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Nest Egg
Everyone wants to look forward to the future 
with confi dence. Knowing you can be fi nancially 
secure helps to build that confi dence. Savings and 
investments are keys to fi nancial security. If you do 
not have the resources right now to save and invest, 
you can begin planning to start your nest egg. In 
this project, you will fi nd investment experts and 
get their advice about how a young person can get 
ready to save and invest.
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FINANCE FILE
The Best Homes for 
Rollover IRAs 

When you go to work for an 
employer, you are not just getting a job 
but a retirement account as well. You 
will be stuck with the 401(k) that is 
offered, and you get no opportunity to 
shop around for more attractive invest-
ment options or services.

But when you leave your job—for 
another one or to retire—the situation 
changes. Chances are you will want to 
roll over the money in the 401(k) to 
an IRA that will probably become the 
most important source of your income 
throughout retirement.

“Anyone who is shopping to move 
a 401(k) should identify three or four 
options, and do a thorough analysis so 
they understand the fees,” Doland [a 
financial advisor] recommends. One 
cost is fees for services, such as open-
ing or closing an account, or account 
maintenance.

When you retire, you’ll be mak-
ing regular withdrawals from your IRA, 
so easy access to information and good 
service may be more important than 
before. Online account management 
is a great tool for keeping track of bal-
ances and withdrawals.

—By Ellen Hoffman

Write About It Why might 
having a 401(k) retirement 

account be important to someone 
who already has Social Security?

Log On To read the complete 
BusinessWeek article and do 

the BusinessWeek Extension activity 
to help you learn more about IRAs 
and other investment options, go to 
fi nance07.glencoe.com.

http://finance07.glencoe.com
http://finance07.glencoe.com


Saving and 
 Investing

$ What You’ll Learn

CHAPTER 8

236

Saving and 
 Investing

When you have completed this 
chapter, you will be able to:

Section 8.1
• Explain how to establish goals 

for a savings or investment 
program.

• Discuss ways to obtain funds for 
investing.

• Identify the factors that affect 
your investment choices.

Section 8.2
• Identify the main types of 

savings and investment 
alternatives.

• Explain the steps involved 
in developing a personal 
investment plan.

Section 8.3
• Describe your role in a personal 

investment program.
• Identify sources of financial 

information.

$ What You’ll Learn

CHAPTER 8

236

To get the most out of your reading:
Predict what you will learn in this chapter. 
Relate what you read to your own life.
Question what you are reading to be sure 
you understand.
React to what you have read.

Reading Strategies



In the Real World . . .

Text here

ASK
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In the Real World . . .

N  ellie Magdaleno has been working as a part-time 

 fl orist. She opened a checking account for her regular expenses as 

well as a savings account to earn interest. However, she earns only pennies 

for each dollar she saves. So Nellie has been researching stocks, bonds, and 

mutual funds. She has found investment plans that will earn her more interest 

than a savings account. She is excited about fi nding a way to make her money 

work for her and hopes to save enough to invest in real estate one day.

Different types of investments are suitable for different personalities, 

situations, and stages of life. 

As You Read Consider how your personality and goals will 

affect your choices for investment and savings plans.

Investments
Q: After paying my bills, I do not have much 

 money left over. I save any extra that I get. Since I do 

not have a lot of money, why should I even consider investing?

A: If inflation increases at a higher rate than your savings account return, you can 

lose purchasing power. To stay ahead of inflation and taxes, the money you set aside 

for long-term goals will need to earn more than the rates usually paid on savings 

 accounts. Consider other investments that can earn a higher return.

Ask Yourself Besides investing some of your money, what are some other 

things that you could do to help you reach your long-term  financial goals?

Go to finance07.glencoe.com to complete the Standard & Poor’s Financial 

Focus activity.

ASK
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Preparing for 
a Savings or 
Investment Program

Establishing Your Financial 
Goals
Why are financial goals important to your future?

When you think about the future, do you picture yourself own-
ing your own home, being the president of your own company, or 
retiring at age 50? You might want to travel or start a family. No 
 matter how much you may want to have something, you will not 
acquire it if you cannot pay for it.

To gather the funds, you need to plan carefully—and have self-
discipline along the way. If you are saving or investing to meet a goal 
that will make you happy and financially secure, the sacrifices you 
make will be worth it.

A savings or investment plan starts with a specific, measurable 
goal. For example, you may want to save $15,000 to make a down 
payment on a house five years after graduating from school. To reach 
that goal, a savings account provides safety but does not increase in 
value quickly. An investment may be safe or risky and increase in 
value slowly or quickly—or it may lose value.

You might also decide that you should begin saving money in 
an emergency fund—a savings account that you can access quickly 
to pay for unexpected expenses or emergencies. For example, if you 
had to pay for an unexpected car repair or if you lost your job, you 
could use the money you put away in your emergency fund. 

Your Goals and Values 
Your goals should correspond with your values. At one extreme, 

some people save or invest as much of each paycheck as possible. 
The satisfaction they get from fulfilling long-term financial goals is 
more important to them than spending a lot of money on something 
temporary, such as a weekend trip. At the other extreme, some people 
spend every cent they earn, and then run out of money before they 
receive their next paycheck.

Section 8.1
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Focus on
Reading

Read to Learn
• How to establish goals 

for a savings or invest-
ment program.

•  How to discuss ways 
to obtain funds for 
 investing.

•  How to identify the 
 factors that affect your 
investment choices.

Main Idea
Laying a foundation for 
your savings or investment 
program will help ensure 
that you meet your future 
financial goals.

Key Terms
• emergency fund
• speculative investment
• dividends
• retained earnings
• investment liquidity

PREDICT

Before 
You Read

Can you think of any rea-
sons to risk putting money 
in investments instead of a 
savings account?
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Outlining Goals
It is probably wise to take a middle-of-the-road approach. You 

can spend money on some things you enjoy and still save enough 
for a savings or investment program. As you will learn, even a small 
amount of money saved or invested on a regular basis can add up to 
a large amount over time.

As you outline your financial goals, ask yourself these  questions:

• How do I want to spend my money?
• How much money do I need to satisfy my goals?
• How will I get the money?
• How long will it take to save the money?
• How much risk am I willing to take when I invest?
• What conditions in the economy or in my life could change 

my investment goals?
• Are my goals reasonable, considering my circumstances or 

future circumstances?
• Am I willing to make sacrifices to save?
• What will happen if I do not meet my goals?

Performing a Financial Check-Up
How can you assess the health of your finances?  

Before you think about investing for the future, you must take 
steps to be sure your personal finances are in good shape. Then you 
will be ready to move ahead with your financial plan. See  Figure 8.1 
on page 240 for tips on how to perform your own financial check-up.

Money to Get Started
What are some sources of money to invest?

After you have set your goals and completed your financial 
check-up, you are almost ready to start saving or investing. But first 
you have to get the money. Here are a few ways to do that.

Pay Yourself First
People often save or invest money that is left over after they 

have paid all their other expenses, from monthly bills to video games. 
As you might guess, in many cases, nothing is left over. Here is a 
 better approach: 

1.  Include the amount you want to save in your monthly 
expenses. Pay that amount first. Consider it as a bill that you 
owe to  yourself.

2.  Pay your monthly living expenses, such as rent and food. 
3.  Use money that is left over for personal pleasures, such as 

going to the movies or buying a new CD.

RELATE

As You 
Read

If you used the pay- yourself-
first plan, how much would 
you be able to save each 
month?



240 Unit 3      Investing Financial Resources

Keeping your personal finances 
in order is an  important step 
in meeting your long-term 
financial goals.

3Start an emergency fund.
Save money that you can access 
quickly to help you pay for 
 unexpected situations, such as 
not being able to work. You 
should have enough money to 
cover living expenses for three 
to nine months.

2Have insurance.  When you 
are on your own, you should have 
enough insurance to cover losses 
from events such as a car accident, 
a medical emergency, or theft.

1Balance your budget.  Spend less money 
than you make; stay out of debt; and limit your 
credit card use. Eventually, the amount of cash 
remaining after you pay your bills will increase. 
You will be able to use that money to start a 
savings program.

4Have other sources of cash.  A source might 
be a line of credit with a financial institution or 
cash advance  capability from a credit card com-
pany. Use it only for  serious emergencies. 

Figure 8.1 Your Financial Checkup
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Employer-Sponsored Retirement Plans
If your employer offers a retirement plan, usually a 401(k) or 

403(b) plan, you can take advantage of a ready-made investment pro-
gram. Saving is simple because an amount you choose is deducted 
automatically from each paycheck. Many employers match part or all 
of the money you save. For example, for every dollar you contribute, 
your employer may put in 25 cents, 50 cents, or even a dollar, which 
would double your savings. In addition, money put in a retirement 
fund is not taxed until you withdraw it—usually at retirement age. 

Starting an employer-sponsored or private retirement plan is an 
important step toward having financial security when you are older. 
Most people will need this retirement income in addition to Social 
Security as the Social Security system is revised. To learn more about 
retirement plans, read Chapter 15.

Elective Savings Programs
Some employers provide the option of having money automati-

cally withheld from your paycheck and deposited in a standard sav-
ings account. On your own, you can also arrange with a mutual fund 
or brokerage firm to take a certain amount from your bank account 
every month and invest it. This is an easy way to save because you do 
not have to think about it. You may be less tempted to use the money 
if you never see it. An elective savings program is an excellent way to 
fund a traditional IRA or Roth IRA account.

