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Welcome

Hello

Welcome to Money Confident Kids® a financial education program that helps kids understand
that every financial decision is associated with a time horizon. We follow Nikki from the seventh
grade to her college graduation and beyond. Along the way, you'll get to know Nikki and her
family and share her journey as she sets important financial goals along her time horizon

and works to achieve them.

Nikki’s story is told through real-life financial situations that range from deciding whether she
should buy expensive running shoes to deciding if attending graduate school is a good career

investment. You'll see how Nikki uses what she’s learned about money

to create realistic goals and achieve them by creating a budget.
In addition, you’ll have a chance to set your own goals and
create a workable strategy to achieve them.

(]
- Making smart, informed decisions about money is a valuable
A
‘ skill that will help you throughout your life. The sooner you
\ get Money Confident, the more opportunities you’ll have to
\ save for the things that are really important to you.
%[}\%%ENTK[AS.
Niki

GOAL

OVERVIEW

Learning how to
save and invest
your money and
the importance of
spending it wisely
are essential

life skills. Start
your financial
adventure today.
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Introduction

: : THE STORY
Meet Nikki!
Hil 'm Nikki, and I'm in seventh grade. | run track, play the viola, and am president of the
coding club at school. | live with my mom, my dad, my sister—who’s in college—and my Learn how to manage
brother—who’s finishing high school. We have a very busy house, and | love every minute of it! money by reading
My mom is a preschool teacher, and my dad is a nurse. Together, they take care of our needs. about a gll’| who goes
Dad says that careful financial planning is the key. from typlcal teen

to financial whiz by
working hard and
making smart money
decisions. Follow Nikki
and her family as she
learns how financial
education is key to
planning and achieving
her long-term goals.

- -

—
High School
And guess what? My grandparents live down the street. They’re retired, so we get to spend lots Junior
of time with them. My grandfather knows | love to geek out on electronics, so he lets me tinker Middle School,

. . - Seventh Grade
with all the cool equipment in his workshop whenever | want.

I

My career goal is to run a large software company. Mom says I'd better start practicing for the

future by making smart money choices now. | get an allowance and make money babysitting,
but after paying for new viola strings, running shoes, and snacks, | never seem to have any
money left. | definitely need to figure things out!



Sorting Out Nikki’s Goals

Nikki would feel better about money if she understood that each financial goal has a different

time horizon (the length of time between now and when she’ll achieve the goal).

SHORT-TERM TIME HORIZON

Buying new running shoes might be weeks or months in the future. Nikki has time to find the

best buy and save for the purchase.

y
g X

4 P | |

oy .

SNEAKERS VIDEO GAME LAPTOP

MEDIUM-TERM TIME HORIZON

College is expensive, and Nikki has to help pay for it. She'll go to college in five years, so the

time horizon for that goal is medium. Even though it's years away, Nikki knows she needs to

start planning now.

[

COLLEGE

LONG-TERM TIME HORIZON

Nikki has other goals that have an even longer time horizon—decades! She wants to buy a

house, have a career, travel, and retire after her career is over.

)

wiE

BUY A HOUSE RETIREMENT

9

WHAT’S THE
Big Idea?

Some financial goals have an
immediate time horizon, while

others happen over months,
years, and even decades.
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o
Better Get a Budget SRS LESSON
I’'m so excited! The science fair is in 10 weeks, and I've decided
to design, build, and program a robot that can build other robots! [TTT] Goal Setting
How cool is that? I'll get the gold medal for sure! | shopped around, helps kids
and the parts will cost me $140. envision Why
| went over to Grandpa’s house to have him check out my design and give me advice on they are SaVing
raising the money | need. But he didn’t want to talk about money first. He wanted to start and what they
with my goal. He said that people and businesses often use a process called SMART goals are saving for—
to make decisions. Goals need to be Specific, Measurable (meaning there’s a way to tell if and creating
you succeeded or failed), Achievable (meaning doable), Relevant (meaning appropriate goals is the
or fitting for your current lifestyle), and Time-specific (meaning there’s a deadline). essential first step
toward money
confidence.
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To check the “Achievable” part of the SMART goals test, Grandpa helped me figure out
whether | could pay for the parts I'd need for my robot. Here’s a list of my weekly income,
expenses, and savings:

B My allowance is $7 each week.

| babysit little Maggie Moore one hour a week and get paid $10.

B | buya $1 bag of potato chips every day at school.
B |spend $8 per week playing video games.
|

| give $4 to Mom to pay her back for my new viola strings.

Grandpa and | added up my weekly income and expenses:

\IKKDS INCOME & EXPENSES
gX PENSES E

INCOME e «5,
Allowance 7 G .
i o de : .
SR P Vila Stving Furd B

4l 17

: %
17) = Noﬂr\lV\g— left ]COI
lncome $1P) - Eponsc (4 Hhe ¢clence fair!

Grandpa said | could save up the money | need by increasing my income
and cutting my expenses. Then | should write down my new plan—my
budget—to make sure | stick to it.

9

WHAT’S THE

Big Idea?

Income - Expenses = Savings.
Preparing and following a
budget can help you increase
your income, reduce your

expenses, and end up with

more savings.



Answer Key: (1) Reducing or eliminating snacks and video games to lower expenses; working for her dad and for Mrs. Moore to increase her income. (2) Answers
will vary, but income minus expenses should equal a positive number for savings. (3) Answers will vary, but $140 divided by weekly savings will equal the number
of weeks.
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Notice

Note to Reader

You have just completed Goal Setting Lesson 1 and learned S e
PG
Mcaévrab(c
Adnio\/ablo
R@lc\/awf'
Time-cpecific

about Nikki in middle school and the short-term goals she was

able to achieve.

OPTION 1

To keep a consistent flow with Nikki’s time horizon and the
financial decisions she could face as she moves into high

school and her early college years, you can skip to the next
module—Decision-Making—that lays the foundation for her long-term goals.

Afterward, come back here to Goal Setting Lesson 2 and learn how Nikki is planning for her
long-term goals as she finishes up college and looking ahead to the future.

