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INTRODUCTION

A financial market is a place where firms and individuals enter into contracts to sell or buy a specific product such as a stock, bond, or futures contract.  Buyers seek to buy at the lowest available price and sellers seek to sell at the highest available price. (Markets provide a meeting place for buyers and sellers where prices are determined.) 

Personal benefit, sometimes called economic self-interest, motivates many people to invest in stocks and bonds.  In the 1990s, about two of every five persons in the United States owns stock in corporations.  People invest because they believe that it is possible to gain more from investments than from a basic bank savings program.

KEY CONCEPTS

How Financial Markets Work:   A Teaching Guide contains learning objectives that focus on: 

· how to design a personal financial plan 


· how financial markets work 


· how to select among various savings and investment options 


· how to find and use investment information 


· how to recognize and victim-proof yourself against investment fraud 

Each unit contains learning objectives, background information for teachers and students, suggested activities, overhead transparency masters, student handouts and worksheets, additional resources, and student exercise/s. The appendix includes sources of additional information and a glossary of terms.

You can successfully manage your money if you have the know-how and the will to set aside some of today's income for the things you will want and need in the future.

Before beginning this unit, review “Tips for Teaching Students About Savings and Investments”  in the Additional Resources section.

 Hundreds of classroom teachers have used earlier editions of this guide.  We hope you and your students find it a useful educational tool.
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TOPIC 1 (  Types of Financial Markets

Objective


· Students will learn the types of financial markets available.

· Students will learn how they could buy stocks.

Materials Needed
Pretest Exercise
Reading 1 ( "Introduction to Investing Basics”

Reading 2 ( "Financial Markets”

Case Study 1 ( "Recent Graduate Buys Company Stock"

Student Exercise  1
Answer Key
Directions
1. Give the students the Pretest Exercise to determine their present knowledge.  Concentrate on the areas they are not knowledgeable in.  You might want to give this exercise at the end of the unit and compare their answers.
2. Give students Reading 1, “Introduction to Investing Basics,” to read and discuss.

3.  Have students read Reading 2, "Financial Markets.”  Have students prepare a brief report on futures markets. Report topics could include:

· Definition of futures contract

· Why farmers sell futures contracts 

· Who buys futures contracts and why 

· Who regulates futures markets 
· Why futures contracts are considered high-risk investments
4. Case Study  ( Have students read the Case Study “Recent Graduate Buys Company Stock” and answer the questions on the Student Exercise. This case study can stimulate student interest and give a frame of reference for further study of how financial markets work.
5.  Have students take the Students Exercise 1 and discuss the answers. [See “Answer 
      Key.”]

TOPIC 2 ( Regulation of Financial Markets
Objective


· Students will learn who and how financial markets are regulated. 

· Students will become aware of the various types of financial market frauds and how to deal with them.

Materials Needed
Reading 3 (  “Regulation of Financial Markets”

Transparency 1 (  “Regulation of Financial Markets”

Direction

1. Hand out Reading 3,  “Regulation of Financial Markets.”  Discuss the various type of frauds and how to resolve them.


2. Show Transparency 1, “Regulation of Financial Markets.”  Transparencies can be handed out instead of shown.

3. Have students prepare brief reports on the functions of:
· Securities and Exchange Commission 

· National Association of Securities Dealers 


· Commodity Futures Trading Commission 


· National Futures Association

4. “Advice From Your Securities Industry Regulators” for more information.
TOPIC 3 ( Factors That Effect Price
Objective


· Students will learn the need for an emergency fund.


· Students will analyze emergency fund needs under different situations.
Materials Needed
Reading 4 ( “Factors That Affect the Market Price”

Transparency 2  ( “Watching the Market”
Worksheet 1 ( “Watch the Market”

Directions

1. Give students Reading 4, “Factors That Affect the Market Price.”

2. Show Transparency 2, “Watching the Market.”

3. Have students watch the Dow Jones Industrial or Nasdaq Composite Index for 20 days and suggest reasons why prices went up or down using Worksheet 1.  Reasons may include:
· Actions of investors
· Business conditions 
· Government action 
· Economic indicators
· International events and conditions

4. See our Mini-Lesson “Saving & Investment” for additional financial information.


TOPIC 4 ( How Securities are Bought and 
                    Sold
Objective


· Students will learn the basic principals of investing; buying, and selling securities.

· Students will pick an investment and keep a record of the investment and determine if it would be a good investment.

Materials Needed
Reading 5  (  "Principals of Investing”

Transparency 3 (   "How Securities are Bought & Sold”

Reading 6 (  "Buying and Selling”

Worksheet 2  (  "Investment Analysis Form”

Worksheet 3  (  "Transaction Template”

Student Exercise 2
Answer Key
Hidden Word Puzzle
Additional Resources
Brochures
Directions

1. Distribute to students the Reading 5 "Principals of Investing."  As a class read and discuss.

2. Show Transparency 2 on “How Securities are Bought & Sold.”


3. Have students study Reading 6 "Buying and Selling.”  Have students discuss advantages and disadvantages of buying and selling securities.

4. Hand out Worksheet 2, “Investment Analysis Form.”   Have the students individually or as a group pick out an investment and complete the form.

After the student or group has completed an analysis of the investment that was picked and decide it would be a good investment, have them keep track of the investment with Worksheet 3, “Transaction Template.”  After a period of time, you can review their transaction records and the students can determine if they had made a good choice in  picking an investment.

5. Give the Student Exercise 2 and discuss any problem areas.  [See ” Answer Key.”]

6. Hand-out the Hidden Word Puzzle and have students see if they can find all of the words.

7. Hand-out copies of the following brochures for review and discussion.
What is Investing
Your Investments
10.  Review Additional Resources for additional information available.

ANSWER KEY

PRETEST EXERCISE
1.  A.  you own a part of the company


When you own sock, you own a part of the company.  There are no guarantees of profits or even that you will get your original investment back, but you might make money in two ways.  First, the price of the stock can rise if the company does well and other investors want to buy the stock.  If a stock’s price rises from $10 to $12, the $2 increase is called a capital gain or appreciation.  Second, a company sometimes pays out a part of its profits to stockholders (that’s called a dividend.  If the company doesn’t do well, or falls out of favor with investors, your stock can fall in price and the company can stop paying dividends or make them smaller.

2.  B.  you have lent money to the company
        

When you buy a bond, you are lending money to the company.  The company promises to pay you interest and to return your money on a date in the future.  This promise generally makes bonds safer than stocks, but bonds can be risky. To assess how risky a bond is, you can check the bond’s credit rating.  Unlike stockholders, bond holders know how much money they will make, unless the company goes out of business.  If the company goes out of business, bondholders may lose money, but if there is any money left in the company, they will get it before stockholders.

3.  A.  stocks

If you had invested $1 in the stocks of large companies in 1925 and you reinvested all dividends, your dollar would be worth $2,350 at the end of 1998.  If the same dollar had been invested in corporate bonds, it would be worth $61 and if it had been invested in U. S. Treasury bills, it would be worth $15.

4.  B.  you can lose all of the money you used to buy the stock
         


One of the riskiest investments is buying stock in a new company.  New companies go out of business more often than companies that have been in business for a long time.  If you buy stock in small, new companies, you could lose it all.  Or the company could turn out to be a success.  You’ll have to do your homework and learn as much as you can about small companies before you invest.  If you decide to buy stock in a new or small company, only invest money that you can afford to lose.

5.  C.  diversifying

One of the most Important ways to lessen the risk of losing money when you invest is to diversify your investments.  It’s common sense(don’t put all your eggs in one basket.  If you buy a mixture of different types of stocks, bonds, or mutual funds, your entire savings will not be wiped out if one of your investments fails.  Since no one can accurately predict 

how our economy or one company will do, diversification helps you to protect your savings.


 
6 .  D.  pay off the balance on his credit cards that charges 18% interest


 

Most advisers suggest that before you start to invest, you should save cash for emergencies and pay down any debt you have.  If Carlos has money in a savings account or buys a U.S. savings bond, he’ll earn 3 to 5% on his savings.  Mutual funds are not guaranteed and they may earn or lose money.  But if Carlos pays off his credit card, it’s like earning 18% because that’s how much he’s paying now to maintain the balance.  If you owe money on your credit cards, you save money if you pay off the balance in full or as quickly as possible.

7.  C.  interest on her savings will start compounding


When you leave the interest in your account or reinvest  the money you earn on your investments, the money you earn starts to earn money too.  Over time, the magic of compounding works, allowing your money to grow with dramatic results.  The more time you have to save, the less money you need to save because of compounding.  The longer you wait to start saving, the more you have to save to reach your goal.  For example, let’s assume that Maria’s savings grow by 5% a year.  If she starts to save $243 a month now, it will cost her $58,320 to have $100,000 in 20 years.  If she waits 10 years to start saving, she will  have to save $644 a month for 10 years and it will cost her $77,280 to reach the $100,000
 

8.  C.  managed by experts at picking investments

A diversified mutual fund invests in a wide variety of stocks, bonds, or other securities.  The manager of the fund makes decisions about which stocks or bonds to buy based on the objective of the fund.  When you buy shares of a mutual fund, you share in the profits and losses of the portfolio and pay your share of the expenses.

9.  C.  a mutual fund that invests in stocks

As you read in the answer to question 3, over the long term, stocks have earned more money than any other investment.  Since Bob doesn’t need his money for a long time, he can afford to take on the risk of investing in stocks.  Even if the stocks in his fund go up and down in value, chances are his savings will grow in value over the long term.  He lessens the risk of losing money by choosing a diversified mutual fund rather than the stock of one company.

10.  B.  give investors important information

Most businesses that raise money from the public must register with the SEC or the states and publicly report important information about their businesses on a regular basis.  Federal and state laws protect you by requiring that:

· the people who seek your investment dollars must tell you the truth about their business, 

· the people who sell securities must be licensed and treat you fairly and honestly, putting your interest first.

STUDENT EXERCISE 1

1.  Janet liked the business and believed it would grow and earn good profits.


2.  To raise the amount of money needed to buy the building and equipment.

3.  The company’s business record, and the risks associated with purchasing the stock.


 4.  The Securities and Exchange Commission.

5.  Through her computer, Janet’s broker placed Janet's market order to buy the stock.  She electronically purchased the share on Janet's behalf and received confirmation of the transaction on her computer.  Less than a minute later Janet was informed that he now owned 100 shares of Checkerboard Pizza, Inc.


6.  How well or poorly the business is doing, people's confidence in a company, and a market movement or adjustment.

7.  Officers of the company could take advantage of other investors and make trades of their stock with information they have but others did not have is insider trading and it is illegal.

8.  The diversification of stocks through a mutual fund spreads risk.

STUDENT EXERCISE 2
1.  False 


2.  False 


3.  False 


4.  False


5.  True


6.  False


7.  True


VOCABULARY
account — A record of financial transactions for an asset (usually money) that an individual has in their financial institution. 

account statement — The record of transactions and their effect on account balances over a specified period of time, for a given account. 

appreciation — The increase in value (price) of something. 

balance — The amount of money in an account, equal to the net of withdrawals and deposits at that point in time for that account. 

bank — An organization, usually a corporation, chartered by a state or federal government, which does most or all of the following:  receives deposits, pays interest on them, makes loans, invests in securities, and collects checks. 

board of directors — Individuals elected by shareholders to oversee the management of the financial institution. The members of a board of directors are paid in cash and/or stock, except for credit union board members who are unpaid volunteers serving as representatives of the entire membership.  Boards meet several times each year and assume legal responsibility for the institution’s activities. 

bond — A certificate issued for a period of more than one year with the purpose of raising capital by borrowing.  The federal government, states, cities, corporations, and many other types of institutions sell bonds.  A bond is generally a promise to repay the principal along with interest on a specific date. 

credit union — A cooperative financial institution, chartered by a state or federal government, which is member-owned. Credit Unions serve groups that share something in common, such as where they work, live, or go to church.  They are not-for-profit institutions, and exist to provide a safe, convenient place for members to save money and get loans at reasonable rates. 

currency — Any form of money that is in public circulation. 

deposit — Money given in advance to show intention to complete the purchase of a property. 

dividend — A payment declared by a company’s board of directors and given to its shareholders out of the company's current earnings. This usually happens four times a year. It can be a payment of cash, more stock, or property. 

Federal Deposit Insurance Corporation (FDIC) — A federal agency that insures deposits in banks and savings institutions up to $100,000.  Check out their web site at:  www.fdic.gov. 

financial institution — A place which collects funds from the public and places them in financial assets, such as deposits, loans, and bonds. 

fixed-rate — A loan in which the interest rate does not change during the entire term of the loan. 

income — Money earned through employment and investments. 