Special Savings Effort 
Another way to save is to set aside a specific time each year when 

you cut back sharply on what you spend and put the money you save 
in an investment fund.

Gifts, Inheritances, and Windfalls
During your lifetime, you might receive gifts of money, or you 

might inherit some money. You may also receive bonuses at work, tax 
refunds, and salary raises. 

What would you do with that money? Often people choose to 
spend this extra money on something they could not afford under 
normal circumstances. Consider Jihwan’s plan and whether you 
would make the same choice. 

When Jihwan received his income tax refund, his friends sug-
gested that this would be the perfect time to buy a big-screen tele-
vision. Jihwan’s friends were disappointed when he decided to put 
the money in a certificate of deposit that earned 6 percent interest. 
Jihwan did not mind watching television on his parents’ 19-inch TV 
screen because his savings deposit was increasing. No one can make 
you save money to finance a savings or investment program. You 
have to choose to do it.

fi nance07.glencoe.com       Chapter 8      Saving and Investing

Nest Egg
Before you can save and 
invest, you have to pay 
your bills—every month! 
That means sticking to 
a budget. Learn about 
budgeting—why it is 
important, how to do it, 
and how to maintain 
it—and create a budget 
that reflects your needs 
today. 

To continue with 
Task 2 of your 

WebQuest project, visit 
finance07.glencoe.com.

http://finance07.glencoe.com
http://finance07.glencoe.com
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The Value of Long-Term 
Investment Programs
Why should you invest in a long-term program?

Many people do not start investing because they have only a 
small amount of money. Others believe that they are too young to 
invest. However, having a small amount of money in a bank account 
should not stop you.

Remember that small amounts of money add up because of 
the time value of money. As you read in Chapter 1, the time value of 
money is the increase in an amount of money due to interest earned 
over time. 

Figure 8.2 shows the growth of $2,000 during different time 
periods and at different rates of return. A rate of return is the per-
centage of increase in the value of your savings due to earned 
interest. Remember that you must continue to add money to your 
investments to see the growth that is represented in Figure 8.2.
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Making Investment Decisions
What are the factors you should consider when 
choosing investments?

Once you know how much money you need to meet your goals, 
you then have to think about where to invest it. To make that deci-
sion, you need to understand the different risk factors. Also, you 
should consider each investment’s potential for income and growth 
as well as its liquidity.

Safety and Risk
In the financial world, the words safety and risk have specific 

meanings. Safety means that the chance of losing your money in an 
investment is fairly small. Risk indicates that you cannot be certain 
about the profit of your investment. You can select investments that 
are very safe or very risky, or in between these extremes.

Generally, if you choose a safe investment, your rate of return will 
be low. On the other hand, a speculative investment is considered a 
high-risk investment that might earn a large profit in a short time. The 
disadvantage of a speculative investment is the possibility that at any 
time you could lose most or all of the money you invest. Figure 8.3 
categorizes each type of investment according to its safety record.
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One basic rule sums up the relationship between the factors 
of safety and risk: The potential return on any investment should 
be directly related to the risk you, the investor, take. Your attitude 
toward risk will vary according to your circumstances. For example, 
when you are young, you may be more willing to take risks because 
you have long-term investment goals. When you are older and close 
to retirement, you may decide to shift your investments from specu-
lative to conservative investments to be sure that you will not lose 
your life savings.

Beginning investors may be afraid of the risk associated with 
some investments. However, it helps to remember that without risk, 
it is impossible to obtain returns that make investments grow. The key 
is to determine how much risk you are willing to take. Then choose 
quality investments that offer higher returns without an extremely 
high risk.

Five Components of Risk
Evaluate the overall risk factor of an investment by examining 

five different components of risk: 

1. Inflation
2. Interest rate
3. Business failure
4. Financial market
5. Global investment

Inflation Risk Inflation is a persistent economic condition that 
affects everyone. For example, when Harry Majors opened his deli in 
1985, he framed the first dollar he earned and hung it on the wall. 
Twenty years later, one of his customers reminded him that his 1985 
dollar could now buy less than 50 cents’ worth of salami. The loss of 
value to Harry’s dollar was a result of inflation, which is a general rise 
in prices that affects everybody. 

Investing your money can help you stay ahead of inflation. How-
ever, during periods of rapid inflation, the return from your invest-
ments might not keep up with the inflation rate. When that happens, 
you lose buying power, and your money will buy less.

You can calculate the effect of inflation on your investments. 
First, subtract your rate of interest from the inflation rate. This is your 
loss of buying power converted to a percentage. Then multiply that 
percentage by the original amount of your investment. The result is 
your loss of buying power in dollars. (See the Go Figure box.)

In addition, you can find out the current price of your invest-
ment, based on the rate of inflation during the period that you held 
the investment. Multiply the original price of the investment by the 
rate of inflation. Add that figure to the original price of the invest-
ment. The result is how much it would cost you to purchase the same 
investment today.

From Ticker Tape to 
PDAs In 1870, Thomas 
Edison invented the 
first practical ticker-tape 
machine. With a printing 
speed of one character 
per second, it enabled 
people to track changes 
in the prices of stocks 
and bonds. Information 
was printed on long thin 
strips of paper called 
ticker tape. Used ticker 
tape was cut into a form 
of confetti and tossed 
in ticker-tape parades. 
Today you can have data 
from the world’s mar-
kets, streaming charts, 
and analysis downloaded 
to your Smart Phone or 
Personal Digital Assistant 
(PDA) through a service 
called QuoTrek.

Read more about 
how to get finan-

cial information on the 
go and make a list of 
the features available 
with QuoTrek through 
finance07.glencoe.com.

TechByte

Unit 3      Investing Financial Resources fi nance07.glencoe.com
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Some investments will protect you from inflation better than 
others. For example, over the period from 1926 to 2002, the com-
pounded rate of return on common stocks adjusted for inflation was 
7 percent. Concurrently, U.S. Treasury bills (T-bills) had an inflation-
adjusted compounded rate of return of only 0.6 percent. During that 
time, common stocks provided a better protection against inflation 
than did T-bills.

Interest Rate Risk If you put money in an investment that 
gives you a fixed rate of return (stable rate), such as government or 
corporate bonds, the value of your investment will go down if interest 
rates go up. If you have to sell your bonds, you will get less than you 
originally paid.

To figure out the market price of a $1,000 bond if interest rates 
go up, divide one year of interest at a fixed rate of 8 percent by the 
new higher interest rate of 10 percent. (See the Go Figure box on 
page 246.) If you hold onto the bond until maturity, you will get your 
full $1,000 back, but you will receive only 8 percent annual interest.

FIGUREGO FINANCIAL MATH

A year ago, you worked part-time and put 
$1,000 in a savings account. The interest rate for 
one year was 6 percent. The inflation rate dur-
ing that year was 4 percent. How much money 
would you need at the end of the year to buy 
what you bought a year ago with $1,000?

FIGUREYOU

INFLATION RATE AND 
 INVESTMENTS
Synopsis: When prices and the cost of living rise in 
one year, your money will buy less and be worth less 
than it was during the prior year. For example, $500 
this year will buy less than it did last year.

Example: Nina put $500 in a certificate of deposit 
for one year at 3 percent interest. The inflation 
rate during that year was 5 percent. How much of 
her buying power did she lose? How much money 
would she need at the end of the year to buy what 
she bought a year ago with $500?

A.  Calculate the percentage of the loss of buying 
power:

Formula: Inflation Rate � Interest Rate � Loss-of-
Buying-Power Percentage

Solution: 5% � 3% � 2% Loss of Buying Power

B. Calculate the loss of buying power in dollars:

Formula: Original Price of Investment � Loss of 
Buying Power Percentage � Loss of Buying Power 
in Dollars

Solution:  $500 � 2% or .02 � $10

Nina lost $10.

C.  Calculate how much it would cost to buy the 
same investment today:

Formula: (Original Price of Investment � Inflation 
Rate) � Original Price of Investment � Current Price 
of  Investment

Solution:  ($500 � 5% or .05) � $500 � $525

Nina would need $525 at the end of the year to buy 
what she bought a year ago with $500.

      Chapter 8      Saving and Investing



Business Failure Risk This type of risk applies to common stock, 
preferred stock, and corporate bonds. When you buy stocks or corporate 
bonds, you are investing in a particular company. You are betting that 
the company will succeed. However, it could fail, especially if the 
company is managed poorly. Even if the company offers a valuable 
product or service, positive response from customers is not guaranteed. 
Lower profits usually mean lower dividends, which are distributions of 
money, stock, or other property that a corporation pays to stockholders. 
If the company declares bankruptcy, your investment may become 
worthless. Your best protection is to do careful research on companies 
in which you might invest. Another good idea is to invest your money 
in more than one company.

Financial Market Risk Sometimes the prices of stocks, bonds, 
mutual funds, and other investments go up or down because of the 
overall state of financial markets. The value of a stock may decrease, 
even though a company is financially healthy. Factors that affect 
financial markets include social and political conditions. For example, 
the price of oil stocks may be affected by the political situation in the 
Middle East, where much of the world’s oil supply is produced.