OPTION 2

Continue with Goal Setting Lesson 2 below and jump ahead in Nikki’s time horizon to learn
how she is planning for her long-term goals as she finishes up college and looks ahead to
the future.
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Decision-Making =

Get It for Less LESSON 1
Hi guys! It’s Nikkil Can you believe I'm a junior in high school already? This year, I'm
volunteering at a Community Center. I'm teaching the residents how to make digital photo Decision-Making
albums and use social media. My classes would be so much better if | could teach on a new To get the
laptop. | found one for $499 at my local electronics store, but | only have $425 in my savings most value for
account—and | also want to buy some video games. So | went to my sister, April, for help. your money,
The first thing April made me do was define my goal. That’s easy: | want to buy a new laptop. think thrOUgh
Then she told me that the fun part is figuring out what decisions to make to reach my goal. your spending
April always says purchases are either “needs” or “wants.” decisions carefully
and resist buying
on impulse.
Needs are the things you must have to survive, like food, water, and medicine—or things
that will help you achieve your financial goals.
— m 'n m
[ \ a 2
WATER WATER
\ ‘ WATER : : .
N ¥ — — —
FOOD WATER MEDICINE ' College,
Sophomore year
WANTS High S_chool
Junior

Wants are the things you would like to have but don'’t really need that can take you off track

from reaching your goals, like a cool pair of jeans or a new phone cover.

JEANS NEW PHONE COVER

But needs and wants can be tricky. Sometimes, it isn’t so easy to tell the difference.
For example: A grown-up could need a car to drive to work but might want that car to be

a super-expensive SUV.



So the first step is to decide if my goal is a need or a want. If it's a want, then there’s no rush.

| can wait until | have enough money to buy wants or choose not to buy them at all. April thinks
the laptop is more of a need because having better technology would help me develop my
career. Video games are a want. Playing them is fun, but | don’t need them to reach my goals.

| decided to skip the video games and save my money for the laptop. April pointed out another
important choice | could make: comparison shopping, since stores and websites often sell the
same product for different prices and sometimes have sales.

NEEDS

NIKKFS VVANTS “(
NEEDS WANT
;’? Video Grames
a

[
[ ]
Ll

She was right! | found out the laptop was $499 at the local store, but
$450 at another one, which also offered a 10% discount for students.
Guess where | bought my laptop?

9

WHAT’S THE

Big Idea?

To reach your financial goals,
you have to make good
decisions along the way. You
can save money by holding
off on buying things you don’t
need and by comparison
shopping to get the best deal
on the things you do buy.



ol

Answer Key: (1a) A need, because Marcus must have the book for his baking class; his culinary education is an investment in his future career. (1b) While shoes
can be a need, fancy cowboy boots are definitely a want. (1c) Food can be a need, but a gourmet snack is a want. (2) Bookstore C. The used book is the cheapest,
even after shipping costs are included.
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Decision-Making =

LESSON 2
A Penny Saved...
Wow, time flies! I'm at Grace Hopper State University and already in my second year of a
software engineering program on a partial academic scholarship. | also have a part-time job Decision-Making
at Batt Software. I'm making $14,000 a year. | use that money to help pay college costs and An important step

living expenses, plus | save part of every paycheck. | just checked my savings account, in making wise

and | have a whopping $6,500! financial decisions
| need to buy a car soon, a purchase with a short-term time horizon, so | can commute to is UnderStanding
work, but | also want to make sure | still have some savings for other goals. the relationship
between spending
practices and
achieving financial

goals.

While I’'m shopping around for the best deal, | wonder if I'll have to take out a car loan. With a
loan, I'd make a cash payment for part of the cost (called a down payment), then pay the rest,
a bit each month, over several years. | learned that there are pros

and cons to taking out a car loan. A loan helps people buy an

expensive item immediately rather than wait months or years

while they save for it. But, in addition to the amount
of your purchase, a loan adds interest charges

each month—a charge for borrowing the $é 500
/

money. Over a four- or five-year loan, interest
charges can add hundreds or thousands of — — @ —
dollars to the cost. For example, if | borrowed

$10,000 for five years at 7% interest, my total College,

Senior Year

payments would add up to $11,186.
College,

Sophomore Year

Deciding to use a credit card or take out a loan from a
bank is an important financial decision. If you have time
to save for your goal, that is usually the best option,

but sometimes, purchasing on credit is necessary.

¢ ON
@ o _ Adde ‘terest ol/\avé,o,@}
- Buy OXFOV\QI\/O items Hhe item cocts move N
immediately the long v
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Mom said that | also need to establish a good credit rating. A credit rating is a number based
on your history of paying back loans. If | make my payments on time, I'll get a higher credit
rating and it will be easier for me to get a loan when | want to borrow again, like to buy a house
or go to graduate school. If | mess up by not making my payments on time, I'll end up with a
bad credit rating and it will be harder for me to borrow money in the future (and | might even
have to pay a higher interest rate).

POOR CREDIT RATING

- Migg Pav}mavﬁré
- tard to borvow money
- Hi ighcr inferest rvate

POOR GOOD

GOOD CREDIT RATING

- Make all your Pav]mcvﬁré
- Eagler to borvow money

- Lower inferest vate

U

WHAT’S THE

Big Idea?

If you need to take out a loan
to help you pay for expensive
things, you have to consider
interest costs. You must make
payments on time to keep a

good credit rating.

14



Answer Key: (1) $24. (2) $15. (3) $90. (4) $510. Now Try This: 11% ($66 + $600 = 0.11 or 11%).
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But I Love That New Car Smell LESSON 3

Time to go car shopping! | started by researching different types of cars online, both

new and used, to narrow down the models that I'm interested in. Then | headed over to a Decision-Making
few local dealerships to look at cars in person, and | fell in love with a bright-red sports car. Staying on track to
It's a two-seater, really fast, and super cute! | want that car! reach financial goals

involves making
trade-off decisions for
spending on things
we don’t really need.
Understanding how to
make smart spending,

The dealer was selling a new model for $21,000 and offering a five-year loan at 5%. Using an saving, and investing
online calculator, | figured that if | made a $4,000 down payment, all | would have to do is make decisions now helps
60 monthly payments of $320.81. | know the interest rate is high, but | really want that car. set you up for a more

When | told my parents about it, they pointed out that even though | want that car, | definitely secure financial future.

need something more practical. Dad helped me do the math to figure out the cost of my dream

car: | would pay more than $2,200 in interest over the five-year life of the loan, and | would use
up most of my savings for the down payment. And there are those other expenses | hadn’t even s — @ —
considered: gas, maintenance, auto insurance, and unexpected costs for repairs.

