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Building Your Financial House

Py

Module 5: Make Money Work

Objectives and Checklist

According to the Framework, much like adding an extra room in the attic, you can expand your
financial house by making your money work for you through saving, investing, and monitoring
what you own. As a result of Module 5, participants will know how to:

Differentiate between working and wealth, as well as, saving and investing

Identify the power of compounding and time when building assets

Distinguish between types of assets, their uses, risks, and costs

Recognize net worth as a measure of wealth

What we encourage the participants to do with this information is:

Pay yourself first

Save early, save often, and reinvest

Assess an asset’s use, expectations, pros, and cons, when making an investment choice

Calculate net worth and monitor ownership

To prepare for the session, refer to the following checklist.

Handouts 0

O O

Module 5 - Participant Guide
Module 5 - Presentation Slides

Participant Certificates of Participation

Supplies

O Ooooo

Computer/laptop, projector, and slide advancer (test prior to start)

Extension cord
Non-adhesive flip chart paper and easel or dry-erase board
Colored markers

Visuals

Room Set-up

d

Adequate tables and chairs, ideally arranged in a U-shape

riood PHEA
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Visuals

Below are the visual aids that will be used during the presentation of Module 5: Make Money
Work.

Word Gallery:
Use non-adhesive flip-chart paper

Invest

Investin
JUSWIISIAU|

Investing In Anna:

1. Print the pictures from the Make Money Work Visuals file and label the visual
number on the back of each.

2. Consider laminating for use in multiple sessions.

F2otion of F200dles
Certificate
of
Ownershi

$$
$$

Visual 1 Visual 2 Visual 3 Visual 4 mzﬁ

Consumers Consumers don’t
like noodles! like noodles!
Visual 6 Visual 7 Visual 8 Visual 9
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Session Outline and Activities
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Slides Section Time Allotted
MMW.1-8 Welcome and Recap 15 minutes
— Collect and copy page CT-3 for data tracking
MMW.9-12 Objectives and Self-Assessment 5 minutes
- Pre-Session Assessment, page MMW-3
MMW.13 Word Gallery — Invest, Investing, and Investment
. . 5 minutes
- Group discussion
MMW.14-21 Working vs. Wealth and Save vs. Invest 15 minutes
- Make the Commitment to Save
- Where to Stash Your Cash
MMW.22-29 Rules for Building Assets
- Time Value of Money (Save Early) )
15 minutes
- Compound Interest (Stay Invested)
- Diversify (Mix It Up)
MMW.30-31 Case Study: Investing in Anna, page 24 10 minutes
MMW.32-37 Taking the Fear Out of Financial Assets 15 minutes
- Stocks
- Bonds
- Mutual Funds
MMW.38-51 Choosing the Right Assets 15 minutes
- Balance Risk and Reward
- Investing Strategies
- Assessing Assets
MMW.52-55 Monitor Ownership 5 minutes
MMW.56-61 Recap and Take Action 10 minutes
MMW.62-63 Session Evaluation and Closing, page MMW-25 5 minutes
L O, PHFA www.buildingyourfinancialhouse.org Page - 5
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Presentation Instruction Guide and Script (italics)

Welcome and Recap

Time: 15 minutes

As participants arrive, hand out the Module 5 Participant Guide
and Participant Slides if they don’t already have them in a binder.

Discuss any housekeeping issues: silent cell phones, nearest exit,
restrooms, parking, judgment free zone, etc.

Next

Building Your Financial House

WELCOME !

slide MMW. 1

Explain:
Remember the objectives of Building Your Financial House:

Read the objectives

Next

Program Objectives

. Become more comfortable talking about
money issues

. Identify the Framework for Building Your
Financial House

. Get facts and skills needed to build your financial
house

. Gain confidence to make good money choices

. Be in a better position for long-term financial
stability and success.

slide MMW.2

Explain:

Remember the topic schedule for the entire program; this session, we’ll
be talking about making our money work.

Next

Modules

5. Make Money Work

slide MMW.3

Explain:
Let’s recap what we talked about last session.

Read the points.

Next

Last time, we g
— The value in good record keeping

- Key components of a tax return
— Differences between total and taxable
income; total tax and withholding

— Recipes for tax refunds
— Differences between tax preparers

slide MMW.4

ol PHFA
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Ask participants to turn to page CT-3, Self-Assessment and Track
Your Progress, in the Module 3 participant guide and complete the
page (goals, worksheets completed, actions taken) if they haven’t
done so already.

Explain:

Did you set a goal?

slide MMW.5
Next

Explain:

Did you practice?

Ask for any feedback on the homework.

slide MMW.6
Next

Explain:

Did you learn more?

Ask for any feedback on the additional resources.

slide MMW.7
Next

Explain: Did You'Take A
Did you make progress?

Ask for any feedback on the actions taken. Make sure participants
write their anonymous identifier (participant #) in the lower right
hand box.

Collect, copy, and return the worksheets before the session is
finished. slide MMW.8

Next

P V‘PHFA www.buildingyourfinancialhouse.org Page - 8
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Module 5: Objectives and Self-Assessment Time: 5 minutes

Refer participants to the Module 5 - Participant Guide and
Presentation Slides handouts (or appropriate binder section). o
Again, participants may prefer to follow the slides, but pages in the MVoOUIe S
guide will be referenced during the presentation so both (and the Make Money Work
Case Study) should be handy.

Next slide MMW.9

Remind audience where the module fits in the framework. Buiiding Your Finencial Touse
i

Read the slide.

Much like adding an extra room in the
attic, you can expand your financial
house by making your money work for
you through saving, investing, and
monitoring what you own.

Next slide MMW.10

Refer to page MMW-3, Self-Assessment and Track Your Progress. -Assessment

Read the points of the pre-session self-assessment. Ask
participants to complete.

Next slide MMW.11

Explain: Objectives

Remember that each of the modules in Building Your Financial House Knowledge Actions
- Differentiate between working ~ Pay yourself first

will have things that we should know about the topic, but also what N e e
we should do with this information, or the actions.

with saving money pros and cons when making an
~ Identify the power of compounding investing choice
and time when building assets = Calculate net worth and monitor
- Distinguish between types of ownership
assets, their uses, risks, and costs
~ Recognize net worth as a measure
of wealth

Read the knowledge objectives.

Click and read the action objectives.

Next slide MMW.12

P V‘PHFA www.buildingyourfinancialhouse.org Page - 9
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Word Gallery — Invest, Investing, and Investment

Time: 5 minutes

Explain:

Close your eyes and think about what comes to mind when you hear
the words invest (pause), investing (pause), and investment? What
feelings do you have?

Write the participants responses on the ‘Word Gallery’ visual.
Expect responses of confusion, fear, anxiety, etc. Remind the
groups that they have taken on tough subjects before (taxes and
employee benefits), and this topic will be broken down into
understandable concepts just like the others.

Next

WordiGallery:

Invest, Investing, Investment

slide MMW.13

Working vs. Wealth and Save vs. Invest

Time: 15 minutes

Explain:

So, what does it mean to have our money work for us? Let’s take a
step back and look at the main source of cash coming into most of our
homes. It typically comes from our jobs, where we are “working hard
for our money.”

Click

Where does our cash come from if we stop working? The answer is our
wealth. Wealth means different things to different people, but at its
core though, is owning things that pay us cash or that we can sell for
more than we paid. Wealth is our “money working hard” for us! It’s so
important to build our wealth as our ability to earn an income
decreases with age and maybe even before that.

Still not convinced? What do Mark Twain, MC Hammer, Mike Tyson,
Abraham Lincoln, and Mozart all have in common? They certainly
worked hard for their money, but they all filed for bankruptcy. They
spent their income on things that did not work for them to support
their lifestyles.

So how do we do this?

You YOUR MONEY
Working Hard Working Hard

SAVE and INVEST

slide MMW. 14

Bullding Your Financial House
PFivie, et e

Workingvs Wealth

assets that will
lal stability is achieved

Click
MMW-5
We do this by saving and investing. But aren’t they the same? Not page
really.
Refer to page MMW-5, Working vs. Wealth, and explain that there
is additional information that participants can review on their own.
Next
A O PI IFA www.buildingyourfinancialhouse.org Page - 10
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Explain:

To save is the simple act of setting cash aside. This cash can be used for
emergencies, a purchase, and/or to buy assets to build your wealth.