Global Investment Risk Today many investors are investing their 
money in stocks and bonds issued by companies in other countries. 
Because these types of investments may be risky, financial analysts 
advise small investors to invest in global mutual funds, instead of 
individual international stocks. Global mutual funds are offered by 
U.S. firms. These mutual funds specialize in companies that operate 
in another nation or region of the world. A mutual fund includes 
stocks or bonds from many companies and may offer more safety 
than one company’s stocks or bonds. 
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FIGUREGO FINANCIAL MATH

You buy a $1,500 corporate bond that pays 
a fixed rate of 8.5 percent interest. You earn 
$127.50 a year ($1,500 � .085 or 8.5% � 
$127.50) until maturity. What price would you 
get if you sold it before the maturity date when 
bond rates were 11 percent?

FIGUREYOU

A BOND’S MARKET PRICE 
WHEN INTEREST RATES GO UP
Synopsis: A bond’s interest earnings can be reduced 
if you sell it before the maturity date when bond rates 
are higher than those at time of  purchase.

Example: You buy a $1,000 corporate bond that 
pays a fixed rate of 8 percent interest. You earn $80 
a year ($1,000 � 8% or .08 � $80) until maturity. 
What price would you get if you sold it before the 
maturity date when bond rates were 10 percent?

Formula:  Annual Interest Earned 
� Market Price

 New Interest Rate

Solution:     $80   
� $800

10% or .10

You would get $800, which equals a loss of $200. 
($1,000 � $800 � $200). 

LANGUAGE ARTS
It is commonly thought 
that choosing a foreign 
investment is more com-
plicated than choosing a 
domestic one. In actual-
ity, however, the process 
is much the same. When 
searching for a foreign 
mutual fund, for example, 
you should look for the 
characteristics you would 
look for in a domestic one, 
such as strong relative 
performance over time 
and reasonable expenses. 
Research foreign invest-
ments and write a para-
graph describing its benefits 
and its drawbacks.



If you plan to invest in companies outside the United States, 
take these steps:

1. Evaluate international investments as if they were 
U.S. investments: Be aware that because of different 
accounting standards in other countries, it may be hard to 
discover the true financial condition of foreign  companies.

2. Consider the currency exchange rate: This rate may 
affect the return on your investment, favorably or unfavor-
ably. For example, if you buy stock in a French company, 
stock dividends will be paid to you in euros and then con-
verted to dollars.

Also, keep in mind that the economic and political stability of a 
country can affect the value of your investment. It is risky to invest in 
stocks and bonds issued by individual companies in other countries. 
Only experienced investors should consider this option. 

Investment Income
There are a variety of other types 

of investments for income. If you want a 
dependable source of income, you have sev-
eral choices. The safest and most predict-
able investments include: savings accounts, 
certificates of deposit (CDs), U.S. Savings 
Bonds, and U.S. Treasury bills. With these 
programs, you know the interest rate and 
how much interest income you will receive 
on a specific date.
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FIGUREGO FINANCIAL MATH

Your $1,200 corporate bond pays a fixed rate of 
8.5 percent interest, or $102 a year ($1,200 � 
8.5% or .085 � $102). What price would you get 
if you sold it before maturity when bond rates 
were 6 percent?

FIGUREYOU

A BOND’S MARKET PRICE WHEN 
INTEREST RATES GO DOWN
Synopsis: You may profit from selling a bond 
before maturity when bond interest rates are lower 
than those at time of purchase.

Example: Your $1,000 corporate bond pays a fixed 
rate of 8 percent interest, or $80 a year ($1,000 
� 8% or .08 � $80). What price would you get if 
you sold it before maturity when bond rates were 
6 percent ?

Formula:   Annual Interest Earned � Market Price
 New Interest Rate

Solution:    $80   
� $1,333.33

6% or .06 

You would receive $1,333.33, which equals a profit 
of $333.33 ($1,333.33 � $1,000 � $333.33).

� EXPLORING NEW 

WORLDS When investing 
in global mutual funds, 
evaluate the choices care-
fully. How does the currency 
exchange rate affect the 
return on an international 
investment?

247
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Other sources of investment income include government bonds, 
corporate bonds, preferred stocks, utility stocks, certain common 
stocks, annuities, and stable mutual funds. Before investing in stocks 
or corporate bonds, obtain information about the company’s overall 
profits, its history of dividend payments, and its outlook for the future. 
Be sure to check out the costs associated with annuities before invest-
ing. See Chapters 9 and 10 for more information on stocks, bonds, and 
mutual funds.

Real estate rental property also offers income, but it is not guar-
anteed. For example, your profits from a rental property may be lower 
than expected if you have vacancies or expensive repairs. In addition, 
Real Estate Investment Trusts, or REITs, also offer income that is not 
guaranteed. These trusts are similar to mutual funds. See Chapter 11 
for more information on real estate and other investments.

Speculative investments, such as commodities, options, precious 
metals and gems, and collectibles, offer little potential for income 
and are risky. These types of investments are more appropriate for 
investors who have expertise and experience in these markets.

Investment Growth
To investors, growth means that their investments will increase 

in value. The best opportunities for growth usually come from com-
mon stocks and growth stocks. A growth stock is a common stock 
issued by a corporation. This type of stock has the potential to earn 
above-average profits in comparison to other corporate stocks.

� TAKING CHANCES Only 
experts may be able to han-
dle the risk of speculative 
investments. Can you afford 
to lose money on a  speculative 
 investment?
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Growth companies usually reinvest their profits rather than 
pay dividends. Retained earnings are profits that a company rein-
vests, usually for expansion or to conduct research and development. 
Growth that is financed by retained earnings usually contributes to 
increasing the stock’s value. Therefore, if you buy stock in a growth 
company, you may not receive immediate cash dividends, but you 
will benefit because your stock may increase in value.

Investment Liquidity
A final factor to consider when choosing investments is 

 investment liquidity—the ability to buy or sell an investment 
quickly without substantially reducing its value. You may be able to 
sell some investments quickly, but market conditions or other factors 
may prevent you from regaining your original investment. 

A passbook savings account is an example of a high-liquidity 
investment, because you can withdraw all your money immediately. A 
low-liquidity investment requires more time to sell your  investment. 
An investment in real estate is usually a low-liquidity investment 
because finding a buyer takes time.
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QUESTION

As You 
Read

If you want to buy a house 
in ten years, should you 
put your money in a CD or 
invest it in growth stocks? 
Why?

Section 8.1 Assessment

QUICK CHECK
1. What steps should you take when prepar-

ing to establish an investment program?
2. How can you obtain the money you need 

to start investing?
3. What factors might affect your investment 

choices?

THINK CRITICALLY
4. A friend wants to invest a $500 bonus she 

received. What would you advise?

USE COMMUNICATION SKILLS
5. Risk Tolerance Everyone has a different 

tolerance for risk. Some people will try any-
thing once, including skydiving and white-
water rafting. Others take every precaution 
to avoid danger.

Analyze With a small group of 
classmates, discuss the five compo-

nents of risk. Decide which components of 
risk might affect every investor.

SOLVE MONEY PROBLEMS
6. Preparing for Emergencies Roya and 

Sashi are performing a financial check-up. 
They are trying to decide how much 
money to put into an emergency fund and 
what type of account to open. The couple 
has $3,000 in take-home pay a month and 
monthly living expenses of $2,600. They 
have a young child and a limited health 
insurance plan. They are worried about 
unexpected expenses.

Write About It Write a plan 
describ ing how much money Roya 

and Sashi should have in their emergency 
fund and what type of account they should 
choose for the fund.



Savings and 
Investment Options

Types of Investments
How would you invest your money?

When you have your personal finances in order, an emergency 
fund, and money for investments, and you know how much risk 
you can take, you can begin to research different types of investment 
alternatives: stocks, bonds, mutual funds, and real estate.

Stocks
A business that is owned by one person gets operating money 

from that one owner, who is the sole proprietor. In a partnership, 
the partners provide the money, or equity capital. Equity capital
is money that a business gets from its owners in order to operate. A 
corporation gets its equity capital from its stockholders, who become 
owners when they buy shares of stock in the company. The two basic 
types of stock are common and preferred.

Common Stock Common stock is a unit of ownership of a 
company, and it entitles the owner, or stockholder, to voting privi-
leges. Common stock can sometimes provide a source of income if 
the company pays dividends. Stock can provide growth profits if 
the dollar value of the stock increases. In addition, if the company 
“splits” its stock, or divides shares into a larger number of shares, the 
stockholder gains because he or she will get more shares. Most large 
corporations generate money they need by selling common stock.

Preferred Stock A corporation may also issue preferred stock. 
Preferred stock is a type of stock that gives the owner the advantage 
of receiving cash dividends before common stockholders receive 
cash dividends. This is important if a company is having financial 
problems. If a company fails, preferred stockholders receive dividends 
first and any assets that are left before common stockholders receive 
anything. Chapter 9 discusses other factors you should consider 
when buying common or preferred stock.

Stock can be an attractive investment because, as owners, stock-
holders share in the success of the company. However, you should 
consider several facts before you invest in stock.

Section 8.2
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Focus on
Reading

Read to Learn
• How to identify the main 

types of savings and 
investment alternatives.

• How to explain the steps 
involved in developing 
a personal investment 
plan.

Main Idea
The more you know about 
different investment oppor-
tunities and the planning 
process, the better able you 
will be to select a savings 
or investment program that 
meets your needs.