Mom explained that insurance can cost hundreds of dollars a month—and that | absolutely College,
Senior Year
need it to protect myself from the financial risk of expensive repairs and lawsuits if | ever

College,

have an accident.
Sophomore Year

U

AR EXPENSES
WHAT’S THE
Other QXFOV\QGQ . 2
W e Big Idear
Down \731’[W‘°V\+ e If we keep our focus on what
+
Moﬂ+hl[1 Car FaqMGV\ Martesonce we really need rather than

1R iz what we want when we buy

e
UV\@XI’Od—O P things, we'll have more money
in the long run and a more

secure financial future.
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Nikki’s Car Purchase Analysis

0%

New

Car Fund (Savings): $6,500 Car Fund (Savings): $6,500
Less Down Payment: $4,000 Less Cash Purchase: $4,950
Remaining Savings: $2,500 Remaining Savings: $1,550
Car Price-New $21,000 Car Price-Used $4,950

Down Payment $4,000 Pay Cash $4,950

Amount of Loan $17,000 Amount of Loan $0

Loan Period 60 months (5 years) Loan Period None

Interest Rate 5% Interest Rate 0%

Monthly Payment | $321 Monthly Payment | $0

Actual Total Cost of Car = $23,000! Actual Total Cost of Car = $4,950

($21,000 + $2,000 interest)

Remember that recurring costs (gas, maintenance, insurance) and unexpected costs (repairs)
will add expenses to your monthly budget.

Thanks, Mom and Dad, you’ve convinced me to spend wisely! | went
back to the dealer and test-drove a safe used sedan that cost $4,950,

an amount | could pay from my savings. | had Grandpa check out the
mechanics, and he approved. Sold!
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Answer Key: (1) Compare prices from different sellers; consider reducing, eliminating, or deferring expenses that are considered wants; consider buying a used
item if it will suit your purpose. (2a) need; (2b) want; (2c) want; (2d) probably a need, but “fancy” school supplies could be considered a want.
(3) Income - Expenses = Savings.

= - awoou| sBuineg  sesuedxy  1selolu| MNVE dHdOM

19N} JUSWISIEIS B} O¥BW 01 YUBQ PJOM 8U1 WOJ) SPIOM YIM SHUBIQ 8y} Ul |14 m

:Buuiyy JnoA ureidx3g :Bupjuiyy JInoA ure|dx3
2P22U Ao Juepp 222U Ao Juepp
"SSB|0 80UBUY S,IMYIN 104 J01e|Nofed Bulydeib v (p "pUBLI B PUE IMIN 104 S18501 8IN0N ('
"'SeouURUI) INOA Bulbeuew
pue Asuow 1N0ge paules|
:Buuiyy InoA ureidx3 :Bupjuiyl InoA ure|dx3

OA,NOA YoNw MOy 993 "PaIeA0d

39022U A0
Sp22u A0 LUEM aneMm sulod uepoduwl 8yl Jo 8wos
'S9SSB|D MOU 40} 10100P 948 S MMIN O USIA Y (@

&600: A0 _LUEAA

"es10Jexe MMIN djay 01 seoys Buluuni ealsusdx3 (D

SMaIA8) 1eyl ZInb 3oInb e salaH
‘JUBM B S} UBYM UONEN)S B

ANV Pesu B s| Mojeq asuadxa yoes yolym Ul uoienlis e Ajnuspl ‘abus|ieyo eiixe ue 104 "Buisuiyl JnoA urejdxs oses|d Jyem i ued

"SJUBM 1O SPa8U aJe swia)l BUIMO||0} 81 YUIY} NOA JBYIaUM 8pIoaq ,'SIUBM, IO ,SPasu, Se PaljISSE|D 8Q UBD sasuadx] N 40 mou bujyewos Anq o} pesu

Ajjeas noA o :Jere| puads JO Mou

puads 01 buiuue|d 84,NoA Jeyieym

S| @ouBJaIp 8yl Ing ‘Buipuads e

S| Je1e| puads, 01 buiuued isn|

AlleaJ si buinesg, ‘ABajelys |eloueuly

A&y e sI sAng esindwi Bunsisas pue

¢,Sesuadxa Jisyl 8onpad 01 Op ued uostad e sbulyl 884y} 8Je 1TBUYp\ ~ ‘Aeuow pue swi palwl| 8ARY [[e 9N

MOUD NOA JBU/V\ MOUS ey =

,,,@U_EQSOM—.,.—L Aq peluesaid

LNIAIINOD
SPAINIGERGR SN

19



MONEY i
CONFIDENTXiAS

Presented by ’T.Rowel)ficeﬂ

Goal Setting

Get the Big Picture

| just started my senior year in college!

The manager of my part-time job at Batt e oY
Software has offered me a full-time position .

after graduation with an annual salary of
$80,000. But she also advised me to go to
graduate school for a master’s degree in

software engineering. She said that at Batt,

-
engineers with graduate degrees typically ﬂ

make $20,000 more each year.

Total tuition for the two-year program is $75,000—yikes! Batt Software employees have a

tuition reimbursement benefit that covers 40% of tuition costs. | would have to pay 60% of
the total tuition cost. That’s $45,000 ($75,000 - 40% of $75,000)! | would definitely need

to take out student loans.

TUITION
EN@llNE@KlN@I @KADUAT@ scHoOL
475,000
Two-Year FVO%YBM
Batt Soffware Tuition K@iw\bvréor\/\cvﬂ' Benefit o .
att So |
Batt pavs 4ot e
Nikki pay 0O%
607,

To help me think this through, | called my sister, April, to discuss my options.