Individual Retirement Account (IRA) —  A retirement account for an individual that defers taxes on the annual yearly deposit and earnings until 
withdrawals begin at age 59½ or later (or earlier, with a 10% penalty). 

inflation — The general price increase of goods and services in an economy. 

insurance — A promise of repayment for specific losses in exchange for a periodic payment. 

interest — The fee charged by a lender to a borrower for the use of borrowed money. 

invest — Use money to make more money, usually with the understanding that risk is involved. Often done by purchasing items of value for income or capital appreciation, such as stocks, bonds, mutual funds, real estate, CDs, and collectibles. 

investment — An item of value purchased for income or capital appreciation. 

maturity — The date on which a debt becomes due for payment. 

money — Legal tender, cash. 

mutual fund — An open-ended fund operated by an investment company which raises money from shareholders and invests in a group of assets, in accordance with a stated set of objectives. 

National Credit Union Administration (NCUA) — A federal agency that insures deposits in credit unions up to $100,000. Visit their website at:  www.ncua.gov. 

portfolio — A collection of investments all owned by the same individual or organization. 

rule of 72 — The estimation of doubling time on an investment, for which the compounded annual rate of return times the number of years must equal roughly 72 for the investment to double in value. 

savings account — A deposit account at a bank or savings and loan which pays interest, but cannot be withdrawn by check writing. 

savings and loan (S&L) — A federally or state chartered financial institution that takes deposits from individuals, funds mortgages, and pays dividends. 

security — An investment instrument issued by a corporation, government, or other organization which offers evidence of debt or equity. 

stock — A certificate that signifies an ownership position, or equity, in a corporation, and represents a claim in the corporation’s assets and profits. 

stock dividend — A dividend paid as additional shares of stock rather than as cash. 

stockholder — One who owns shares of stock in a corporation or mutual fund. For corporations, along with the ownership comes a right to declared dividends and the right to vote on certain company matters, including the board of directors. 

stock market — General term for the organized trading of stocks through exchanges. 

trade — A transaction of a security or commodity. 

withdrawal — Removal of funds from a place of deposit or investment.
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PRETEST EXERCISE
DIRECTIONS:   Circle the multiple choice answer box you believe is correct.


1.  If you buy a company's stock, 

a.   you own a part of the company
b.   you have lent money to the company
c.   you are liable for the company's debts
d.   the company will return your original investment to you with interest
e. don't know 

2.   If you buy a company's bond, 

a.   you own a part of the company
b.   you have lent money to the company
c.   you are liable for the company's debts
d.   you can help manage the company
e.   don't know 
3. Over the past 70 years, the type of investment that has earned the most money, or the 
     highest rate of return, for investors has been. 

a.   stocks
b.   corporate bonds
c.   savings accounts
d.   don't know 
4.  If you buy the stock of a new company, 

a.   you cannot lose money
b.   you can lose all the money you used to buy the stock
c.   you can lose only a portion of the money you used to buy the stock
d. don't know

5. Monique owns a wide variety of stocks, bonds, and mutual funds to lessen her risk of 
     losing money. This is called 

a.  saving
b.  compounding
c.   diversifying
d.   don't know 
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6.  Carlos has saved some cash and faces these choices.  What would be the best thing for 
     him to do?

a.   put it in his savings account
b.   invest in a mutual fund
c.   buy a U.S. Savings bond
d.   pay off the balance on his credit card that charges 18% interest
e. don't know 

7.  Maria wants to have $100,000 in 20 years. The sooner she starts to save, the less she'll 
      need to save because 

a.   the stock market will go up
b.   interest rates will go up
c.   interest on her savings will start compounding
d.   don't know
8.  Jennifer wants to take some of her savings and invest in a mutual fund because mutual 
     funds are 

a.   guaranteed to earn more than savings accounts
b.   risk free
c.   managed by experts at picking investments
d.   don't know 
9.  Bob is 22 years old and wants to start saving now for his retirement in 43 years.  Of these 
     choices, where should Bob put most of his money now for this long-term goal? 

a.   a savings account at the bank
b.   a checking account at the bank
c.   a mutual fund that invests in stocks
d.   the stock of one company
e.   don't know 
10.  Federal and state laws protect investors by requiring companies to

a.   show profits before they can sell stock
b.   give investors important information
c.   pay dividends
d.   repay investors who have lost money
e.   don't know 
Name ______________________________________Date ____________________
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Introduction to Investing Basics
WHAT IS INVESTING?


The idea behind investing is that money is put to use in such a way that it is likely to grow into more money.  This could happen because someone is willing to pay interest to use the money or because the value of whatever security the money was used to buy increases during the period of ownership.  Destinations for invested money include savings accounts, stocks, bonds, mutual funds, and numerous other investment options.


It is important to note that because money can be invested, the value of a given amount of money changes over time.  The longer that a given amount of money is under your control, the longer you have to invest it and make more money from it.  For this reason, it is almost always preferable to have money sooner rather than later.  The name given to this concept is the "time value of money"; the idea that a dollar now is worth more than a dollar in the future, because a dollar now can accrue value through interest or other appreciation until the time the dollar in the future would be received.


At the same time, there is a penalty associated with not investing the money that you already have.  Because prices tend to rise over time, the value of money gradually decreases.  This effect is called inflation.  Money that is not invested or that is accruing value at a slower rate than the rate of inflation is becoming worth less and less as time passes. Therefore, investing is not only an opportunity to make more money, but it is the only way to protect the money that you already have.


Another spectacular benefit associated with many investments is compounding.  Money that is earning interest grows at a constant rate, paying the same amount of interest at the end of each time period.  However, if that interest is added to the principal that began earning money originally, there is more money earning interest.  In this way, interest causes money to increase in value exponentially over time.  As more and more money earns interest, more and more interest is earned.  This scenario is constantly playing out in bank accounts, CDs, and any other investment that offers compound interest.  The more frequently the interest compounds, the bigger the payoff because, on average, more money is earning interest at any given time.


At this point, it is important to distinguish between investing and gambling.  Earning interest and taking advantage of compounding may not produce the immediate jackpot that comes with winning the lottery, but the risk of ending up with nothing is often far worse than waiting for a safe investment to pay off.  Pouring a great deal of money into one stock is very similar to gambling.  It could pay off, but if it doesn't the potential losses are great.  Safe and diverse investments may slow the pace of returns, but they also prevent the bottom from falling out and leaving you with nothing. 
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GETTING STARTED 


As soon as you begin to bring in enough money so that a portion of it may be set aside for investing, a plan is necessary to take full advantage of that money.  The amount of money available to invest also plays an important role in what investments can be purchased. 
Some investments are subject to limited access because they require certain minimum amounts.  More generally, investing a greater amount of money opens the door to a portfolio with more risk and potentially greater returns.  However, despite the importance of investing to your overall long-term financial situation, money for health, auto and life insurance, and retirement plan contributions should be a higher priority, and should be budgeted for before beginning to invest.  Additionally, investing should begin after high-interest debt, especially credit card debt, is paid off.  Because after-tax returns will probably not exceed the interest rates paid on credit card debt, paying off the debt first will increase the amount of money you have each month.


After subtracting out essentials and debt, the first division to make within available funds is between savings and funds to invest.  Savings allow for access to cash without the fees and lost opportunities associated with removing money from investments ahead of schedule. They should be highly liquid and will usually be located in a savings account, CD or other safe low-yield investment vehicle. Savings should include an emergency fund and funds for any major near-term purchases.  To create a sufficient emergency fund, you should amass enough cash to pay bills for a couple of months in the event of unemployment or cover the costs of major auto repairs or similar unexpected major expenses.


Once those emergency savings are set aside, you can make decisions about where to invest the remainder of your money.  These funds differ from emergency savings because they will be expected to outpace inflation, taxes, and other drains on finances to serve as a source of income and security over the long term.  In order to achieve higher returns, your money will be subject to a somewhat higher level of risk than for the emergency funds you put in the safe but low-interest investment.  One of the most important aspects of investing is determining time horizons.  Put simply, it is crucial to know when you will need the money. Common time horizons are based on large future expenses, such as retirement, college, houses, or cars.  Knowing when money will be needed allows for the most effective investment strategy to be tailored to fit the specific goals that have been outlined.

When funds for investing have been earmarked, it is time to decide how those funds will be augmented in the future. There are a variety of plans to maintain a steady pace of contributions to investments. Of course, the amount invested will have to be adjusted periodically as income and expenses fluctuate, but developing the habit of putting away some amount of money each month is an important part of building a successful portfolio.
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FINANCIAL PLANNING


Many people believe that long-term financial planning is only important for the wealthy, or that it's a task best left to professionals.    However, there are many steps that the average investor can take to assure his financial future. The first step in the financial planning process is to determine net worth. An investor's net worth will serve as a starting point to begin thinking about his financial future.


Net worth is the sum of an investor's assets minus the sum of his/her debts.  Assets include all of an investor's assets including real estate, securities, valuables, and cash. The value to use in the calculation is the amount that all of these items could be sold for at the present time. Debts include mortgages, car loans, and credit card balances.  The debts are  subtracted from the assets to determine net worth.


When you are aware of your net worth, you can address your specific goals.  Be sure to think about both assets and liabilities.  It is always nice to acquire new assets, but if assets are appreciating more slowly than debt is growing, net worth is decreasing.  It is important to strike a balance between building assets and managing debt.  You should never invest money when you have credit card debt.  The usual high rate of credit card finance charges is usually more than you would earn on an investment.  It would be wise to pay off any high rate debts before considering investments.


The goal of financial planning is simply to find ways to increase net worth at a steady pace. Saving money, allowing assets to appreciate, and paying down debt will all contribute to this goal. Incoming cash minus expenses will reveal how much money is available to an investor at the end of a given time period. If this value is negative, expenses are outpacing income, and the difference will have to be paid from savings, decreasing net worth.  This is dangerous because eventually the reserves will run out if the situation doesn't change.  If income sufficiently outpaces expenses, it might be time to start contributing to net worth in earnest by acquiring assets and eliminating debt. 
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FINANCIAL MARKETS
Securities markets deal primarily with stocks and bonds.  The purpose of a securities market is primarily for business to acquire investment capital.  Examples of securities markets include the New York Stock Exchange (NYSE), The Nasdaq Stock Market (Nasdaq) and the American Stock Exchange (Amex). 

Not all stock markets are the same. They vary by company listing requirements (to begin trading) and maintenance standards (to continue trading), as well as by their rules and regulations governing trading, reporting, and settlement.  Stock markets also vary according to market structure.

The Nasdaq Stock Market is screen-based versus NYSE and Amex which are floor-based. A screen-based market, like Nasdaq, enables participants to trade stocks with each other through a telecommunications network: they access the market on their desktop terminals anywhere they happen to be located while a mainframe computer processes trading information.  A traditional floor-based market, like the NYSE or Amex, operates in a specific building, where participants must be present to trade stocks.  Thus, a screen-based market poses no geographical obstacle to direct market participation, nor is participation restricted by the size limitations of the place where the market is located.

In 1997, 163.9 billion shares were traded on Nasdaq, 133.3 billion on the NYSE, and 6.2 billion on the Amex.

SECURITIES MARKETS RAISE FINANCIAL CAPITAL 

Businesses need to raise money (capital) to purchase machines, equipment, and buildings. In order to raise capital, business can borrow money or acquire new owners. 

Business can borrow.  Businesses can raise money by borrowing from financial institutions such as banks. This debt must be repaid and interest must be paid on the debt. 

Another way companies borrow money is to offer bonds for sale.  Bonds are printed obligations to repay a specific amount on a given date and to pay a certain amount of interest. Corporations issue millions of dollars worth of bonds to raise the capital to expand. Holders of bonds are not owners of the company but are its creditors.  Bonds are usually issued in large denominations of $1,000 each. 

Business can acquire new owners.  Business partnerships can add new partners who buy into the firm and increase the amount of money available to produce goods and services. 

Corporations can issue stock, each share representing ownership in the corporation. This does not create a debt, but the owners share in the profits of the company. The corporate owners participate in running the company by voting at annual meetings. 
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For example: 

A small home-town pizza store decides to enlarge its business and establish stores in neighboring towns. It needs money (capital) in order to expand. The owners decide to increase the number of owners and increase capital by selling stock in the company. 
Futures Markets and Price Risk 

Futures markets trade on the future price of commodities and financial products. The purpose of a futures market is to provide businesses with a way to manage price risk. Examples of futures markets are the Chicago and the New York Mercantile Exchanges and the Chicago Board of Trade. 
Futures markets provide a way for business to manage price risks. Buyers can obtain protection against rising prices and sellers can obtain protection against declining prices through futures contracts. 

In the spring, Farmer Jones planted 100 acres of soybeans and he anticipates that in September he will harvest 5,000 bushels.  He is concerned about what the price of soybeans will be in September. If the price declines, he could lose money. 
To avoid this risk, Farmer Jones has his futures broker sell a September contract for 5,000 bushels at the current price. In this way the farmer "locks in" his September selling price.  If the market price in September is higher, the farmer will not realize as much gain, but if the price is lower, he will come out ahead. 
The farmer exchanges the chance of earning extra income for the peace of mind that comes from knowing the selling price of his soybeans.  This process of obtaining price protection is known as hedging. 