We need a place to Stash Our Cash. Under the mattress or walking
around with a wad of cash just isn’t safe. A stash should also be
guaranteed that if you put a dollar in, you get a dollar out; no risk of
losing value. Lastly, it should be liquid, meaning it can be turned into
cash quickly when you need it. Don’t expect to earn a lot of interest
though; low interest is the cost of liquidity and safety. We’ll talk more
about this shortly.

Next

STASH YOUR CASH
R

* Use now

* Liquid (turned into cash quickly)
* Safe (noloss, guaranteed)

* Earns little interest

slide MMW. 15

Explain:

Now, to invest is to use the cash you set aside to buy assets (-or-
things of value), build your wealth, and ultimately, future income.
Building wealth is also known as building assets.

Investing is for money you will need in the future, at least two years or
longer. It doesn’t have to be liquid because it’s not necessary to turn it
into cash quickly. Investing has risks. There is no guarantee that when
you put a dollar in, you get a dollar out. So why buy assets with risks?
There may be an opportunity for cash payments (higher interest or
dividends) and/or could be sold for a profit.

There are many types of assets in which to invest, from your home, to
stocks, bonds, and mutual funds to name just a few. We will look at
types of assets and how to use them more closely a little later on.

Refer to page MMW-6, Save and Invest to Make Money Work, and
explain that there is additional information that participants can
review on their own.

Next

lernvest...
is to use saved cas assets that
build wealth an

BUILD ASSETS

* Usein the futu

* Less liquid (harc
quickly)

* Some risks (may lose, no
guarantee)

* Future income or profit

slide MMW.16

Building Your Financial House
Py, et

page MMW-6

Read the slide. Ask for verification from the participants that it is
possible. Expect some negative reactions.

Next

The First Step...

DECIDE SAVING IS POSSIBLE,
and

MAKE THE COMMITMENT TO SAVE!

slide MMW.17

P V‘PHFA www.buildingyourfinancialhouse.org
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Explain The Commitment to S

Yes, it all starts with cash and making the commitment to save it. One
way to solidify your commitment is to put it in writing with SMART
goals and a line item on your money map.

1. It's Necessary

2. Pay Yourself First

3. No Amount Too Small
There are a couple of things to remember when making the

commitment to save:

slide MMW.18
Making the Commitment to Save
Saving is necessary-you can’t make it work if you don’t have it. e st i e oy or

Click

Do it often-with every paycheck, ‘pay yourself first’ into savings before
anything else.

Click

No amount is too small-remember spending leaks?

Refer to page MMW-7, Making the Commitment to Save, and

explain that there is additional information that participants can page MMW-7
review on their own, including ideas to make saving as easy as
possible.
Next
Explain:
Remember, it’s only a S2 cup of coffee. It's only (a $52.00) cup of
= 1week =510
_ But in one year 5520...a really nice start! * 1month =$44
- 5years 52,600 * lyear = $520
- 20 years 510,400! R = i
= 10 years = $5,200
No amount is too small because it adds up! * 20 years = $10,400
slide MMW.19
Next
Explain:
Remember, back in the Spend Sensibly module, we talked about the Financiallineocioons
importance of using mainstream financial institutions or federally ~ Safe/guaranteed
insured banks and credit unions. We talked about more about ~ Bae

— Low interest earned

checking accounts in their usefulness in cash management. Banks
and credit unions also are a great place to stash your cash

slide MMW.20
Next

P "PHFA www.buildingyourfinancialhouse.org Page - 12
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Explain:
There are three main types of savings vehicles available: _
— Savings account
- savings accounts: simple, easily accessibly account — Money market deposit account
- money market deposit accounts: may offer slightly higher interest ~ Certificate of deposit (CD)
rates and accessibly by check-writing privileges
- certificates of deposit (or CD’s): time deposits offering a higher Zac:?f:: D“S,‘,’S:;ZKZLT; E:::::::

interest rate for longer maturity dates

Click slide MMW.21

Building Your Financial House
[ ttiiebipingaiiaay

This arrow visualized the direction of typical interest rates among the e———
three.

Refer to page MMW-8, Where to Stash Your Cash, and explain that
there is more detailed information on the types of savings vehicles
available at insured institutions for participants to read on their
own.

Refer to page MMW-9, Stash Your Cash Comparison, and explain
that the worksheet provides participants the opportunity to
research savings vehicles at different financial institutions to find
the best fit for their needs.

page MMW-8

Building Your Financial House
P Wi, it

Stash Your Cash Comparison

C=

Next page MMW-9
Rules for Building Assets Time: 15 minutes
Explain:

Making your money work isn’t out of reach, but it does take some 1 vantage of the

knowledge to do it successfully. So, here are three rules for making timeVAESLE)

. . I . Stay Invested-take advantage of
your money work by investing and building assets: compounding interest
. . Diversify-mixit up and build a

Read points. variety of assets
Next

slide MMW.22

P "‘PHFA www.buildingyourfinancialhouse.org Page - 13
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Explain:
Time value of money can be illustrated in a couple of ways, but
essentially it means the earlier you start, the more you accumulate.
Click

For example: If you start investing 525 per month at age 25 until you
turned 65, you will have accumulated 587,275, whereas if you started
at age 50, you would only have accumulated 58,651 at age 65.

Click

Likewise, if you could save 5200 per month when you are 25 until you
turned 65, you will have accumulated 5698,200; whereas if you started
at age 50, you would only have accumulated 569,208.

Refer to page MMW-11, Start Saving Early. It Pays, shows another
example of time value of money. Saving early then stopping pays
more than waiting and continual saving.

Next

Monthly
Amount
Invested

S 87,275

$698,200

slide MMW.23

Building Your Financial House
P iy, et e

Start Saving Early. It Pays!

sccumulated $118,983" st age 65.

Contributions

ss5000

Account Balances

page MMW-11

Explain:

Yet another way to see the time value of money is by the cost of
waiting. Here are four savers that have the same goal of accumulating
5$250,000 by the time they are 65.

Click

- The green saver is 25 and needs to invest $100 per month until 65
to accumulate the 5250k. (click)

- The Blue saver is 35 and needs to invest S205 per month until 65
to accumulate 5250k. (click)

- The Yellow saver is 45 and needs to invest $465 per month until 65
to accumulate $250. (click)

- Finally, the Red saver, again with the goal of accumulating
5$250,000 by age 65 needs to invest $1325 PER MONTH!

So you can see, the sooner you start, the less it will ‘cost’ you in the
long run.

Refer to page MMW-12, The Cost of Waiting, and explain that the
page reviews this example and participants can revisit on their own.

Next

18
— 55 yrs old

$1325/month =
$250,000

35 yrsold
$205/month =
000
rs

page MMW-12

www.buildingyourfinancialhouse.org
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Explain:
They next rule is to “stay invested” to take advantage of the power of
compounding. Compounding sounds complicated but it’s a pretty
simple concept, similar to the idea of creating a forest from one tree.
Click
Let’s say you bought a tree and planted it. At the end of the first year,
the tree produces a seed, which takes root. You now have two trees!
Click
At the end of the second, both trees produce a seed, which take root.
You now have four trees!
Click
In year three, the four trees each produce a seed, which, again, take
root. You now have eight trees!
Click

Lastly, in year four, the eight trees each produce a seed, which take
root, resulting in sixteen trees. You can see how making the
‘investment’ in one tree, letting it grow and multiply, can produce a
forest! Compounding with money is no different.

Year Four

slide MMW.25

Next
Explain:
Now let’s look at how compounding works with money. To show its 2 4
. . . . . “ompoun
real benefit, we’re going to compare it to simple interest. : $1000 @10% =$100  $1000 @10% = $100
$1000 @10% = $100 $1100 @10% = $110
C|iCk $1000 @10% = $100 $1210 @10% = $121
$1000 @10% = $100 $1331 @10% =$133
Simple interest is just the amount of interest earned in one period, in $400 $a64

our example one year. If we invested $1000 for one year @10%
interest rate we would make S100. If we took the $100, spent it, and
did that for four years, we would have made a total of 5400. slide MMW.26

. Building Your Financial House
Click o o o

Now, if we kept all of the earnings in the account, at the end of four
years, we would have actually made S464. Every year, earnings from
the previous years are now earning interest and working for us! You
can see compounding does pay!

