, sound advice, and due diligence are some ways to minimize 

investment risk. 

Risk capital refers to money that you can afford to lose without putting you in dangerous 

financial circumstances.  

• You should only invest risk capital. 

• You should gain knowledge about each investment type you are considering. 

• You should have a team of trusted advisors and mentors at your disposal. 

BEFORE YOU INVEST … 

1. First build up an emergency fund in your savings account that would cover your 

expenses for a certain length of time (6-24 months) should you suffer a loss. 

2. Gain knowledge about each investment type you’re considering, and have a team of 

trusted advisors and mentors in place to help guide your decisions.  

3. Create an overall investment plan and judge how well each new investment you 

consider fits into that plan.  

4. Calculate the risk and potential reward of each investment; ideally you want to earn the 

highest return (reward) with the least amount of risk. 

5. Conduct due diligence research on each specific investment you consider. Due diligence 
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means you educate yourself on each investment you’re researching, and do your 

homework before committing your hard-earned money. 

6. Finally, create an exit strategy in case an investment doesn’t pan out as you’ve planned. 

Evaluate the Pros and Cons 

There are a lot of different investments out there, so make a list of possibilities and evaluate the 

advantages and disadvantages of each one. Weed out any investments with overwhelming 

“cons,” and zero in on the best investments for your budget and goals. 

Lesson Activity: How Much Can I Lose? 

Consider each of the following situations and indicate how much you think you can lose in each: 

1. You buy a piece of real estate for $200,000 and make a $20,000 deposit. 

How much can you lose? 

 Nothing 

 Your investment of $20,000 

 More than your original investment 

2. You invest $3,000 to purchase 100 shares of a stock values at $30 a share. 

How much can you lose? 

 Nothing 

 Your investment of $3,000 plus any trading fees 

 ore than your original investment and trading fees 

Lesson Questions 

1. The inability to convert an asset into cash defines which type of risk? 

a. Opportunity risk. 

b. Political risk. 

c. Market risk. 

d. Liquidity risk. 

2. Which of the following is a key method for managing risk in one’s investment plan? 

a. Investing as much of one’s money as possible in the stock market. 

b. Choosing investments with potential for the highest returns. 

c. Using the Rule of 72 to determine how long your investment will take to double. 

d. Conducting due diligence research on every investment one is considering.  
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3. You should only invest    . 

a. Risk capital. 

b. Money borrowed on a credit card. 

c. In real estate. 

d. Interest. 

Essential Questions 

What is a financial risk? __________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What are three different types of financial risk? 

1. ____________________________________________________________________________ 

2. ____________________________________________________________________________ 

3. ____________________________________________________________________________ 

What is risk capital? _____________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

What is due diligence? ___________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 
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Building A Team of Trusted Advisors 

Warm-up Activity 

What is a trusted advisor?  ________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Building Your Team  

As much as you need to think for yourself, nobody ever made a million dollars by working 

exclusively on their own. It takes teamwork. By establishing a winning team, you can be the best 

and invest. 

Creating the right team of professional advisors is important to your success. It’s important to 

work with trusted, reputable, and established professionals within any given field. Would you 

hire a computer programmer to fix your plumbing? Neither should you choose a financial 

advisor without any financial expertise. 

Your financial team should include the following members: 

• College planner – if you or your children are going to college this is a must. 

• Tax planner – the tax code covers more than 15,000 pages.  

(Either learn all the regulations, or find a professional to do your taxes.) 

• Attorney 

• Financial mentor 

• Financial coach, advisor, or professional 

• Insurance agent 

• Realtor and mortgage professional 

Each of these members will play an advisory role in your success. Just like researching an 

investment, do your homework before selecting team members. Ask your friends, family, and 

business associates for referrals. Do your potential advisors have references? Can you check 

their histories? 
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 Your Rock-Solid “A” Team 

• FINANCIAL MENTOR. A mentor could be someone you know who successfully manages 

his/her own money, someone whose advice you feel comfortable soliciting. The more 

knowledgeable, experienced people you have around you, the better decisions you will 

make. 

But never take anyone’s advice without doing your own homework. You’re looking for a 

helpful guide, not a puppet master! Although some people may seem to know how to 

manage their money properly, appearances can be deceiving. Always do your own 

research as a backup. Perhaps one day you will become an experienced mentor yourself! 

• TAX PLANNER. Having the right tax planner on your team will keep more money in your 

pocket when April 15 (Tax Day) comes around. 

The complicated tax code is more than 17,000 pages long, so having a tax planning 

professional is critical. Boning up on basic tax knowledge doesn’t hurt, though, since 

about one-fourth to one-third of your income goes to paying taxes if you work for 

someone else. 

Besides the questions listed below, ask your tax planner: “Are you available year-round 

for questions?” If you’re first starting out, your taxes will be pretty easy to manage, but 

we still don’t advise you to do them yourself. Hire a professional with whom you can 

grow as your investments and income grow. 

• COLLEGE PLANNER. If you or your children are going to college, finding a talented 

college planner is a must. It will be important to determine your (or your child’s) return 

on investment for obtaining the college degree. How much will the education cost, 

compared to the increased earning potential with the degree? 

• ATTORNEY. Legal questions often arise when you review contracts and other 

documents, so finding an efficient attorney is a good idea. Any time you need to sign a 

contract, hire an attorney who specializes in the relevant field. An inexpensive way to 

hire an attorney is through pre-paid legal companies, which typically offer several 

different plans. Choose the plan that best fits your needs. 

Sometimes you might feel you don’t get straight answers from legal folks. Remember 

that they’re trying to limit their own liability. To avoid this problem and get better 

answers, consider reviewing all contracts yourself first, writing down any specific 

questions you have prior to asking the attorney for review. You’ll expand your 

knowledge and get a better grasp of the business side of investing. 
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• REALTOR AND MORTGAGE PROFESSIONAL. If you own or plan to purchase a home, the 

expert assistance of a realtor and/or mortgage professional will be critical to your 

advisement team. They can help you calculate the mortgage you can afford, obtain 

financing, and research and select the perfect property for your needs. 