More than 60 different types of commodities and financial products are traded on futures exchanges, ranging from corn, soybeans and cattle to gold, crude oil, foreign currencies and U.S. treasury bonds.  The dollar value of futures contracts traded currently exceeds the dollar value of common stocks traded on all U.S. securities exchanges. 

Futures contracts are not for beginning investors.  Trading in futures carries substantial 

risk.  To realize a profit, it is necessary to be right about both the direction and the timing of a price change.  Investing in a futures contract is not appropriate for beginning investors.  Even experienced investors rarely invest more than a small portion of a total investment portfolio in futures contracts.
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BUYING A COMPANY’S STOCK 
 
Janet Young works at the local coffee house. This case study is about how Janet decides to  buy stocks, become part-owner in the business where she works, and learn about investments in the process. 

Janet bought a new dress and paid for it with earnings from her job at the coffee house.  The coffee house paid Janet out of money from the sales of coffee and sandwiches which they prepared in their building.  Where did the money come from to buy the building, and other equipment that the coffee house uses?

Corporation issues stock.  The coffee house is a corporation with many owners; everyone who owns even one share of stock in the company is an owner.  All of the owners share in the profits or loss and growth of the business according to the proportion of stock they own. 

When Janet's boss decided that his business should become a corporation, he had to apply to the state for a charter.  His charter gave the company legal status, and the company had to have officers.  Janet's boss became the president and chairman of the board of the corporation.  To raise the amount of money needed to buy the building and equipment, the corporation received approval from the Securities and Exchange Commission to issue stock. 

Lawyers and accountants wrote a detailed report about the company, its business record, and the risks associated with purchasing the stock.  People who are interested in buying this stock read the report, called a prospectus, to find information about the company and the stock issue. 

The corporation sold the 100,000 shares of stock to an investment bank on the primary market for $400,000-or $4 per share. The investment banker then put the stock on the regular stock market, where Janet and others could buy smaller amounts of stock, at $4.25 per share.   After being on the market for awhile, the stock was selling for over $6 a share. 

Janet liked the business and believed it would grow and earn good profits, so she decided to take $600 of her savings and buy 100 shares. Janet purchased 100 shares, called a "round lot."  The coffee house has 100,000 shares of stock outstanding, so Janet owns 1/1000th of the business. 

Janet buys stock.  Janet had to go to a brokerage firm, a business that employs brokers who specialize in selling and buying stock.  She could have gone to the bank where she had her savings account, or to a financial planner that her parents worked with, but she had a friend from college who now was a broker and she wanted to do business with him. 

The broker used his computer terminal to look up information on the stock Janet was interested in buying.  He also found out the current selling price.   It was selling at that time on that day for $5.75 per share, so Janet had the broker place a buy order for 100 shares in her name. 
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She was impressed with how fast the deal was made.  Less than a minute later she was informed that she now owned 100 shares of Coffee House, Inc.  She commented about how fast the sale was completed.  She also learned that she had to pay a sales charge, called a commission, for the sale. 

This was Janet's first stock purchase.  She asked her broker friend some questions about what had taken place.  He explained that the stock Janet bought was listed on The Nasdaq Stock Market.  Through his computer he had placed Janet's market order to buy.  Brokerage XYZ Securities was quoting the best offer of $5.75 for Coffee House.  He electronically purchased the share on Janet's behalf and received confirmation of the transaction on his computer.  He explained to Janet that it is like being at an auction(the people who want to sell have their price in mind, and the buyers have a price they want to pay.  It is a matter of the two parties getting together on a mutually agreeable price and they do that through their brokers. 

Stock prices.  Janet wondered why the stock was selling for less than $6 per share; she had heard that it was up to $6 last week.  The broker explained to Janet that prices of stocks change for a variety of reasons.  That particular day the entire market, that is, the total of all shares being bought and sold, was down in price.  He called it a market movement or adjustment.  He also explained, however, that some stocks will sell for a higher price even when overall market prices are down; and some will sell for lower prices even when general market prices are up.  He said that in reality we have a market of individual stocks and not just one stock market.  Another factor that affects the price of an individual stock is how well or poorly the business is doing.  He told Janet about the financial reports that businesses issue.  Janet, as one of the owners of Coffee House, will receive an annual financial report from the firm. 

Newspapers list stock prices.  Because Janet worked in one of the coffee houses that the company operated, she knew something about the business.  But how could she keep up with how the stock was actually doing?  Her broker friend showed her how stock prices are reported in the business section of newspapers every day.  The listings show how many shares of stock were traded, what prices were paid, and other information that Janet had not noticed before. 

Janet learned that once the company sells its stock on the market it does not benefit directly from increases in the price of its shares.  But individuals, such as Janet, do benefit.  Indirectly the business would benefit, though, because if later it needed more financial capital and wanted to issue another block of stock, people would be more willing to buy it if the previous issue did well.  Janet learned that people's confidence in a company made a big difference in the price of its stock. 

Janet's account. The broker established an account in Janet's name so that she could easily buy and sell stock in the future.  Janet had heard about stock certificates that indicate how much stock a person owns.  She would not receive one, but she knew that she owned the stock because the brokerage house sent her a statement each month showing how much 
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stock she owned and what it was worth at the end of the month.  The broker said that her 
stock was held in "street name", meaning that the brokerage house would hold the certificate and she would not have to worry about loss or theft.  If Janet should decide to sell her stock, she would simply call her broker.  The transaction could be completed without her having to come to the office or sign any papers. 

Janet hoped that the stock would increase in value, and she planned to watch the newspaper listings to see if that happened.  Also, if the company earned a profit and decided to share it with the owners of stock, she would get a dividend.  The dividend would be added to the value of her account at the brokerage house. 

Janet was fascinated with the investment process and the stock market.  What a way for businesses to get money they need and let people have an opportunity to buy and sell that stock!  She was really participating in the business world and the economy.  She wants her money to grow over the years, and she feels that having some money invested in the stock market is appropriate for her.  In addition to dividends she might receive, she hopes to sell the stock in the future for quite a bit more than she paid for it. 

Insider trading. Janet had wondered, however, if officers of the company could take advantage of other investors and make trades of this stock with information they have but she and others did not have.  Her broker friend assured her that such would not be the case. Dealing in stocks with information that is not available to others is called "insider trading," and is illegal.  In fact, insider trading is a serious crime. 

Regulation and Investor Protection. Janet remembered that her broker friend had mentioned that a federal government agency, the Securities and Exchange Commission, required prospectuses to be accurate.  The securities markets are highly regulated.  The U.S. Congress and Securities and Exchange Commission are responsible for laws and regula-tions that affect the integrity of the market. 

Janet's broker also mentioned the NASD, the agency charged with enforcing investment laws and protecting citizens against fraudulent investments and abuse by investment profession-als and others. 

What affects stock prices.  Janet learned about stocks, brokers, and the stock market, but there is much more to know.  Stock prices are affected by the general health of the economy, by business cycles, and some stocks are affected more than others.  Some investors look for cyclical stocks, such as housing and automobiles, while others avoid them.  Personal income levels, consumer spending patterns, business inventories and orders for goods, and interest 

rates all have an effect on the price of stocks.  Janet wondered what might happen to her company and to the value of her stock if people in the United States stopped eating out so much or if stopped drinking coffee.  Even international developments, such as changes in foreign exchange rates, trade barriers and restrictions, and conflicts in foreign countries can affect stock prices. 

Janet will invest again.  Janet felt good about being an investor.  Like Janet, many consumers are entering the investment arena.   A recent survey showed that the number of 
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investors has doubled in the past seven years to stand at 43 percent of American adults.  No longer is the market dominated by affluent white males holding management jobs; a majority of today's investors are under 50 years old, 47 percent are women and half did not graduate from college. 

Janet also realized that the stock market is a money management tool for those who know how to use it.  The money Janet invests in a corporation very likely will earn more than she would receive from a basic savings plan, although she will keep a savings plan at the bank, too.  It makes good sense for Janet to invest part of her savings. 

If Janet invests again, she may buy more shares of Coffee House, Inc., or she may select other stocks.  One way she can become involved with a number of other companies is to buy into a mutual fund.  With a mutual fund, investors pool their money and a fund manager makes decisions on what stocks to buy and when to sell them.  Those who own shares of the mutual fund can benefit from the work of an expert on stocks and investments.  The diversification of stocks through a mutual fund also spreads risk.  Janet thought she might invest in a mutual fund next time. 

When Janet went to work the next day she thought, "I own part of this company," so somehow it seemed easier to be a productive employee, knowing that she would benefit from the success of the company. 
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STUDENT EXERCISE 1
DIRECTIONS:  Read the article "Buying a Company’s Stock" and answer the following questions:
1.   Why did Janet buy stock in Coffee House, Inc.? 
2.   Why did Coffee House issue stock? 
3.  What kinds of information did the prospectus for Coffee House's new stock  issue 
     include?
4. What state and federal government agencies approved the company's request to issue 
     stock?
5.   Describe the process Janet and her broker used to buy the stock.
6.   What factors might affect the price of Coffee House stock? 
7.   What is insider trading?  Why is it illegal? 
8.   Why would Janet want to consider investing in a mutual fund in the future? 
Name _____________________________ Date ___________________
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REGULATION OF FINANCIAL mARKETS
The purpose of regulation is to assure that those who conduct business with the public do so in a professional and ethical manner in compliance with industry rules.  Regulators do not have the responsibility of determining whether the investment is likely to succeed. 

National securities exchanges are subject to rules and regulations of the Securities and Exchange Commission (http://www.sec.gov). The State Securities Commissions are state agencies responsible for monitoring investment offerings and protecting investors in their states. 

The National Association of Securities Dealers, Inc. (NASD) is the largest securities industry self-regulatory organization in the United States.  It operates and regulates The Nasdaq Stock Market (the world's largest screen-based stock market and the second largest securities market in dollar volume of trading(and other screen-based markets.  The NASD also oversees the activities of the U.S. broker/dealer profession and regulates Nasdaq and the over-the-counter securities markets through the largest self-regulatory program in the country.  (http://www.nasdr.com) 

The NASD, Nasdaq, NYSE, and Amex operate under the authority of the Securities and Exchange Commission. 

Futures exchanges are subject to the rules and regulations of the federal Commodity Futures Trading Commission (CFTC).  The National Futures Association, authorized by Congress in 1982, is an industrywide self-regulatory organization whose rules are approved by the CFTC. 

Further information on investor rights, responsibilities, and protection under the law will be discussed in Unit 5 on investment fraud. 
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REGULATION OF FINANCIAL MARKETS
The purpose of regulation is to assure that those who conduct business with the public do so in a professional and ethical manner in compliance with industry rules.  Regulators do not have the responsibility of determining whether the investment is likely to succeed. 

National securities exchanges are subject to rules and regulations of the Securities and Exchange Commission (http://www.sec.gov). The State Securities Commissions are state agencies responsible for monitoring investment offerings and protecting investors in their states. 

The National Association of Securities Dealers, Inc. (NASD) is the largest securities industry self-regulatory organization in the United States.  It operates and regulates The Nasdaq Stock Market(the world's largest screen-based stock market and the second largest securities market in dollar volume of trading(and other screen-based markets. The NASD also oversees the activities of the U.S. broker/dealer profession and regulates Nasdaq and the over-the-counter securities markets through the largest self-regulatory program in the country.

(http://www.nasdr.com) 

The NASD, Nasdaq, NYSE and Amex operate under the authority of the Securities and Exchange Commission. 

Futures exchanges are subject to the rules and regulations of the federal Commodity Futures Trading Commission (CFTC). The National Futures Association, authorized by Congress in 1982, is an industrywide self-regulatory organization whose rules are approved by the CFTC. 
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FACTORS THAT AFFECT MARKET PRICE

Few investors can consistently predict the ups and downs of the market or even of an individual investment.  Yet, investors who are aware of the factors that affect market price are more likely to make sound investment decisions than are less well informed investors. 

Actions of investors.  Individual investors, institutional investors and mutual fund managers all affect the price by their actions in buying or selling.  For example, when large numbers of individual investors believe that the nation is heading into a recession, their actions can influence the health of the market. 

Business conditions.  Profits earned, an increase in volume of sales, and expansion of plants of the corporation all affect investor interest and consequently price.  Health of the economy, business conditions in general, and the business cycle also affect the price. 

Government actions.  Government decisions regarding issues such as interest rates, taxes, trade policy, and budget deficits have an impact on prices. 

Economic indicators.  Published figures on personal income levels, employment, consumer spending patterns, business inventories, and interest rates all affect one industry or another and subsequently stock, bond and futures prices. 

International events and conditions. Events around the world, such as changes in the currency exchange rates, trade barriers and restrictions, or wars, natural disasters and civil strife affect both securities and futures market prices. 