403

e

LESSON 2

Goal Setting

helps you envision

why and what
you are saving
for and when you
want to achieve it

Knowing how long

you need to save
for your financial
goal is called a
“time horizon.”

College,
Senior Year

Graduate
School
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We figured out that | basically have three choices:

CHOICE 1

Work for Batt right away and skip graduate school. | would

make $80,000 a year and save $45,000 in tuition costs. But
that might mean giving up a higher salary in the future.

WORK
CHOICE 2

Go to school full-time, then work for Batt after | get my
master’s degree. | would finish the degree more quickly

‘/ and not have to work and go to school at the same time.

‘ * ‘., But | would be giving up two years of salary, and Batt
wouldn’t pay for any of my tuition.
SCHOOL

CHOICE 3

Work full-time for Batt and go to school part time. | would

have to borrow $45,000, but Mom said it would be a good

investment in my future. The money | put toward school now
h will lead to financial gains later. If my salary goes up

Ve
‘ * “ by $20,000 when I finish, I'll be able to pay off the loan

WORK & SCHOOL in a little over two years.

My decision: I'm going to work full time for Batt Software and go to

school part time. I'll be very busy, but my plan gives me the possibility
of a higher salary with the least amount of debt. Wish me luck! O

WHAT’S THE

Big Idea?

Investing in yourself by
furthering your education

might seem difficult, but it can
pay off in the future. Be realistic
about whether paying back a
school loan will be doable based
on the salary you are likely to
earn after you graduate.



Answer Key: (1) Medium term, 5-10 years. (2) Short term, 1-4 years or less. (3) Short term, 1-4 years or less. (4) Long term, 11-30+ years. To retire comfortably,

you should begin saving as soon as possible to give your money time to grow.
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MONEY e
CONFIDENTKiAS 3

Presented by ’T.ROWEHice@ .

Money & Inflation <

A Place of My Own LESSON 1

Hi, it’s Nikki! | can’t believe that I'm about to m

finish graduate school. I'm so proud of my hard Inflation is the
work and my new job title: Senior Programmer m increase in the
of Robotic Applications! Thanks to my good

salary—and the fact that I've been able to save ’@

money by living with my parents—I've paid mlEEI iﬁ
off most of my student loans. Hurray!

price of goods
and services over
time, which means
that long-term

I've also got new goals. As much as | love my family, | think it’s time | lived on my own. [ am financial goals
a grown-up after alll When | said | wanted to buy a house or a condominium with my savings, will likely cost
Grandma explained that almost no one can afford to buy a home that way. She told me I'd more than they
have to make a cash down payment (usually equal to 20% of the cost of the home) and do today.

then borrow the rest from a bank.

This loan is called a mortgage, and most people pay it

off over 30 years. That’s a long-term commitment!

There’s one house | absolutely adore (it's got a huge

B backyard!) that costs $150,000. A down payment, or 20% ",Au A
= — — WY,
of this price, would be $30,000. | have about $6,000 in é
savings now, so I'd have to save $24,000 more before | '
MORTGAGE . Early
could purchase it. Twenties
Graduate
School

SHORT-TERM TIME HORIZON

| figure my time horizon to save for the down payment will

only take me three years!

SAVING FOR HOUSE
DOWN PAYMENT

24



But then, Grandma kind of bummed me out when she told me about inflation, which is the
increase in prices over time. She explained that three years from now, my dream house will
likely have gone up in value—which means my down payment would also rise. So, if the price
of my $150,000 home increases 4% per year, it will cost almost $169,000 in three years. At that
point a 20% down payment will be $33,800, not $30,000! I'll have to save even more than |
thought. I'm glad I'm learning this now!

YEAR 3
$168730

©

YEAR 2
‘ 62,240 ik

©

YEAR 1
‘ $1s6,000 J4%

©

V &
=R

e | B0000 gsipco gmaee e

HOME CURRENT
VALUE | $150000 4%

To calculate the effects of inflation over several years:

1. First, add 100% to the percentage increase.

(So, for a 2% inflation rate, use 1.02%.)

2. Then convert the percentage to a decimal

(2% is equivalent to .02.)
3. Finally, multiply the decimal times the current cost.

4. For inflation over more than one year, multiply the
calculation for year 1 by the decimal. Repeat this WHAT’S THE

operation—multiplying the result by the decimal Blg Idea?

once for each year. )
When you're planning for

Example: A $200 item has a projected 2% inflation rate. After a financial goal with a long-
three years, the cost will be $212.24 (rounded to the nearest
cent). Year 1: $200 x 1.02 = $204; Year 2: $204 x 1.02 =

$208.08; Year 3: $208.08 x 1.02 = $212.24.

term time horizon, you need
to consider and plan for the
effects of inflation.

25



Answer Key (third column): Mortgage, $600; Property tax, $318.36; Gas, $103.03; Electricity, $53.06; Water, $27.32; Insurance, $57.88;
Total: $1,159.65. Nikki’s housing budget of $1,150 is sufficient for the current year, but it will be less than her projected costs in the third
year, when she will have to increase her housing budget to $1,160 per month.
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https://finance.yahoo.com/news/average-cost-college-jumped-incredible-122000732.html

Answer Key: Research: Answers will vary. Check your answers here: bit.ly/collcostcalc. Reflect: Individual answers will vary, but you can deal with the increase
in tuition costs by some combination of comparison shopping and increasing savings by cutting costs and increasing income. You may also have to consider
student loans to cover tuition costs.
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http://bit.ly/collcostcalc

6¢

Answer Key (2019 Price): Home, $373,700; New car, $37,185; Movie ticket, $9.01; Chocolate bar, $1.31; Milk, $3.28.
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Answer Key (rounded): Winter coat, 3%; Gasoline, 5%; Theme park admission, 7%; Pencils, 10%.
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MONEY e L
CONFIDENTKiAS

Presented by ’T.Roweﬁice@

4
Asset Allocation &

: : : LESSON 1
Taking a Sensible Risk
Hi, folks! It's Nikki. It’s been two years since | finished
graduate school, received a promotion at work, and Asset Allocation
bought my house! It’s within my budget, near my is how your

. | E . .
family, and perfect for one person! Five or 10 years money is divided

among stocks,
bonds, and cash
according to your

down the road, I'll want my own family and a bigger
house, so I'll have to plan for even more expenses! Especially when my longer-term goals are to

start my own software company and fund a scholarship at my college!

