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Today’s Presenter  

Dr. Barbara O’Neill 
 
•  Extension Specialist and 

Distinguished Professor at Rutgers 
University 
 

•  Creator of five different savings 
challenges that encourage people 
to save 

3 



Previous MFLNPF  
Investing Webinars 

•  Building Wealth with Saving, Investing, and Windfalls (6/16): 
https://learn.extension.org/events/2593  

•  The Ins and Outs of Target Date Funds (5/15): 
https://learn.extension.org/events/2030  

•  Investing With Small Dollar Amounts (3/15): 
https://learn.extension.org/events/1717  

•  Developing a Personal Asset Allocation Strategy (1/15): 
https://learn.extension.org/events/1715  

•  How to Read a Mutual Fund Prospectus (10/14): 
https://learn.extension.org/events/1674  

•  Investing for Your Future  Part 2 (3/13): 
https://learn.extension.org/events/932  

•  Investing for Your Future Part 1 (3/13): 
https://learn.extension.org/events/931  4 



Webinar Objectives 
•  Increase knowledge of basic investment principles 

•  Increase knowledge about specific investment 
products 

•  Increase knowledge about building an investment 
portfolio 

•  Increase knowledge about investor education 
resources 
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Webinar Resource 
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Question #1: 
Why is it important to  

be an investor? 
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Why People Invest 
•  To achieve financial goals (e.g., new car, home 

down payment, child’s education) 

•  To increase current income 

•  To achieve financial independence 

•  To have funds available during retirement years 
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Invest for Long-Term Goals 
  

 
 
 
 

http://njaes.rutgers.edu/money/pdfs/goalsettingworksheet.pdf  
 
Source: Garman/Forgue, PERSONAL FINANCE, Fifth Edition 
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Investment Pre-requisites 
•  Adequate emergency fund 

•  Adequate insurance 

•  No or low consumer debt balance 

•  Written financial SMART goals  

•  An “investor’s mindset” 
10 



Investing Basics 
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SMART Investment Goals  
$MART Financial goals are: 

  $ -- Specific 
  M -- Measurable 
  A -- Attainable 
  R -- Realistic 
  T -- Time-related  

• Short-term -- 0-3 years 
•  Intermediate -- 3-10 years 

• Long-term -- 10+ years 12 



Common Investment Goals 
Match your investments with financial goals 

•  Growth 

•  Income 

•  Tax savings 

•  Growth and income 

•  Preservation of capital 
13 



Investment Risk Pyramid 

Source: Investopedia: http://www.investopedia.com/articles/basics/03/050203.asp  
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Understanding and 
Accepting Investment Risk 

All investments involve some risk: 

•  Market risk -- Security prices fall as a result of an 
overall stock market downturn 

•  Interest rate risk -- Inverse relationship between 
investment prices and interest rates 

•  Inflation risk -- Loss of purchasing power 

•  Business risk -- Affects only one company/industry 

•  Reinvestment risk -- Having to invest at lower rates 
15 



Activity: Risk Tolerance Quiz 

16 Source: Focus on Personal Finance (Kapoor, Dlabay, & Hughes) 



Question #2: 
What kind of investor  
are you? Your clients? 

 
•  Conservative 
•  Moderate 
•  Aggressive 
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Investment Characteristics  

Source: Focus on Personal Finance (Kapoor, Dlabay, & Hughes) 
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Investment Correlations 

Positive 
Correlation 

Negative 
Correlation 

Correlation refers to how closely the returns of two distinct assets 
move  relative to each other.  Positive correlation implies a strong 
linear  relationship, while negative correlation signifies weak one. 
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Historical Returns 

Source: Morningstar, Inc. 22 



Investment Choices: 
Loanership vs. Ownership 

•  Loanership 
– You lend your money to a company 
– You receive a pre-set interest rate 
– You receive your original principal back 

•  Ownership 
– You purchase part of all of an investment 
– Values fluctuate 
– Potential higher return 

23 



Investment Choices 
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Low Risk Investment Choices:   
Ladder Rung 1 

 
 

Cash and Cash Equivalents 

•  Savings accounts 

•  Money market deposit accounts 

•  Money market mutual funds 

•  Certificates of deposit (CDs) 
 