Because investment markets have international linkages, investments can be purchased around the clock.  When the market opens in New York, the Tokyo market has just closed for the day and the London market is half way through its trading day.  When prices go down in Japan there often is a ripple effect that sends British and U.S. markets down.
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WATCHING THE MARKET

Most people watch stock market averages whether they own stock or not.  The Dow Jones Average of Industrial Stocks is a price-weighted index of 30 major stocks. 

The Nasdaq Composite Index measures all Nasdaq domestic and non-U.S. based common stocks listed on The Nasdaq Stock Market.  The Index is market-value weighted.  This means that each company's security affects the Index in proportion to it's market value.  The market value, the last sale price multiplied by total shares outstanding, is calculated throughout the trading day, and is related to the total value of the Index.  Today the Nasdaq Composite includes over 5,000 companies, more than most other stock market indexes.  Because it is so broad-based, the Composite is one of the most widely followed and quoted major market indexes. 

The Nasdaq Composite and Dow serve as a kind of economic barometers.  They move up and down as the value of their stocks fluctuates in response to business and other conditions in the nation and the world. 

Watch the Dow or the Nasdaq Composite for 20 days and complete the chart. 
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	    Name _______________________________ Date ___________________

	
WATCH THE MARKET 
AND CONSIDER ITS UPS AND DOWNS 

	Day
Day's High
Day's Low
Closing Average 
Changes From Previous Day's Close
News That May Have Affected Market Price 
1
_________
_________
_________
___________
___________________
2
_________
_________
_________
___________
___________________
3
_________
_________
_________
___________
___________________
4
_________
_________
_________
___________
___________________
5
_________
_________
_________
___________
___________________
6
_________
_________
_________
___________
___________________
7
_________
_________
_________
___________
___________________
8
_________
_________
_________
___________
___________________
9
_________
_________
_________
___________
___________________
10
_________
_________
_________
___________
___________________
11
_________
_________
_________
___________
___________________
12
_________
_________
_________
___________
___________________
13
_________
_________
_________
___________
___________________
14
_________
_________
_________
___________
___________________
15
_________
_________
_________
___________
___________________
16
_________
_________
_________
___________
___________________
17
_________
_________
_________
___________
___________________
18
_________
_________
_________
___________
___________________
19
_________
_________
_________
___________
___________________
20
_________
_________
_________
___________
___________________



UNIT 3 — How Financial Markets Work 

Topic 4, Reading 5, Page 1

Principles of Investing
YOU CAN DO IT YOURSELF


Most people have what it takes to handle their own investing and personal finances.  What does it take?  If you have discipline, a long term goal, common sense, a desire to take control, and a willingness to learn; you have the foundation to get started.


The web will be one of the most important tools to help you become a smart investor.  In the past, the pros had a big advantage( access to timely, high-quality information.  Even today, they spend thousands of dollars a year on research reports, corporate documents, and quotes. You can now get similar information on the web for little or no money.  You have advantages over the pros, both the analysts and the mutual fund managers.


Advantages You Have Over Analysts 

· You only have to answer to yourself, so you can make decisions based on reason rather than on worrying about how they will be perceived by others.  You don't have to " jump on the bandwagon," "window-dress," or dump your underperformers.
· You have a long term perspective.  You're not consumed by the day-to-day fluctua-tions.  You are not ruled by emotions like greed and fear.  You can't be coerced into selling when conditions are unfavorable, just to appease others.
· 
Your investment decisions are driven by thorough research and analysis, not by rumors, canned presentations, and conference calls.  You invest within your circle of competence.   You're not making phone calls all day to find out what a company's products do, you're out using the products.

Advantages You Have Over Mutual Fund Managers
· You don't have to answer to shareholders.  You don't have to worry about appear-ance, only results.  You don't have to worry about assets being pulled out all at once the way a mutual fund does.
· 
 You don't have to concern yourself with advertising, marketing, accounting, legal, and other matters facing a mutual fund company.

Your job isn't at stake, so you don't have to be afraid of taking calculated risks.  You don't feel the need to hold small positions in a hundred mediocre companies rather than large positions in eight great ones.

· You don't have so much money that you have difficulty finding enough good stocks to go around.  You can invest whatever part of your portfolio you feel appropriate in any
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· company.  Due to SEC limits, most mutual funds have trouble taking advantage of great opportunities by holding large positions, especially in small companies.

Where does the Web fit into all of this?  The web has everything you need, but it also has a lot of stuff you don't need.  Look at sites designed to help you find the good stuff, so you can stop searching for the information you need and focus on achieving your financial goals.


YOU SHOULD DO IT YOURSELF

Admittedly the "do it yourself" approach doesn't apply to everyone.  Some people lack the time or desire to take charge of their financial future.  Nevertheless, there are very good reasons to do it yourself.  Foremost among these is the fact that out of all the people in the world, the one who is most likely to put your interests first is you.


Do It Now

This is not to discourage procrastination, but because an early start can make all the difference.  Every six years you wait doubles the required monthly savings to reach the same level of retirement income.  Also, if you contributed some amount each month for the next nine years, and then nothing afterwards; or if you contributed nothing for the first nine years, then contributed the same amount each month for the next 41 years, you would have about the same amount. Compounding is a beautiful thing.


Know Yourself

The right course of action depends on your current situation, your future goals, and your personality.  If you don't take a close look at these and make them explicit, you might be headed in the wrong direction.   Here are some questions to ask yourself. 

Current Situation  

· How healthy are you, financially? 
· What's your net worth right now? 
· What's your monthly income?

· What are your expenses (and where could they be reduced)?
 
· How much debt are you carrying? At what rate of interest? 

· How much are you saving? 
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· How are you investing it?
 
· What are your returns? 

· What are your expenses?
Goals  

· What are your financial goals?

·  How much will you need to achieve them? 

· Are you on the right track?
Risk Tolerance 

· How much risk are you willing and able to accept in pursuit of your objectives? 
The appropriate level of risk is determined by your personality, age, job security, health, net worth, amount of cash you have to cover emergencies, and the length of your investing horizon.

GET YOUR FINANCIAL HOUSE IN ORDER


Even though investing may be more fun than personal finance, it makes more sense to get started on them in the reverse order.  If you don't know where the money goes each month, you shouldn't be thinking about investing yet.  Tracking your spending habits is the first step toward improving them.  If you're carrying debt at a high rate of interest (especially credit card debt), you should unburden yourself before you begin investing.  If you don't know how much you save each month and how much you'll need to save to reach your goals, there's no way to know what investments are right for you. 

 
If you've progressed from a debt situation to a paycheck-to-paycheck situation to a saving some money every month situation, you're ready to begin investing what you save.  You should start by amassing enough to cover three to six months of expenses and keep this money in a very safe investment like a money market account.   You'll be prepared in the event of an emergency.  

Once you've saved up this emergency reserve, you can progress to higher risk and higher return investments: 
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· bonds for money that you expect to need in the next few years and 


· stocks or stock mutual funds for the rest. 
Use dollar cost averaging, by investing about the same amount each month.  This is always a good idea, but even more when the market has risen dramatically.  Dollar cost averaging will make it easier to stomach the inevitable dips.


Remember, never invest in anything you don't understand.

DEVELOP A LONG TERM PLAN


Now that you know your current situation, goals, and personality, you should have a pretty good idea of what your long term plan should be.  It should detail where the money will go: cars, houses, college, retirement.  It should also detail where the money will come from. 
 Hopefully the numbers will be about the same.


Don't try to time the market.  Get in and stay in. We don't know what direction the next 10% move will be, but we do know what direction the next 100% move will be.


Review your plan periodically and whenever your needs or circumstances change.  If you are not confident that your plan makes sense, talk to an investment advisor or someone you trust.


BUY STOCKS


Now that you've got a long term view, you can more safely invest in 'riskier' investments.  This requires patience and discipline, but it increases returns.  This approach reduces investment vehicles to two choices: stocks and stock mutual funds.  In the long run, they're the winners: In this century, stocks beat bonds 8 out of 9 decades, and they're well in the lead again. 

But is it really worth the additional risk just for a few percentage points?  The answer is yes. 10% a year for 20 years is 570%, but 7% a year for 20 years is only 280%.  Compounding is God's gift to long term planners.


If you buy outstanding companies and hold them through the market's gyrations, you will be rewarded.  If you aren't good at selecting stocks, select some mutual funds.  If you aren't good at selecting mutual funds, go with an index fund (like the Vanguard S&P 500).
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INVESTIGATE BEFORE YOU INVEST


Always do your homework.  The more you know, the better off you are.  This requires that you keep learning and pay attention to events that might affect you: 

· Understand personal finance matters that could affect you; for example, proposed tax changes. 


· Understand how each of your investments fits in with the rest of your portfolio and with your overall strategy.
   
· Understand the risks associated with each investment. Gather unbiased, objective information. 
   
· Get a second opinion, a third opinion, etc. 
   
· Be cautious when evaluating the advice of anyone with a vested interest.   
If you're going to invest in stocks, learn as much as you can about the companies you're considering: 

· Understand before you invest. 
   
· Research, research, research. Read books. 
   
· Consider joining an investment club or an organization like the American Association of Individual Investors.
 
· Experiment with various strategies before you put your own money on the line.


· Examine historical data or participate in a stock market simulation.  Try a momentum portfolio, a technical analysis portfolio, a dividend portfolio, a price/earnings growth portfolio, an intuition portfolio, a megatrends portfolio, and any others you think of. In the process you'll find out which ones work best for you. 
· Learn from your own mistakes and learn from the mistakes of others.
If you don't have time for all this work, consider mutual funds, especially index funds. 

DEVELOP THE RIGHT ATTITUDE

The following personality traits will help you achieve financial success:
UNIT 3 — How Financial Markets Work 
Topic 4, Reading 5, Page 6

Discipline:  Develop a plan, and stick with it.  As you continue to learn, you'll become more confident that you're on the right track. Alter your asset allocation based on changes in your personal situation, not because of some short term market fluctuation.
    

Confidence.  Let your intelligence, not your emotions, make your decisions for you. Understand that you will make mistakes and take losses; even the best investors do.  Re-evaluate your strategy from time to time, but don't second-guess it.

Patience:  Don't let your emotions be ruled by today's performance.  In most cases, you shouldn't even be watching the day-to-day performance, unless you like to.  Also, don't ever feel like it's now or never; don't be pressured into an investment you don't yet understand or feel comfortable with.

The following personality traits will hurt your chances of financial success: 


· Fear.  If you are unwilling to take any risk, you will be stuck with investments that barely beat inflation.
· Greed.  As an investment class, 'get rich quick' schemes have the worst returns. If your expectations are unrealistically high, you'll go for the big scores, which usually don't work.
It is generally a good idea to avoid making financial decisions based on emotional factors.



GET HELP IF YOU NEED IT

The do-it-yourself approach isn't for everyone.  If you try it and it's not working, or you're afraid to try it at all, or you just don't have the time or desire; there's nothing wrong with seeking professional assistance.  Except that you have to pay for it.


If you still want others to handle your financial affairs for you, you will nevertheless want to remain involved to some degree, to make sure your money is being spent wisely. 
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HOW SECURITIES ARE BOUGHT & SOLD
New issues of stock must be registered with the U.S. Securities and Exchange Commission (SEC) and, in some cases, the State Securities Commissions.  A prospectus, giving details about a company's operation and the stock to be issued, is printed and distributed to interested parties. Investment bankers or brokerage houses buy large quantities of the stock from the company and the company receives the money it seeks. 

Stock certificates are issued in the name of the purchaser of the stock.  Corporations have many different stockholders and must keep a record of their names and addresses. The stock certificate of ownership of a publicly held corporation may be transferred from one owner to another since a stock certificate is a negotiable instrument.  Certificates may be held by brokerage houses in street name (broker firm's name) on behalf of the investor. 

The potential buyer places an order with a broker for the stock he or she wishes to purchase.  A broker is a licensed professional who is employed by a brokerage firm and who specializes in buying and selling securities. The broker puts in the buy order to the appropriate exchange.  When someone who owns the desired stock is willing to sell at the price the buyer is willing to pay, the transaction takes place.  Computer technology and telephones are used to execute the sale. 

Ownership of bonds can also be transferred from one owner to another.  As with stocks, buyers go through brokers and dealers.  When the buyer and seller agree on a price, a transaction takes place.  With the sale of both stocks and bonds, the broker is paid a commission or fee for handling the sale.

Futures contracts are sold through a futures commission merchant in the same way stocks and bonds are sold, only the orders are executed on the Boards of Trade.

Stocks, bonds, and futures contracts can also be sold through commodity pools or mutual funds that involve professional managers making decisions about what to buy and sell. Managers are paid a fee and/or a percentage of profits.
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Buying and Selling
BUYING

Deciding on the proper time to purchase a security that you would like to add to your portfolio is not easy.  If the price drops immediately after you buy, it may seem as if you missed out on a better buying opportunity.  If the price jumps right before you make your move, you may feel as if you paid too much.  As it turns out, you should not let these small fluctuations influence your decision too much. A s long as the fundamentals that led you to decide on the purchase have not changed, a few points in either direction should not have a large impact on the long-term value of your investment.