• FINANCIAL ADVISOR. Finding a trusted financial advisor can help you achieve your 

financial objectives and forms an important member of your investment team. Find an 

advisor who believes in furthering your education and who takes the time to truly 

understand your investment objectives. 

• INSURANCE AGENT. Many people just choose insurance companies based on the 

cheapest rates. But choosing by price alone might actually cost you more in the long 

run. Pick an established insurance company with competitive rates, one that offers all 

types of insurance (auto, home, life) and that knows the business inside and out. Select 

an experienced agent who can address your unique situation. 

Ask each professional you’re considering as a member of your trusted advisor team the 

following basic questions: 

• How many years have you been in your respective field? 

• What are your fees and how do you get paid? 

• What are your credentials? 

• What professional boards do you belong to? 

• Have you ever had any disciplinary action? 

• What is your past experience? 

• What other services do you offer? 

• How many other people do you advise? 

Choose people who not only are educated, but whom you like on a personal level. These 

relationships will be long-term, so you want to work with people you enjoy being around. If your 

financial planner, realtor, lawyer, or tax professional is a close trusted friend, and you know he 

or she has been successfully managing and investing money for years, that person may be an 

excellent resource. 

While it’s important to have a great team on your side, you shouldn’t use your advisors as a 

crutch. Your financial decisions are ultimately your own. Your advisors just serve the purpose of 

informing you about all your available options. 
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Once you have the proper team in place, your advisors will support your efforts in ways you 

can’t accomplish alone. You’ll have more time at your disposal and the peace of mind you need 

to start building your fortune. 

Lesson Activity: Investment Protection 

Consider the following scenarios and write down your answers to the questions about each. 

1. A mortgage broker recommends to a family that makes $2,500 a month that they get a loan 

at payments of $1,000 per month. What he doesn’t tell the family is that,  

• in the second year, the payments increase to $1,500;  

• in the third year payments will be $2,000; and  

• by the fifth year payments will be $3,000 per month.  

This escalated payment schedule is mentioned in the 40 pages of legal disclaimers the family 

received, but they didn’t read all those pages because the documents were confusing. 

How could this family have protected themselves from getting a mortgage that was bad for 

their situation? 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 

 
2. In 2008, one of the largest investment banking firms in the country was recommending that 

people purchase an investment while secretly betting that the investment would lose money. 

As a result, the investment firm made millions while the people lost millions. 

 

How could the people who became prey to this scandal have protected themselves? 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 

 ___________________________________________________________________________ 
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Lesson Questions 

1. Which of the following are two professionals you should have on your team of trusted 

advisors? 

a. College professor and health care professional. 

b. Doctor and event planner. 

c. College planner and tax planner. 

d. Accountant and pastor. 

2. What is the primary role of a financial advisor? 

a. To make your final investment decisions for you. 

b. To help you get a mortgage. 

c. To protect you from banking fees. 

d. To inform you about all the options surrounding a financial decision. 

3. Which of the following is an important question you should ask a potential member of 

your team of trusted advisors? 

a. What is your past experience? 

b. How much do you earn? 

c. Do you have any hot stock market tips? 

d. Where did you go to school? 

e. How many other people do you advise? 
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Essential Questions 

What is a trusted advisor? ________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Why is it important to have trusted advisors in business?  

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What are three things I should ask a potential advisor? 

1. ____________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

2. ____________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

3. ____________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 
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Types of Investments 

Warm-Up Activity 

Why should I learn about investments as part of my long-term financial planning strategy? 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

 Investment Basics: Opportunity Cost, Risk, and Reward 

When striving to reach a state of financial wellness, it is important that you have a solid 

understanding of the types of investments available and how each can fit into your long-term 

financial strategy. 

Every time you choose to make an investment, you will have less money to put into other 

investments. That concept is called “opportunity cost.”  

Each investment opportunity offers varying levels of risk and reward that should be calculated 

prior to taking any action.  

In general, the higher the risk of a given investment, the higher its potential reward will be; and 

lower-risk investments have lower potential returns. 
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 Types of Investments 

SAVINGS ACCOUNTS 

Returns Are low, typically below inflation.  

In 2014, most savings interest rates are less than 1%. 

Benefit Include ability to access money quickly and safety of principal. 

Risks There is low risk of capital loss because banks are insured by the FDIC (credit 

unions, by the NCAU). 

Liquidity You can access your money instantly (although with larger amounts, you may 

experience some delay. 

Low cost to access money. 

CERTIFICATE OF DEPOSIT (CD) 

Returns are low, but often higher than savings accounts. The more money you have to 

invest in CDs, the larger return you can earn. In 2012, CD rates for one year 

were about 1%. 

Benefit Money Market accounts have similar qualities to CDs but are typically shorter 

in term, often with maturity dates of one year or less. 

Risks There is low risk of capital loss because CDs are insured by FDIC (banks) or 

NCAU (credit unions). The longer the term of a CD, the higher the risk that it 

will earn a return less than inflation. 

Liquidity CD liquidity varies. You may pay a fee to access the money. There will be 

minimal or no cost — if you wait until the maturity date. If you sell before the 

CD maturity date, you will probably pay penalties. 

ANNUITY. 
Investors can opt to set up an annuity to provide income for a specific period of time,  

a term which can end during their lifetimes. 
Returns Varies. Income is dependent on the amount of your investment, length of 

payments and performance, and what type of annuity you choose. Two 

common types of annuities are fixed annuity, which provides a guaranteed 

payout; or variable annuity, where income is determined by the performance 

of the annuity’s underlying investments. 

Benefit Include the potential to generate a future income stream; some annuities offer 

capital protection. 

Risks Vary with type of annuity. Common risks include lack of liquidity and inflation 

risk. There is also a smaller risk that you’ll lose your capital investment if the 

insurance company that insures the annuity fails. 