Key Terms
• equity capital
• common stock
• preferred stock
• corporate bond
• government bond
• mutual fund
• diversification

PREDICT

Before 
You Read

Since stock investments 
can be risky, why do you 
think people choose them?
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1. A corporation does not have to repay you what you paid for 
the stock. If you want to sell your stock, another investor 
must buy your shares through a stockbroker.

2. The current value of your stock is partially determined by 
how much another investor is willing to pay for your shares.

3. The corporation does not have to pay dividends. If the 
company has a bad year or decides to reinvest earnings, 
the board of directors can vote to eliminate dividend 
payments.

Corporate and Government Bonds
You may also consider investing in bonds. There are two types 

of bonds an investor can consider: a corporate bond and a govern-
ment bond. A corporate bond is a corporation’s written pledge to 
repay a specific amount of money, along with interest. A govern-
ment bond is the written pledge of a government or a municipality, 
such as a city, to repay a specific sum of money with interest. When 
you buy a bond, you are lending money to a corporation or govern-
ment entity for a period of time.

The Value of a Bond Two key factors affect the value of a bond: 
(1) whether the bond will be repaid at maturity and (2) whether 
the corporation or government entity 
will be able to pay interest until 
maturity. Maturity dates range from 1 
to 30 years, and interest on bonds is 
usually paid every six months. You can 
keep a bond until maturity and then 
redeem it, or you can sell it to another 
investor. In either case, the value of 
the bond is closely tied to the ability 
of the corporation or government 
agency to repay the bond at maturity. 
If a corporation or government agency 
cannot pay the interest on its bonds, 
the value of those bonds will decrease. 
Some investors also make money on 
bonds by receiving regular interest 
payments until maturity.

RELATE

As You 
Read

Are you willing to invest 
your money in stock, or 
would you prefer to keep 
your money in a CD? 

� PAYING UP Government bonds offer a 
fixed rate of interest. What are two key con-
siderations for buying a government bond?
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Mutual Funds
A mutual fund is an investment in which investors pool their 

money to buy stocks, bonds, and other securities selected by profes-
sional managers who work for an investment company. Their knowl-
edge is an advantage for inexperienced investors. If one of the fund 
stocks or other securities performs poorly, the loss can be offset by 
gains in another stock or security within the mutual fund. Chapter 10 
provides information on types of funds.

Real Estate
The goal of real estate investing is to own property that increases 

in value so that you can sell it at a profit—or to receive rental income. 
When you invest in real estate, you need to find out if the property is 
priced as similar properties. You also need to know what financing is 
available and the cost of property taxes.

Before making a decision to purchase any property, ask the fol-
lowing questions: Why are the present owners selling? Is the property 
in good condition? What is the condition of other properties in the 
area? Is there a chance that the property will decrease in value?

When you sell real estate, consider these questions: Can you find 
an interested buyer? Can the buyer get financing to buy the property? 
Chapter 11 provides more information on real estate investments.

Michelle Bondi is fascinated with the world of finance. She studies and tracks the performance of 
financial market sectors, such as finance or construction. In addition to tracking the performance of 
individual stocks, Michelle studies the factors that affect them and compares the stocks’ results with 
other similar stocks. She prepares internal and external reports on a stock’s financial health on a daily 
basis or as requested. Investment analysts enjoy making connections between the news and eco-
nomics, as well as finding patterns in the unpredictable world of finance.

SKILLS:  Math, statistics, economics, and teamwork skills

PERSONAL TRAITS:  Analytical, methodical, rigorous, self-starting, and up-to-date in current events

EDUCATION: High school diploma or equivalent; bachelor’s degree in finance, accounting, 
economics, or business

ANALYZE Why would an investment analyst need to be aware of news and current events?

To learn more about career paths for investment analysts, visit fi nance07.glencoe.com.

Michelle Bondi
Robert Half Finance & Accounting

CREDIT ANALYST

Careers in Finance
INVESTMENT 
ANALYST

http://finance07.glencoe.com
http://finance07.glencoe.com
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Learn to identify and understand the standard 
financial documents you will use in the real world.

Savings Goals Worksheet

Name: Susan Sharpe

Goals
Target 
Dates

Cost
Current 
Assets

Amount 
Still 

Needed

Years to 
Target 
Date

Amount 
to Save 

This Year

Down payment to 
 purchase a house

2010 $30,000 $5,000 $25,000 5 years $5,000

Buy a new car 2008 $22,000 $7,000 $15,000 3 years $5,000

Save for retirement 2035 $500,000 $10,000 $490,000 30 years $10,000

Investigate: A Savings Goals 
Worksheet
A savings goals worksheet contains this 
information:
• Your savings goal
• Amount you have 
• Amount you need to achieve your goal 
• Target date to goal

Your Motive: In order to make large 
purchases or achieve lofty fi nancial goals, 
you need a savings plan. A savings plan will 
help you determine how much you need to 
reach your goals and how long it will take 
to achieve them.

Key Points: A savings plan should be 
ambitious but not unrealistic. Do not try to 
set goals that you know you cannot reach. 
You should also reevaluate your savings plan 
at least once each year to make sure your 
savings plan is on track with your goals.

Find the Solutions
1. How much should Susan save to reach her 

goal?
2. What should Susan save this year to be on 

track to achieve her goals?
3. What assets other than savings might Susan 

use to help pay for a new car? 
4. Why might Susan need to adjust her plan 

each year? 
5. Susan’s retirement savings plan calls for 

 saving $10,000 each year for 30 years to save 
$300,000. However, she needs $490,000. 
What missing factor will enable Susan to 
achieve her savings goal? 
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Evaluating Investment 
Alternatives
How would you diversify your investments?

You have learned how safety, risk, income, growth, and liquidity 
affect investment choices. You have also examined different invest-
ment possibilities. Which ones would you choose?

As you make your choices, remember it is wise to diversify. 
Diversification is the process of spreading your assets among  several 
 different types of investments to reduce risk. You should avoid “put-
ting all your eggs in one basket.” Some financial advisers suggest that 
you think of your investment program as a pyramid, as  illustrated in 
Figure 8.4. This strategy provides both financial growth and pro-
tection no matter what your age, circumstances, or level of financial 
knowledge. Level 1 provides a solid foundation with safe invest-
ments. Once that foundation is built, you may choose from the alter-
natives listed in Levels 2 and 3, which carry moderate risk. Because 
the investments in Level 4 are highly speculative, you may want to 
skip that level entirely.

QUESTION

As You 
Read

Why is diversification 
important?
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Developing a Personal 
Investment Plan
How do you create an investment plan?

To be a successful investor, develop a plan and put it into action. 
Each person has different ideas and goals. Establish your investment 
goals first, and then continue to follow through. Often the follow-
through is the most important component of a successful, long-range, 
personal investment plan. Follow a series of steps and begin earning 
money through investment.

Consider this case: Ginny is single and has recently started 
her first full-time job after graduation. Her monthly take-home pay 
(after deductions for taxes and other items) is $1,600. Her monthly 
expenses are $1,200. She has a surplus of $400 a month. She is using 
her surplus to set up an emergency fund. She recently received an 
inheritance of $5,000 when her grandfather died. She plans to use 
this money to fund her investments. 

Figure 8.5 illustrates how Ginny developed her individual 
investment plan. Your plan may be quite different, but the steps will 
be the same. 
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You may find these steps helpful to get started:

1. Establish investment goals.
2. Decide how much money you will need to reach those goals 

by a particular date.
3. Determine the amount of money you have to invest.
4. List all the investments you want to evaluate.
5. Evaluate the risks and potential return for each investment 

on your list. 
6. Reduce your list of possible investments to a reasonable  number.
7. Choose at least two investments so that you have some 

diversity. You may want to add more investments as the 
value of your holdings grows. 

8. Because your investment goals may change as you go through 
life, recheck your investment program regularly. Remember 
that changes in the economy can affect your investments. For 
example, if interest rates on certificates of deposit are high, 
you might invest some of your money in a CD.

To develop your personal investment plan, establish your goals, 
and then follow through. If your goals are important to you, you will 
be willing to work to attain them.

Section 8.2 Assessment

QUICK CHECK 
1. What are the main types of investment 

alternatives?
2. When choosing investment alternatives, 

why is it wise to diversify?
3. What are the steps in developing a personal 

investment plan?

THINK CRITICALLY
4. Explain why financial advisers suggest that 

your investment program be set up like a 
 pyramid.

USE COMMUNICATION SKILLS
5. Hidden Treasures? Today many people 

purchase collectible items as investments. 
They buy baseball cards, commemorative 
coins, stuffed animals, and art.

Role-Play With a partner, role-
play two financial advisors: one who 

explains why high-risk investments, such 
as  collectibles, are not wise; and one who 
discusses why this type of investment is 
attractive to some people.

SOLVE MONEY PROBLEMS
6. Developing an Investment Plan  

Every day after school, Trent volunteers at 
his neighborhood community center. He 
helps the young children with their home-
work and organizes sports activities. Trent 
really believes in the work that the center 
is doing. He wants to invest some money 
to donate to the center.

Write About It Write a personal 
investment plan for Trent so that he 

can reach his goal.

Put on 
Your 
Financial
Planner’s 
Cap

Your client is young and 
nervous, making a first 
time investment of $5,000. 
Would you advise investing 
in a  savings account or CD, 
mutual fund, growth stock, 
or real estate? Explain why.