U.S. Treasury Securities 
 
•  EE bonds and I bonds 
•  Treasury bills, Treasury notes, and Treasury bonds 
Fixed Annuities 25 



The Impact of Inflation 
•  To beat inflation, investors must earn a higher after-

tax return than the inflation rate 
 
•  Real Rate of Return – The return after subtracting 

the effects of both inflation and income taxes 

Example: 
10% return, 7.5% after taxes (25% tax bracket), 4% inflation, 
real rate of return of 3.5% after taxes and inflation 

26 



Low-Moderate Risk 
Investment Choices:  

Ladder Rung 2 
 Individual bonds -- rated A or better 

 

•  Municipal bonds 

•  Corporate bonds 

•  Zero-coupon bonds 

•  Bond funds 
•  GNMAs (mortgage-backed securities) 

27 



Moderate-High Risk 
Investments Choices:  

Ladder Rung 3 
Stocks (a.k.a. equities)  
•  Blue chip stocks 
•  Growth stocks 
•  Value stocks 
 
Stock mutual funds 
 
Variable annuities 28 



High Risk Investment Choices: 
Ladder Rung 4 

•  Small company stocks and mutual funds 

•  Sector funds 

•  Emerging market funds 

•  Gold and precious metal funds 

•  Penny stocks 

•  Commodities 

•  International stocks and mutual funds 
29 



Question #3: 
How high up on the investing 

ladder do you want to go? 
•  Rung 1 

•  Rung 2 

•  Rung 3 

•  Rung 4 
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What Are Stocks?  
Why Own Them? 

 Stock is a security that represents a unit of ownership 
in a corporation 

•  Two types of stock: 
– Preferred: A cross between a stock and a bond 

(income oriented); no voting rights 
– Common: Voting rights and profit potential 

•  Two ways to make money owning stocks: 
– Price appreciation (capital gain) 
– Dividends 31 



Classifications of Stock 
•  Market Capitalization (“Cap”) 

–  Share price x number of outstanding shares 

•  Defensive and Cyclical 
–  Cyclical Stocks – Stock from a company whose profits are 

greatly influenced by changes in the economic business 
cycle. 

–  Countercyclical (or Defensive) Stocks – Stock from a 
company that performs well even in an environment 
characterized by weak economic activity 

•  Growth and Value 
–  Value Stock- Stock that is selling for < the true worth of 

company assets 
–  Growth Stock- Stock with above-average earnings 

  
32 



Analyzing Stock Performance 
Earnings Per Share (EPS) 

Formula: Corporation’s after-tax income divided by  
number of outstanding shares of common stock  

–   Example: $5,000,000/10,000,000 = $0.50 

–   EPS increase is generally a healthy sign 

33 



Analyzing Stock Performance 
Price-Earnings Ratio (P/E Multiple)  

Formula: Price per share of stock ÷ firm’s earnings 
per share (EPS) 

–  Example: $10 price/0.50 EPS = a PE ratio of 20 

• Tells how much investors are paying for a company’s 
earning power 

–  P/E of 20 Æ long-term average P/E 

–  Need to compare P/E of stock to firms in same industry 

 34 



Common Stock Price Quotes 

Last trade price = $44.37         Annual dividend = $1.68 

P/E = 15.41 (44.37÷ 2.88) Æ  Earnings per share = $2.88 
35 



Time-Tested Stock 
Investing Strategies 

•  Buy what you know or get to know (research)  

•  Buy and hold quality stocks 

•  Diversify among industry sectors 

•  Dollar-cost average investment deposits 

•  Reinvest dividends and capital gains 

•  Don’t invest > 10% of portfolio in employer’s stock 
36 



Individual Stocks vs.  
Mutual Funds 

Individual Securities 
– Require time and expertise to analyze 
– May have higher transaction costs 
– Offer less probability of adequate diversification 

Consider Individual Securities if: 
• You have time and stock-picking expertise 
• You have $20-30k to buy 10-20 stocks 
• You are buying Treasury securities 

37 



What Are Bonds? 
Why Own Them? 