At lunch yesterday, my company gave a talk on “Personal Financial Planning and financial time
STOCKS| - Asset Allocation.” They mentioned that there are three basic building blocks to horizon and is
develop an asset allocation strategy: cash, bonds, and stocks. Each investment type key to achieving
SHeliles has a risk (the danger of losing money) but also a reward (the chance to make money). Iong-term goa|3_
casi | BUILDING BLOCKS FOR ASSET ALLOCATION

Cash is money kept in savings, checking, or other accounts
at a financial institution like a bank. These accounts have a

O S low reward because they pay little or no interest, but they are —
S also low risk because bank accounts are insured by the
federal government. . T
Early
BONDS Twenties

Bonds are like a loan to a company and the company

promises to pay the loan back plus interest. Because interest
rates on bonds are higher than rates given by cash accounts,

9 the reward is higher. But there is also a risk of losing money if
the company goes out of business.

STOCKS

Stocks give you part ownership of a company. The value of
your share in the company can go up or down depending on
changes in the stock market. Over time, stocks have given

the highest financial rewards, but there is the risk of losing

some or all of your investment if the company does poorly

or goes out of business or if the stock market declines.
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Good thing | was having dinner with Mom
and Dad and learned even more about
investing! Mom said that smart asset
allocation—or having the right combination
of cash, bonds, and stocks—is one key to
successful investing. Her investment account
has grown nicely over the years because

her asset allocation strategy was to invest
more in stocks. But, she said, strategies can

shift depending on your time horizon. Since

she’s approaching retirement, she’ll need
to rebalance her investments for less risk by increasing bonds and reducing stocks. | was
confused about why she’d change her strategy if she was making money. She explained that
the closer you get to needing your money, the more you should reduce the risk of losing it.
Great advice!

ASSET ALLOCATION MIX

SHORT-TERM TIME HORIZON

A financial goal with a short-term time horizon means that
you'll need your money soon. Reduce risk by limiting the
amount you have in stocks and investing more in cash and
bond options, which are less risky.

LONG-TERM TIME HORIZON

A financial goal with a long-term time horizon means that
you won’t need your money right away and can accept
more risk by investing more in stocks (stocks

have the potential to earn more money, but

they can also lose more money t0o). Q
=

WHAT’S THE
Big Idea?

Having an Asset Allocation

Mom said that an easy way to get started investing is to use mutual funds.

Mutual funds are a collection of different stocks, bonds, and other investments.

Since the mix of investments in mutual funds comes in different shapes and strategy based on your time

sizes, it meets the needs of different investment strategies. Some mutual funds horizon helps you save for long-

have only bonds, some have only stocks, and some have a mix! | can’'t wait term financial goals by using

three major building blocks:
Cash, Bonds, and Stocks.

to get started!
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Answer Key: (1) d. Desmond needs the income and relative safety that a higher percentage of bond funds gives him because he doesn’t have income from a job
anymore. He keeps a smaller percentage of stocks to guard against the effects of inflation. (2) b. Carmen can afford to accept the higher risks but higher potential
reward of stocks because she has a high-paying job and has many years until retirement to weather the ups and downs of the stock market. (3) c. Even if the stock
market declines over the next 10 years, Indira still has a good-size investment in bonds that will give her a secure income as she enters retirement.
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MONEY a
CONFIDENTKiAS

Presented by T.ROWGPI‘iCE

Asset Allocation

Findingthe
Right Mix
Hi everyone—Nikki here! Even though I'm
grown up now, | still ask my grandparents for
advice, especially about retirement. It seems
far away, but they say it's never too early to
start saving! With my promotion, I'm able to
put more money into my 401(k) retirement
plan at work. I’'m excited to invest for

my future!

A 401(k) plan is a special retirement account that lets you invest money you earn now, but you
do not pay taxes on your earnings until you take the money out in the future.

| decided to ask my grandparents for advice. | went to their house with my paycheck

information and the brochures from the company.

Grandma said that the key to a comfortable retirement is planning and saving early. She
asked me two key retirement planning questions: (1) How long do you have to save for your
goal (retirement)? and (2) How long do you need your money to last? She always asks tough
questions! Well, I'm about 40 years away from retirement—which is a really long time horizon—
and we figured that I'll need money to last me at least another 30+ years after | retire to cover

me into my old age. So glad I'm starting early!

MENT
O KEY RETIRE
PLANNING QUESTIONS

on vour VG)“'V@MGM— &° ol

V¢
1. How long,olo vov have to Gave

2
vov need Yo money to lacte

2. How |OV\5—"IO

4
o5

LESSON 2

Asset Allocation

Long-term goals
may seem far
away, but starting
to save early is
important and
you’ll need a mix
of investments to
achieve them.

Early
Twenties

Mid-
Twenties
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We went through the brochures and my pay records. The funds for my 401(k) account
would come out of my paycheck, and my company also puts money in. | make $100,000 a
year, so if | put 10% of my salary into a 401(k), I'd contribute $10,000 and my company
would contribute $3,000.

4o1(E) CONTRIBUTION

NIKK’S O
100,00
¢ Annval Salary
401(E) Contribution per e o000
Nikki Contributes 10% oo
i ’ 2
Company Contyibution i‘ﬂslooo

TOTAL

Then we started to look at the mutual fund investment options offered by the investment
company managing the plan. Some of the funds included stocks, some bonds, and some
a mix of the two. As | get older, like mom, I'll rebalance my investments to include a greater
percentage of bonds because they are less risky, and | won’t have as much time to recover

any losses. Great advice, Grandma and Grandpa!

9

WHAT’S THE
Big Idea?