Reducing Risk 
and Sources of 
Information

Financial Planners
What is the role of a financial planner?

When making your investment decisions, you may want to con-
sult a financial planner, a specialist who is trained to offer specific 
financial help and advice.

There are two main factors to consider when deciding if you 
need a financial planner: (1) your income level and (2) your willing-
ness to make your own financial decisions. If you make less than 
$45,000 a year, you may not need a planner’s services. 

Types of Financial Planners
Financial planners work for various insurance companies, invest-

ment companies, real estate agencies, and law firms. Some are self-
employed. There are four main types of financial planners:

1. Fee-only planners charge an hourly rate from $75 to $200 
or a flat fee, ranging from about $500 to several thousand 
 dollars. They may also charge an annual fee ranging from 0.04 
percent to 1 percent of the value of the investments 
they manage.

2. Fee-offset planners charge an hourly or annual fee, but 
they reduce, or offset, it with the commissions, or earnings, 
they make by buying or selling investments.

3. Fee-and-commission planners charge a fixed fee for 
a finan cial plan and earn commissions from the products 
they sell.

4. Commission-only planners earn all their money through 
the commissions they make on sales of insurance, mutual 
funds, and other investments.

When hiring a financial planner, find out the exact fees for spe-
cific services. Also discuss how and when the fees will be collected 
from you. There should be no hidden commission charges if the 
financial planner provides “fee only” services.
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Section 8.3

Focus on
Reading

Read to Learn
•  How to describe your 

role in a personal invest-
ment program.

•  How to identify sources 
of financial information.

Main Idea
By becoming an informed 
investor, you will be able 
to reach your investment 
goals.

Key Terms
• financial planner
• tax-exempt income
• tax-deferred income
• capital gain
• capital loss
• prospectus

PREDICT

Before 
You Read

How might investing 
change your income tax 
reporting?
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Giving Is Fun
1. Give whatever you 

can afford to your 
favorite charity.

2. Donate old clothes, 
toys, books, or eye-
glasses instead of 
money.

3. Cash in your bot-
tles and cans at 
a recycling cen-
ter and give the 
money to charity.

4. Volunteer at a 
hospital,  nursing 
home, animal 
shelter, or favorite 
charity.

5. Save $1 a week for 
a year, and make 
a donation to your 
favorite charity.

Selecting a Financial Planner
Look for a financial planner who will provide these basic 

 services:

• Assess your current financial situation
• Offer a clearly written plan with investment recommendations
• Discuss the plan with you and answer questions
• Help you keep track of your progress
• Guide you to other financial experts and services as needed

You can find a financial planner by looking in the yellow pages, 
by contacting financial institutions, and by getting recommenda-
tions from friends, coworkers, or professional contacts. Figure 8.6
suggests questions that you might ask a financial planner to help you 
make a decision.

Certification of Financial Planners
The requirements for becoming a financial planner vary from 

state to state. Some states require that financial planners pass an 
exam. Other states issue licenses to individual planners and plan-
ning companies. Some states have no regulations at all. The federal 
government requires that the Securities and Exchange Commission 
(SEC) monitor the largest financial planning companies.

A financial planner may have credentials, such as Certified Finan-
cial Planner (CFP) or Chartered Financial Consultant (ChFC). Not all 
planners are licensed, however. You should research and investigate 
any financial planner you might be considering.



      Chapter 8      Saving and Investing 259

Managing Your Investments
What should you do to manage your investments?

Most people do not have professional financial planners and 
need to learn how to manage their own finances. Managing your 
savings and investments requires ongoing attention. You can take 
an active role by taking these steps: Evaluate investments; monitor 
investments; keep accurate records; and consider tax consequences. 

CHINA
Though lagging behind the United States, China 

is catching up as the number one consumer of oil. The 
United States uses 20.5 million barrels of oil per day; 
China uses 6.3 barrels. By 2010, that number may 
double. The country’s swelling population—the world’s 
largest—and increasing affluence has stimulated a 
fuel-driven economy. Thousands of factories stretch 
across the country; car sales are up by 55 percent;  
and China’s electric power grids are on overdrive. 
Once energy independent, the country imports half of 

its oil. Soon China 
will be in serious 
competition with 
other oil-consuming  
nations for a dwin-
dling  supply of oil. 
Meanwhile, the 
country copes. In 
one city, shopping 
malls lowered their 
thermostats. In 
another, electricity 
was cut off four days 
a week to save on oil 
 consumption. Think Globally

Would you buy stock in a Chinese electricity company? 
Why or why not?

DATABYTES

Capital Beijing

Population 1,288,679,000

Languages  Chinese (Mandarin), Cantonese, 
and other dialects and languages

Currency yuan, or Renminbi

Gross Domestic 
 Product (GDP) $6.4 trillion (2003 est.)

GDP per capita $5,000

Industry: Iron, steel, coal, machinery, armaments, 
textiles and apparel, petroleum, and cement 

Agriculture: Rice, wheat, potatoes, sorghum, pork, 
and fish. 

Exports: Machinery and equipment, textiles, apparel, 
footwear, toys, sporting goods, and mineral fuels

Natural Resources: Coal, iron ore, crude oil, mercury, 
tin, and hydropower

Standard and Poor’s publishes the globally recognized 
S&P 500® financial index. It also gathers financial statis-
tics, information, and news, and analyzes this data for 
international businesses, governments, and individuals 
to help guide their financial decisions. 

Global Financial Landscape
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Evaluating Investments
Always research and evaluate before you invest so that you can 

make an informed decision. Suppose that you invest $2,000. With a 
5 percent return the first year, you will earn $100. While your money 
is earning, you also need to continue to evaluate your current invest-
ment. Evaluate future investment opportunities as well.

Monitoring Your Investments
Many people forget to keep track of or monitor the value of their 

investments. Always keep track of the value of your stocks, bonds, or 
mutual funds by checking price  quotations reported on the Internet, 
in newspapers, and on financial news programs. Keep a chart of the 
value of your investments to check their progress over time.

� LOOKING AHEAD Even if 
an investment company han-
dles your money, always track 
and evaluate your invest-
ments on a regular basis. 
They will pay off for years to 
come. What investment records 
should you keep?

RELATE

As You 
Read

Would you want to man-
age your own investments 
or hire a financial planner?
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Keeping Accurate Records
Accurate recordkeeping helps you notice opportunities to 

increase your profits or reduce losses. It can also help you decide 
whether to put more money in a stock, bond, or other investment—
or to sell a particular investment. Keep purchase records that list the 
cost of the investment and commissions or fees you have paid. Also 
keep the sources of information you used to evaluate an investment. 
With these records, you will know where to begin your research when 
it is time to reevaluate the investments you own.

Tax Considerations
It is your responsibility to determine how taxes may affect your 

investments. The city, state, and federal governments charge various 
amounts of tax to individuals and businesses for income they earn. 

In general, investment income falls into three categories: tax-
exempt, tax-deferred, and taxable. Tax-exempt income is income 
that is not taxed. For example, the interest you can receive from 
most state and municipal bonds is exempt from federal income tax. 
Tax-deferred income is income that is taxed at a later date. The 
most common type of tax-deferred income is earned from a tradi-
tional individual retirement account (IRA). When you withdraw earn-
ings from your IRA, you must pay federal income tax. The 401(k) and 
403(b) retirement plans offered by your employer or privately are also 
tax-deferred. Income from most other investments is taxable. 

Dividends, Interest Income, and Rental Income You must 
report cash dividends on your tax return as ordinary income. You also 
have to pay tax on the interest from banks, credit unions, and savings 
and loan associations. In addition, interest you receive from bonds 
(unless tax-exempt), promissory notes, loans, and U.S. securities must 
be reported as income. Income from rental property is also taxable.

Capital Gains and Capital Losses A capital gain is the profit 
from the sale of assets such as stocks, bonds, or real estate. Capital 
gains are taxed according to how long you own an asset—over a short 
term or a long term.

Under current law, a short-term capital gain is profit you make 
when you sell an asset owned for 12 months or less. It is taxed as 
 ordinary income. For example, if you are in the 15 percent tax bracket 
for general income taxes, you will also pay 15 percent tax on your 
short-term capital gains.

The profit from selling investments owned for more than 
12 months is considered a long-term capital gain. Long-term capital 
gains are usually taxed at the rate of 5 to 15 percent. Investors in low 
tax brackets are taxed at only 5 percent. As of 2008, these investors 
pay no tax on long-term capital gains. Some personal property, such 
as collectibles, is taxed at a higher rate. Examples of collectible assets 
include rare books and stamp collections. You will learn more about 
collectibles in Chapter 11.

A Dollar a Day
Do you know that if you 
save a dollar a day—less 
than what you would 
spend on a soda and a 
candy bar—and save or 
invest it at 5 percent inter-
est, in five years you will 
have more than $2,000? 
In ten years you will have 
$4,600! How much would 
you have in 40 years?

CommonCommon
CENTSCENTS
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A capital loss is the sale of an investment for less than its pur-
chase price. You can subtract up to $3,000 a year in capital losses from 
your ordinary income. If your losses are greater than $3,000, you can 
subtract the rest of the loss in later tax years.

Sources of Investment 
Information
Where can you find information about investments?