Also, the fact that an investment has been increasing in value of late is not a sufficient reason for you to purchase it.  Momentum can be very fickle and recent movement is not necessarily an indicator of future movement.  Buying decisions should be based on sound and thorough research geared toward discerning the future value of a security relative to its current price. This analysis will probably not touch upon price movement in the very recent past.  As you learn more about investing you'll get better at deciding when to buy, but most experts recommend that beginners avoid trying to time the market and just get in as soon as they can and stay in for the long run.


The proper time to buy a security is quite simply when it is available for less than its actual value.  These undervalued securities are actually not as rare as they sound.  The problem is they are never sure bets. The value of a security includes estimates of the future perform-ance of factors underlying the value of the security.  For stocks, these factors include things like earnings growth and market share.  Changes can be predicted to a degree; but they are subject to fluctuation due to forces both within and beyond the control of the company.


The overall economic climate, changes in the industry, or even bad decisions by manage-ment can all cause a security poised to ascend in value to become an underperformer.  It is essential to practice your analysis before putting your money into action.  Make some mock purchases based on your personal analysis technique and track the results.  Not all of your decisions will lead to the results you were expecting, but if most of your choices turn out to be good and there are mitigating factors that you can learn from to explain your missteps, then you may be ready to put your analysis technique and investing strategy into action.


At this point, the need to continuously monitor your investments does not disappear.  Both underperformers and overachievers should be studied carefully to fine-tune your strategy. You should also regularly look at your securities to make sure that the fundamentals for success that led you to buy in the first place are intact. If not, you may need to prepare to sell and start looking for the next opportunity.
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One way to avoid the hassles of deciding when to buy altogether is to practice dollar-cost averaging.  This strategy advocates investing a fixed dollar amount at regular intervals.  The price when you first invest is relatively unimportant as long as the fundamentals are sound because you will be purchasing shares at a different price each time you buy.  The success of your investment then lies not with short-term fluctuations, but with the long-term movement of the value of the security.


SELLING

There comes a time when investments must be liquidated and converted back into cash. In a perfect world, selling would only be necessary when investment goals have been reached or time horizons have expired.  Decisions about selling can be difficult. It can be just as hard to decide when to sell as it can be to decide when to buy.  No one wishes to miss out on gains by selling too soon, but, at the same time, no one wishes to watch an investment peak in value and then begin to decline.


Investors often seek to sell investments that have dropped in value in the short-term. However, if conditions have not changed significantly, drops in price may actually represent an opportunity to buy at a better price.  If the initial research which led to the purchase was sound, a temporary decline does not preclude the success that was originally predicted. Things change and if the security no longer meets the criteria that led to its purchase, selling may be the best option.


Selling may also become necessary if investment goals change over time.  You may need to reduce the amount of risk in your portfolio or you may have the opportunity to seek out greater returns.  A security may have increased in value to the point that it is overvalued. This creates an excellent opportunity to sell and seek out new undervalued investments. Often you will need to make this type of sale in the course of rebalancing a portfolio necessitated by gains and losses in different areas.


Selling can be especially difficult when an underperforming stock must be dumped.  Some investors let their emotions dictate their actions and hold onto stocks that have fallen in value rather than to sell; thinking that selling at a loss is like admitting that they made a mistake. Realizing the loss and moving on to better investments is often preferable to continuing to hold onto a loser in the hopes that it will somehow rebound.


When considering any sale, you must factor in the costs of the sale itself.  Fees and taxes will eat into profits, so they must be subtracted from any increases in value to understand the true impact of the transaction.  Capital gains taxes are higher for gains on investments held less than one year, so it's often wise to invest for the long term rather than to buy and sell quickly.  On the other hand, it can be dangerous to hold an investment longer than you want to, simply to reduce the tax burden.

It is essential to remember that just because an investment increases in value after it has been sold does not necessarily mean that it was sold prematurely.  Managing risk and diversification are often more important than capitalizing on short-term gains in a particular UNIT 3 — How Financial Markets Work 
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security.  Keeping in mind the initial goals for the investment and adjusting them to fit your present goals will allow you to make smarter decisions about selling.
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INVESTMENT ANALYSIS FORM

The more closely you examine your decision making processes, the better able you will be to improve them.  One great way is to record your thoughts, predictions, and rationale.  Revisit them later to see if and why you were wrong so that you won’t make the same mistake twice.  You may want to consider filling the form below when you're thinking about buying or selling.  It helps clarify the decision, it helps with record keeping, taxes, portfolio tracking, etc. and it helps with learning.  You may want to change it to suit your own needs or come up with a totally different one.  Remember that this isn't intended to be comprehensive, it's just to give you ideas.  You may also want to analyze other aspects of the company. 

Periodically check the transactions you decided not to do, to see if you made the right choice and why.

	INVESTMENT ANALYSES
	DATE OF ANALYSIS

	Company Name:

	Does this investment fit into your overall strategy?           
	 

	Does this purchase make sense given the rest of your portfolio?
	 

	What is this stock worth? 
	 

	What is the stock's price? 
	 

	What is the downside risk of this investment? 
	 

	What could go wrong? 
	 

	What is the upside potential? (consider best and worst case scenarios, and expected outcome).
	 

	What news, events or trends should you watch for that might affect the stock's price, how likely are they, and what would the effect be?
	 

	If you decide to buy: How much? Why that amount?
	 

	What percentage of your portfolio does this represent?
	 

	If you buy: When will you sell this investment? 
	 

	Will it be sold after a certain period of time? 
	 

	Will it be sold when you reach a certain profit level?
	 

	If you're considering a sell:  Look at the analysis form you filled out when you bought the stock to see what you thought then.  Do the circumstances match your 'sell plan' that you made?
	 

	Action taken.
	 


Company Information (the results of your research) should be kept in a separate document, since it will be lengthy.
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TRANSACTION TEMPLATE

Once you've completed the analysis above, if you decided to go ahead with the transaction, you will probably want to record the following information (or something similar) for record keeping.

If you don't already have a broker, you'll need one to perform the transaction for you.  It may take a few days or weeks to get one, so it's best to do this in advance.

	INVESTMENT RECORD

	Company Name
	 

	Symbol
	 

	Exchange
	 

	Number of Shares
	 

	Date Bought
	 

	Cost
	Per Share:                                    Total:

	Reason Bought
	 

	Plan of when/why to sell
	 

	Date Sold
	 

	Proceeds
	 

	Reason Sold
	 

	Under what circumstances would you buy again?
	 

	Gains/Losses
	 

	Short/Long term (for tax purposes)
	 


Periodically, you should examine the forms you've filled out to see how well you did.  Put them in order, from best to worst, and see if you can discover any patterns.  Maybe your circle of competence is different than you thought; or maybe you'll find that you hold too long or not long enough. 

Name___________________________________________Date___________________
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STUDENT EXERCISE 2
DIRECTIONS:  Read each statement carefully and mark in the blank a T for True or F for False. 

____ 1.  About five percent of all individuals in the United States own stock in 
           corporations.

____ 2.   The typical investor in America today is a Caucasian male in an upper-
             income management job.

____ 3.   When a company issues new stock it creates additional debt. 

____ 4.  The Securities and Exchange Commission is a self-regulatory body 
            monitored by the New York Stock Exchange. 

____ 5.  People who are employed in financial markets are prohibited by law 
            from using investment information that is known only to them. 

____ 6.  In 1997, The NYSE traded more shares than Nasdaq. 
____ 7.  Trading in futures markets is risky and inappropriate for beginning 
            investors. 
Name___________________________________________Date___________________
HIDDEN WORD PUZZLE
Can you find and circle the hidden words?  They read up, down, across, forward, backward, and diagonally.

	A
	D
	P
	M
	O
	N
	E
	Y
	R
	K
	N
	A
	B

	C
	T
	A
	L
	L
	R
	U
	L
	E
	O
	G
	E
	U

	C
	S
	S
	S
	T
	I
	S
	O
	P
	E
	D
	I
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	E
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	A
	G
	O
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	R
	Y
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	R
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	O
	S
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	N
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	U
	A
	Y
	T
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	T
	I
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	F
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	S
	T
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	L
	D
	E
	R
	R
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	T
	Y
	C
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	E
	R 
	R
	U
	C
	E
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	A
	R

	O
	0
	T
	R
	A
	D
	E
	R
	P
	L
	A
	R
	I

	C
	V
	A
	L
	I
	D
	O
	S
	M
	R
	I
	F
	T

	K
	P
	O
	R
	T
	F
	O
	L
	I
	O
	N
	E
	E

	B
	O
	A
	R
	D
	C
	O
	N
	S
	U
	M
	E
	R


HIDDEN WORDS

	ACCOUNT
	CURRENCY
	MATURITY
	SAVE

	AGENCY
	DEPOSIT
	MONEY
	SOURCE

	ASSET
	FIRM
	PORTFOLIO
	STOCK

	BANK
	FUND
	RATE
	STOCKHOLDER

	BOARD
	INVEST
	RETIRE
	TRADE

	CONSUMER
	IRA
	RULE
	VALID


See what other small words you can find.

HIDDEN WORD PUZZLE ANSWER
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	K
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	ACCOUNT
	CURRENCY
	MATURITY
	SAVE

	AGENCY
	DEPOSIT
	MONEY
	SOURCE

	ASSET
	FIRM
	PORTFOLIO
	STOCK

	BANK
	FUND
	RATE
	STOCKHOLDER

	BOARD
	INVEST
	RETIRE
	TRADE

	CONSUMER
	IRA
	RULE
	VALID


OTHER WORDS   

	AD
	DART
	LID
	OAT
	RAP
	SUM

	AGE, AGO
	DEN
	LIE
	OF
	RIDE, RIFT
	TALL

	ALL
	DIRT
	MAN, MAT
	OIL
	ROD
	TAR

	AM
	DOE, DOG
	ME
	ON
	RUB
	TIN

	AN
	FEE
	MET
	ONE
	SAD
	TO

	ANGRY
	FOR
	NEAT
	OR
	SAG
	TOE

	ARE
	GO, GOD
	NET
	PARE
	SAY
	TOO, TRY

	ART
	IN
	NO
	PASS
	SEA
	TRADER

	AT
	IS
	NOR
	PIE
	SIT
	US

	BED
	IT
	OAR
	PORT
	SO, SOD
	UP


additional resources
Tips for Teaching Students About Saving and Investing
Listed below are a series of talking points that can help teachers or parents introduce students to the basics of saving and investing and help them understand the importance of planning for their financial future.  Also provided is a list of resources and interactive tools for young people.

Why Save and Invest?
Many people experience financial hard times when they get older because they never got the facts on saving and investing.
The best way to achieve financial success is to plan for it.  Maybe you'd like to:
· buy a car when you graduate from high school or college;
    

· have money set aside for special occasions or emergencies;
    

· buy a house someday; or
    

· live comfortably in retirement.
Once you decide what you're saving for—and when you'd like to have it—you can decide how you should save and invest.

The best time to learn about money is when you're young and still in school.  Starting young lets you take advantage of the magic of "compound interest."

What Is “Compound Interest”?
Compound interest is the interest you earn on interest.

Illustration Using Basic Math
If you have $100.00 and it earns 5% interest each year, you'll have $105.00 at the end of the first year.  But at the end of the second year, you'll have $110.25.  Not only did you earn $5.00 on the $100.00 you initially deposited—your original "principal"—but you also earned an extra $0.25 on the $5.00 in interest. Twenty-five cents may not sound like much at first, but it adds up over time.  Even if you never add another dime to that account, in 10 years you'll have over $162.00 through the power of compound interest, and in 25 years you'll have almost $340.00.
Illustration Using Pizza
Here's another way to look at compound interest.  How much does a slice of pizza cost? Would you believe nearly $65,000?  If a slice of plain pizza costs $2.00, and you buy a slice every week until you're old enough to retire, you'll spend $5,200 on pizza.  If you give up that slice of pizza and invest the money instead, earning 8% interest compounded every year for 50 years, you'd have over $64,678.87.
Illustration Using the AIE Savings Calculator
If your classroom has access to the Internet, use the AIE Savings Calculator at:  http://www.investoreducation.org/cindex1.cfm?CFID=336358&CFTOKEN=41310355 to do a "live" demonstration of the power the compound interest.  For example, a 12 year old who invested the $5.00 he or she might otherwise have spent on a fast-food meal would have nearly $350.00 at retirement.  And an 18 year old who invested the $75.00 he or she might otherwise have spent on yet another pair of sneakers would have nearly $3,200.00 by age 65.
Tip: SEC designed posters to illustrate four examples using the calculator at: http://www.sec.gov/investor/students/posters.htm. 