Refer to page MMW-13, Stay Invested, and explain that the page
reviews the One Tree Forest illustration and the compound interest
calculations above so participants can revisit on their own.

age MMW-13
Next pag

A O PHFA www.buildingyourfinancialhouse.org Page - 15
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Explain:

Diversify-Mix It Up

The third rule for building assets is to diversify your assets or mix it N ;
up. In other words, don’t put your eggs all in one basket. Here are Financial

some general categories of assets that we could buy for investment: e Realproperty
v_'F ~Personal property .

_ Financial assets: stocks, bonds, and mutual funds; we’ll talk more " y
mall business

about these shortly. D S
- Real property: houses, land, rental properties i e
_ Small business: which can really be thought of as you and your slide MMW.27

money working hard, but the big difference is that you are
working hard for you!
- Personal Property: Cars, furniture, clothing, jewelry, collectibles

Next

Explain: Why/Diversify?

Here’s another important reason to not have all of our eggs in one
basket.

Click

In this country, owning a home is by far the largest single asset that
many people have. According to the US Census Bureau (2014), 32% of
what we have is in our homes (not including the top 1% of households
by net worth). Another article by the Wall Street Journal (12/26/14), slide MMW.28
reports 63% of assets for American households (the middle 60% by net
worth). That’s a lot of money tied up in our homes, but there is no
cash closet that we can open up and withdraw money.

Click

So, what if you lose your job and source of income?

Click
How will you make the mortgage and car payments and buy food and
things your children need? That’s where having other assets, like an

adequate cash reserve, financial assets, etc., will help to cover these
expenses.

Next

Explain: Financial’Assets

The same article by the Wall Street Journal, described the 19% of high
net worth households as having 10% in liquid assets (cash), 38% in
financial and retirement assets, 24% in business investment, and 28%
in their homes. It’s a good mix, and financial assets play an important
role. They can be unsettling and confusing as their values go up and
down. Let’s look at them in more detail to clarify.

Next slide MMW.29

A O PHFA www.buildingyourfinancialhouse.org Page - 16
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Case Study: Investing In Anna Time: 10 minutes

Refer to the Case Study, pages 24. Ask for a volunteer to read the
first paragraph.

Case Study

(Page 24)

Next slide MMW.30

Explain that this is a role-playing activity and ask for four volunteers
to read following roles: Anna, Mom, and Consumers (1 &2). Retain
the role as Narrator. Give the characters the following visuals:

Anna: Visual 1 — Noodle dough through press
Visual 2 - Large dollar sign
Visual 3 - Notion of Noodles stock certificate

Mom: Visual 4 - Small nooodle products

. . slide MMW.31
Consumer #1: Visual 5 - Small dollar signs (two)

Visual 6 - Thumbs up

Bulding Your Financial House
P

Investing In Anna-Role Play Script

3

= el

Consumer #2: Visual 5 - Small dollar signs (two)
Visual 8 - Thumbs down

Narrator: Visual 7 - Green arrow (up)
Visual 9 - Red arrow (down)

"
“»
L

Instruct the volunteers follow the actions designated in red italics
after they read their lines.

Ask ‘Anna’ to begin. When the play is completed, ask participants
what Anna should do in order for Notion of Noodles to make a

e hid 1]
|y -] B

profit again.
Next Case Study page 24
Taking the Fear Out of Financial Assets Time: 15 minutes

Refer to page MMW-15, Taking the Fear Out of Financial Assets -
Stocks.

Explain:

As we saw with Anna, a stock represents (part) ownership in a
company. When you buy a stock, you have the chance to share in the
company'’s profits and losses. Let’s recap what we saw with Anna.

-continued-

P V‘ PHFA www.buildingyourfinancialhouse.org Page - 17
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-continued-

Click

A saver has money and wants to make it work. At the same time, a
company needs money to make their product.

Click

The saver gives the company money in exchange for stock or shares of
the company. The company uses the saver’s money, makes product
and is ready to sell them.

slide MMW.32

Next

~ Takingthe Fear Out
“FinancialfAssets - Stoc

Explain:

If ... consumers like the product, they buy it! A lot of it! (click) The
company makes a profit and shares some of it with the saver. These
are called dividends.

Click

Sharing profits with savers is one reason a stock may become worth
more; this may cause other savers to want a share of those profits too!
The shares of a profitable company are in high demand, which is slide MMW.33
another reason a stock price goes up. The saver can then sell the
higher priced shares for more than they paid and make a profit!

Click

And we saw what happened when consumers don’t like the product.
They won’t buy it. The company won’t make a profit and has nothing
to share with savers.

Click

Having a loss is one reason a stock price may go down;

other savers won’t want to own shares of a company that doesn’t
make a profit. The shares of the unprofitable company are in low
demand, which is another reason a stock price goes down.

The saver may have to sell the lower priced shares for less than they
paid, thus having a loss too!!

|

Sell for Profit

Next

Refer to page MMW-16, Taking the Fear Out of Financial Assets -

Bonds.

Explain:
Now let’s look at bonds. A bond is an IOU. When you ‘buy a bond,’ you
are actually lending your money to a company, municipality, state, or
the federal government. They agree to pay you interest while using the

money and pay back the entire amount that they borrowed at some
specified date in the future. It’s just like when we borrow money.

-continued-
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Takingithe kearOut
of Financial’/Assets - Bond

-continued-

Many of us are familiar with US savings bonds. When you invest in or
buy a savings bond, you are lending the federal government money.
They agree to pay you interest for using your money and pay you back
the entire amount they borrowed from you. When you hear about the
national debt, owning a savings bond is part of that. You are a creditor
to the federal government. Let’s look a little closer at bonds.

CIiCk slide MMW.34

A saver has money and wants to make it work. At the same time, let’s
say your city needs money to build a new museum. The saver gives the
city money in exchange for a bond or IOU for the money borrowed.

The city uses the saver’s money to build the museum and intends to
charge an entrance fee to the museum in order to pay back the IOU.

Next

Explain:

If ... residents like the museum, they visit, repeatedly! (click) The city
collects enough in entrance fees that they can pay back what they
borrowed with interest.

Click

We know the act of borrowing money and paying it back builds good
credit. It is no different in this situation. The city borrowed money and
paid it back with interest as they promised. They have established a slide MMW.35
good credit rating. If the city came back to you and said they have
another project, would you lend it money again?

Allow for responses.

Click

Other savers will look for that good credit rating before lending money
to the city, too. AND the city will be able to pay lower interest because
of its good credit practices...just as in our personal credit.

Click

So if residents don’t like the museum, well, they won’t visit! The city
won’t bring in enough money in entrance fees to pay back the saver.

Click

When money loaned is not paid back, credit rating falls. If the city
came back to you and said they have another project, would you lend it
money again? (Expect ‘no’ responses) What would entice you to lend
money to the city? The city will have to pay higher interest rates for you
to take on the risk of not receiving interest or the principal not being
repaid...just as in our personal credit.

Next

A O PHFA www.buildingyourfinancialhouse.org Page - 19
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Refer to page MMW-17, Taking the Fear Out of Financial Assets —
Mutual Funds.

Explain:

What if you don’t want to pick the stocks and bonds to buy? What if
you have a small amount to invest and don’t want to risk it all in one
stock or bond? That’s where mutual funds come in.

Click

A mutual fund is like a bucket of money, pooled from several savers ancial Assets=Mutual Funds
and given to a money manager to invest. The money manager will give
shares of the fund in exchange.

Next

Explain:

al Assets—WViutual Funds

The money manager then uses the money to buy stocks, bonds, both,
or other investments. Each share the saver owns represents a part of
the overall bucket.

Click

Pays Interest
and Dividends

% h%E
Now, if the companies profit or IOU’s that the manager purchased are -
paid back, the saver will get interest/dividends just like owning the

individual stock or bond.

Click

slide MMW.37

As the value of the stocks/bonds increase, the size of the bucket
increased, and the shares increase in price, again, just like owning
individual stocks or bonds. The saver can sell the higher priced mutual
fund shares for a profit!

Click

And just the opposite happens if the companies don’t profit or IOU’s
are not paid back. The saver will get no interest/dividends just like
owning the individual stock or bond.