Liquidity Most annuities allow for some type of distribution penalty-free; however, you 

probably won’t be able to access all your money immediately without paying 

penalties. 
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INDIVIDUAL STOCKS 

Returns Varies depending on market conditions and investment strategies.  

Benefit Stocks have the potential to earn returns greater than the rate of inflation. 

Risks You can lose 100% of your money. 

Liquidity You can sell stocks any time the market is open. Many stocks can be traded 

after hours. 

MUTUAL FUNDS 

Returns Varies greatly depending upon type of mutual fund investment.  

Benefit Include the availability of a wide selection of mutual fund options that meet 

a variety of investment goals. The returns you can expect are tied to the 

amount of risk you’re willing to take.  

Risks Risk varies greatly depending on the type of mutual fund in which you 

invest;, with some funds, you can lose your entire capital investment.  

Liquidity Most mutual funds are liquid and, like shares, can be sold the same or next 

day at Net Asset Value (NAV). There are different types of mutual fund 

classes that you can choose. Some penalize for early withdrawal.  

COMMODITIES 

Returns Varies greatly. 

Benefit Commodities may provide a hedge against inflation. 

Risks There is a risk of losing some or all of your money.  

Liquidity In most markets, you can access your money quickly. 

EXCHANGE TRADED FUND (ETF) 

Returns Varies depending on the type of ETF you choose.  

Benefit ETFs provide broad market exposure and typically have lower operating 

expenses than mutual funds. You can buy and sell ETFs when the market is 

open, compared to mutual funds which only allow sales at the close of 

market. 

Risks You can lose some or all of your money. 

Liquidity Most ETFs offer a high degree of liquidity. 
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BONDS 

Returns Varies widely based on type of bond. Bonds have a price and yield 

proportional to their risk. Returns on municipal bonds (issued by cities, 

counties, etc.) vary, depending on safety of investment, but can range from 

2% to 5%. Returns on corporate bonds range by risk from 4% to as high as 

20% for very high risk bonds, aka “junk” bonds.  

Benefit Bonds are typically less volatile than stocks, and are often used to stabilize 

portfolio value. Income is received at regular intervals. Some bonds have tax 

advantages. 

Risks Varies. If you choose a high-risk bond and the company that issued the debt 

goes bankrupt, you could lose your entire investment. This is known as 

business risk. There is also inflation risk. Bond prices have an inverse 

relationship with interest rates: when one rises, the other falls. So if you sell 

before the bond matures, you could lose money.  

Liquidity Typically bonds are less liquid than stocks. If a bond is downgraded or in 

default, you might have trouble getting out of the investment.  

REAL ESTATE 

Benefit Investing in real estate has several benefits: appreciation (property goes up 

in value); cash flow (rental and income producing properties); and potential 

tax benefits and leverage. 

Risks Depreciation, falling housing prices, and being unable to sell are risks of 

owning real estate. Most people get loans to buy real estate. If you lose 

your job or have financial hardships, you may not be able to pay back the 

loan. Then you might have to “short sell” the home (sell for less than the  

house is worth) or be foreclosed (the lender takes back the home). In both 

cases, you could lose more money than you’ve invested, plus it would hurt 

your credit rating. 

Liquidity In good real estate markets, you can sell within a few months. In bad real 

estate markets, it may take years to sell at a discount. Cost of sale is about 

8% of the home sales price. 
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Lesson Activity: Opportunity Cost 

Consider each of the scenarios described below, and write your thoughts about the best 

decision for each situation. 

1. You are looking to purchase a rental property in six months. You have $25,000 in your 

checking account that is not earning any interest. You would like to see the $25,000 

working for you.  

What investment(s) would you consider with this scenario? 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

 

2. You are looking for an income stream when you retire. You have calculated exactly how 

much you need to live, and you don’t have any extra money to make riskier 

investments.  

Which investment sounds right to you in this situation? 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 
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3. You are young and willing to take educated investment risks that earn high returns. 

What investment options may be best for you? 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

4. You need to access your money in a month. Where could you put your money? 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

5. You want to save money to eventually purchase a home. You plan to buy a home within 

five years but will do so sooner if your money earns good returns.  

What are the types of investments to consider in this situation? 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 
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Lesson Questions 

1. What is opportunity cost? 

a. The liquidity of an investment. 

b. The idea that when you choose an investment option, you will have less money 

available to invest in other options. 

c. The risk of losing one’s capital. 

d. The cost of buying a stock. 

e. The benefit an investor receives from taking a higher risk. 

 

2. When choosing investments, the relationship between risk and reward is best stated as: 

a. The higher the risk, the lower the potential reward. 

b. The lower the risk, the higher the potential reward. 

c. The higher the risk, the higher the potential reward. 

d. The higher the reward, the easier it is for the investor to calculate risk. 

e. There is no relationship between risk and reward. 

 

3. In investing, the term liquidity refers to: 

a. How quickly the investment can be turned into cash. 

b. The value of the investment in whole dollars. 

c. The ability of the investment to keep pace with inflation rates. 

d. The perceived ability of the investor to pay back his or her debts. 

e. The value of the investment according to the consumer price index. 
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Essential Questions 

Name four types of investments currently available. 

1. ____________________________________________________________________________ 

2. ____________________________________________________________________________ 

3. ____________________________________________________________________________ 

4. ____________________________________________________________________________ 

 

What is opportunity cost? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

What is the relationship between risk and reward when making investments? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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The Stock Market 

Warm-Up Activity 

What is a stock? ________________________________________________________________ 

  _____________________________________________________________________________  

______________________________________________________________________________ 

What does diversification mean?  __________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 What Is the Stock Market? 

You may have heard stories about the millions of dollars made by people who owned stocks or 

shares in Microsoft, Google, and Wal-Mart. There are many different types of financial markets: 

stock, bond, option, and futures markets are just a few. The stock market is one piece of the 

overall U.S. financial market. The stock market is a market for trading the stock of companies 

and other fianncial securities. A stock is genuine partial ownership  in a company. For exmaple, 

if you owned 10,000 shares of a company that has 1,000,000 outstanding shrea, you would own 

1% of that company. 