The posters are in pdf Adobe Acrobat format so you can print them easily at your own computer.  If you are demonstrating the calculator in a classroom or working independently at the computer, you'll like the color posters best.  If you are printing them on a black and white (B&W) printer, the print quality of the posters will be better if you select the black and white version of the posters to print.
HOW CAN I SAVE AND INVEST?

Many people get into the habit of saving or investing by following this advice: "Pay yourself first."  Many people find it easier to pay themselves first if they allow their bank to automatically remove money from their paycheck and deposit it into a savings or investment account.  Other people pay themselves first by having money automatically deposited into an employer-sponsored retirement savings account, such as a 401(k).
There are many different ways to save and invest, including:

[Consider asking the students to identify different ways to save and invest, and ask them to explain each.]
Savings Accounts
If you save your money in a savings account, the bank or credit union will pay you interest, and you can easily get your money whenever you want it.  At most banks, your savings account will be insured by the Federal Deposit Insurance Corporation (FDIC).

Insured Bank Money Market Accounts
These accounts tend to offer higher interest rates than savings accounts and often give you check-writing privileges. Like savings account, many money market accounts will be insured by the FDIC.  Note that bank money market accounts are not the same as money market mutual funds, which are not insured by the FDIC.
Certificates of Deposit
You can earn an even higher interest if you put your money in a certificate of deposit, or CD, which is also protected by the FDIC. When you buy a CD, you promise that you're going to keep your money in the bank for a certain amount of time.
Stocks
Have you ever thought that you'd like to own part of a famous restaurant, or the company that makes the shoes on your feet? That's what happens when you buy stock in a company(you become one of the owners. Your share of the company depends on how many shares of the company's stock you own.
Bonds
Many companies borrow money so they can become even bigger and more successful. One way they borrow money is by selling bonds.  When you buy a bond, you're lending your money to the company so it can grow.  The company promises to pay you interest and to return your money on a date in the future.
Mutual Funds
Stocks and bonds can be purchased individually, or you can buy them by buying shares of a mutual fund. A mutual fund is a pool of money run by a professional or group of professionals who have experience in picking investments. After researching many companies, these professionals select the stocks or bonds of companies and put them into a fund. Investors can buy shares of the fund, and their shares rise or fall in value as the values of the stocks and bonds in the fund rise and fall.
RISK AND RETURN
Every saving or investing product has its advantages and disadvantages. Differences include how fast you can get your money when you need it, how fast your money will grow, and how safe your money will be. For example,
Savings Accounts, Insured Money Market Accounts, and CDs
With these products, your money tends to be very safe because it's federally insured, and you can easily get to your money if you need it for any reason.  But there's a tradeoff for security and ready availability. Your money earns a low interest rate compared with investments. In other words, it gets a low return.
Stocks
Over the past 60 years, the investment that has provided the highest average rate of return has been stocks.  But there are no guarantees of profits when you buy stock, which makes stock one of the most risky investments.  If the company doesn't do well or falls out of favor with investors, your stock can fall in price, and you could lose your money.
You can make money in two ways from stock.  First, the price of the stock can rise if the company does well and other investors want to buy the company's stock.  If a stock rises from $10 to $12, the $2 increase is called a capital gain or appreciation. Second, a company sometimes pays out a part of its profits to stock holders-that's called a dividend. Sometimes a company will decide not to pay out dividends, choosing instead to keep its profits and use them to expand the business, build new factories, design better products, or hire more workers. 

One of the riskiest investments you can make is buying stock in a new company.  New companies go out of business more frequently than companies that have been in business for decades or longer.  If you buy stock in a small, new company, you could lose it all.  Or the company could turn out to be a success.  You'll have to do your homework and learn as much as you can about the company before you invest. And only invest money that you can afford to lose.
Bonds
The company's "promise to repay" your principal generally makes bonds less risky than stocks.  But bonds can be risky.  To assess how risky a bond is you can check the bond's credit rating.  Unlike stockholders, bond holders know how much money they will make, unless the company goes out of business.  If the company goes out of business or declares bankruptcy, bondholders may lose money.  But if there is any money left in the company, they will get it before stockholders.  Bonds generally provide higher returns (with higher risk) than savings accounts, but lower returns (with lower risk) than stocks.
Mutual Funds
Mutual fund risk is determined by the stocks and bonds in the fund. No mutual fund can guarantee its returns, and no mutual fund is risk-free.
Conclusion

Always remember:  the greater the potential return, the greater the risk.  Risk is scary because no one wants to lose money, but there's also such a thing as "too safe."  We all know that prices go up. That's called inflation. For example, a loaf of bread that costs a dollar today could cost two dollars ten years from now.  If your money doesn't grow as fast as inflation does, that's like losing money, because while a dollar buys a whole loaf of bread today, in ten years it might only buy half a loaf. 

WHAT IS “DIVERSIFICATION”?

One of the most important ways to lessen the risks of investing is to diversify your investments. It's common sense: don't put all your eggs in one basket. If you buy a mixture of different types of stocks, bonds, or mutual funds, your savings will not be wiped out if one of your investments fails.  Since no one can accurately predict how our economy or one company will do, diversification helps you to protect your savings.  If you had just one investment and it went down in value, then you would lose money. But if you had ten different investments and one went down in value, you could still come out ahead.
CREDIT MANAGEMENT

Many adults—and plenty of students—have wallets filled with credit cards, some of which they've "maxed out" (meaning they've spent up to their credit limit).  Credit cards can make it seem easy to buy expensive things when you don't have the cash in your pocket—or in the bank.  But credit cards aren't free money.
Most credit cards charge high interest rates—as much as 18 percent or more—if you don't pay off your balance in full each month.  If you owe money on your credit cards, the wisest thing you can do is pay off the balance in full as quickly as possible.  Few investments will give you the high returns you'll need to keep pace with an 18 percent interest charge. That's why you're better off reducing your credit card debt.
Once you've paid off your credit cards, you can budget your money and begin to save and invest. Here are some tips for avoiding credit card debt:
Put Away the Plastic
Don't use a credit card unless your debt is at a manageable level and you know you'll have the money to pay the bill when it arrives.
Know What You Owe
It's easy to forget how much you've charged on your credit card.  Every time you use a credit card, write down how much you spent and figure out how much you'll have to pay that month.  If you know you won't be able to pay your balance in full, try to figure out how much you can pay each month and how long it'll take to pay the balance in full.
Pay Off the Card with the Highest Rate
If you've got unpaid balances on several credit cards, you should first pay down the card that charges the highest rate.  Pay as much as you can toward that debt each month until your balance is once again zero, while still paying the minimum on your other cards.
ACHIEVING FINANCIAL SECURITY

Make a Plan

The key to financial security is to have a "financial plan." That means you should set financial goals and start saving or investing to reach those goals. While that may sound hard, it doesn't have to be.  You'll first need to figure out where you're starting from – for example, how much do you owe, how much money have you saved already, how much money will get from your job or your parents.  Next, you should set goals.  Do you want a car?  A college education? New clothes?  Once you know what you want, when you want it, and how much it costs, you can figure out how much you need to save each week or month or year. 

Keep Trade-Offs and "Opportunity Cost" in Mind.
Unless you're lucky enough to have an unlimited amount of money, you'll have to choose how you spend your money.  That means you'll have to make trade-offs and consider the "opportunity cost," meaning what you give up by choosing one option over another.  For example, let's say you've got $100.00: 

· If you put the money in an account that earns 5 percent interest, you'll have $105.00 at the end of the year. 

· If you spend it on new clothes, you won't earn that extra $5.00, although you should still have the clothes.  But if you wanted to sell them, they'd probably be worth less, especially if they're used or out of style.
· If you spend the money on video games at the arcade, you'll have nothing at the end of the year, except the memory of whatever fun you had playing those games.
Save and Invest for the Long Term
Perhaps the best protection against risk is time, and that's what young people are fortunate to have the most of.  On any day the stock market can go up or down.  Sometimes it goes down for months or years.  But over the years, investors who've adopted a "buy and hold" approach to investing tend to come out ahead of those who try to time the market.
Investigate Before You Invest
Another way to reduce risk is to do your homework before you part with your hard-earned cash.  Call your state securities regulator to check up on the background of any person or company that you're considering doing business with.  You'll find that number in the government section of your phone book. Find out as much as you can about any company before you invest in it.  Companies that issue stock have to give important information to investors in a booklet called a "prospectus" and, by law, that information is supposed to be truthful.  Always read the prospectus. And beware of "get rich quick schemes."  If someone offers you an especially high rate of return on an investment or pressures you do invest before you've had time to investigate, it's probably a scam.

Avoid the Costs of Delay
Time can also be the most important factor that will determine how much your money will grow.  If you saved five dollars a week at 8% interest starting from the time you were eighteen years old, you'd have $134,000 saved by the time you're 65.  But if you wait until you're 40 years old to start saving, you'll have to save $32 a week to catch up.  In fact, just one year's delay – waiting until you're 19 years old to start saving five dollars a week at 8% interest – will cost you more than $10,000 by the time you're 65.

RESOURCE LIST 

Financial Literacy Quiz
The SEC's quiz, Test Your Money Smarts at:  http://www.sec.gov/investor/tools/quiz.htm, tests the top ten things students should know about money.

AIE Savings Calculator.
This online, interactive tool shows how small amounts saved today can add up to big money over a lifetime.  Using real-life examples—such as CDs, fast food, jeans, and sneakers—the calculator tells students how much they'll accumulate by retirement if they save money instead of spending it.  The calculator assumes an 8 percent annual return and retirement at age 65.  You'll find the calculator and other helpful information on saving and investing at : http://www.investoreducation.org/cindex1.cfm?CFID=336358&CFTOKEN=41310355.
Ballpark Estimate
Developed by the American Savings Education Council (ASEC), the Ballpark Estimate is a single-page worksheet that helps individuals quickly calculate how much they'll need to save each year for retirement. You'll find the Ballpark Estimate on ASEC's Web site at www.asec.org. Be sure to hand out the Ballpark Estimate for students to take home to their parents.
ASEC Poster
Created by the American Savings Education Council, this bright, colorful poster reinforces the message that students can save if they put their minds to it and that those savings can add up over a lifetime. You'll find the poster and other useful savings tools, such as the Ballpark Estimate, on ASEC's Web site at: 
[image: image1]8.5" x 11" poster
  17" x 22" poster
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"Get the Facts on Saving and Investing"
A basic primer at:  http://www.sec.gov/investor/pubs/roadmap.htm from the U.S. Securities and Exchange Commission to get you started on the road to saving and investing.
"Consumer's Almanac"
A helpful calendar tool at:  http://www.pueblo.gsa.gov/cic_text/money/almanac/calmanac.htm  from the American Financial Services Association Education Foundation to help you organize your finances and manage your money.  
SOFTWARE/VIDEO 

Investor Protection Through Market Integrity.  Video.  National Futures Association, 200 West Madison Street, Chicago, IL 60606. 1996. 800-676-4NFA. The story of self-regula-tion of the futures market.  Describes how National Futures Association helps assure high standards of responsibility and performance of persons who work in futures markets. 

TEACHING GUIDES 
Commodity Challenge.  Video and student workbook.  Chicago Board of Trade, 141 W. Jackson, Suite 2250, Chicago, IL, 60604. 312-435-7206.
Focus: High School Economics.  National Council on Economic Education, 1140 Avenue of the Americas, New York, NY 10036. 800-338-1192. 1996. $29.95 
Forbes Stock Market Course. Forbes, Inc., New York. Annually updated. Looseleaf notebook format. $79.50
Learning from the Market: Integrating the Stock Market Game Across the Curriculum. National Council on Economic Education. 1140 Avenue of the Americas, New York, N.Y. 10036. 1997. Cost $10.50 plus shipping. 
Your Guide to Understanding Investing - for Educators, Securities Industry Foundation for Economic Education. 120 Broadway, 35th Floor, New York, N.Y. 100271. 1996. Cost $10.00 
The Wall Street Journal Classroom Edition Program.  Monthly newspaper, teaching guide and video.  Wall Street Journal, P.O. Box 300, Princeton, NJ 08543-0300. 800-544-0522. $99.00  per semester 

WEB SITES 
American Stock Exchange:  http://www.amex.com
Federal Reserve  Purposes and Functions at:  http://www.federalreserve.gov/pf/pf.htm 

FTC Investment Link at:  http://www.ftc.gov/bcp/menu-invest.htm 
       
Investor's Bill of Rights:  http://www.pueblo.gsa.gov/cic_text/money/investor-bill/investor.txt 

NASD Regulation:  http://www.nasdr.com
The Nasdaq Stock Market:  http://www.nasdaq.com

National Association of Investors Corporation:  http://www.better-investing.org/ 
National Association of Securities Dealers: http://www.nasd.com
National Futures Association: http://www.nfa.futures.org 
New York Stock Exchange:  http://www.nyse.com
Personal Finance and Educational Information:  http://chicagofed.org/consumer_information/personal_finance_information.cfm 

SmartMoney:  http://university.smartmoney.com/ 
U.S. Commodity Futures Trading Commission:  http://www.cftc.gov
U.S. Department of Treasury for Kids:  http://www.ustreas.gov/kids/ 
U.S. Securities and Exchange Commission:   http://www.sec.gov
 
 U. S. Securities and  Exchange Commission
Note: The links on these pages go to web sites outside of this agency's control are provided as a convenience only. The Department takes no responsibility for their content.