Because there is so much investment information available, both 
complex and basic, you need to be selective. The important thing is 
to be sure that the source of advice and information that you receive 
is accurate and reliable.

The Internet and Online Services
The Internet offers a wealth of information on investments with 

the click of a button. One of the best ways to find what you need is to 
use a search engine. Search engines are available through many Inter-
net service providers (ISPs), including commercial Internet compa-
nies. Just type the key words for your topic into a search engine, and 
you will get a list of Web sites that provide information on that topic. 
Most large investment firms have Web sites where you can obtain a 
variety of information and services:

• Interest rates for certificates of deposit
• Prices of stocks, bonds, and other securities
• Advice on starting an investment program
• Trading of securities through online brokers

Newspapers and News Programs
The financial page of your metropolitan newspaper or The Wall 

Street Journal is another source of investment information that is easy 
to access. In addition, many radio and television stations broadcast 
investment market summaries and economic information as part 
of their regular news programs. Several television channels, such as 
CNN Fn (Financial), are also dedicated to financial news.

Business and Publications
Barron’s, BusinessWeek, Forbes, Fortune, Harvard Business Review, 

and similar business publications provide general news about the 
economy as well as information about individual companies. Other 
publications cover specific industries. In addition, magazines, such as 
Money,  Consumer Reports, Smart Money, and Kiplinger’s Personal Finance, 
 provide  information and advice designed to improve your investment 
skills. In addition, national news magazines often feature stories on the 
economy and finance.

QUESTION

As You 
Read

How can you ensure that 
online sources of invest-
ment information are 
 accurate and reliable?
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Government Publications
The United States federal government is also an excellent resource 

of information—and much of it is free. The Federal Reserve Bulletin, 
published by the Federal Reserve System, and the Survey of Current 
Business, published by the Department of Commerce, are just two 
sources of useful financial information. You can read articles from 
both of these publications on the Internet.

Corporate Reports
As required by the federal government, any corporation selling 

new issues of securities must provide investors with a prospectus. A 
prospectus is a document that discloses information about a com-
pany’s earnings, assets and liabilities, its products or services, a par-
ticular stock, and the qualifications of its management. All publicly 
owned corporations also send investors quarterly reports and annual 
reports that contain detailed financial data.

� IN THE KNOW Keeping up with financial news helps you track your 
investments and may help you reach your goals. Name at least three 
publications that could help you become a smart investor.
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Statistical Averages
You can keep track of the value of your investments by follow-

ing one or more recognized statistical averages, such as the Standard 
& Poor’s 500 Stock Index or the Dow Jones Industrial Average. These 
averages are reported daily online and in newspapers. The average 
indicates whether the category it measures is increasing or decreasing 
in value. It will not pinpoint the value of a specific investment, but it 
will show the general direction of stocks, bonds, mutual funds, and 
other investments. Figure 8.7 lists some of the most widely used 
statistical averages.

Unit 3      Investing Financial Resources
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Investor Services
Many stockbrokers and financial planners mail free newsletters 

to their clients. In addition, investor services, such as Moody’s Inves-
tors Service, sell subscription newsletters that are available in print 
and on the Internet. 

Five widely used and useful publications are:

• Standard & Poor’s Stock and Bond Guide
• Value Line Investment Survey®

• Handbook of Common Stocks (information on companies)
• Morningstar Mutual Funds™ 
• Wiesenberger Investment Companies Yearbook (information on 

mutual funds) 

In addition to these publications, securities exchanges provide 
information in print and on the Internet. They include the American 
Stock Exchange, the Chicago Mercantile Exchange, the New York Stock 
Exchange, and the NASDAQ market. All of these sources of financial 
information are most often used by professionals. Many individual 
private investors also refer to them to become well-informed when 
making investment decisions.

REACT

After You 
Read

Would it be useful to  follow 
the Dow Jones  Industrial 
Average and/or the 
 Standard and Poor’s 500 
Stock Index before  making 
investments? Why or 
why not?

Section 8.3 Assessment

QUICK CHECK 
1. What is a financial planner’s role in a 

 personal financial program?
2. What is your role in your personal finan-

cial program?
3. What are some sources of financial 

 information?

THINK CRITICALLY
4. Why do you think some people do not 

keep track of their investments? Give 
 reasons why they should.

USE COMMUNICATION SKILLS
5. Tax Considerations Elliott is going to 

receive capital gains on some stock he just 
sold. He owned the stock for less than a 
year and made a profit of $200. He is in the 
15 percent tax bracket.

Calculate How much will Elliott 
pay in capital gains tax on the profits 

from his stock sale?

SOLVE MONEY PROBLEMS
6. Finding a Financial Planner Helene 

has decided to hire a financial planner. She 
has to rely on ads and the yellow pages 
for names because she is new in town. She 
wants to meet with several  people before 
choosing one.

Write About It Compile a list of 
specific questions that Helene should 

ask candidates when she interviews them.



Communicating Key Terms
You are a financial planner. One of your clients, who owns a medium-sized company with 

75 employees, asks you to speak to her employees to encourage them to participate in the company 
401(k) retirement savings plan. Use as many of the terms below as possible in writing your speech.
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• emergency fund
• speculative investment
• dividends
• retained earnings
• investment liquidity
• equity capital

• common stock
• preferred stock
• corporate bond
• government bond
• mutual fund
• diversification

• financial planner
• tax-exempt income
• tax-deferred income
• capital gain
• capital loss
• prospectus

Reviewing Key Concepts 
1. Explain why it is important to have a goal before making investments.
2. Describe sources of funds for investing. 
3. Describe a demographic group that may not prefer investment risk. Describe another 

demographic group that may be more comfortable with a greater degree of risk. 
4. Compare the main types of investment alternatives in terms of their risk and liquidity. 
5. Write an investment plan for yourself. 
6. Describe the role of the investor in the investment process.
7. List four specific sources of financial information. 

CHAPTER SUMMARY

• Before investing, set financial goals that 
are compatible with your values.

• Obtain money to start investing by 
setting aside funds before you buy other 
things; by contributing to employer-
sponsored retirement plans and savings 
programs; and by saving gifts of money 
and unexpected windfalls.

• An investment’s safety or degree of 
risk, income potential, and liquidity 
are factors to consider before choosing 
an investment. Also, diversifying your 
investments is wise.

• Saving and investment alternatives 
include savings accounts, certificates of 
deposit, stocks, bonds, some annuities, 
mutual funds, and real estate.

• Steps in developing a personal invest-
ment plan include establishing goals, 
determining funds needed and funds 
available, evaluating investments in 
terms of risk and return, and choosing 
at least two investments. 

• Check your investments for yourself, 
keep track of them, keep accurate 
records, and consider the tax conse-
quences of buying and selling. 

• A great deal of investment information 
is available on the Internet, in books, 
magazines, newspapers, government 
publications, as well as from individual 
corporations and investment 
companies. 
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Investing Your Money You are evaluating two investments that 
each require $1,000. One is a municipal bond that pays 9 percent interest 
annually. The interest is exempt from federal and state taxes. The other is a 
corporate bond that pays 11 percent interest, but its earnings are subject to 
20 percent capital gains tax if kept for less than 12 months, and 15 percent 
capital gains tax if kept for more than 12 months. 

1. Calculate (a) Which bond provides the largest return? (b) Does the 
situation change if you need to sell the bond before 12 months?

2. Compute by using spreadsheet software to create scenarios about the 
circumstances under which each investment gives a bigger return. 

Connect with Economics Risk associated with investments can 
be categorized as diversifi able risk and undiversifi able risk. This is one 
reason mutual funds are so popular—many investors’ money is pooled and 
numerous stocks are purchased. Some of the risk is reduced because you buy 
a piece of so many different companies. Undiversifi able risks are those over 
which you have no control, such as the risks described in Section 8.1. 

1. Research Use an Internet search engine or look in the newspaper or 
magazine to fi nd descriptions of three mutual funds.

2. Think Critically Select one mutual fund of interest to you. Why did 
you select it? 

Economics You should buy insurance and establish an emergency fund 
before you invest, and you should invest early.

Write About It Write several paragraphs explaining why you should take 
these steps before investing and how you can do both.

401(k) Retirement Savings Many employers offer 401(k) 
retirement savings plans as an employee benefi t. Many companies match a 
certain percentage of each employee’s deposits in the plan.

Log On Use an Internet search engine to fi nd Web sites of two 
companies you might be interested in working for in the future. 

Answer the following questions:

1. Do they offer 401(k) plans profi t-sharing or other savings programs? 
2. Do your relatives, neighbors, or friends participate in such plans? Why?

Newsclip: Less Savings Americans do not save as they once did. 
Weak savings mean fewer investments in the economy, and that contributes 
to slower economic growth.

Log On Go to fi nance07.glencoe.com and open Chapter 8. Learn 
more about the different types of investments. Write down what type 
of investment you would buy and explain why.

O N L I N E

Chapter 8 Review & Activities

http://finance07.glencoe.com
http://finance07.glencoe.com
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ARE YOU A RISK TAKER? 
As a general rule, the greater the promised return on an investment, the 
greater the risk involved. Risk tolerance is your ability to ride the ups and 
downs of the market without panicking when the value of your invest-
ment goes down. This quiz will help you gauge your own risk tolerance. 
Answer the following questions on a separate sheet of paper:

1. Which best describes your feelings about investing?
 a. Better safe than sorry
 b. Moderation in all things
 c. Nothing ventured, nothing gained

2. Which is most important to you as an investor?
 a. You receive a steady income.
 b. You receive a steady income and growth.
 c. The price of your investments rises rapidly.