Bonds are IOUs issued by corporations or government  

•  Issued usually at face value of $1,000 

•  Some pay interest semi-annually over term of bond 
(corporate and government bonds) 

•  Others pay at maturity (EE and zero-coupon bonds) 

•  Cushion a stock portfolio 

•  Address short- and intermediate-term goals 38 



Individual Bonds vs. 
Bond Mutual Funds 

•  Individual bonds offer: 
– Semi-annual income stream 
– Return of principal at maturity 
– Ability to “ladder” (stagger) bond purchases 
 

•   Bond mutual funds offer: 
– Diversification- owns 100+ bonds 
– Dividends paid out periodically (e.g., monthly) 
– Low minimum to purchase 
– Liquidity 
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Bond Terminology 
•  Face Value  

– Dollar amount bondholder receives at bond’s 
maturity date 

– Usually $1,000 
•  Coupon rate  

– Stated interest rate 
–  Interest payments made every six months  
– Example: $1,000 x 5.8% = $58 (in two $29 

payments) 
•  Maturity Date = date on which face value repaid; 

generally 1 to 30 years 
40 



Treasury Bills, Notes, and Bonds 
Treasury Bills (T-Bills) 
•  $100 minimum with 4, 13, 26 and 52 weeks to maturity 
•  Sold at a discount 
 
Treasury Notes 
•  $100 units and typical maturities of 2, 3, 5, 7, and 10 years 
•  Interest paid every six months; generally a higher interest rate than T-Bills 
 
 Treasury Bonds 
•  Issued in minimum units of $100 with 30 year maturity dates 
•  Interest rates generally higher than Treasury notes and bills 
•  Interest paid every six months 
 
  Treasury Inflation-Protected Securities (TIPS) 
•  Sold in minimum units of $100 with 5, 10 or 20 year maturities 
•  Principal changes with inflation (measured by CPI) 
•  Pays interest twice a year at a fixed rate  

41 



 
State and Local Government 
Securities: Municipal Bonds  

 •  Issued by a state or local government 
–  Cities, counties, school districts, special taxing districts 

–  Funds used for ongoing costs and to build major projects  

•  General Obligation Bonds  
–  Backed by the taxing authority of issuing state/local government  

•  Revenue Bonds    
–  Repaid from money generated by project that funds finance (toll bridge) 

•  Interest exempt from federal taxes (reciprocal immunity) 
–  Capital gains may NOT be tax exempt 
–  Usually exempt from state and local taxes in state where issued 

–  Lower rate of return than on taxable bonds 
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Corporate Bonds 
•  A corporation’s written pledge to repay money with interest 

•  Considered safer than company stocks 
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Premiums and Discounts 

•  When a bond is issued, it is sold in one of 3 ways: 

– At its face value 

– At a discount below its face value  

– At a premium above its face value 

•  Interest rate risk affects bond value if sold before 
maturity 

44 



Approximate Bond Value 
Formula 

5.875% interest on $1,000 bond = $58.75 
 

•  New bonds pay 5% (decrease in coupon rate) 
•  Dollar amount of interest       $58.75 

 Comparable interest rate  =    5% (.05)    =  $1,175 
Bond worth more than face value because it pays interest rate 
higher than current market rate 
 
•  New bonds pay 6.5% (increase in coupon rate) 
•  Dollar amount of interest       $58.75 

 Comparable interest rate  =    6.5% (.065)   = $903.85 
Bond worth less than face value because it pays interest rate 
lower than current market rate 
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Taxable Equivalent Yield 
Formula 

%94.60694.
.28 - 1

.05  Yield Equivalent Taxable

:Example

rateYour tax  - 1
yieldexempt -Tax  Yield Equivalent Taxable

===

=

Use to compare the return on tax-exempt and taxable 
bonds 
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What Are Mutual Funds? 

Why Own Them? 
 