Advice From Your Securities Industry Regulators
The following provides basic information to help investors select a brokerage firm and sales representative, make an initial investment decision, monitor an investment, and address an investment problem.  It is intended to help you identify questions you need to ask and warning signs to look for in order to avoid possible investment problems. 
If you need more information, or you think that the securities laws have been violated, you should contact the appropriate securities regulators.  The names, addresses and telephone numbers of these organization are listed at the end of this web page. 
As part of its consumer affairs program, the SEC has established a Consumer Affairs Advisory Committee with representatives of national consumer groups, corporations, and other participants in the securities markets.  The Advisory Committee's purpose is to find solutions to the problems that investors encounter.  Advisory Committee meetings are open to the public and your comments are welcome.  For more information about the Committee, contact the SEC. 

SELECTING YOUR BROKER 
Before making a securities investment, you must decide which brokerage firm(also referred to as a broker/dealer(and sales representative(also referred to as a stockbroker, account executive, or registered representative(to use. 
Before making these decisions you should: 
THINK through your financial objectives and prepare a personal financial profile. 
TALK with potential salespeople at several firms.  If possible, meet them face to face at their offices.  Ask each sales representative about his or her investment experience, professional background, and education. 
FIND OUT about the disciplinary history of any brokerage firm and sales representative by calling 1-800-289-9999, a toll-free hot line operated by the National Association of Securities Dealers, Inc. (NASD).  The NASD will provide information on disciplinary actions taken by securities regulators and criminal authorities.  State securities regulators also can tell you if a sales representative is licensed to do business in your state. 
UNDERSTAND how the sales representative is paid; ask for a copy of the firm's commission schedule.  Firms generally pay sales staff based on the amount of money invested by a customer and the number of transactions done in a customer's account.  More compensation may be paid to a sales representative for selling a firm's own investment products.  Ask what "fees" or "charges" you will be required to pay when opening, maintaining, and closing an account. 
DETERMINE whether you need the services of a full service or a discount brokerage firm.  A full service firm typically provides execution services, recommendations, investment advice, and research support.  A discount broker generally provides execution services and does not make recommendations regarding which securities you should buy or sell.  The charges you pay may differ depending upon what services are provided by the firm. 
ASK if the brokerage firm is a member of the Securities Investor Protection Corporation (SIPC).  SIPC provides limited customer protection if a brokerage firm becomes insolvent.  Ask if the firm has other insurance that provides coverage beyond the SIPC limits.  SIPC DOES NOT insure against losses attributable to a decline in the market value of your securities.  For further information, contact SIPC at 805 Fifteenth Street, N.W., Suite 800, Washington, D.C. 20005-2207; or call (202) 371-8300. 
REMEMBER, part of making the right investment decision is finding the brokerage firm and the sales representative that best meet your personal financial needs.  Do not rush.  Do the necessary background investigation on both the firm and the sales representative.  Resist salespeople who urge you to immediately open an account with them.

 
MAKING AN INVESTMENT 
The New Account Agreement 
Generally, a brokerage firm will require a customer to sign a new account agreement.  You should carefully review the information contained in this document because it may affect your legal rights regarding your account. 
Ask to see any account documentation prepared for you by the sales representative.  DO NOT sign the new account agreement unless you thoroughly understand it and agree with the terms and conditions it imposes on you.  DO NOT rely on verbal representations from a sales representative that are not contained in this agreement. 
The sales representative will ask for information about your investment objectives and personal financial situation, including your income, net worth, and investment experience.  Be honest.  The sales representative will rely on this information to make appropriate investment recommendations for you. 
Completion of the new account agreement requires that you make three critical decisions: 
1.  WHO WILL CONTROL DECISION-MAKING IN YOUR ACCOUNT?  You will control the investment decisions made in your account unless you decide to give discretionary authority to your sales representative to make investment decisions for you.  Discretionary authority allows a sales representative to make investment decisions based on what the sales representative believes to be best(without consulting you about the price, the type of security, the amount and when to buy or sell.  Do not give discretionary authority to your sales representative without seriously considering whether this arrangement is appropriate for you. 
2.  HOW WILL YOU PAY FOR YOUR INVESTMENT?  Most investors maintain a cash account that requires payment in full for each a security purchase.  An alternative type of account is a margin account.  Buying securities through a margin account means that you can borrow money from the brokerage firm to buy securities and requires that you pay interest on that loan.  You will be required to sign a margin agreement disclosing interest terms.  If you purchase securities on margin (by borrowing money from the brokerage firm), the firm has authority to immediately sell any security in your account, without notice to you, to cover any shortfall resulting from a decline in the value of your securities.  If the value of your account is less than the amount of the outstanding loan(even due to a one day market drop(you are liable for the balance.  This may be a substantial amount of money even after your securities are sold.  The margin account agreement generally provides that the securities in your margin account may be lent out by the brokerage firm at any time without notice or compensation to you. 
3. HOW MUCH RISK SHOULD YOU ASSUME?  In a new account agreement, you must specify your overall investment objective in terms of risk.  Categories of risk may have labels such as "income," "growth," or "aggressive growth."  Be careful you understand the distinctions between these terms, and be certain that the risk level you choose accurately reflects your investment goals.  Be sure that the investment products recommended to you reflect the category of risk you have selected. 
When opening a new account, the brokerage firm may ask you to sign a legally binding contract to arbitrate any future dispute between you and the firm or your sales representative.  This may be part of another document, such as a margin agreement.  The federal securities laws do not require that you sign such an agreement. 
You may choose later to arbitrate a dispute for damages even if you do not sign the agreement.  Signing such an agreement means that you give up the right to sue your sales representative and firm in court.  You may have your securities registered either in your name or in the name of your brokerage firm.  Ask your sales representative about the relative advantages and disadvantages of each arrangement.  If you plan to trade securities regularly, you may prefer to have the securities registered in the name of your brokerage firm to facilitate clearance, settlement, and dividend payment. 
Never  invest in a product that you don't fully understand.  Consult information sources such as business and financial publications.  Information regarding the fundamentals of investing and basic financial terminology can be found at your local library. 
Ask your sales representative for the prospectus, offering circular, or most recent annual report - and the "Options Disclosure Document" if you are investing in options.  Read them. If you have questions, talk with your sales representative before investing. 
You also may want to check with another brokerage firm, an accountant, or a trusted business adviser to get a second opinion about a particular investment you are considering. 
Keep good records of all information you receive, copies of forms you sign, and conversations you have with your sales representative. 
Nobody invests to lose money.  However, investments always entail some degree of risk. 

Be aware that: 
1. The higher the expected rate of return, the greater the risk; depending on market developments, you could lose some or all of your initial investment, or a greater amount. 
2. Some investments cannot easily be sold or converted to cash.  Check to see if there is any penalty or charge if you must sell an investment quickly or before its maturity date. 
3. Investments in securities issued by a company with little or no operating history or published information may involve greater risk. 
4. Securities investments, including mutual funds, are NOT federally insured against a loss in market value. 
5. Securities you own may be subject to tender offers, mergers, reorganizations, or third party actions that can affect the value of your ownership interest.  Pay careful attention to public announcements and information sent to you about such transactions.  They involve complex investment decisions.  Be sure you fully understand the terms of any offer to exchange or sell your shares before you act.  In some cases, such as partial or two-tier tender offers, failure to act can have detrimental effects on your investment. 
6. The past success of a particular investment is no guarantee of future performance. 

PROTECT YOURSELF 
A high pressure sales pitch can mean trouble.  Be suspicious of anyone who tells you, "Invest quickly or you will miss out on a once in a lifetime opportunity."  Remember: 
NEVER send money to purchase an investment based simply on a telephone sales pitch. 
NEVER make a check out to a sales representative. 
NEVER send checks to an address different from the business address of the brokerage firm or a designated address listed in the prospectus.  If your sales representative asks you to do any of these things, contact the branch manager or compliance officer of the brokerage firm. 
NEVER allow your transaction confirmations and account statements to be delivered or mailed to your sales representative as a substitute for receiving them yourself.  These documents are your official record of the date, time, amount, and price of each security purchased or sold. 
VERIFY that the information in these statements is correct.  Certain activities may indicate problems in the handling of your account and, possibly, violations of state and federal securities laws. 
BE ALERT FOR: 
1. Recommendations from a sales representative based on "inside" or "confidential information," an "upcoming favorable research report," a "prospective merger or acquisition," or the announcement of a "dynamic new product." 
2. Representations of spectacular profit, such as, "Your money will double in six months." Remember, if it sounds too good to be true, it probably is! 
3. "Guarantees" that you will not lose money on a particular securities transaction, or agreements by a sales representative to share in any losses in your account.

 
4. An excessive number of transactions in your account.  Such activity generates additional commissions for your sales representative, but may provide no better investment opportunities for you. 
5. A recommendation from your sales representative that you make a dramatic change in your investment strategy, such as moving from low risk investments to speculative securities, or concentrating your investments exclusively in a single product. 
6. Switching your investment in a mutual fund to a different fund with the same or similar investment objectives.  Unless there is a legitimate investment purpose, a switch recommended by your sales representative may simply be an attempt to generate additional commissions for the sales representative. 
7. Pressure to trade the account in a manner that is inconsistent with your investment goals and the risk you want or can afford to take. 
8. Assurances from your sales representative that an error in your account is due solely to computer or clerical error.  Insist that the branch manager or compliance officer promptly send you a written explanation.  Verify that the problem has been corrected on your next account statement. 

IF YOU HAVE A PROBLEM  
If you have a problem with your sales representative or your account, promptly talk to the sales representative's manager or the firm's compliance officer.  Confirm your complaint to the firm in writing. Keep written records of all conversations.  Ask for written explanations. 
If the problem is not resolved to your satisfaction, contact the appropriate regulators listed at the end of this document. Investor complaint information assists these regulators in identifying violations of the securities laws and prosecuting violators.  However, none of these organizations is authorized to provide legal representation to individual investors or to get your money back for you. 
Obtain information on using arbitration to resolve your dispute by contacting the NASD, New York Stock Exchange, American Stock Exchange, Municipal Securities Rulemaking Board, Boston Stock Exchange, Chicago Board Options Exchange, Chicago Stock Exchange, Pacific Stock Exchange, or Philadelphia Stock Exchange.  Each of these organizations operates a forum to resolve disputes between brokerage firms and their customers.  It may be desirable to consult an attorney knowledgeable about securities laws. Your local bar association can assist you in locating a securities attorney. 

SECURITIES REGULATORS TO CONTACT 
U.S. Securities and Exchange Commission 
450 5th Street, NW 
Washington, DC 20549 
Office of Consumer Affairs (
202) 942-7040 
(Please see the next section for a listing the Commission's regional and district offices) 
North American Securities Administrators Association, Inc. (NASAA)
Suite 310 One Massachusetts Avenue, NW 
Washington, DC 20001 
(202) 737-0900 * 
The NASAA can provide you with the telephone number of your state securities regulator. 
American Stock Exchange 
86 Trinity Place 
New York, NY 10006-1881 (
212) 306-1452 
Boston Stock Exchange 
One Boston Place 
Boston, MA 02108 
(617) 723-9500 
Chicago Board Options Exchange 
400 S. LaSalle Street 
Chicago, IL 60605 
(312) 786-7705 
Chicago Stock Exchange 
440 S. LaSalle Street 
Chicago, IL 60605 
(312) 663-2222 
Cincinnati Stock Exchange 
36 East Fourth Street, Suite 906 
Cincinnati, OH 45202 (
312) 786-8898 
Municipal Securities Rulemaking Board 
1818 N Street, Nw Suite 800 
Washington, DC 20036-2491 
(202) 223-9347 
National Association of Securities Dealers, Inc. 
The Nasdaq Stock Market 
1735 K Street, NW 
Washington, DC 20006-1500 
(301) 590-6500 
New York Stock Exchange 
20 Broad Street 22nd Floor 
New York, NY 10006 
(212) 656-3000 
Pacific Stock Exchange 
301 Pine Street 
San Francisco, CA 94104 
(415) 393-4000 
Philadelphia Stock Exchange 
1900 Market Street 
Philadelphia, PA 19103 
215) 496-5000 

THE SEC'S REGIONAL AND DISTRICT OFFICES 
Northeast Regional Office 
7 World Trade Center, Suite 300 
New York, New York 10048 
(212) 748-8000 
Philadelphia District Office 
The Curtis Center, Suite 1005 E. 
601 Walnut Street 
Philadelphia, Pennsylvania 19106-3322 
(215) 597-3100 
Boston District Office 
73 Tremont Street, Suite 600 
Boston, Massachusetts 02108-3912 

(617) 424-5900 
Southeast Regional Office 
1401 Brickell Avenue, Suite 200 
Miami, Florida 33131 
(305) 536-5765 
Atlanta District Office 
3475 Lenox Road, N.E., Suite 1000 
Atlanta, Georgia 30326-1232 
(404) 842-7600 
Midwest Regional Office Citicorp Center 
500 West Madison Street, Suite 1400 
Chicago, Illinois 60661-2511 
(312) 353-7390 
Central Regional Office 
1801 California Street, Suite 4800 
Denver, Colorado 80202-2648 
(303) 391-6800 
Fort Worth District Office 
801 Cherry Street, 19th Floor 
Fort Worth, Texas 76102 
(817) 334-3821 
Salt Lake City District Office 
500 Key Bank Tower 
50 S. Main Street, Suite 500 
Box 79 
Salt Lake City, Utah 84144-0402 
(801) 524-5796 
Pacific Regional Office 
5670 Wilshire Boulevard, 11th Floor 
Los Angeles, California 90036-3648 
(213) 965-3998 
San Francisco District Office 
44 Montgomery Street, Suite 1100 
San Francisco, California 94104 
(415) 705-2500
What is Investing?