3. You won! Which prize would you pick?
 a. $4,000 in cash
 b. A 50 percent chance to win $10,000
 c. A 20 percent chance to win $100,000

4.  The stocks you own have dropped 20 percent since the last quarter. What would you do?
 a. Sell the stocks to avoid losing more
 b. Keep the stocks and wait for their value to rebound
 c. Buy more stocks because they are cheaper now

5.  The stocks you own have gone up 20 percent since the last quarter. What would you do?
 a. Sell the stocks and take the gains
 b. Keep the stocks and hope the price goes up higher
 c. Buy more stocks because the price may go up higher

6. Would you borrow money to take advantage of a good investment opportunity?
 a. Never b. Maybe c. Yes

7. How would you characterize yourself?
 a. I do not like to take risks.
 b. I am a moderate risk taker.
 c. I enjoy taking risks.

Give yourself one point for each question that you answered with “a.” 
Give yourself two points for each question that you answered with “b.” 
Give yourself three points for each question that you answered with “c.” 
If you scored 7–11 points, you’re a conservative investor who prefers to minimize financial risks. 
If you scored 12–16 points, you’re a moderate risk taker. 
If you scored 17–21 points, you’re comfortable taking risks in pursuit of greater returns. 

Source: “Five-Minute Quiz” from Standard & Poor’s Your Financial Future, ©1996 by The McGraw-Hill Companies.
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Avoiding Future Shock

Mackenzie is already showing signs of being a great scholar at age three. At least that 
is what her dad, Jasper, thinks. He wants Mackenzie to be able to continue her educa-
tion, so he has decided to start a college fund for her now. Jasper has $2,000 to start 
and has decided to invest $175 a month. He has developed an investment plan to reach 
his goal.
 Jasper figures he has 15 years to invest and will invest in an aggressive stock mutual 
fund. He feels that the diversity of a mutual fund will be safer and give greater returns. 
Jasper has plenty of time to take a fair amount of risk and is comfortable that he will 
have Mackenzie’s college money when she needs it.

Your Financial Portfolio

Goal Tending

 Established goal: College

 Amount of money needed: $50,000

 Initial amount to invest: $2,000

 Possible investment alternatives:  (1) savings account (4) mutual fund

(2) CD (5) stock

(3) money  market account

 Risk factor for each alternative:  (1) low risk (4) moderate risk

(2) low risk (5) high risk

(3) low risk

 Expected return on each alternative:  (1) 1% –3% (4) 6%–10% 

(2) 4%–5% (5) 6%–12% 

(3) 4%–6%

 Top 3 choices:  (1) mutual fund (3) CD

(2) stock 

 Final choice: mutual fund

Chapter 8 Review & Activities

Prepare

Choose a short-term or long-term financial goal you would like to reach. On a sepa-
rate sheet of paper, prepare an investment plan for yourself using the same guidelines as 
shown above. Research some of the available investments and come up with your own 
investment alternatives. Explain the reasons for your final choice.


	Glencoe Business and Personal Finance
	Brief Table of Contents
	Table of Contents
	To the Student
	Unit 1: Planning Personal Finances
	WebQuest Internet Project: One Life to Plan
	BusinessWeek: Finance File: Which Adviser Knows the Way?
	Chapter 1: Personal Financial Planning
	 Ask Standard & Poor’s: The Money Plan
	Section 1.1: Financial Decisions and Goals
	Careers in Finance: Personal Banker
	Document Detective: Monthly Budget Worksheet 
	Academic Connection: Language Arts
	Standard & Poor’s: Global Financial Landscape: India

	Section 1.2: Opportunity Costs and Strategies
	Go Figure: Annual Interest
	Go Figure: The Future Value of a Single Deposit

	Chapter 1 Review and Activities
	What’s Your Financial ID?: Your Spending Profile
	Your Financial Portfolio: Getting Your Own Wheels


	Chapter 2: Finances and Career Planning
	Ask Standard & Poor’s: Planning for Life
	Section 2.1: Planning Your Career 
	Academic Connection: Science
	Standard & Poor’s: Global Financial Landscape: Japan

	Section 2.2: Employment and Career Development
	Document Detective: IRS Form W-4
	Careers in Finance: Cashier

	Chapter 2 Review and Activities
	What’s Your Financial ID?: Find Your Personality Traits
	Your Financial Portfolio: Applying for a Job


	Chapter 3: Money Management Strategy
	Ask Standard & Poor’s: Money When You Need It
	Section 3.1: Organizing Financial Records
	Section 3.2: Personal Financial Statements
	Go Figure: Net Worth
	Careers in Finance: Financial Advisor
	Go Figure: Net Cash Flow

	Section 3.3: Budgeting for Financial Goals
	Academic Connection: History
	Standard & Poor’s: Global Financial Landscape: South Korea
	Document Detective: Personal Balance Sheet

	Chapter 3 Review and Activities
	What’s Your Financial ID?: Money Management Quiz
	Your Financial Portfolio: What Is Your Net Worth?


	Chapter 4: Consumer Purchasing and Protection
	Ask Standard & Poor’s: Comparison Shopping
	Section 4.1: Consumer Purchasing
	Go Figure: Unit Pricing
	Document Detective: A Warranty

	Section 4.2: Resolving Consumer Complaints
	Standard & Poor’s: Global Financial Landscape: Ecuador
	Academic Connection: Language Arts
	Careers in Finance: Retail Sales Associate

	Chapter 4 Review and Activities
	What’s Your Financial ID?: Are You a Smart Shopper?
	Your Financial Portfolio: Your Budget


	Unit 1 LAB: Get a Financial Life!: Setting Up a Career Plan

	Unit 2: Banking and Credit
	WebQuest Internet Project: Your Own Home
	BusinessWeek: Finance File: Consumer Debt
	Chapter 5: Banking
	Ask Standard & Poor’s: Savings Account
	Section 5.1: Financial Services and Institutions
	Careers in Finance: Bank Teller

	Section 5.2: Savings Plans and Payment Methods
	Go Figure: Interest Compounded Monthly
	Go Figure: Rate of Return
	Document Detective: Checking Account Bank Statement
	Standard & Poor’s: Global Financial Landscape: Switzerland
	Academic Connection: History

	Chapter 5 Review and Activities
	What’s Your Financial ID?: Basic Banking Quiz
	Your Financial Portfolio: Comparison Shopping for Banking Services


	Chapter 6: Consumer Credit
	Ask Standard & Poor’s: Credit Payments
	Section 6.1: What Is Consumer Credit?
	Section 6.2: The Costs and Methods of Obtaining Credit
	Go Figure: Debt Payments-to-Income Ratio (DPR)
	Standard & Poor’s: Global Financial Landscape: Israel
	Go Figure: Simple Interest on a Loan
	Careers in Finance: Credit Analyst
	Document Detective: Credit Card Statement
	Academic Connection: History

	Section 6.3: Protecting Your Credit
	Section 6.4: Managing Your Debts
	Chapter 6 Review and Activities
	What’s Your Financial ID?: Your Credit Profile
	Your Financial Portfolio Credit Cards: Getting the Best Deal


	Chapter 7: The Finances of Housing
	Ask Standard & Poor’s: Housing Options
	Section 7.1: Housing Options
	Section 7.2: Renting a Residence
	Section 7.3: Buying and Selling a Home
	Careers in Finance: Real Estate Agent
	Document Detective: Calculating a Mortgage Payment
	Academic Connection: Math
	Standard & Poor’s: Global Financial Landscape: Spain

	Chapter 7 Review and Activities
	What’s Your Financial ID?:  Where Would You Like to Live?
	Your Financial Portfolio: Renting or Buying Your Home


	Unit 2 LAB: Get a Financial Life!: Home Ownership

	Unit 3: Investing Financial Resources
	WebQuest Internet Project: Nest Egg
	BusinessWeek: Finance File: The Best Homes for Rollover IRAs
	Chapter 8: Saving and Investing
	Ask Standard & Poor’s: Investments
	Section 8.1: Preparing for a Savings or Investment Program
	Go Figure: Inflation Rate and Investments
	Go Figure: A Bond’s Market Price When Interest Rates Go Up
	Academic Connection: Language Arts
	Go Figure: A Bond’s Market Price When Interest Rates Go Down

	Section 8.2: Savings and Investment Options
	Careers in Finance: Investment Analyst
	Document Detective: Savings Goals Worksheet

	Section 8.3: Reducing Risk and Sources of Information
	Standard & Poor’s: Global Financial Landscape: China

	Chapter 8 Review and Activities
	What’s Your Financial ID?: Are You a Risk Taker?
	Your Financial Portfolio: Avoiding Future Shock


	Chapter 9: Stocks
	Ask Standard & Poor’s: Stock Certificates
	Section 9.1: Common and Preferred Stocks
	Section 9.2: Evaluating Stocks
	Standard & Poor’s: Global Financial Landscape: United Kingdom
	Document Detective: Stock Confirmation Report
	Go Figure: Current Yield of a Stock Investment
	Go Figure: Total Return
	Go Figure: Earnings Per Share
	Go Figure: Price-Earnings Ratio
	Careers in Finance: Stockbroker