Click

As the value of the stocks/bonds decrease, the size of the bucket
decreases, and the shares decrease in price, again, just like owning
individual stocks or bonds. The saver may have to sell the lower priced
mutual fund shares for less than they paid!

Next
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Choosing the Right Assets

Time: 15 minutes

Explain:
So now that we know how basic financial assets work, how do we
choose the right ones?

Click

Again, eeny, meeny, miny, moe is not the best way to choose. Nor is a
dart board or drawing from a hat. Having an investment strategy is
essential to making the right choices.

Next

How do | choose?

Eeny, meeny, miny, moe....

slide MMW.38

Refer to page MMW-18, Choosing the Right Assets.

Explain:
There are three things to consider in an investment strategy:

- What is your objective or expectation in buying it
- What is the time frame you have until you need to use it or sell it?
- What is the overall level of risk involved with owning the asset?

Next

InVesungstrategies

OBJECTIVE

slide MMW.39

Building Your Financial House
[ i bty

page MMW-18

Explain:
What is it that you expect from making the investment? Of
course, you want to be rewarded financially, but specifically
how? Here are some examples of basics investment expectations
or objectives:
- Guarantee of principal (preserving cash/capital)
- Liquid (and accessible)

WWESTINE STIAlEGIES

*Guaranteed value
*Cash payments

*Sell for profit

- Regular cash payments (income) slide MMW.40
- Sell for a profit (growth)
Next
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Explain: Investing Strategies

How long will it be until you need the money? (In other words,
when will you need to turn it to cash?) Keep in mind that as you
get closer to needing the money, your choice of investments may
need to change.

* Short-term: less than one year
* Medium-term: two - five years
* Long-term: five years +

- Short-term: less than one year
- Medium-term: between two and five years

- Long-term: longer than five years slide MMW.41

Next

Refer to page MMW-19, Risk and Risk Tolerance.

Explain:

Investng Strategi

* Market Risk —

“follow the leader”

* Company Risk —
“one bad apple”

Now let’s look at risk. The first is market risk: also known as “follow

the leader.” Say, for example, home prices in your neighborhood go « Liquidity Risk -
up, what would you expect the value of your home to do? Go up! | R
When a “market” of assets heads down or up, there is a tendency for “worth less" dollars
the entire group to follow. Like a domino effect, if one goes down, they
all may follow. Follow the leader.

slide MMW.42
c I ic k ;l.“:h\’( Vnu:iinin(hl House

Company Risk: also known as “one bad apple.” This means that a
specific company may be risky because of its products, business
practices, or even management team. For example, if a company’s
products are tainted with or found to be defective, causing harm and
injury, the share price will most likely reflect this. Same goes for the
management team. An unscrupulous management team can bring
down an entire company. Think ENRON.

Click

Liquidity Risk: “get cash now.” We know liquidity means turning
something quickly into cash. Some investments are not easily turned
into cash, i.e., our homes, collectibles, even stocks when the trading
floor is halted for some reason. page MMW-19

Click

Inflation Risk: “worth less dollars.” Inflation causes our dollars to
become worth less and less. Think about what a loaf of bread cost in
1980. Seventy-five cents, perhaps. That same loaf of bread costs
53.00 today. This means that it takes more and more dollars every
year to buy the same product.

These are not the only risks. Credit can be at risk in an unstable
economy just like during the recession of 2009; interest rates may fall
and your bonds may be paid back sooner so the issuer can refinance at
a lower rate; an unstable political climate may make investing risky as
well. All good things to consider when investing.

Next
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Explain: 980...

So why should we invest if there are all these risks out there? This is
where reward comes in. Say you invested 5100 back in 1980 and
bought:

Click
- CD’s, that renewed every six months, you would have 5616 today

Click slide MMW.43
- 10yr US Treasury bonds, you would have 51,405 today

Click

- Standard and Poor’s (S&P) stock market index, you would have
53,220 today, and that is why investors take risks.

Now, this all sounds good, but remember that investing in stocks and
bonds doesn’t result in a straight line going up. As a matter of fact,
during that time period, there were years where the investments lost
20, 30, 40% of their value. But overall, you can see that sticking with it
over the long haul (35 years), can pay off. (*Note that past
performance of any investment is no guarantee of future returns.)

Next

Refer to page MMW-20, Risk and Reward.

Explain: /Collectibles \,
The gerlera/ trend in risk vs. rewards shown by the risk/reward Realsm':em g
pyramid. Bonds @
- The bottom of the pyramid is the most stable in terms of a dollar in Savings & CD’s
and get a dollar out and very little beyond that. You sacrifice Risk/REWaraPyramid
interest (or return) for that guarantee. A savings account is a
perfect example. slide MMW.44
- Moving up the pyramid, bonds become riskier as credit of the ok o e
‘borrower’ (company, government) becomes an issue. Stocks are el
even riskier, as market and company risk issues take hold. | |
- Further up are antiques and collectibles because there is no s '—MM
predictable way to know if you will ever find an interested buyer for L N
this stuff. Items move in and out of favor (beanie babies, coins, and town g
art), and it seems everyone is on the lookout for the one in a million TETT/savings Accounts & CD's
treasure hidden at a yard sale or flea market. ™

- The most risky asset is small business. Not only the money invested
is at risk, (i.e., Anna’s $250 savings she used for Notion of Noodles)
but income, health insurance, and retirement benefits, etc., all
depend upon the success of the business.

Click page MMW-20
The arrows summarize the direction of risk and reward.

Next
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Refer to page MMW-21, Investment Strategies. apitaliPresernv:
ExPIaln: Expectations:
. . . . 3 . — Stability, guaranteed value
Using objective, time, and risk, here is a summary of common - Liquid: quickly turned to cash

investment strategies as they are referred to in the financial ;f”?(e: Mt iizr i sizadd
. . . . isk: Low
industry. Let’s look at capital preservation first.

Click and read the expectations, time, and risk items.

slide MMW.45

;:lgn: Your Financial House

Investment Strategies

Next page MMW-21

Click and read the expectations, time, and risk items. Income
Expectations:
— Receiving regular cash payments
— Known as interest or dividends
Time: short, medium, and long-term
Risk: Low to high depending on credit rating
or profitability of borrower

Next slide MMW.46

Click and read the expectations, time, and risk items. Growth

Expectations:
— Worth more than paid for it
— Buy low, sell high for profit

Time: medium to long-term
Risk: medium to high depending on
profitability of company

Next slide MMW.47
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Click and read the expectations, time, and risk items. srowthiandilincomn

Expectations:
— Some worth more, some cash payments
— Balanced

Time: medium to long-term

Risk: medium to high depending on
profitability of borrower/company

Click and read the expectations for value and hedging, then follow
with time and risk items which apply to both strategies.

— Out-of-fashion or overlooked
Hedging expectations:
— Taking both sides!
— Limiting loss
Both: short to long-term
Risk: medium to high

Explain:
So where can you start the investing process. You probably have - 4
. . . , . . - Employee retirement savings accounts
access to investing vehicles already. An employer’s retirement savings i.e., 401(k)'s, 403(b)’s, 457’5
program is a great place to start, usually offering a variety of mutual = 523 E'ansfw/guafa"‘eet‘?f vestment,
an enericiary age options
funds to choose from based on your strategy. _ Index TR

ClICk — Target date mutual funds

A PA 529 college savings plan offers investment options in addition
to the guaranteed (tuition credits). slide MMW.50

Click

Index mutual funds follow the various ‘markets,’ like we saw with the
S&P 500 in the investing of $100 example and they don’t require much
effort, as long as, you understand the assets that make up the index.

Click

Target date mutual funds invest in particular assets according to the
target time you have until you will need the cash, as in when you
retire, becoming more conservative as the date approaches.

Next
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Explain:
So we know the types of asset, risks, and reward, but can we logically

choose the appropriate assets for our situation? There are four things
to look at:

- What will you ultimately use the asset for
- What is your objective or expectation in buying it
- And of course the pros and cons of owning it

Click

Uses: How will you be using the asset? For example, as a cash reserve
or emergency fund, college for your kids, retirement income, shelter (as
in use for a home), career (enrolling in higher education or specialized
training programs), and personal (transportation, clothing, or perhaps
even to strengthen a relationship as in a diamond ring, etc.).