Investing is how you make your money grow, or appreciate for long term financial goals. It is a way of saving your money for something further ahead in the future.


Saving is a plan to set aside a certain amount of your earned income over a short period of time in order to be able to accomplish a short term goal. It is a plan of action where you plan on acquiring a certain amount of money by redirecting some of the money you have received from your various sources of income.

Investing, on the other hand, is a much longer term activity. We consider investing as an action that is based on long term goals and is primarily accomplished by having your money make more money for you.

Why Invest?

There are three main reasons to invest. You can beat inflation, achieve financial goals like buying a car or paying for college, and retirement. Yes, you should start thinking about retirement now.

You can choose from many investing options. You can invest in stocks, mutual funds, or bonds!

Time Value of Money

The best thing to do, is to start saving money as soon as possible. The younger you are, the more money you will have. 

Let me give you an example of how time can save you $52,000 and make you $220,000. 

Invest $2000 a year for nine years and start at the age of 21. On a 10% interest rate, the initial $18,000 you invested will be worth $763,000 by the time you reach the age of 65.

If you have a friend who waits until he/she is 30 to start saving and they save $2,000 a year every year until they are 65 which is a total of $70,000, they will only have $542,048.73, a difference of $220,000 from the person who started at the age of 21. Time is definitely on your side, so start early! Imagine what it would be if you started saving even earlier than 21!

What if I have $10,000 invested at various interest rates? After 20 years this is what I would have.

	Rate
	$ After 20 Years

	4%
	$21,911

	6%
	$32,071

	8%
	$46,610

	10%
	$67,275

	12%
	$96,463

	14%
	$137,435

	16%
	$194,607


$194,607 vs. $21,911: which do you think is better?

 

Rule of 72

If you want to know how long it will take to double your money, take the number 72 and divide that number by the interest rate you are getting. So if you deposit $3,000 into an account with a 2% interest rate, 72 ÷ 2 is 36. So in 36 years you will have $6,000.

 

If you have an interest rate of 12%, you will make $6,000 in five years. The higher the interest, the quicker it is.

Stock Market
The stock market is one option for investing your money. Stocks are unmatched in comparison to any other investing tool. They are the leading way to make money and stay ahead of inflation over time. This is ideal if you have long term investment goals.

When you invest in stocks that a company offers, you are buying a share of that company. Depending on how well the company does determines how much each share is worth.

Comparing stocks to savings accounts, the tendency is that stocks give you a higher rate of return on your initial investment. But that is not without a risk.

The risk is, your stock is not FDIC insured like a savings account. Whatever you put into savings you are guaranteed to receive, plus your interest.

When you buy stock in a company, they could go bankrupt and the business shuts down, or the stock will not be worth the price you paid for it. These things do happen, but if you invest with the proper strategies, you will usually come out a winner.

Bonds
A bond is an agreement on a loan between the issuer and the person buying the bond (bondholder). The bondholder has “lent” a certain amount of money to a government agency, municipality, or corporation and is given interest on the loan.

The term of a bond is given a fixed-rate at the time of issue and expires on the specified maturity date. At that time, the issuer is responsible to pay the bondholder the face value of the bond. Throughout the term of the loan, the issuer also pays interest to the bondholder. The interest amount is set when the bond is issued. 

Bonds can vary in term length. The can be a short as one year or as long as 30 years. Usually, the longer the term on the bond, the better interest rate the bondholder receives. 

If you choose to sell your bond before the term is up, you can, but you lose money. It’s always best to keep bonds for their full term.

Mutual Funds
When investors decide to invest in a mutual fund, then money is put in a pool of money from other investors to create a large portfolio so everyone benefits from bigger profits. Most funds buy a variety of investments like stocks, bonds, or other securities. Because there is such a variety of different investments in one mutual fund, there is not as much of a risk. 

Usually if one investment has a bad return, another will make up for that loss. 


To invest in a mutual fund, an investor buys shares of the fund and becomes a shareholder. That fund makes money two ways: by earning dividends or interest on its investments and by selling investments that have grown in price. The fund then pays out its profits to the shareholders. 

Note: This is better if you are investing for long term profits.

The Indiana Department of Financial Institutions, Division of Consumer Credit has many other credit related brochures available, such as:

Answers to Credit Problems

Applying for Credit

At Home Shopping Rights

Bankruptcy Facts

Buried in Debt

Car Financing Scams

Charge Card Fraud

Choosing A Credit Card

Co-Signing

Credit and Divorce

Credit and Older Consumers

Deep in Debt?

Equal Credit Opportunity

Fair Credit Reporting

Fair Debt Collection

Gold Cards

Hang up on Fraud

High Rate Mortgages

Home Equity Credit Lines

How to Avoid Bankruptcy

Indiana Uniform Consumer Credit Code 

Look Before you Lease

Mortgage Loans

Repossession

Reverse Mortgage Loans

Rule of 78s – What is it?

Scoring for Credit

Shopping for Credit

Using Credit Cards

Variable Rate Credit

What is a Budget?

What is the DFI?

Call our toll-free number or write to the address on the cover for a copy of any of the brochures listed or for further consumer credit information. 


What is Investing
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TRADITIONAL DEPOSITORY INSTITUTIONS PRODUCTS
Depository institutions (banks and thrifts) have traditionally offered consumers deposit products, such as checking, savings and money market deposit accounts, and certificates of deposit (CD’s) for which each depositor is insured by the FDIC up to $100,000.
Increasingly, these institutions are also offering consumers a broad array of investment products that are not deposits, such as mutual funds, annuities, life insurance policies, stocks and bonds. Unlike the traditional checking or savings account, however, these nondeposit investment products are not insured by the FDIC.
NONDEPOSIT INVESTMENT PRODUCTS
These products may be offered to you in the financial institution’s lobby, through the mail or over the phone or through the Internet. Most often, the people selling these products are not financial institution employees, but employees of third-party securities broker/dealers or insurance companies.
To assure that sales representatives fully inform you about nondeposit investment products, the FDIC and other Federal banking agencies have issued guidelines to financial institutions that describe the information you must be told about the risks associated with these products. The mandatory disclosures are listed below.
When you meet or talk with a sales representative about nondeposit investment products, you should be informed that:
· "This produce is not insured by the Federal Deposit Insurance Corporation."
· "This product is not a deposit or other obligation of, or guaranteed by, the bank."
· "This product is subject to investment risks, including possible loss of the principal amount invested."
Sales representatives must make these disclosures to you orally and/ or in writing whenever they make a presentation, provide investment advice concerning a nondeposit investment product, or open an investment account for you.
Any advertisements and other promotional materials you receive must disclose that the product is not a deposit, is not insured by FDIC, and is subject to investment risks.
Look for the logo disclosure for products insured by FDIC (see below) in visual media such as television broadcasts, ATM screens, billboards, signs, posters, and in written advertisement and promotional materials such as brochures.
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It’s important to remember that there are generally higher risks associated with nondeposit investment products than with the traditional deposit products, such as savings and interest bearing checking accounts. Nondeposit investment products are not FDIC-insured so you could lose some of the money you invested or not gain as much profit as you expected.
INVEST WISELY
Commodity Futures 
Only commodity brokers registered with the U.S. Commodity Futures Trading Commission (CFTC) can sell exchange-traded futures contracts and options on futures to the public lawfully. The National Futures Association (NFA), a Commodity Futures Trading Commission (CFTC) - designated self-regulatory organization, has a toll-free hotline at 1-800-621-3570 or visit their web site at www.nfa.futures.org   to verify registration and disciplinary history (including customer complaints) of futures/options firms and salespersons.  Commodity Futures Trading Commission (CFTC) web site is www.cftc.gov . From outside the United States, call 312-781-1410. 
Securities 
Before making a securities investment in stocks, bonds, or mutual funds, you should get written financial information such as a prospectus or annual report. Select a broker or investment adviser who understands your financial objectives. Interview two or three to compare experience, education, and professional background. Call the National Association of Securities Dealers, Inc. (NASD) toll-free - 1-800-289-9999 to find out about the disciplinary history of the broker. 
Call your state securities regulator  to see if the investment and the salesperson are registered in your state, and to obtain any disciplinary information.  (Visit http://www.pueblo.gsa.gov/crh/security.htm for number)
Day Trading 
Unlike longer term investments for college or retirement, day trading seeks profits based on short-term fluctuations in the prices of stocks. You gamble on whether the price of a stock will rise or fall. Unless you are extremely knowledgeable about stocks and how the stock market works, you should not engage in day trading. For more information, call the Securities and Exchange Commission (SEC) toll-free - 1-800-SEC-0330 or visit their web site at http://www.sec.gov. 
INVESTMENT COUNSELING
Sales of nondeposit investment products on the premises of a financial institution should be conducted in a physical location distinct from the area where insured deposits are taken. The investment sales area should be distinguished from the deposit-taking area by signs or other means.
Tellers and other financial institution employees located in the deposit-taking area may not make general or specific recommendations regarding nondeposit investment products or accept orders for these products. However, these employees may refer you to an individual who is specifically designated and trained to assist you.
When shopping for a nondeposit investment product, look for one that suits your investment goals and objectives, your financial and tax status, the amount of risk you’re willing to take, and the time horizon you’ve set for your investment portfolio.
Don’t hesitate to provide the salesperson with this information. He or she needs to know about your financial objectives before recommending a product that suits you.
INSURANCE COVERAGE
Sales presentations and advertisements about nondeposit investment products should not suggest or imply that any alternative insurance coverage is the same as or similar to FDIC insurance.
For example, securities sales may be insured by the Securities Investor Protection Corporation (SIPC). If the investment firm holding your securities is an SIPC member, your investment account is protected if the SIPC member fails. SIPC coverage is not the same as FDIC insurance protection and does not insure against a decrease in value of a particular investment.
HOW TO PROTECT YOURSELF

Never invest in a product that you don’t understand. 
Understand the risks involved in your investment. Investments always entail some degree of risk. 
Know who is investing your money—does the salesperson work for the bank or a third-party broker/dealer? 
Understand how the broker or investment adviser is paid. What fees will you pay to purchase, sell or maintain the account? 
If you have a problem with your broker or your account, talk with the firm's manager. If you can't resolve the problem, contact the U.S. Securities and Exchange Commission  or your state securities regulator.
Select a sales representative who understands your financial objectives by interviewing two or three to compare experience, education, and professional background. 
Visit the numerous web sites providing personal finance information. Good gateways to these web sites are www.pueblo.gsa.gov and www.consumerworld.org . Click on money. 
Read magazines like Money, Kiplinger's Personal Finance and Fortune for investment advice. 

Avoiding Investment Fraud

Deceptive or fraudulent sales pitches for investments often misrepresent or leave out facts in order to promote fantastic profits with little risk. No financial investment is risk-free and a high rate of return means greater risk. Beware if a salesperson: 

· Tells you to borrow money on a credit card, take out a mortgage on your home,

· Pressures you to invest immediately, and then sends an overnight courier service to pick up your check and give you forms to sign; 

· Promises quick profits; 

· Downplays the risk disclosure documents and statement, which are required by Federal law, as just a formality; 

· Tells you to write false information on your account form, for example, to overstate your income; 
   
· Sends information that is not printed on letterhead stationery or has typographical errors; 
   
· Does not send your money promptly when you order the broker to close a trade and send you your balance; 
   
· Offers to share inside information; or 
   
· Uses words like "guarantee," "high return," "limited offer," or "as safe as a C.D." 
     (  (  (  (  (  (  (  (  (  (
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