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What We’ll Cover

• Spending

• Saving

• Credit

• Investing
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Spending
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Mastering Money Management
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• Put needs 
before wants

• Create a plan 
for smart spending

• Minimize avoidable fees 
and late charges 

• Stay alert to possible fraud



Cash Flow

• Money comes from various 
sources, and goes out to pay for 
different expenses

• This in-and-out movement is 
called cash flow
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Managing Cash Flow

• The goal is to manage the flow

• Positive flow means more coming 
in than going out

• If cash flows out faster than it 
comes in, the flow is negative

• You use a spending plan to manage 
the flow
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Spending Plans

• Create a spending plan to help manage your 
cash flow:

– List and add up all 
your income

– List and add up 
your expenses

– Subtract expenses 
from income

• If flow is negative, you’ll need to reduce 
expenses or increase income
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Saving

8



Using a Bank

• Bank accounts help you manage cash flow

– Checking accounts let you make payments

– Savings accounts help you meet goals

• Easy to keep track of account 
balances

• Almost everything you need to 
do with your money can be 
handled electronically
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Why Save?

• Savings are essential to financial success

• Savings can:

– Help you meet short-term goals

– Cover your emergency expenses

– Put you on a path to meeting longer-term goals

• Saving regularly and earning 
interest helps 
your account grow
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Credit
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Understanding Credit
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• Credit is the ability to borrow

• Principal borrowed must be repaid plus finance 
charge

– Finance charge figured as interest rate 
multiplied by principal 

– It’s stated as an annual 
percentage rate, or APR

• Fees may also apply



Calculating Finance Charges

Finance Charge = Principal x Interest Rate

Example: 

If you borrowed $1,000 at 6% rate for one year, the 
finance charge would be $60. 

1,000 x 0.06 = 60 

60 x $1 = $60
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How Revolving Credit Works

1. To borrow you open a 
line of credit 

2. You can borrow 
up to your line’s 
credit limit

14

3. Repayment due 
monthly, with 
amount based 
on credit used 
times APR

5. Amount repaid 
available to 
borrow again

4. Fees on late or 
missed payments 



Benefits and Risk of Credit Cards

Convenient way to 
pay

Easy to track your 
spending

Strong consumer 
protections

Help you build a 
credit history to 
qualify for more 
credit
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• Too easy to spend 
too much

• Expensive if you 
carry balance or 
pay late

• Big risk of 
substantial debt

• Can hurt credit 
history and cut 
access to credit 



Credit Histories and Scores

• Your credit history is the basis 
of your credit score

• Lenders, employers and 
others use your credit score 
to evaluate you

• You can build a good history

– Never borrow more than you can repay

– Always pay on time and in full if possible
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Investing
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Why Invest?

• Meet longer-term goals

• Build financial independence

• Provide for people you love

• Contribute to causes that matter to you

• Beat inflation
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Investing Basics

• What is investing?

– Putting your money to work

– Buying financial assets to provide growth, income, 
or both
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• Similar to saving, but 
different

– Potential to earn higher return

– Carries greater risk of losing 
money

– Requires more of your time and 
attention



Investment Options

• Individual investments, 
grouped into asset classes:

– Stocks

– Bonds

– Cash equivalents (CDs, 
US Treasury bills)

• Investment products

– Mutual funds

– Exchange traded funds (ETFs)
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Stocks

• Stocks are equity investments

• Investors buy and sell ownership 
shares in the issuing company

• Investors buy stocks because they 
expect to make money:

– The stock’s share price may go up

– The company may pays dividends, 
or a portion its  earnings
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Buying Stocks

• Stocks are bought and sold, often through online 
accounts

– Investors give buy and sell orders 

– Orders are forwarded to trading platform

– Most transactions handled quickly

• You typically pay a commission 
on each transaction

• Process is highly 
regulated and transparent
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The Value of Stock

• In investing, value equals price

• Stocks have no fixed price

• Prices change constantly based on 
supply and demand

– When demand increases, the price 
goes up

– When demand decreases, the price 
goes down

• Different types of stocks are in 
demand at different times
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Groups of Stock

• Stocks are grouped by size, or 
market capitalization, as large, 
medium or small

• Stocks are grouped as domestic
or international 

• Cyclical stocks do better when the 
economy is strong 

• Defensive stocks are less affected 
by changes in the economy
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Choosing Stocks

• Before you buy a stock, you look at two things:

– Its strengths, like earnings and future potential 

– How well it fits in with stocks you already own

• The goal is choosing a variety of stocks that 
react differently to different market conditions

• This is called diversification, 
a key investment 
strategy
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Evaluating Performance

• To evaluate stock performance, you find its return
– Return is change in value plus earnings
– Return divided by principal is 

percent return
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• Percent return lets 
you compare performance to
– Similar investments
– Benchmark index
– Historical return



Bonds

• Bonds are debt investments

• Investors lend a fixed amount of money to a 
bond issuer

• Investors expect to 
make money because:

– Principal is repaid at 
end of fixed term

– Interest at fixed rate paid on set schedule

– Potential for bond to increase in value
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Groups of Bonds

• Three types of bond issuers:

– Corporate

– Municipal 

– US Treasury)
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• Three types of bond 
terms

– Short (1 year or less)

– Medium (2 to 10 years)

– Long (More than 10 years)



The Value of Bonds

• Bonds typically have a fixed price, or par value, 
at issue and are redeemed at par value

– The par value of each US Treasury issue is $100

– The par value of most other bonds is $1,000

• Many investors hold bonds to maturity

• But market conditions affect market prices
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Buying Bonds

• US Treasury issues sold and redeemed directly 
online 

• Corporate, municipal, and some Treasury bonds 
bought and sold through brokers

• Brokers earn commissions on these sales

• Process is regulated but may be less 
transparent that trading stocks
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Risks of Bonds

• Bonds are often described as safer than stocks

– Return is guaranteed

– Highly rated bonds have little risk of default

• But, longer-term bonds vulnerable to inflation 
risk, or loss of buying power

• Over time, bond returns tend to be lower than 
stock returns

31



Evaluating Return

• If you hold a bond to maturity, your 
return is what you expected

• If you sell before maturity, your 
return depends on changes in the 
economy, primarily the interest 
rate

– If the rate has gone up, the sale price 
of your bond will be less than par 
value

– If the rate has gone down, the sale 
price will be higher than par value
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Mutual Funds

• Funds pool 
money from 
investors to buy 
individual stocks and bonds

• Income from fund investments passes through 
to investors

• Investors buy and sell shares at a fund’s
end-of-day price

• Funds provide greater diversification at lower 
cost than individual investments
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Exchange Traded Funds 

• ETFs hold investments included 
in a particular market index

• Investors buy shares in an ETF 
hoping to benefit from gains in its index

• Shares in an ETF trade throughout the day, as 
stock shares do, at prices determined by supply 
and demand

• ETFs provide greater diversification at lower 
cost than individual securities
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Investment Growth

• Equity investments have growth potential

• Growth means increase in value

– Can sell for more than your purchase price

– Can hold to increase your portfolio value

• Investment growth results from 
increased investor demand

– May result from strong earnings

– Sometimes driven by expectation of profits
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Investment Income

• Primary sources of investment income:

– Interest on bonds

– Stock dividends

– Capital gains from selling investments for more than 
purchase price

• Income can be reinvested in 
new investments
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Risk and Return

• Risk is the possibility of losing 
money on your investments or 
not gaining what you hoped

• Return is increase in value 
plus income divided by 
investment principal

• Risk and return work together

– Higher returns depend on taking 
some risk

– Lower returns require less risk
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Calculating Investment Return

Example: 

If you bought 100 shares of stock for $1,500 and 
the price at the end of the year was $18 a share, 
your return would be $300, or 20%.

Buy price: $15 a share x 100 shares = $1,500

Sell price: $18 a share x 100 shares  = $1,800

Your Return: $1,800 - $1,500 = $300 or 20%
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Asset Allocation

• Investment prices move up and 
down all the time

• Asset classes tend to be on 
different cycles, with one gaining 
value and the other not

• Pattern of market ups and 
downs predictable, but not 
timing 

• Owning both stocks and bonds 
can help manage market risk but 
not eliminate it
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Compounding

• When earnings are added to principal, the 
principal grows larger

• When earnings are calculated on the larger 
principal, they’re higher

• The longer this 
continues, the larger 
the principal can grow

• That means you’re 
getting closer to your goals
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Rule of 72

• As your account grows, 
you have more assets

• At the same time, 
inflation reduces the 
value of money and your buying power

• The Rule of 72 lets you estimate:
– How long it will take your principal to double

– How long it will take prices to double

• To find either answer, divide 72 by either the 
growth rate or the inflation rate
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