Click

Objectives: What do you expect from it? For example:
- Do you want it to be there when you need it?
Are you expecting income like interest or dividend payments?
- Do you want it to grow and be worth more than what you paid for it
so you can sell it for a profit?
- Are you looking for assets that are on sale?
- Do you want your assets to produce even in down times?

Click
Pros and Cons: In more simple terms, will this investment prevent you
from sleeping at night? For example: liquidity/accessibility, risk/
return, tax advantages, hobbies fulfilled, relationships strengthened,
storage issues, acquiring debt to purchase, etc.

Click
The most important thing is to assess assets before you buy or sell!

Refer to pages MMW-22 and 230, Assessing Your Assets, and the Guide,
and explain that the worksheets provide the participants with the
opportunity to assess their own assets and refer to the guide for typical
uses, expectations, pros and cons of each type.

Next

Objective/Expectations
Cash (like)-There when | need it

Income-Pay me cash
Growth-Worth more; sell for profit
Value-On sale, cheap!
Hedgo-Have cake...eat it too!

Cons
Easily accessible/liquid Less liquid
Safe/guaranteed
Higher i
Tax advantages
Interest fulfilled
Relationships strengthened

Storage
Debt incurred

slide MMW.51

Building Your Financial House
Piviy, et s

Assessing Your Assets

page MMW-22

Buikding Your Financia louse
Pivie, ==

page MMW-23

Monitor Ownership

Time: 5 minutes

Explain:

The final part of making money work is knowing where we stand so we
can measure our success going forward. To do that, we calculate our
‘net worth.’

Next

‘Moniter'@wnership

So, where do you stan:

What is your net worth?

slide MMW.52
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Explain:

Net worth is another fancy financial term for ‘what do you have less
what you owe.” It’s calculated by adding up the value of all of your
assets and then subtracting all of your debts.

Next

What you ha-ve e

What you owe
= Net Worth

Assets - Debts

slide MMW.53

Refer to page MMW-22, Net Worth — Where Do You Stand?
Explain:

This is a typical net worth statement; we’ll look at Anna’s actual
number as an example. The left column is where assets are listed.

Read categories of assets and Anna’s numbers. Click and read the
debt categories in the right column. Explain that Anna no longer
has any debts because she used her tax refund to pay them in full.
Click and summarize Anna’s net worth.

Next

NetWaorth:

slide MMW.54

Explain:

So, what’s your number?
- Calculate your net worth at least once every year
- Your number is the measure of your ‘wealth’
- Your number can be positive or negative
- Your number is a real barometer of your progress

NetWaorth:

“What’s Your Number?”
— Calculate at least once every year
— Can be positive or negative
— Barometer for progress

— Measure of “wealth”

slide MMW.55
Next
Recap and Take Action Time: 10 minutes
Explain:

You made it through yet another tough module! Whew!

Next

slide MMW.56

ol PHFA
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Explain: lake Voney Wor

We've covered: ===
. Working vs wealth; saving vs investing

Let’s recap.

. . Save early, save often and reinvest to
Read pOIntS. maximize compound interest and the time

value of money

. Types of assets, their uses, risks, and
potential for financial gain

. Measuring and monitoring net worth

Next slide MMW.57

Refer back to page MMW-3; Self-Assessment and Track Your
Progress.

Click and read the goal section. Clarify any questions on setting a
goal.

lide MMW.58
Next siae

Highlight the list of worksheets that are in the module.

Click and read the worksheet titles and page numbers on page
MMW-2, Table of Contents. You may want to show the actual
pages to clarify.

Next slide MMW.59

Refer to page MMW-23, Additional Resources to Make Money
Work that contains additional resources for those participants that
would like to learn more on their own.

Next slide MMW.60
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Refer back to page MMW-3. Click and point out the list of target
actions to be taken as a result of the module. Stress the
importance of keeping a record of the progress the participants are . ..

ma king. O 1use anew place to stash my cash

[ | started building new assets (other than cash).
CI I now contribute to a retirement savings plan.
O 1learned more from the additional resources.

I 1 shared this information with others.

slide MMW.61
Next

Session Evaluation and Closing Time: 5 minutes

Refer to page MMW-25 and instruct participants complete the
session evaluation.

Please complete the session
Return the Self-Assessment and Track Your Progress sheets for evaluation form.
Check Taxes back to participants. (Page MMW-25)

slide MMW.62

Next

Collect session evaluations and remind participants of the next
session’s date and time, as well as, any housekeeping details before

dismissing. Building Your Financial House

Thank You!

slide MMW.63
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Building Your Financial House

VI v, Set the Foundation of Your Future

A

Module 5
Make Money Wo

Participant Guide

www. buildingyourfinancialhouse.org

oWl PHFA
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Session

Handout
Presentation Slides

page MMW-1

page MMW-3

page MMW-2

page MMW-4

Self-Assessment and Track Your Progress

Congratulations! You are on yourway to Building Your Financial House! Use this form to
identify key ideas, practices, and the progress you have made to Make Money Work.

PRE-SESSION ASSESSMENT

Statements: (checkall that appy)

DO I save money on a regular basis. o

O I understand the difference between insureddeposit [

I contribute to a retirement savings plan.

Iunderstand the investment optionsin my

accounts and non-gt d

union, or other financial services) about investing.

O I have talkedto a professional (at work, bank, credit O

p plan.

Iknow my net worth (assets-debts).

POST-SESSION PROGRESS
My goal to make money work:

Iwant to: (what) My roadblock

because: (impact).

I need to: frow) which by: (how).

by: (when)

'Worksheets (check  completed) Actions Taken (check al that apply)

O Stash Your Cash Comparison (page 9) O 1 pay myselffirst.

O Assessing Your Assets (page 19) O luse anew place to stash my cash.

O Just for Fun -What Would You Do? (page 21) O I started building new assets (other than cash).

O NetWorth - Where Do You Stand? (page 22) O Inow contribute to a retirement savings plan.
O Ilearned more from the additional resources.
O I shared this information with others.

Please share any additional comments you may have:

www.buildingyourfinancialhouse.org
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Working vs Wealth

What do you think it mean to be wealthy? Some people see wealth as living in a big house in a
good neighborhood, driving an expensive car, and wearing designer clothing. Some see it as
having a prestigious career or a high position. Yet others see it as having time and means to do
all of the things they love, like travel, spend time with family, and hobbies. In summary, wealth
means differentthings to different people.

From a basic financial definition, wealth is owning assets, or things of lasting value, that can
provide youincome now or i the future. Youmay be surprised to learn that your wealthis far
more important than your income. How is that possible? To explain, let’s look at working
versus wealth.

For most of us, we work hard at our jobs to provide the cash we need to live and do what we
want inlife. However, what happens when we don't work any longer, for example when we
retire? Cashwill have to come from our wealth or the assets we own, such retirement savings, a
pension, and maybe even our homes. Wealth is our money working hard.

' N

Working Wealth
(ownership)

You Working Hard for Money Money Working Hard for You

still not convinced?

What do Mark Twain, MC Hammer, Mike Tyson, Abraham Lincoln, and Mozart all have in
common? They had good incomes from working hard, and et they all filed for bankruptcy.
Why? They owed more than they owned. They spent their income on things that did not work
hard for them to support their lifestyles.

Spending our income sensibly to buy assets that will
support our future is how financial stability is achieved
and prosperity realized.

Save and Invest to Make Money Work

In the Spend Sensibly module, you created your own money map. A money map is the path to
help you take control of your money; it gives you the power to tell your money where it's going
to take you. Now, you need to figure out how you are going to get there.

Start your journey by walking along the path, meaning work hard and save your money. Since
your feet will only let you walk so far, finish the trip by using your saved money to buy a car,
meaning invest in an asset that will drive you to where you want to be. Walking and driving, or
saving and investing, are both vital to reaching your financial destination.

What is the difference between saving and investing?

To Save: Setaside cash for a future use. To Invest: Use saved cash to buy assets that
build wealth and future income.
Saving is: Tnvesting is:
STASHING YOUR CASH BUILDING (buying) ASSETS

Can be used immediately

Can be used in the future (two years

o Liquid, meaning it can be turned into orlonger)
cash quickly o Less liquid; it cannot be turned into
Hold money while earning modest cash quickly
interest Buy something of value (asset)
 Safe; no loss of principal expected to bring income or profit in
the future

Some risks; may lose principal

Right on the Money: Talking (Pe

page MMW-5

page MMW-7

page MMW-6

page MMW-8

Making the Commitment to Save

The first step in setting aside money for savings
is deciding that it’s possible to do so.