The stock market offers investors the opportunity to reap rewards, but there is also a risk. For 

example, have you ever heard of Enron? How about WorldCom? (Hint: both had their stocks 

drop to $0 in value). Although any investment carries risks, education, experience, and a trusted 

team can help you achieve successful returns on your investments. 

The stocks of companies are listed and traded on stock exchanges. The stock of companies in 

the United States is listed on several different exchanges; for example, the New York Stock 

Exchange (NYSE) and the NASDAQ. 

During trading, stocks are bought and sold by bidding. When the bid price (price at which buyer 

is willing to buy) and ask price (price at which seller is willing to sell) match, a sale takes place. 

This means that prices can fluctuate day-to-day and the worth of the stock you own can change, 

depending on demand for the company’s stock. The stock market moves based on prices at 

which people are offering to purchase a stock. You can make a consistent, steady return using 

index investing, no matter which way the market moves. 
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 How Buying & Selling Works  

Let’s break it down. A stockbroker is the middleman. He sells or buys stock on your behalf. The 

reason is that stock transactions must be made between two members of the exchange – you 

can’t just walk into a stock exchange and start trading stocks. So you’re going to be using a 

broker to invest in stocks. 

In addition, stockbrokers may also offer financial advice to 

their clients on which stocks to buy. Therefore, a basic stock 

market transaction works like this: YOU  BROKER  ELECTRONIC 

EXCHANGE  BROKER   YOU 

 

Lesson Activity: Auction Game 

Follow the instructions provided by your instructor. During the game, you will have an 

opportunity to bid on an item against your classmates. 

 

 

 

HINTS FOR SUCCESS: A FEW IMPORTANT LESSONS 

 Don’t listen to “hot stock tips.” 

Most of the time, they are wrong and move people away from their 

overall investment strategy. You’ve probably already received bogus 

stock tips in your email spam. That’s where these tips belong – in 

your junk folder! 

 Don’t invest in individual stocks unless you are highly-educated or 

have a trusted team. It can be trick to pick a winner out of a bag of 

hundreds or thousands of stocks. 

 Be careful who you take advice from. Wall Street is full of conflicts, 

and everyone wants a piece of your money. 

BROKER

ELECTRONIC 
EXCHANGEBROKER

YOU
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 Basic Principles of the Stock Market 

SUPPLY AND DEMAND 

This is a fundamental rule of economics. The stock market runs according to this rule. 

• Supply is the quantity of stock shares available for sale. 

• Demand is the number of stock shares investors are willing to purchase at a given 

price. 

• If supply is greater than demand, in the case of stocks, then the price will naturally 

fall. If supply is less than demand, the price will go up. 

This principle explains why stock prices go up and down, but the reason for greater interest (or 

lack of interest) in a stock is more related to the company’s performance, gossip about the 

company’s future, and/or technical factors. 

RISK AND RETURN 

Just like supply and demand, risk and return are correlated (or they should be if you’re getting a 

good deal). 

• If an investment is low risk, you probably can’t expect high returns. 

• In high-risk ventures, you can expect higher returns in exchange for risking your 

money. 

For instance, if you invest in a brand-new company with no track record, you’re taking a high 

risk. What if the company goes out of business? You would lose everything. Or if it’s successful, 

you could make a lot of money. 

Once you have a solid savings account and a lot of knowledge about choosing individual stocks, 

it’s okay to allocate a small portion of your portfolio to riskier investments. But not before! 

OWNERSHIP 

Owning a stock makes you co-owner of the company. Ownership gives you a voice in the 

company’s business. You can vote at meetings and take a real interest in the inner workings of 

the company you’ve invested in. You can vote at meetings and take a real interest in the inner 

workings of the company. You act through an appointed group of individuals called the Board 

of Directors. This board acts in your interest while the company’s management acts in the 

company’s best interest. The company’s management (CEO and other executive staff) answer 

to the Board of Directors. 
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STREET TALK 

You’ve probably heard the word on the street. Now learn the lingo of Wall Street. 

• Share — A share is an ownership unit of a company issued to shareholders. 

• IPO —Initial Public Offering (IPO) is the first sale of a corporation’s common shares 

to public investors. The main purpose of an IPO is to raise capital for the corporation. 

• P/E Ratio —The price/earnings (P/E) ratio represents a stock’s present price in 

relation to its per share earnings from the past year. 

• Moving Averages —Technical investors look at charts and evaluate the stock price in 

relation to the average of a stock’s closing price for a specified number of previous 

closing prices. This can indicate whether stock is moving up or down – which is 

important for analysis because once a stock starts moving in a particular direction, it 

tends to gain strength and continue moving in that direction. 

• Volume — equals the daily number of shares of a security that are traded. This is 

another indicator. Increased volume on increasing prices shows accumulation. 

Increased volume on lower prices shows distribution. Price/volume relations can 

determine which way a stock will move. 

• Consolidation —occurs when a stock pulls back after a move up or down, and 

temporarily trades in a narrower range on lower volume. 

• Odd Lot — order to buy or sell less than 100 shares of a stock. 

• Stop Loss —This is a sell order placed under current stock price to limit losses in case 

a stock price goes down. For example, your stock is currently at $20. You want to sell 

if it drops to $18, so you would simply put a Stop Loss order in at $18. The stock is 

sold automatically once it reaches that level. 

 Approaches to Trading 

There are different approaches for finding the “best” stocks. For example, fundamental 

investors look at things like earnings per share (EPS), book value, and P/E ratio (price/earnings). 

There are also technical investors who avidly read charts to determine trends. In the same way, 

there are different styles of trading and investing in stocks. 

• DAY TRADERS usually try to profit from short-term price conditions, so they like to 

connect with fast, impulsive sellers and buyers. These traders often place several 

trades to several hundred trades per day. 
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• SHORT-TERM INVESTORS are keen to buy a stock. Then if the stock moves up, they 

get their money (and profit) back out quickly. If the stock moves down, they cut their 

losses and sell. 