 

§  Portfolio of stocks, bonds, and/or other securities  
§  Collectively owned by many investors 

§  Managed by professional investment company 

 

Source: Personal Finance (Garman & Forgue) 47 



Mutual Fund Advantages 
•  Full time professional money management 

•  Reduced risk through diversification 

•  Low minimum to get started and reinvest 

•  Ready access to your money (liquidity) 

– Shares issued and redeemed on demand 

•  Automatic investment and withdrawal plans  

•  Monitoring performance is easy 
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Mutual Fund Disadvantages 
•  If broad market drops, so goes a fund 

•  No guaranteed rate of return 

•  Unwanted taxable distributions 

•  High fund expenses can erode returns 

49 



How Mutual Fund Investors 
Make Money 

Income Dividends 
–  Earnings paid from dividend and interest income 
–  Taxed as ordinary income 

Capital Gains Distributions  
–  Distributions when the fund buys and sells securities 
–  Taxed as a capital gain 
 

            Combination = Total Return 
 

Capital Gains (or Losses) 
–  Capital gains (or losses) when fund investors sell shares at a price 

different than price you originally paid 
–  Taxed as short- or long-term gains (or losses) 
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Net Asset Value 
NAV is the price that investors buy shares for and a 
fund pays per share when investors sell shares 
 
 Value of fund shares at market closing 
               Number of shares                      =  NAV 
 

 
Example:  $52,500,000  

     3,500,000     =  $15 per share  

51 



Dollar-Cost Averaging 

52 52 



Question #4: 
Do you practice dollar-

cost averaging?  
If so, how? 
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General Categories and Objectives 
of Mutual Funds 

•  Stock funds 

•  Bond funds 

•  Other funds 
 
Every fund fits into one of four investment objectives: 

– Growth 

– Current income 

– Growth and Income 

– Preservation of Capital 54 



Stock Funds 
Long-term 

Funds

Stock Funds Bonds Funds Other Funds

Growth 

Equity income 

Price growth vs. 
Dividend Income

Aggressive Growth

Socially responsible Invest in socially 
responsible firms

Economic SectorsSector funds

Company Size

Regional

Index funds Match index holdings

% U.S. vs.    
International

Small-cap 

Mid-cap 

Global 

International 

Large-cap

Source: Kapoor, Dlabay, & Hughes. Focus on Personal Finance  55 



Bond Funds 
Long-term Funds

Stock Funds Bonds Funds Other Funds

High-yield

Intermediate 
Corporate bonds
Intermediate U.S. 

Gov't bonds
Long-term 

corporate bonds
Long-term U.S. 

gov't bonds

Municipal bonds

Short-term 
corporate bonds

Short-term 
U.S.gov't bonds

Source: Kapoor, Dlabay, & Hughes. Focus on Personal Finance  
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Other Funds 
Long-term 

Funds

Stock Funds Bonds Funds Other Funds

Money Market Funds

Asset Allocation Funds

Balanced Funds

Lifecycle Funds

Fund of Funds

Source: Kapoor, Dlabay, & Hughes. Focus on Personal Finance  57 



Balancing Risk and Return  
Source: Garman and Forgue. 
Personal Finance (2008) 
 

58 



Mutual Fund Fees Source: Kapoor, Dlabay, 
& Hughes. Focus on 
Personal Finance  
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Mutual Fund Purchase Steps 
•  Identify type of fund that matches goal 

•  Research specific funds 

– Family of Funds: One investment company 
manages a group of mutual funds portfolios 

•  Get and read the prospectus 

– Prospectus: Required legal document that states 
a mutual fund’s investment objectives and policies 

•  Make initial purchase to set up an account 

•  Establish a schedule to buy more shares 60 



Investing for Retirement 

61 
61 



Asset Allocation 
•  Mixing different assets in varying proportions 

–  Conservative, Moderate, Aggressive portfolios with 
different asset weights: conservative portfolio = less stock) 

•  Spreads investment risk 
•  Percentage of stock determined by  

–  Age 
–  Risk Tolerance Level 
–  Time Frame for investing 

Source: eXtension 
Investing for Your 
Future course 
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Asset Allocation  
“Rules of Thumb” 
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Asset Allocation Rebalancing 
•  Periodically rebalance to maintain original weights 

– Sell “overweighted” asset class  
• May be a capital gain in taxable accounts 

– Buy “underweighted” asset class (new money) 
 

•  Determine a rebalancing “trigger” 
– Do when there is a 5% to 10% shift in weights 
– Do annually on a certain date 
 

•  Find out if retirement plan provides this service 
64 



Asset Allocation:  
A Weighted Average 

Source: Garman/Forgue, Personal Finance 
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Asset Allocation 
Examples 
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Building an Investment Portfolio 
•  Determine % of money in each broad asset class 

