


Ideal Investments

O Ideal investment would have these features:

O Principal is safe (no risk)

O Rate of return (earnings ) is high




Risk

O The probability of losing all or part of an investment.

O The higher the risk in an investment, the higher the
return

- O The lower the risk in an investment, the lower the




Growth of Principal




Return on Investment

O A measurement of return expressed as a percentage
(ROI)

- O The amount that the savings or investment grows is




Investment Risk

O The potential for change in the value of an investment




Inflation Risk

O The chance that the rate of inflation will be higher than
your investment rate of return

O Investments lose value when inflation rate is higher than
rate of return

O Example: A bond purchase (a bond is a debt instrument




Stock Risk

O Stock—An ownership interest in a publicly held company

O Stock risk- The chance that activities or events that
affect a company will change the value of an investment
in the company.




Tax Advantages of Investing

O Tax deferral—a postponement of taxes paid

O No taxes are paid on gains until the money is withdrawn from
the account

O This allows an investment to grow for years without being taxed

O People most often withdraw this investment in retirement, when
they are in a lower tax bracket

O Example: IRA accounts, 401(k) accounts




Investing with Employer-
Sponsored Plans

O Employer Sponsored plans—company retirement plans in
which money is set aside on behalf of employees

o

Part of an employee’s compensation package

o

Provides significant tax advantages for employers

o

Money is not taxed until an employee actually receives it (in
retirement)
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