Those short-term profits that traders and short-term investors generate can be 

tempting, but unless you’re extremely experienced, it’s wiser to adopt a long-term 

mentality. 

• LONG-TERM INVESTORS are often called “buy and hold” investors. They purchase 

stock in hopes of generating large gains over a period of time. 

No investing style is necessarily better than another; but until you have a lot of 

education and experience, it’s probably best to focus on long-term investments. 

• ACTIVE VS. PASSIVE PORTFOLIO MANAGEMENT.  You also can weigh the pros and 

cons of active vs. passive management of your stock portfolio. Active management is 

considered an art: stock picking and market timing. Passive management is more of a 

“buy and hold” approach. 

What suits you best? Many new investors start off passively, looking for long-term steady gains 

until they have a better understanding of how the market operates. 

If you’ve done your homework, you’ve covered your bases and covered your backside. 

 Diversification 

Diversification is defined as spreading investments among many different securities or sectors 

to reduce the risk of owning any single investment. For example, if you put money into a SPY 

(A&P 500 Index ETF), you literally own a fractional interest in every one of the 500 stocks that 

make up that index. If one stock in the S&P 500 has bad news and drops 50% of its value, you’re 

only invested in 1/500th of that stock, and you won’t see too much negative effect from that. In 

comparison, if you just owned that stock by itself, you would have lost 50% immediately. 

Lesson Activity: Diversification  

PART I 

• Person A invests $100,000 of his money in a startup company that  

many people think will take off. 

• Person B invests $10,000 of his money in the startup mentioned above; $30,000 in 

real estate; and the remaining in a few different mutual funds. 
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If the startup company’s stock price skyrockets, who will make the most?  

  Person A  Person B 

If the startup company fails, who will lose the most?  

  Person A  Person B 

In what ways can Person A generate a positive return on investment? _______________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________

________________________________________________________________________ 

In what ways can Person B generate a positive return on investment? _______________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

PART II 

• All of a family’s investments are held in mutual funds. They decide to invest in an 

individual stock. Which of the following describes this action? 

  Diversification BETWEEN asset classes 

  Diversification WITHIN an asset class. 

• A family owns a home and decides to invest in an ETF and some physical gold. Which of 

the following describes this action? 

  Diversification BETWEEN asset classes 

  Diversification WITHIN an asset class. 

How can having a diversified portfolio benefit you?  ______________________________

________________________________________________________________________

________________________________________________________________________ 

________________________________________________________________________ 
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What are the possible drawbacks of having a diversified investment portfolio? ________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

________________________________________________________________________ 

 

 Types of Funds 

• Mutual funds are funds operated by an investment company. The money is pooled together 

from various shareholders and then invested in different stocks, bonds, options, 

commodities, or money market securities. Mutual fund managers buy and sell stock on a 

regular basis and try to deliver returns that beat the overall market performance. 

• An index fund is a type of mutual fund whose portfolio is designed to track the components 

of a market index and can give investors increased diversification, broad market exposure, 

and low operating expense. Examples: the S&P 500, the NASDAQ 100, the Wilshire 5000, 

and the Dow Jones. 

• An ETF (exchange-traded fund) is a security that tracks a basket of assets like a commodity, 

sector, index, or other area. It acts similarly to an index fund but trades like a stock. 

Examples include an S&P 500 ETF called Spiders (SPY) and a Wilshire 5000 ETF called Vipers 

(VTI). 
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Mutual funds offer a cost-efficient way for educated investors to allocate and diversify their 

monies. There are several types of mutual funds: 

There are thousands of mutual funds, and most fit within a smaller subset of categories.  

• Aggressive Growth Funds — try to maximize capital gains, may leverage their assets 

by borrowing money, and may trade in stock options. 

• Growth Funds —are similar to aggressive growth funds, but usually do not leverage 

their investments (borrow money) or use stock options. 

• Growth Income Funds — The goal is to generate dividend income and growth. 

• Income Funds — The main focus is on generating dividend income. 

• International Funds — hold stock of companies around the world. 

• Asset Allocation Funds — don’t just invest in stocks; they also may have bonds, real 

estate, metals, and money market and other mutual funds. 

• Sector Funds— invest in a specific sector of the stock market. For example, a 

technology fund would buy tech stocks. 

• Bond Funds — invest in corporate and government bonds. 

• Money Market Funds — are mutual funds that invest solely in short-term debt 

instruments. 

• Equity Fund — Essentially, this is a mutual fund with a portfolio consisting primarily 

of stocks, as opposed to a mix of bonds and other commodities. There are several 

different types of equity funds. 

SCENARIO 

There was an investor who wanted to invest in technology stocks.  

He had a good idea about which stocks he was interested in, and this is what he 

found: 

Technology stock 1  ...... $300 per share 

Technology stock 2 ....... $50 per share 

Technology stock 3  ...... $150 per share 

Technology stock 4  ...... $100 per share 

If he wanted to invest in each of these stocks, it would cost him  

$600 plus trading fees. 

He also found a mutual fund that owns the exact stocks he was interested in 

trading. The investor could also choose to purchase the mutual fund.  
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• Growth— These are stocks believed to be the fastest-growing companies in the 

market. On the other hand, they rarely provide dividend income and are considered 

higher risk. 

• Income —Investing in securities that pay interest or dividends to provide income. 

• Growth & Income — A combo of the two above, providing both growth and income. 

• Value — Investing in large or mid-sized companies that may be undervalued. 

• Small, Medium & Large — Based on size, these funds invest in emerging (small), 

mid-sized (medium), or established (large) cap. 

• Sector — Stocks in a single market sector carry more risk than investing across many 

sectors; however, the potential rewards are greater. Sector funds may include funds 

that just invest in computer chip companies or telecom companies. 