Even though some of your
financial goals seem a long way
off, if you start investing early
and consider your time horizon
when choosing investments,
you'll have a better chance of
having enough money when

you need it.
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Answer Key: Answers will vary, but low and moderate risk investments should have more consistent returns. Higher risk investments have the potential for larger
gains but also larger losses.
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Answer Key: (1) No. Stocks go up and down. If the stock market had a major decline, the value of the fund might not be enough. For goals with a short-term time
horizon, low-risk investments are best. (2) A savings account alone will not earn enough money to outpace the effects of inflation on purchasing power or enable
one to reach long-term goals. Stocks offer the chance of higher returns but can also lose value. Bonds offer a steady flow of interest income but tend to have
lower investment returns than stocks. (3) As people age and get closer to retirement, they usually want to increase their overall percentage of bonds. They should
periodically check their allocation percentages to make sure they’re close to their target. If, for example, stock values increase a lot, they might want to sell some
stocks and buy more bonds. (4) With investments, risk means that there is a chance that the value of the investments will decline. As people approach retirement,
there isn’t as much time to recover from significant investment losses, and income from investments is an important source of income for retirees.

¢8be uswalnel o}
950|0 Bumeb uosiad e uey) oljoj1od 1By Ul SHY001S JO abeiuadiad Jaybiy e eAey 0] Juem uosiad JoBunoA e pjnom AYypa .v

¢,49p|0 186 NOA sk uOoEDO| B 18SSE JNOA MBIABI 0} Bap! poob € Il SI AU m

$1UN00OE SBUIABS B Ul 1SN[ 10U pUB SPUOQ PUB S300]S JO XIW B Ul 1SeAUl uosiad B pjnoys Aym ‘sjeoh wiiel-Buo| yoess o| N

$8M001S Ul %001 puny 868|020 8y} 1S9AUI 01 BSPI POOB B 8q 1l PjNOM ‘U0ZIIoY
/ S3A SWI) WISFLIOYS B SI YoIym “Yeak e ul 869]100 01 1J0 Buipeay a4em p|iyo JNoA || T

MOUD] NOX JBY N\ MOUS

,,,QU_EQSOM—.,.—L Aq peluesaid

INTAIINOD
SPALNIQLINOR

‘S|eob wue-buo

Buinsiyoe 01 Ay SI uozlioy

BWwl} JNOA Ym DUAS Ul SI 1eyl
ABo1ens uoneoo|e 19sse ue bulneH

LNINSS3ISSY |-,
NOILVOOT1V L3ISSV

awepN

38



MONEY a
CONFIDENTKiAS

Presented by TROWel)f icei

S
Diversification @

: LESSON 1
Investment Choices, Part A
Hil Nikki here! 'm 25 years old and already dreaming of the future: retiring to a beach house!
I'm relieved that | have a 401(k) account at work to help me save for the ultimate long-term Diversification
goal—retirement. I've been learning more about the stock market, and | think I'm ready to do
Ever heard the old

more investing. | went to Grandma and Grandpa’s for breakfast this morning to talk it over.

saying “Don’t put
all your eggs in one

\'r:,fr basket”? That’s the idea
YAY, e behind diversification,
which is really just
another way of saying

you should be putting
—==i-8 Your money in different
types of investments to
help reduce risk.

| asked if | should invest my money in Batt stock. After all, our sales have been growing, and the

share price of my company’s stock keeps increasing! But Grandpa pointed out that just because

the company is doing well now, that may not be true in the future, so it would be a bad idea to

invest everything in Batt. What if the company suddenly loses a lot of money? The stock would

go down, and | would probably lose lots of money too! He gave me a great example to explain: 7\

— uv:.. —
Al

Late
Thirties

There were once companies that had stores that sold compact discs (CDs). Their stocks were

very popular. Unfortunately, music streaming services made CDs seem out of date, and investors

in those companies lost a lot of money. Grandma chimed in to say that I'd be smart to diversify
(buy a variety of stocks) so that if one stock’s price drops, it won’t seriously damage my Mid
finances. But how can | afford to buy a whole bunch of stocks? Grandma reminded Twenties
me that | invest in mutual funds in my 401(k) plan. Because each fund owns many Q

stocks, it gives me built-in diversification. It’s kind of like buying a premixed salad!

WHAT’S THE
Big Idea?
Diversifying your investments
by owning different types of
q companies can help reduce
the risk of your investments
losing value when economic or
political events hurt a particular
industry or company.
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MONEY a
CONFIDENTKiAS

Presented by T.ROWGPI‘iCE

Diversification

Investment Choices, Part B

After doing more reading on diversification, | feel like | should
talk to someone my age about where to start! Last night, |
called my sister April for more advice. She’s a doctor now, and
although she’s older than me, we have similar financial time
horizons. Plus, she’s really smart and has been investing for
several years! She loves to talk about money matters.

April said that since I'm 25 and have many years to deal

with the ups and downs of the stock market, it was okay to

invest in stocks for my long-term goals.

She wouldn't let me off the phone without reminding me
of one more thing: If you use a mutual fund as part of your
diversification strategy, make sure to research the mutual fund
to understand the different types of stocks it holds. The last
thing you want is to have most of your money invested in one
ﬁ type of company or industry. For example, if you only invest
in companies that make candy and they lose a lot of money
because bad weather wipes out the sugarcane crop, then you
will likely lose a lot of money, too, when their stock plummets.

However, if your investments are spread over different types
of industries and companies, such as technology companies,

health care companies, manufacturing companies, etc., then

[ ENTERTAINMENT your investment will be diversified, and your losses will likely
[l MANUFACTURING be less because the fund spreads your money across different
MEDICAL types of stock. Sheesh! This was getting super complex. |

decided to take notes on my laptop while April explained that

it's important to have a mix of stocks (see next page):

8

LESSON 2

Diversification

When it’s time to
invest your hard-

earned money and
help it grow for the

future, you don’t

want to make your

financial future
dependent on a
single investment.

Mid
Twenties

©®

Late
Thirties
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DIVERSIFICATION MIX

STOCKS FROM DIFFERENT INDUSTRY SECTORS

'. Sometimes events happen that help or hurt almost all the
companies in a specific industry. For example, if the price of oil

declines, many stocks in the oil industry could suffer.

INDUSTRIES

INTERNATIONAL STOCKS AND DOMESTIC STOCKS

Consider a mix of companies based in the U.S. and other
9 countries.