Far too many people think they just can't save money. If you are someone who never seems to
have anything left from your paycheck after paying bills and living expenses, consider these
steps.

Step One: Think of saving as a necessity. Saving should be listed on your money map
just like any other necessary household expense that you may have.

Step Two: Pay yourself first.” When you collect your paycheck, the first expense to
‘pay’ is savings, eachand every time. That’s all there is to it—and it works!

Step Three: Remember, no amountis too small to save. It’s perfectly okay to start
small, say $5 or $10 per week. Youwill be amazed how quickly your money grows.

Here are more ideas to make saving as easy as possible:

« If possible, have your employer deduct money from your paycheck and deposit it directly
into a savings account. Whatyou don't see, you won't miss. You will be amazed how
effortlessly your money grows.

« Have your bank or credit union automatically transfer a set amount from your checking
account to your savings account each month. You will be amazed how easily your money
grows.

« Save spending leaks. You will be surprised how quickly your money adds up.

 Try putting $1 a day, plus pocket change into a large envelope or jar. At the end of the
month, deposit the dollars and coins into your savings account. You will see how quickly
your money builds up.

« After paying off a loan, put the same amount each month into savings (if the money isn't
being used to pay off anotherloan). You will be happy how quickly your money grows.

Where to Stash Your Cash
Place Pros Cons
Under the Mattress * Easilyaccessible * Does not earn interest
 Easilyaccessible to ANYONE
* Not replaceableiflostin a fire
Banks and Thrifts * Accept deposits from customer and use those |  Account and service feescan be
depositsto make loansand offerother expensive if notused properly
Enis financial services « Low interest paid on deposits

« Deposits guaranteed by the Federal Deposit
Insurance Corporation (FDIC). If the bank fails,
the FDIC would return your money, up to the
current limitof $250,000 per depositor, per
insurance bank, per ownership category

o Deposits are secure; onlyyou have access

Credit Unions « Not-for-profit financial institution owned by « Have to be amember to keep.
people who have somethingin common your money there
[l o Accept deposits, make loans and provide other | Account and service feescan be
financial services expensive if notused properly
* The deposit insurance rules are the same at * Low interest paid on deposits

NCUA-insurance credit unions as they are at
FDIC-insuredbanks

« Depositsare secure; onlyyou have access

Types of Accounts | Pros Cons
Savings Account © Simplestway to save « Low interest paid on deposits.
« Easilyaccessible * May require aminimum
« May be protected by the FDIC or the NCUA balance to open or maintain
(askto be certan) the account
Money Market Deposit | = Figher interest rates than savings accounts. « Higher minimum balance
Account « Easilyaccessible through checks, like required
checking account. * Limited check writing privileges

« May be protected by the FDIC or the NCUA
(asktobecertain)

Certificate of Deposit « Usually higherinterest rate than other cash « Timed deposit; penalty if
) management tools money is withdrawn before the
« Timed deposit:you choose how long to leave maturity date

you money in the account
« May be protected by the FDIC or the NCUA

Source: Adapted from Money Smart's Bank on It (FDIC, 2010)and
i

Right on the Money: Talking (P

ool PHEA
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Stash Your Cash Comparison

Use the following checklist when looking for a bank or credit union* that offers savings
products that are right for you.

Financial Institution (.

Financial Institution (2):

Savings Account

Name of account

“Amount required to open an account

Minimum balance required to maintain account

Penaltyif balance falls below

mum

Interest Rate

Gther

Money Market Deposit Account
‘Amount required to open an account

Minimum balance requiredto maintain account

Penalty if balance falls below minimum

Tnterest Rate

Check writing privileges/limitations

Other

Certificate of Deposit (CD)
‘Amount required to open an account

Number of months to maturity

Penalty f withdrawn before maturity

Interest Rate

Other

(*Checkout membership elgibilty requirements.)

vvl v, Module 5: Make Money Work

page MMW-9

page MMW-11

Three Rules for Building Assets

Start early.
Give money time to grow. Take advantage of the
Time Value of Money.

Stay invested.
Commit to keeping your money invested. Take
advantage of Compound Interest (compounding).

Diversify

Don't put all your eggs in one basket. Mix it up and
use your money to build different types of assets for
stability now and in the future.

Earning, L £E)

Start Saving Early. It Pays!
Here’s a dramatic example of compound interest and the time value of money.

Saver “A” started saving $1000 per year beginning at the age of 22. She stopped putting money
away atage 31 and kept the money in the account to compound until retirement age. Saver “A”
only saved a total of $10,000 but has accumulated $128,843* at age 65.

Saver “B” waited until he was 32 to starts saving. He too put away $1,000 per year but didn’t
stop until he reached retirement age. Saver “B” saved a total of $33,000 and has only
accumulated $118,933* atage 65.

Contributions Account Balances

$35,000 $140,000
$30,000 $120,000 7
$25,000 $100,000 7/
$20,000 $80,000 /
$15,000 $60,000
$10,000 /\ $40,000
$5,000 v $20,000
$0 S0
2 2 @ 52 62 2 »n @2 2 &
saver
\ —A, —coy —— 5128843 = $118,933

*This assumes a 7%annual rate of return.

Saver A's money is working hard for her. saver B is working hard for his money.

page MMW-10

page MMW-12

The Cost of Waiting

Another wayto look at the time value of money is the opportunity cost of waiting. Eachof the
four savers below has a goal of accumulating $250,000 by the time they are 65. Look at the
difference in the amount they must save monthly to reach this goal based on their current
ages.*

$300,000

$250,000

$200,000

$150,000

$100,000

$50,000

EY

25 27 29 31 33 35 37 39 41 43 45 47 49 51 53 55 57 59 61 63 65
——$100/mo. $205/mo $465/mo  ——$1325/mo

“This llustration assumes o 7% annua rate ofeturn
To accumulate $250,000 at age 65, the:

25 yearold green saver only has to save $100 per month.
35 yearold yellow saver has to save $205 per month.

45 year old orange saver has to save $465 per month.

55 yearold red saver has to save $1325 per month.

In summary, the longer you wait to start saving, the more it will cost youto reach your goal.
You are losing out on the opportunity to have compound interest work for you over the long
term.
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Building Your Financial House

Module 5: Make Money Work

Mix It Up

By staying invested, we can tak
interest earned.

interestor simply on

, let's look at

buy one tree and plant it in an open space. In the first year, your tree grows strong, spreads its seeds,
and from those seeds, produces a new tree. Now you have two trees! In the second year, your two
trees each go on to spread their seeds and produce anewtree. Now you have four trees! The next
year, your four trees each spread their seeds and produce new trees, and so on. With each tree going

trees. Sayyou

onto new tree,

& ing interest

One Tree Forest

1% Year

2"Year

3Year

-'_

y. Start outwith $1,000 that earns 10% interest ($100) the
first year. Now you have $1100. In the second year, that $1100 earns 10% interest ($110). Now you
have $1210. In the third year, the $1210 earns 10% interest ($121). Now you have $1331. Continuing
the pattern to year four, you earn $133 and then have $1464, and so on and so forth. With
compoundinginterest, or “earning interest on interest earned,” your money grows faster. This effect of
compoundingis like magic when you et it work over time. The more time your money has to
compound, the more your money grows.

...by planting just one tree!

Compound Interest

Financial assets

What would happen if you only fed your kids cheese? What would happen if you only fed
them bread, broccoli or d i

foods, but eating only one is not enough to keep your kids healthy and grow.  It's exactly the
same with building assets. You need to mix up the types of assets, or things of lasting value,
you buy in order to get financially healthy and grow.

Recall important personal assets from the Invest in Yourself module: education, skills, talents,
personality and connections. In Make Money Work, we're talking about assets of measurable

dollar value, meaning you could sell them for cash. Here are some common types of assets of
measurable dollar value.

Real property

A Small Business

Cheese, bread, broccolian are all good

Carpentry

Personal property =

Jewelry Collectibles

page MMW-13
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Taking the Fear Out of Financial Assets - Stocks

A stock represents owning part of a company. When you buy a stock, you have the chance to
share in the company’s profits and losses. In the flow chart below, first follow the numbers and
then the colored arrows (red or green) to see how a stock works.