• Fixed Income and Money Market — These are low-risk funds that earn much lower 

returns, on average. They work as interest-bearing investments with reduced risk, 

compared to equities. If you’re a long way from retirement, you probably won’t 

need these low-risk funds in your portfolio yet. If you’re closer to retirement, you 

may want to consider these funds. 

• Balanced — As the name implies, a mutual fund that invests into the money market, 

bonds, preferred stock, and common stock. 

A “sales”, “charge” or “load” is levied on the purchase or sale of mutual fund shares. Common 

load types include: 

• Front-end loan — paid when shares are purchased (Class A shares). 

• Back-end load — paid when shares are sold (Class B shares). 

• Level load / low load — paid annually (Class C shares). 

• No-load fund — no sales load is paid up front or on the sale; however, fees like 

exchange fees, account fees, etc., are paid (Class C shares). 

 The Joy of Index 

An index is a group of stocks that collectively represents a larger group. Index funds basically 

allow investors to buy a bunch of stocks that mimic the performance of the entire stock market, 

in the hope of replicating a successful trend. Since you’re investing in the overall performance of 

the market, the risk of investing in a single stock can be reduced. 

Broad market indexes allow you to generate investment returns similar to overall market 

performance. When you invest in the S&P 500 broad market index, you are actually purchasing 
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a fraction of all the 500 stocks in that index. Broad market indexes that closely match the overall 

return of the stock market earn higher returns for investors than the average mutual fund. The 

smallest broad-based index is the Dow Jones Industrial Average, with 30 industrial stocks. The 

largest is the Wilshire 5000, with over 5000 stocks in one fund. 

• The Dow Jones Industrial Index  

The Dow is an average of the 30 most significant stocks traded on the New York 

Stock Exchange (NYSE). This is the oldest and one of the most observed indexes in 

the world. Companies whose stock is traded on the Dow include McDonald’s, Home 

Depot, Verizon, Coca-Cola, Microsoft, and American Express. 

• The Standard & Poor’s 500.  

The S&P is a basket of 500 stocks from leading companies in leading industries. The 

performance of the S&P gives a broad snapshot of the performance of the overall US 

equities market. This is one of the best broad-based indexes for beginning investors. 

Amazon, Johnson & Johnson, Disney, Motorola, Office Depot, and Wells Fargo are 

among the stocks that make up the S&P index. 

• NASDAQ 100.  

One hundred of the largest domestic and international non-financial companies are 

on the NASDAQ stock exchange. This exchange is heavily weighted with technology 

stocks. 

• Wilshire 5000.  

These are all publicly traded companies in leading industries, representing the 

broadest index for the US equity market. It has grown from 5,000 to more than 6,500 

stocks. 

Investing in mutual funds, index funds, or ETFs is something you should only do when you have 

some knowledge and the guidance of professional, trusted advisor. You can see that you have a 

lot of choices in the stock market. 

 So Where Do You Invest?  

There are more than 10,000 mutual funds. And having too many choices can be overwhelming, 

which definitely won’t help your decision process. Keep it simple. If you don't understand an 

investment, don't buy it. 

Choose investments that suit your age, risk tolerance level, and financial goals. Each person is 

different and it’s important to have a clear investment strategy before putting money at risk. 

For instance, some people may be able to invest more conservatively as they approach 
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retirement age; others who are behind on their retirement savings may need to be more 

aggressive.  

Choose an overall investment strategy and investments that suit you. 

 Dollar Cost 

Averaging  

If you were to invest $100 per 

month, you would own 131 shares 

after one year. Your investment 

would have increased in value by 

$376.  In comparison, if you did 

not follow a dollar cost averaging 

plan, and purchased $1,200 worth 

of shares at once, in 2013 your 

return would be $240. You would 

own 120 total shares ($1,200 

investment divided by $10 per 

share = 120 total shares). 

 

Lesson Activity: Dollar Cost Averaging 

Listen to the instructor’s explanation about how dollar cost averaging works, and follow along 

using the sample plan below. 

To create a dollar cost averaging plan, there are two key elements: 

1. Budget the exact amount of money you can invest. 

2. At set specific intervals — weekly, monthly, or quarterly — invest that amount of money 

into the investment. 

  

A SAMPLE PLAN 

 
Monthly 

Investment 
Cost per 

Share 
# Shares 

Purchased 
Jan $100 $10 10 
Feb $100 $9 11.1 
Mar $100 $8 12.5 
Apr $100 $9 11.1 
May $100 $7 14.2 
Jun $100 $6 16.6 
Jul $100 $8 12.5 

Aug $100 $10 10 
Sep $100 $12 8.3 
Nov $100 $13 7.7 
Dec $100 $11 9.1 
Jan $100 $12 8.3 

 TOTAL SHARES: 131.4 
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What are your thoughts about dollar cost averaging? ___________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 

What benefits do you see in developing a dollar cost averaging plan?   _____________________

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 

Describe a situation where following a dollar cost averaging plan would earn you a lower return 

than investing a lump sum:    ______________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________

______________________________________________________________________________ 
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Lesson Questions 

1. A stock is … 

a. A type of bond. 

b. An example of the relationship between risk and return. 

c. An investment method. 

d. A share in a company, representing partial ownership of that company. 

2. Which of the following best describes the principle of supply and demand? 

a. If supply is greater than demand, the price will go down. 

b. If demand is greater than supply, the price will go down. 

c. If supply goes up, the demand will fall. 

d. If demand increases, the supply will increase. 

3. What is the main purpose of investment diversification? 

a. To spread the returns over a longer period of time. 

b. To reduce the risk of owning any single investment. 

c. To help budget one’s investment dollars more wisely. 

d. To identify different types of asset classes. 