INTERNATIONAL
AND DOMESTIC

STOCKS OF DIFFERENT-SIZED COMPANIES

It's good to have a mix of funds with the stocks of small,

annn

(T medium-sized, and large companies.

vy
il ' ] B

DIFFERENT-SIZED
COMPANIES

Wow, thanks for the info, April. Looks like | have a lot more research to do!

9

WHAT’S THE
Big Idea?

Mutual funds offer some
built-in diversification because
they have more than one stock
in them; however, there are
many different types of mutual
funds, and it's important to
understand what types of
investments they hold.
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Answer Key: Answers will vary but should explain that the stocks of different types of companies perform differently depending on economic conditions. With a
diversified portfolio, losses in some areas can be offset by gains in others.
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Answer Key: Ms. Mehta’s financial assets are too heavily concentrated in the health care and financial industries. Consider subtracting JL Therapeutics, LMN
Pharmaceutical, and Magnum Bank and adding three stocks from the following: Overlord Exploration, LLL Electric and Gas, Samson Development, Peter
Networks, Crown Mining, and YY Products.

Mr. O’Connell’s financial assets are too heavily concentrated in large, domestic companies in the information technology industry. Consider subtracting Magnum
Bank, Ledman Applications, and Gilmore Systems and adding three stocks from the following: Overlord Exploration, LLL Electric and Gas, Samson Development,
Giant Manufacturing, GR Biomedical, and YY Products.

Ms. Jackson has a fairly diversified portfolio already, but her assets are too heavily concentrated in utilities. Consider subtracting Northwest Gas and adding one
of the domestic companies.
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Answer key: See next page.
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Answer Key: (1) The portfolio is not diversified, so some of the stock should be sold so that mutual funds in many types of companies can be purchased. (2)

d. (3) To diversify. If the U.S. economy slows, economies of other countries might be picking up and the stocks of companies based overseas might be better
performers. (4) To reduce risk. (5) If someone invests in one or even just a few stocks, then if those companies go bankrupt or lose value, the investor can lose a
tremendous amount of money.
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Answer Key: (1) Answers will vary. Short: Groceries, a new jacket. Medium: College, car. Long: Buying a home, retirement. (2) Remember that Savings = Income

- Expenses. Keeping a record of your income, expenses, and savings can help you find opportunities to reduce your expenses, increase your income, and save
more money. (3) If you don’t consider inflation, you might find that something you’ve been saving for over the long term has gone up in price and you can't afford
it. Diversification reduces risk. (4) Without adequate diversification, the value of your investments might suffer if a certain company or type of company declines

in value. (5) As people get closer to retirement, they tend to allocate more to bonds and less to stocks. This reduces their risk, since they will need the money
pretty soon and won’t have a lot of time to bounce back if their stocks decrease in value. (6) Having an investment in the stock of a single company is risky. If the
company’s business doesn’t do well, then the stock will lose some or all of its value. If a person’s investments are diversified, then a loss in one company won't be
as devastating.
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Conclusion

L THANK YOU
Good-bye and Good Luck Fwwn
Hey guys, it’s Nikki...and guess what? | just got the best [ ]
birthday present EVER! | was named president of Batt We hope you
Software. | achieved my career goal at age 38! Now | have " enjoyed this

dreams of developing products that help people around program and are

inspired to think
about your future
and how careful
financial planning
can help you
reach your goals.

the world and keep the company financially strong. I've also

managed to reach my personal financial goals. | have enough

cash in savings in case an unexpected expense like a car repair or a medical bill comes up,
and my investments, including my retirement account, are doing well. Sometimes, they go up,
and sometimes, they go down, but | don’t stress about it because I'm properly diversified and
because | won't need to use the money for many years. | moved into a house that’s big enough
for my family, and I'm making timely mortgage payments and building a good credit rating. And
I’'m happy to tell you that | have two wonderful children! They’re young now, but I've already
started saving for their college education. | can’t wait to teach them about how to make smart
money choices the way my family taught me.

What’s my secret? Well, | started by sorting out my goals when | was a middle schooler like
you, focusing on what was important to me over short-, medium-, and long-term time horizons.

| got lots of advice from people with experience in financial matters. And once | set my goals

and learned how to achieve them, it was a matter of hard work and discipline. | gave up the B %J
momentary pleasure of things that really didn’'t matter to save for the important things.

And let me tell you, changing my habits and planning for the future was SO worth it!

I’'m proof that it's never too early Late
to learn good money habits. Thirties

‘AA.
e ©
—

| know that you can do it too!

GOAL
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Glossary

Language of Money

Money words help you talk dollars and cents. As you learn more about creating realistic goals
and investing your money, you'll encounter a lot of new words. Learning the “language of
money” can help you make smart financial decisions and talk about money with others—like

your family and other adults.

MONEY WORDS GLOSSARY
A 401(k) Plan is a savings plan Asset allocation is how your money
/ companies offer that allows their is divided among stocks, bonds, and
employees to prepare for retirement. short-term investments. For instance,
Employees make contributions to the you can put some of your money in a
\ / plan from their salary, which may be savings account and invest some money
matched by their employer. Any gains in in stocks, bonds, and mutual funds. If you
employee accounts are not taxed until the have a long-term goal, consider investing
employee withdraws their money, so the most of your money in stocks. As the goal
account can grow tax-free until retirement. gets closer, you may want to hold less in
stocks and more in bonds and short-term
An account is a place to put your money. investments.
You can have an account at a bank, credit
union, or other financial institution. A A bond is an asset issued by
checking account is a bank account used the federal government, state
for cash deposits and withdrawals on a governments, or corporations. @
day-to-day basis. A savings account is also When you buy bonds, you are
a bank account but used primarily to save lending your money to the organization.
money and potentially earn interest. Bonds generally pay interest (usually

more than a savings account) every six
months, and you receive the original
amount you loaned the organization plus
interest earned at the end of a specified
time. Unlike a savings account at a bank
or credit union, state and corporate bonds
are subject to risk—which means you could
lose some or all of the money you invested.
An asset is anything that has a financial Federal bonds are backed by the United
worth. Cash, savings accounts, stocks, States government.

bonds, mutual funds, houses, and cars

are examples

of assets.