	Section 9.3: Buying and Selling Stocks
	Academic Connection: Economics

	Chapter 9 Review and Activities
	What’s Your Financial ID?: Taking Stock
	Your Financial Portfolio: Investing in Stock


	Chapter 10: Bonds and Mutual Funds
	Ask Standard & Poor’s: Mutual Funds
	Section 10.1: Corporate and Government Bonds
	Go Figure: A Bond’s Annual Interest
	Go Figure: Approximate Market Value of a Bond
	Go Figure: Dollar Amount of Return on a T-Bill
	Go Figure: Rate of Return on a T-Bill

	Section 10.2: Investing in Bonds
	Academic Connection: Government
	Go Figure: Current Yield of a Bond Investment
	Document Detective: Mutual Fund Account Statement

	Section 10.3: Mutual Funds
	Go Figure: Net Asset Value
	Careers in Finance: Certified Financial Planner
	Standard & Poor’s: Global Financial Landscape: Brazil

	Section 10.4: Investing in Mutual Funds
	Go Figure: Capital Gain
	Go Figure: Percentage of Asset Growth Withdrawal

	Chapter 10 Review and Activities
	What’s Your Financial ID?: What’s Your Investing IQ?
	Your Financial Portfolio: Evaluating Mutual Funds


	Chapter 11: Real Estate and Other Investments
	Ask Standard & Poor’s: Collecting
	Section 11.1: Real Estate Investment
	Document Detective: County Real Estate Valuation
	Careers in Finance: Commercial Property Manager

	Section 11.2: Precious Metals, Gems, and Collectibles
	Academic Connection: Geography

	Standard & Poor’s: Global Financial Landscape: South Africa
	Chapter 11 Review and Activities
	What’s Your Financial ID?: All that Glitters
	Your Financial Portfolio: Collecting Treasures


	Unit 3 LAB: Get a Financial Life!: Investment Strategies

	Unit 4: Protecting Your Finances
	WebQuest Internet Project: Avoiding Financial Fraud
	BusinessWeek: Finance File: So What's the Plan?
	Chapter 12: Planning Your Tax Strategy
	Ask Standard & Poor’s: Electronic Taxes
	Section 12.1: Income Tax Fundamentals
	Standard & Poor’s: Global Financial Landscape: Saudi Arabia
	Academic Connection: Math

	Section 12.2: Preparing an Income Tax Return
	Careers in Finance: Tax Preparer
	Go Figure: 1040EZ Tax Due

	Section 12.3: Tax Assistance and Strategies
	Document Detective: Form W-2

	Chapter 12 Review and Activities
	What’s Your Financial ID?: Test Your Tax Facts
	Your Financial Portfolio: Take It EZ


	Chapter 13: Home and Motor Vehicle Insurance
	Ask Standard & Poor’s: Insurance Rates
	Section 13.1: Insurance and Risk Management
	Section 13.2: Home and Property Insurance
	Standard & Poor’s: Global Financial Landscape: Germany
	Academic Connection: Language Arts
	Careers in Finance: Insurance Claims Adjuster

	Section 13.3: Motor Vehicle Insurance
	Document Detective: Auto Insurance Declaration

	Chapter 13 Review and Activities
	What’s Your Financial ID?: Vehicle Insurance Quiz
	Your Financial Portfolio: The Price of Car Insurance


	Chapter 14: Health, Disability, and Life Insurance
	Ask Standard & Poor’s: Health Care Costs
	Section 14.1: Health Insurance and Financial Planning
	Standard & Poor’s: Global Financial Landscape: Canada
	Academic Connection: Art

	Section 14.2: Private and Government Plans
	Careers in Finance: Insurance Agent

	Section 14.3: Disability Insurance
	Section 14.4: Life Insurance
	Document Detective: Life Insurance Policy Statement

	Chapter 14 Review and Activities
	What’s Your Financial ID?: Insurance Facts and Fiction
	Your Financial Portfolio: Comparing Life Insurance


	Chapter 15: Retirement and Estate Planning
	Ask Standard & Poor’s: Will Power
	Section 15.1: Retirement Planning
	Careers in Finance: Estate Administrator

	Section 15.2: Planning Retirement Income
	Standard & Poor’s: Global Financial Landscape: Mexico
	Document Detective: Projected Retirement Budget Worksheet
	Academic Connection: Language Arts

	Section 15.3: Estate Planning and Taxes
	Chapter 15 Review and Activities
	What’s Your Financial ID?: What is Your Personality?
	Your Financial Portfolio: Saving for Retirement


	Unit 4 LAB: Get a Financial Life!: Making Retirement Plans

	Unit 5: Business Ownership and Planning
	WebQuest Internet Project: Be Your Own Boss
	BusinessWeek: Finance File: Good Works—with a Business Plan
	Chapter 16: Types of Business Ownership
	Ask Standard & Poor’s: Business Ownership
	Section 16.1: Sole Proprietorship and Partnership
	Careers in Finance: General Contractor
	Document Detective: Application for Employer ID Number

	Section 16.2: The Corporation
	Standard & Poor’s: Global Financial Landscape: Netherlands
	Academic Connection: Marketing

	Chapter 16 Review and Activities
	What’s Your Financial ID?: What Kind of Business?
	Your Financial Portfolio: Setting Up a Partnership


	Chapter 17: Developing a Business Plan
	Ask Standard & Poor’s: Business Plan
	Section 17.1: A Plan for Business
	Standard & Poor’s: Global Financial Landscape: Greece
	Academic Connection: Social Studies/Marketing

	Section 17.2: Financial Management
	Document Detective: Job Description
	Careers in Finance: Bookkeeper

	Chapter 17 Review and Activities
	What’s Your Financial ID?: What’s Your Business Personality?
	Your Financial Portfolio: Planning for Success


	Chapter 18: Developing a Financial Plan
	Ask Standard & Poor’s: Financial Plan
	Section 18.1: Identifying Required Capital
	Standard & Poor’s: Global Financial Landscape: Russia
	Document Detective: Personal Financial Statement

	Section 18.2: Case Study: A Financial Plan
	Academic Connection: Language Arts
	Careers in Finance: Controller

	Chapter 18 Review and Activities
	What’s Your Financial ID?: Are You a Persuader?
	Your Financial Portfolio: Start with a Plan


	Unit 5 LAB: Get a Financial Life!: A Business is Born

	Unit 6: Business Finance Basics
	WebQuest Internet Project: Franchise Ownership
	BusinessWeek: Finance File: Cycling Back to the Future
	Chapter 19: Sources of Funding
	Ask Standard & Poor’s: Fast Cash
	Section 19.1: Analyzing Financial Needs
	Careers in Finance: Commercial Loan Officer
	Document Detective: Application for Business Loan
	Go Figure: A Home Equity Loan
	Standard & Poor’s: Global Financial Landscape: Estonia
	Academic Connection: Language Arts

	Section 19.2: Sources of Funding
	Chapter 19 Review and Activities
	What’s Your Financial ID?: Are You a Go-Getter?
	Your Financial Portfolio: Tanya’s Toys


	Chapter 20: Financial Accounting
	Ask Standard & Poor’s: The Accounting Cycle
	Section 20.1: The Accounting Cycle: The First Five Steps
	Careers in Finance: Accounting Teacher
	Document Detective: Income Statement

	Section 20.2: Financial Statements for a Business
	Academic Connection: International Finance/Math
	Standard & Poor’s: Global Financial Landscape: France

	Chapter 20 Review and Activities
	What’s Your Financial ID?: Do You Think Logically or Intuitively?
	Your Financial Portfolio: Income Statements


	Chapter 21: Managing Payroll and Inventory
	Ask Standard & Poor’s: Social Security and Medicare
	Section 21.1: Managing Payroll
	Careers in Finance: Purchasing Agent
	Go Figure: Gross Earnings and Overtime
	Academic Connection: Language Arts
	Go Figure: FICA Deduction
	Standard & Poor’s: Global Financial Landscape: Singapore
	Go Figure: Unemployment Taxes

	Section 21.2: Managing Inventory
	Document Detective: Paycheck Stub
	Go Figure: Average Inventory
	Go Figure: Inventory Turnover
	Go Figure: Number of Days in Stock

	Chapter 21 Review and Activities
	What’s Your Financial ID?: Stocking Up on Knowledge
	Your Financial Portfolio: Keeping Track of Inventory


	Chapter 22: Pricing, Costing, and Growth
	Ask Standard & Poor’s: Selling Price
	Section 22.1: Merchandise Pricing and Costing
	Careers in Finance: Chief Financial Officer
	Standard & Poor’s: Global Financial Landscape: Vietnam
	Academic Connection: Math
	Document Detective: Break-Even Analysis
	Go Figure: Break-Even Point

	Section 22.2: Planning For Growth
	Go Figure: Target Sales

	Chapter 22 Review and Activities
	What’s Your Financial ID?: Creative Thinking
	Your Financial Portfolio: Business Expansion Magic


	Unit 6 LAB: Get a Financial Life!: Growing a Business

	Appendix: Math Skills Builder
	Glossary
	Index
	Features Index
	Photo Credits


	Help
	Internet Link
	Previous Document
	Search
	Page Navigator
	Exit