4. What are the two key elements of dollar cost averaging? 

a. Budgeting the amount you have to invest and investing a set amount at specific 

intervals. 

b. Choosing an asset class and trading stocks. 

c. Developing a quarterly plan and diversifying your portfolio. 

d. Day trading and maximizing long-term gains. 
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Essential Questions 

What is a stock? ________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What are the two basic principles of supply and demand? _______________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is the difference between day traders, short-term investors, and long-term investors in 

the stock market? _______________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

How can having a diversified portfolio help me? _______________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What are the possible drawbacks of having a diversified portfolio? ________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is dollar cost averaging? _____________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Investing in Real Estate 

Warm-up Activity 

Why do you think real estate is an investment?  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________  

______________________________________________________________________________ 

 Why Buy Real Estate? 

Home ownership provides a number of benefits, but like all major purchases, buying property 

takes planning. First you need to have a working budget in place so you know what you can 

truly afford. To create that budget, you need to understand all the costs associated with home 

ownership. 

Financially successful people are the ones who make sure they can really afford a purchase 

before they buy.  

If you plan to buy a home and live in it, here are the expenses to include: 

• Mortgage payment: you make an initial down payment and then make monthly 

payments toward paying off the balance. 

• Property taxes: these vary by region, but typically run 1% – 3%. 

• Insurance: You need homeowner’s insurance to protect against damages from fire, 

wind, and earthquake (for example). Some lenders will not even issue a mortgage on 

an uninsured property. 

• Association dues: There may be fees associated with buying a condominium or town 

home. 

• Maintenance: Costs of maintenance will be affected by the age and condition of the 

home. Ask a real estate agent, friend, or family member with knowledge. 

• Closing costs: there are fees associated with buying or selling a property. For a 

buyer, closing costs will be calculated at 2.5% of the loan amount. For the seller, 

closing costs will be between 7% and 8%. 
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Don’t be “house poor” – that means being broke due to the expenses of owning a home. Being 

“house poor” usually is the result of poor planning or not having a budget. 

Property ownership has some benefits: 

• Leverage – you control a property that has greater value than the cash you put down. 

• Equity growth – when you pay down your loan principal regularly, your property value 

will grow at a steady, predictable rate. 

• Tax benefits – there are many tax benefits available to real estate owners. 

• Appreciation – this refers to the increase in value of a property. 

• Higher ROI – real estate offers a much higher return on investment than other asset 

classes. 

• Cash flow – if you buy a rental property, you will earn income from the tenants. 

However, buying real estate also carries some risk: 

• Liquidity – selling a property can take a long time, even years, depending on the market 

conditions. 

• Change in loan market – lenders may change their rules any time. 

• Market conditions – the housing market often fluctuates. 

• Maintenance – costs to repair and keep up a home can be quite costly. Savings and 

adequate insurance are critical. 

Lesson Activity: Breaking It Down 

Here’s an example of the costs in your real estate investment budget: 

 

 

 

 

 

 

 

 

 

 

 

Follow the directions provided by your instructor to complete the following lists with your 

partner. 

  

Purchase price $100,000 

Down payment at 10% of purchase price $  10,000 

Mortgage payment (based on $90,000 at 6.5%) $ 874 

Property tax $ 105 

Insurance $ 40 

Association dues $ 0 

Maintenance $ 45 

Total monthly payment $ 1,064 
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What are five reasons to purchase a home? 

1.  ____________________________________________________________________________ 

______________________________________________________________________________ 

2.  ____________________________________________________________________________ 

______________________________________________________________________________ 

3.  ____________________________________________________________________________ 

______________________________________________________________________________ 

4.  ____________________________________________________________________________ 

______________________________________________________________________________ 

5.  ____________________________________________________________________________ 

______________________________________________________________________________

What are five reasons not to purchase a home? 

1.  ____________________________________________________________________________ 

______________________________________________________________________________ 

2.  ____________________________________________________________________________ 

______________________________________________________________________________ 

3.  ____________________________________________________________________________ 

______________________________________________________________________________ 

4.  ____________________________________________________________________________ 

______________________________________________________________________________ 

5.  ____________________________________________________________________________ 

______________________________________________________________________________
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Based on a 12% Rate of Return 

If you invest this much  
per month … 

You can be a millionaire 
at this age! 

$100 57 

$200 51 

$400 46 

$700 41 

 

But no matter your age, you can still take advantage of compounding interest. There are 

various investment strategies to help you get better returns on your money. But just a simple 

savings plan and compounding interest can work in your favor. 
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Lesson Questions 

1. What does it mean to be “house poor?” 

a. Being broke due to the costs of owning a home. 

b. Owing more than the home’s value. 

c. Creating a budget to plan for costs. 

d. Paying a high association fee. 

2. Property tax rates vary according to… 

a. Time 

b. Owner’s age 

c. Region 

d. Size of the home 

3. Which of the following percentages of the purchase price might a real estate buyer 

expect to incur in closing costs? 

a. 1% 

b. 2.5% 

c. 8% 

d. 12% 

e. 20% 
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Essential Questions: 

What is equity? _________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is a mortgage? _____________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

Name one benefit of investing in real estate:  _________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What is compounding interest? ____________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

What does the Rule of 72 tell you? _________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 
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Investment Diversification 

Warm-Up Activity 

What does diversification mean?  __________________________________________________  

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 The Importance of Diversification 

Most top investment advisors will recommend that you diversify your investments. Investment 

diversification is an important step toward developing a successful investment formula. 

Diversification means that you put your money into several different types of investments that 

are unlikely to all move in the same direction.  

• For example, you might spread your money across stocks, bonds, and real estate. When 

the value of one investment goes down, one of the others might go up, so you reduce 

your overall losses. 

• Here’s another example: if you put your money into an exchange-traded fund (ETF) 

index like the S&P 500, you literally own a very small amount of interest in each of the 

500 stocks that make up the index. So if one stock in the S&P 500 drops 50%, you will 

only lose 50% of 1/500th of your investment. But if you had invested all your money in a 

single stock and that stock dropped 50%, you would lose 50% of your money.  

Diversification of assets is one way of protecting yourself from risk. 

Your team of investment advisors can help you make qualified diversification decisions. You 

should consult with them about how best to spread your money around to reach your long-

term goals. 
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There are lots of different types of investments, and learning about all of them might seem 

overwhelming. But you can start making good decisions if you just know a few basic 

investment types. 