Saver
sells stockfor
profi. §

Saver gers
dividends. §

1. savernas 2. Company
make itwork Savergvs § theirproduct
b 4

page MMW-14
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Taking the Fear Out of Financial Assets - Bonds

Abondis an 10U. When you ‘buy a bond; you are actually lending your money to a company,

3. wakes Product
and ready tosel.

1. Savernas

state, or the federal
some specified date in the future. In the flow chart below, first follow the numbers and then
the colored arrows (red or green) to see how a bond works.

They agree to pay you back with interest, at

2. Your City 3. builds

Fompany use: &

make itwork.

Company
makesa
Profit

andshares
with Saverst

~

=

Other Savers

wanttoshare
profittool!

% %

Other Savers
notwantcompany

New Museum
and charges feeto visit

saverlents &

YourCity uses &

Saverges §
backwithinterest.

Consumers Consumers
like product, aisiieproduct,
Good
5. 50 Credit Your City Residents. Residents
= redi collctsenoughto iikemuseu, distkemuseam,
theybuyitl they dont buy itt Rating pay backthe Savers || «—|
eybuy; withinterest! ) Sy
4 theydor'tuisitt

Your City

does not collect s'“'::“;z
enough topay the i
10U and/or nterest e

willrequie
OtherSavers

ol PHFA

PA HOUSING FINANCE

AGENCY

www.buildingyourfinancialhouse.org
www.phfa.org
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Taking the Fear Out of Financial Assets - Mutual Funds

A mutual fund is a “bucket” of money filled by savers that want to buy a lot of different stocks and/or
bonds (and other investments) but don’t want to or can't buy them on their own. A money manager
(the mutual fund investment company), is in charge of the bucket and buys stocks and/or bonds with
the money. Each saver gets to share in the profits and losses of assets in the pot. In the flow chart

below, first follow the numbers and then the colored arrows (red or green) to see how a mutual fund

AN

1. Savers have moneyandwantto make twork.

Savers el
sharesfor

/<' proit. &

Savers get
Interestand
dividends. §

3. Buys stods and
bondsto aeate

e
e

Companies Profit
10U's Paid Back

Bucket Grows!

Bucket Shrinks!

2. Money Manager

Companies Lose
10U's Not Paid Back

Module 5: Make M Work
'I'IV. odule ake Money Worl

Choosing the Right Assets

Now that you know how basic financial assets work, the next step is learning how to choose the
right assets for your situation. Again, eeny, meeny, miny, moe is not the best way, nor is a dart
board or drawing from a hat. Having an investment strategy is essential to making the right
choices. There are three things to consider in developing an investing strategy: objective, time,
and risk

OBJECTIVE

Objective: What is it that you expect from making the investment? Of course, you want to
be rewarded financially, but specifically how? Here are some examples of basics investment
expectations:

Guarantee of principal (preserving cash/capital)
Liquid (and accessible)

Regular cash payments (income)

Sell for a profit (growth)

Time: How long will it be until you need the money?  (In other words, when will you need
to turn it to cash?) Keep in mind that as you get closer to needing the money, your choice
of investments may need to change.

o Short-term: less than one year
o Medium-term: between two and five years
o Long-term: longer than five years

Continue to the next page where we will discuss risk.

page MMW-17

page MMW-19

Risk and Risk Tolerance

How much money are you willing to put atrisk or in other words, willing to lose? Your ‘risk tolerance” is
avery important factor when choosing an investment, but let's first look at the types of risk that can
cause aniinvestment loss.

Market Risk s the chance that the value of your asset will go down because of a decline in ‘the
market.” [‘The market' also refers to a place where investments are bought and sold.] If other assets
of the same kind decline in value, chances are yours will too.

Company Risk is also known as “one bad apple.” This means that a specific company may be risky
because of its products, business practices, or even management team. For example, if a company’s
products are tainted with or found to be defective, causing harm and injury, the share price will most
likely reflect this. It may not be a reflection of the industry, just that one bad apple. Same goes for
the team. An team can bring down an entire company.

Liquidity Risk s the chance you may not be able to ‘liquidate’ or sell the asset to get cash when you

need it. Liquidity canalso be thought of as how easily something can be turned into cash. Money in a
savings accountis very liquid; you can go to the bank or ATM and simply withdraw it. Money invested
ina house is not liquid. It's much more difficult to sell your house or geta home-equity loan for cash.

Inflation Risk s the chance that the money you have saved will not keep up with the cost of living. If
you keep $100 under your mattress, ten years from now it willstill only be $100. However, ten years
from now, food, rent, health care costs will all have increased. That $100 dollars under the mattress
won't buy as much in'ten years as it does today, because of inflation.

Back to risk tolerance, no one wants to lose money but some are willing to take a higher risk for
the potential of a higher reward. How much risk should you take? That really depends on your
goals, age, income, and financial obligations. A younger person who anticipates their pay to rise
steadily and has few family responsibilities can afford to take more chances than a couple
approaching retirement. The bottom line is that you should be comfortable with an investment
and the potential risk to lose money factored in with the potential reward.

Conservative investors make safeguarding assets they already have, their highest priority. They are
cautious and aren't willing or able to put any principal atrisk. Conservative investors are not
concerned about outpacing inflation and settle for modest returns.

Moderate investors may not be risk takers by nature but seek a middle course between protecting
the assets they already have and growing assets over the long-term. They are willing and able to
accept some risk of principal and are concerned about inflation. Moderate investors expect
moderate growth but want some income from their investments as well.

Aggressive investors focus on investments that have a high potential for significant growth and can

tolerate sharp, short-term fluctuations in the value of their investments. They have the patience to
follow through on long-term strategies and expect returns that outpace inflation.

Risk and Reward

page MMW-18
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Below is a traditional illustration of the relationship between assets risk and the potential

reward.
Small N "
Business High Risk
Highest Potential
for Return or Loss
Stocks, Mutual Funds,
Real Property
Low Risk

Lowest Potential
for Return or Loss

—_—

Bonds
Savings Accounts & CD’s

_ The bottom of the pyramid is the most stable in terms of a dollar in and get a dollar out
and very little beyond that. You sacrifice interest (or return) for that guarantee. A savings
account is a perfect example.

- Moving up the pyramid, bonds become riskier as credit of the ‘borrower’ (company,
government) becomes an issue. Stocks are even riskier, as market and company risk
issues take hold.

- Further up are antiques and collectibles because there is no predictable way to know if
you will ever find an interested buyer for this stuff. Items move in and out of favor
(beanie babies, coins, and art), and it seems everyone is on the lookout for the one in a
million treasure hidden at a yard sale or flea market.

_ The most risky asset is small business. Not only the money invested is at risk, but income,
health insurance, and retirement benefits, etc, all depend upon the success of the
business.

www.buildingyourfinancialhouse.org

www.phfa.org
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Investment Strategies

Using objective, time, and risk, here is a summary of common investment strategies as they are
referred toin the financial industry. Remember that there are other assets, besides financial
assets, that can be included as part of the strategy. Think diversification!

Strategy i Time Risk Assets
Capital Guaranteeddollar | Immediate; Tow, butmaynot | - Savings/checking
Preservation | value; liquid; short-term keepupwith | -CD's

accessible inflation - Money market
depositaccount
Tncome Regularcash Short, medium, | Low to high, ~Bonds
payments and long-term | dependingon - Stocks that pay.
creditrating of dividends
borrower, tenant, | - Rental real estate
or profitability of
company
Growth Worth more than | Medum tolong. | Medium tohigh, | - Stocks
paid; buy low, sell | term dependingon - Real estate
highfora profit profitability of
company or
market
Growthand | Regularcash Mediumtolong- | Mediumtohigh, | - Stocks
Income paymentsand term dependingon - Real estate
worthmore than creditrating,
paid profitability of
company or
Value Worth morethan | Short, medium, | Mediumtohigh, | - Bonds
paid; buying and long-term | dependingon - Stocks
undervalued orout creditrating, - Real estate
offavorassets profitability of
company or
market
Hedging Worth more than | Short, medium, | High; uses ~Stock options and short
paid; minimize loss | and long-term | speculative selling
againstother investment - Precious metals and
investments practices;mustbe | futures
an accredited Leverage (borrowingto
investor increase returns)

Assessing Your Assets

How do you decide which types of assets might be good for you and your family? Besides
knowing the type of asset, it'simportant to assess how it will be used, what you expect
financially from it, and the pros and cons of owningit. Think about what the asset may mean
for you and your family, both now and in the future. See the guide on the next page to help
get you started.