An allowance is money given to a
person on a regular basis for his or her
personal spending. Many kids are given
an allowance by their parents for doing
chores at home.




A budget is a plan of how much money a A Down payment is a partial payment

person or business has to spend and how made at the time you make a purchase,

it will be spent. For instance, your home with the remainder due over a given time
budget might include rent, utilities, food, period. Used primarily for larger purchases
clothing, health care, car payment, pet such as a house or car.

care, and insurance.

Expenses are the amount you pay for
A credit card is a purchases such as food and clothing; also
small plastic card includes payments for rent, a mortgage,
issued by a bank or other regularly scheduled bills.

or business that

lets you buy goods
or services with the promise
that you'll pay at a later date. When you
“charge” goods or services on a credit
card, you are borrowing someone else’s
money—and you have to pay it back,
usually with interest. Financial strategy is a financial plan
that helps secure your financial future
that includes your daily expenses along
with larger items such as a house, car,
and saving for retirement. This strategy
includes a plan for saving and investing
your money.

Financial Planning is deciding on the
most important goals for your future and
carefully saving and investing so you can
meet these goals.

A Credit rating measures the probability
that you will repay a debt such as a credit
card bill, auto loan, or mortgage. The
higher your credit rating, the more likely
you will be able to get a loan or credit.

Income is the amount of money you
regularly receive from sources such as
your job, investments, pensions, and
Social Security.

Debt is money you owe when you buy
on credit or borrow from someone else.
Any money you have to pay back can be
considered debt.

Industry sector is a group of
companies that produce similar products
or services, for example, agriculture,
mining, banking, and financial services.

A deposit is money you put in
your account.

Diversification means having lots of
different kinds of investments (different . . . )
. ¢ stocks. diff " ; Inflation is the general increase in
ypes ot stocks, ditieren y.pes o, the price of goods and services. Money
bonds, etc.). For example, if you invest . . Lo
. , loses value due to inflation, so it will be
in skateboard stock and kids stop . .
bLvi kateboard d | I more expensive to buy products in the
thuylng Sate osr S Iyou iog | otsez " future. For example, in 1939, a car cost

e money you have invested. Instea -

: :/y Y V lkvt boards. bi ! $400. A similar car today would cost
you mvez moneytm ska Z kg;ar st pizza, almost $30,000 at
an com'pu ers, and kias stop ) a 3% rate of inflation.
buying skateboards, you might

lose only the money you

invested in skateboards—

not all of it. Diversification

cannot guarantee that your

investments will make money
or protect against loss if the
market goes down.

STOCKS
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Insurance helps protect individuals

or companies by paying them if they
suffer losses due to fire, theft, or injury.
Individuals can also buy life insurance to
pay their dependents in case they die.

Interest can be an amount of money an
investment earns or an amount of money
that is added to money you borrowed. If
you have a savings account, your money
can earn interest—and then you’ll have
even more money. However, if you borrow
money (like using a credit card), you will
have to pay interest on top of what you
borrowed. That’s expensive.

You invest by putting money into assets
(such as stocks, bonds, or mutual funds) to
help you reach your financial goals.

An investment is anything that you buy
in hopes that it will increase in value.

Aloan is money that’s borrowed and
expected to be repaid, usually with
added interest.

g A luxury is something
® | youdont need. It can
° be a material object or
a service that you want
but could live without.
For example, you need shoes to wear, but
you don’t need to buy the most expensive
pair or a new pair every month.

A mutual fund combines the money of
many investors who have common financial
goals into a professionally managed
portfolio. Mutual funds take the money
and buy many different stocks, bonds,
and/or short-term investments (depending
on what kind of mutual fund it is), giving
small investors access to a well-diversified
portfolio. Each investor shares in the gain or
loss of money in the mutual fund.

Needs are the basic things
necessary to live or do your job ‘
(such as a place to live, food, \
clothes, or transportation to

work). Needs are often confused
with wants. For instance, you may need
transportation to work and school, but you
don’t need a $40,000 sports car. You may
want a sports car, but you don’'t need it.

A portfolio is a group of investments
owned by a person, investment company,
or financial institution. Your portfolio
should include different types of
investments.

Retirement is the period in someone’s
life after they have stopped working
because they have reached a particular age.

A return is the gain (or loss) of money
from an investment in a particular time
period.

Risk comes in many different forms. Two
types of risks are the risk of losing money
and the risk of not gaining enough to reach
your goal. Your asset allocation helps you
keep the right balance of these risks for
your goal. Another risk you'll face is having
most or all of your money in an investment
that does worse than your other choices.
Diversification helps reduce how much of
this risk you have.

Savings are how much money you have
in your bank account, brokerage accounts,
and retirement accounts (a 401(k) plan, for
example).

A savings account is one place to put
your money to help achieve your financial
goals. When you put your money in a
savings account, the bank “borrows” your
money and pays you interest. Please
note that while money invested in savings
accounts is usually insured against loss,
you earn a very low interest rate.

54



55

A stock is a share of a
company that is sold to the
public. Companies sell
stocks to raise money
to finance business
operations. Stock prices
can change daily. As an investment, stocks
have produced the highest long-term
returns over the past several decades.
They also have had the biggest swings
in performance and are subject to much
greater short-term risk of losing money. Of
course, just because something happened
in the past doesn’t mean it will happen
again.

The stock market is where shares of
stock of different companies are bought
and sold.

A stockholder (or shareholder) is a
person who owns stock (shares) in a
company.

Time horizon is how long it is before
you plan to spend your money on a
specific goal. This determines how your
money should be divided between stocks,
bonds, and short-term investments.

4

Something you need immediately
or within a few years (under 4
years) has a short-term time
horizon.

Something you save for over
several years (between 5 and

10 years) has a medium-term
time horizon.

Something you save for that will
happen many years or decades
in the future (over 10 years), like
retirement, has a long-term
horizon.

Wants are things you don’t need
to live or do your job. For example,
you might want to eat out every
day, but you don’t need

to. A want can also be

considered a luxury.
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