• BONDS are investments where you buy debt from someone (usually a government body 

or corporation) so that they have the cash now. In return, you receive payment at a 

fixed interest rate from them over a long period of time. 

• MONEY MARKET INSTRUMENTS are things like certificates of deposit (CDs), Treasury 

Bills, and money market funds. They’re short-term, low-return investments that usually 

mature within one year. 

• MUTUAL FUNDS are various securities (stocks, bonds, or money markets) bundled into a 

group. You can buy shares of the whole group. Mutual funds are a fairly safe, simple 

way to diversify. 

• STOCKS. When you buy stocks, you buy a percentage (called a share) of a company. If 

the company does well, then stock usually goes up — and vice versa. 

• REAL ESTATE. Real property includes things like homes, land, and buildings. 

• BUSINESSES. Buying or starting a business is another type of investment you can 

choose. 

Lesson Activity: The Investment Game 

Follow your instructor’s directions for playing the game, then answer these reflective questions: 

How did it feel to lose some money and gain some money?  _______________________ 

________________________________________________________________________ 

________________________________________________________________________ 

 

Over all, did your group gain money or lose money?  _____________________________ 

________________________________________________________________________ 

________________________________________________________________________ 
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Lesson Questions 

1. Why is investment diversification important? 

a. It guarantees a higher ROI. 

b. The stock market is too difficult to understand. 

c. Individual stocks have better returns than mutual funds. 

d. It helps protect against risk. 

2. Investing in the S&P 500 Index is less risky than investing in an individual stock  

because … 

a. Your investment is distributed across all 500 stocks in the index. 

b. It’s the same as owning real estate. 

c. You automatically receive a 15% rate of return. 

d. Your original investment is amortized over time. 

3. Three of the basic types of investments are: 

a. Risk, Management, and Insurance. 

b. Diversification, Trading, and Exchange. 

c. Bonds, Mutual Funds, and Real Estate. 

d. Financial Institutions, Banks, and Credit Unions. 
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Essential Questions 

What is investment diversification?  ________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 

How do people benefit from investment diversification?  ________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 



 

 

Investments 

V11 

Investment Checklist 

Warm-up Activity: 

What steps should I take before I start investing? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

 Becoming Prepared to Invest 

You now know some very compelling reasons why you should begin investing to get your 

money working for you, instead of you having to work for every dollar. But before you dive into 

investments you also must take some important steps to become prepared.  

Knowledge forms the foundation of your investment strategy and financial planning. Once you 

have gained a solid knowledge base about all the available investment options, your next most 

important step is to build a trusted team of advisors.  

Another key component of investment preparation is freeing up risk capital to use for your 

investments. Before implementing any investment strategy you should build up an emergency 

savings fund that equals between 6 and 24 months’ worth of your expenses. Then if your 

income source were to dry up (for example, if you lose your job), you could still meet your 

obligations for that number of months.  

Once you have an emergency fund that would last you 6-24 months and a working budget that 

includes a good savings plan, you can start building up risk capital that you can afford to invest. 

Minimizing bad debt should be an important focus of your budget. 
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Finally, you need to develop an overall investment plan that aligns with your lifestyle goals and 

matches your risk tolerance. You should include an exit plan in case an investment doesn’t 

perform as predicted. Don’t forget to conduct due diligence research on every investment 

you’re considering. 

Lesson Activity: Investment Preparation Checklist 

KNOWLEDGE 

Circle the number that represents your current financial knowledge level. Then underline the 

number that represents the knowledge level to which you plan to improve your personal 

financial knowledge within one year. 

                             
                                          Low   High 

TRUSTED TEAM 

Place a check mark next to those trusted team members you will have in place within one year. 

 Tax planner   College planner 

 Attorney  Financial mentors 

 Financial advisors  Insurance agent 

 Realtor or mortgage professional 

EMERGENCY SAVINGS 

Depending on your qualification and ability to get a job, a 6- to 24-month emergency fund will 

prepare you for an unexpected event or job loss. 

 I currently have months in emergency savings. 

 Within one year I will have months of emergency money saved. 

 I have a working budget in place.   

RISK CAPITAL 

Once I build up my emergency fund, I will start to save risk capital. Risk capital is money that I 

can invest without risking dangerous financial circumstances. I will start saving risk capital to 

invest by [date] _______________________. 
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MINIMAL BAD DEBT 

Many people pay 20% or higher credit card interest rates. Those people earn less on their 

investments. 

If your investments are earning 6% and you’re paying 24% interest on credit card debt, what 

action should you explore? Why? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

If you owed $20,000 on a credit card at a 0% interest rate and you received $20,000, would it be 

better to pay off your credit card or to invest that money? Why? 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

PLAN 

I will have solid ideas on my investment and retirement plan by the end of this coursework. 

Check here   if over the next 12 months you will take time to finalize your plan, even 

if you don’t yet have enough money saved to risk yet. 

DUE DILIGENCE 

Check here   if you will perform due diligence on the specific investments or 

companies in which you consider investing. 

Lesson Questions 

1. What is the first, most important step you should take before you start investing? 

a. Conducting due diligence 

b. Having a trusted team 

c. Gaining knowledge 

d. Borrowing money 

e. Selling off assets 
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2. Why is minimizing bad debt important to an investment plan? 

a. Bad debt carries high interest rates that will decrease the amount you earn on 

your investments. 

b. Having bad debt looks negative on a budget. 

c. Bad debt increases the brokerage fees you have to pay. 

d. Having bad debt will interfere with your exit plan. 

3. It’s a good idea to start creating an overall investment plan even if you don’t yet have 

enough money saved to risk investing. 

a. True 

b. False 

Essential Questions 

Name at least four important steps you should take to prepare for investing: 

1. ____________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

2. ____________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

3. ____________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 

4. ____________________________________________________________________________ 

______________________________________________________________________________ 

______________________________________________________________________________ 