Asset Uses i Pros Cons
For Example: ~Stash for down ~Willnotlosevalue |- Easilyaccessible | - Lowinterest
Savings Account paymentoncar |- Thereifneeded |- Guarantee rates on deposits
- Emergencies dollarvalue - Might wantto use

forotherspending

Cash and Cash-Tike:
(savings/ checking
accounts, CD's, etc)

Financial
(stocks, bonds,
mutual funds, etc)

Retirement

ccounts:
(401(k)’s, IRA's, etc.)

SmallBusiness:

Real Property:
(house, land)

Personal Property:
(cars, appliances,
clothing etc.)

Other:
(antiques, jewelry,
collectibles, etc.)
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Assessing Your Assets Guide

Here are some common thoughts on the uses, expectations, pros and cons of assets. You can
use these as a guide when completing the Assessing Your Assets worksheet.

Asset Uses i Pros Cons
Gashand Cash- |- Accepted for most Guaranteed | Easiy accessble Townterestrates on
Tike: purchases - Liquid | safefsecureif FDICor |  deposits
(savings/ e s NCUA nsured Lo in value due to
checking, CD's) B [ Guarantee dollar inflation

- Manage cash value - Easiy accessible
Financial: “Income from interestor |- Income [ Chance for higher " Chance of loss; risk
(stocks, bonds, | giidends - Growth interestrateor return | - Confusing langusge
mutalfunds, . el the utwrefor - Volue | Reaciy avaiable -+ Less liuid
et profit
Retirement | -Future income whenno |- Income [ Save directly from pay | - Choosing the
counts: longer wantor able to b Taxadvantages investments inside
(OUKS, RN, | oor the account
etc)
Small Business: |- Chance to use personal |- Income [ Greatestpotential for | - Expensive tostart
assets - Growth financial success - Highrisk in both time
- pass to family and money
- Sellin the future for
profit
ReatProperty: | Shelter Growth [ Stable housing costs | - Figh upfront costs
(house, land) |- permanencyforkids |- Value | Partofacommunity |- Highongoing costs
- Responsiilty
Fersonal ieetbasc needs Ve [ Basicneeds met " Debtproblems in ot
Property: - status b comfort limited
(cars, appliances, |. entertainment - Decreasein value as
clothing, etc) i
Gther: ~Family heirlooms Growth [ Personat interests | - Unpredictable future
(antiques, - Gifts fulfled value and liquidity
Jewelry, - Hobbies | Relationships - storage
collectibles, etc.) P torag:
strengthened

Just for Fun - What Would You Do?

Doyou tit to win the lottery orinherit long, lost
relative? Imagine that you just came into $100,000, with the condition that it must be used to build
assets. Using your knowledge of saving and investing, allocate the money among the types of assets,
provide a brief description, and explain how the asset will help your family’s financial stability.

Type of Asset Description Amount How

Example: Used car, 2011 or older $10,000 | A reliable car will ensure

Car that I get to work safely
and on time.

Cash and Cash-

(savingsaccount, CD's,

money market deposit
t, etc)

(stocks, bonds,
mutual funds, etc.)

Retirement
Accounts
(401(k)'s, IRA's, etc.)

Business.

Real Property
(house,land, etc.)

Personal Property
(cars, appliances,clothing,
etc)

Other:
(antiques, collectibles,
Jewelry, etc)

ool PHEA
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Net Worth - Where Do You Stand? Additional Resourcesto: Make Money Work

How can you keep track of your asset building efforts? Measuring your ‘net worth’ is a simple Boston College’s Financial Security Project: www.fsp.bc.edu

way to do this. Net worth is simply how much cash you would have left over if you sold all of Curious Behaviors That Can Ruin Your Refirement

your assets and paid all of your debts. It is calculated by adding up the total value of “what you This website’s missionis to help people make smart decisions throughout their lives so that are
own” (assets) and subtracting the total amount of “what you owe” (debts or liabilities). Net financially secure at retirement.

worth can be positive or negative; it’s possible to owe more than you own. Target Your Retirement

Helps people who are near the retirement age come up with a plan so that they can keep the
standard of living the same when they enter retirement.

Net Worth mmrwaBysl QZ‘D;eams (D2D) Fund: www.financialentertainment.org
ite Clul
What You Own (Assets What You Owe (Debts) This game challenges players to save for retirement while running a vampire nightclub.
Cashand like Cash: Secured:
Family Economics and Financial Education: www.takechargetoday.arizona.edu
Cashon hand (wallet, home safe Home Loans (mortgages) Introduction to Investments
Checking/Savings accounts, Automobile Loans This article provides an introduction to what you need to know about investing.
emergency fund
y Toans on Life Insuran: Federal Deposit Insurance Corporation (FDIC): www.FDIC.gov
CD's, savings bonds Money Smart — A Financial Education Program
Finandial Assets: Other: This interactive online (and MP3) program two modules dedicated to making your money work:
‘Stocks/Bonds/Mutual Funds Unsecured: Pay Yourself First and Your Own Home.
Retirement Accounts Alimony Financial Football: www.financialfootball.com
Employer plans: 01(K], 403(5), etc PastDue Bills Pick your NFL team and answer questions about saving in order to move the football downfield.
IRA’s/annuities Personal Loans FINRA Investor Education Foundation: www.finarfoundation.org
CashValueiinLLife Insurance Credit Card Accounts Investor Education Modules
Real Property (house, land) Pledges, e, tithing obligations. These modules contain accurate, unbiased education to assist consumers through saving and
Business Other: investing.
Personal Assets: Gamishments: ING Special Report: www.ing-usa.com
‘Home furnishings/clothing Child Support/Spousal Support Model Portfolios
AopTamces oo Sodentions This questionnaire helps determine what type of investor you are and what to do.
‘Automobile(s) Taxes PA Housing Finance Agency (PHFA):_www.buildingyourfinancialhouse.org.
Sports andhobEy SaTPTeRE Sther Building Your Financial House is a commercia fre financial resource for Pennsyvarians.
o Mirroring PHFA's flagship financial education program, the site provides comprehensive
ther information on general financial topics and major milestones in life. The site also has over 40
Jewelry,antiques, collectibles worksheets, including those found in this module, to help build your own financial house.
Total Assets: Total Debts: PA Treasury: www.patreasury.gov
RetirePA
Net Worth Summary Learn more about retirement in Pennsylvania with tools, tips, and resources.
Total Assets: Savings Fitness: www.dol.gov/ebsa
Tews: Total DebE A Guide to Your Money and Your Financial Future
ss: Tof o This guide helps determine where you are financially, how to improve from that, and stay
NetWorth: financially secure.
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Agency:
Session Evaluation Date:
We hope you found today’s session engaging and of value to your situation. Please share
Your opinions and comments 5o we may continue to improve the program. Thank you!

Excellent | Very | Good | Fair Poor

Good

Overall, I feel the session was: a a a a a
The location of the session was: a a a a a
The meeting room and facilities were: [u] [u] [u] [u] [u]
Before the sessiol
My knowledge and skills about the topicwere: =] =] =] =] =]
Afterthe session:
My the topicare: =] a =] =] =]
My i Q =] =] Q Q

During the Sessior

Strongly | Agree | Not Sure | Disagree | Strongly
Agree Disagree

The instructions were clear and easy to follow. =] a a a a

Torthe topic. a a a a a

a a a a a

& =] a =] =] =]

The ac 5] 5] 5] 5] 5]

The acs relevant Q Q 0 Q Q
The instructor:

Was the topic. a a a a a

Tear =] Q =] Q Q

=] a =] =] =]

Was well-prepared. =] =] =] =] =]

Was approachable and open to questions, 5] =] 5] =] =]

The session:

Vet my expectations, [0 [0 | o[ o] d

Was ofvalue fome o [ o[ o[ oa

Has motivated me to take action. | = = = = )
Final Questions

how

coulditbe improved?

"Additional comments:
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