(e.g., 60% equity, 40% fixed income) 

•  Break down into more specific categories 

– Equity: 10% real estate, 50% stocks 

– Fixed-Income: 30% bonds, 10% cash 

•  Identify specific mutual funds or securities 

•  Key investment strategies 

– Dollar-cost averaging 

– Occasional portfolio rebalancing 67 



Investment Portfolio Example 

68 
68 



Investment Planning Tool 
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Break-Even (Minimum)  
Rate of Return (RR) 

Minimum RR: Return on investments (averaged 
together) needed to stay ahead of taxes and inflation 

– Formula: Inflation rate/100-tax bracket rate 

– Examples: 4/100-.28 =  4/.72 =  5.6% 

                      4/100-.25 = 4/.75  =  5.3% 

                      4/100-.15 = 4/.85  =  4.7% 

–  “It’s what you keep” 
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Rule of 72 
•  Tells how long it takes to double money if you 

know/assume the interest rate earned 
– Divide years into 72 to get time frame 

– Example: 72/8 (% interest) = 9 years 

 

•  Tells you the interest rate needed if you 
know/assume a time frame 
– Divide time into 72 to get interest rate 

– Example: 72/9 (years) = 8% interest 
71 



Rule of 115 
•  Tells how long it takes to triple money if you 

know/assume the interest rate earned 
– Divide years into 115 to get time frame 

– Example: 115/9 (% interest) = 12.8 years 
 

•  Tells you the interest rate needed if you know/
assume a time frame 
– Divide time into 115 to get interest rate 

– Example: 115/10 (years) = 11.5% interest 
 https://partners-network.com/2012/09/06/compounding-rules-of-72-115-and-144/  
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How to Determine Your Return 
(on Investment or Portfolio) 

•  Write down beginning balance (1/1) and ending 
balance (12/31) 

•  Add to beginning balance one-half of investment 
deposits 

•  Subtract from ending balance one-half of investment 
deposits 

•  Divide result of Step 2 by result of Step 1 

•  Convert to a percentage  
73 



Sample Calculation 
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Investment Record-Keeping: 
What to Keep 

•  Tax returns (3-6 years after filing) 

•  Retirement plan records (e.g., deposits, loans, 
conversions, rollovers, beneficiary designations) 

•  Annual account statements from mutual funds and 
brokerage firms 

•  Records of investment purchases, including gifts 
and inheritances  

•  Records of investment sales 
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Record-Keeping Form 

76 
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Choosing Financial Advisors 
•  Get referrals from friends and other professionals 

•  Get information from industry organizations 

–  CFP Board: https://www.cfp.net/  

–  NAPFA: https://www.napfa.org/  

–  XY Planning Network (Young Adult Focus): 
http://www.xyplanningnetwork.com/consumer/find-advisor/  

–  Garrett Planning Network (Middle Income Focus): 
http://www.garrettplanningnetwork.com/  

•  Interview at least three advisors; ask questions 

•  Check compensation methods: fee (e.g., flat fee, 
retainer, or AUM), commission, fee and commission 
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Develop a Personal 
Investment Statement 
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Investment Information Sources 
•  Stock and Mutual Fund Annual Reports 
 
•  Financial Publications 

–  Examples: Kiplinger's Personal Finance, WSJ, Money 
 

•  Quality Ratings 
–  Bonds -- Standard & Poor’s, Moody’s 

–  Annuities -- Standard & Poor’s, Moody’s, Duff & Phelps, 
Weiss Research, A.M. Best 

–  Stocks -- Value Line Investment Survey 

–  Mutual Funds -- Morningstar 
Many references are available at public libraries, websites, or via social media 79 



Investment Calculators 
•  Investment Calculator [Inputs Include Investment Goal, Years to Save, Return on 

Investment, and Periodic Contribution] (Bankrate): 
http://www.bankrate.com/calculators/retirement/investment-goal-calculator.aspx  

•  Investment Calculator [Includes a Bar Graph and Pie Chart to Illustrate the Results] 
(Smart Asset): https://smartasset.com/investing/investment-calculator#a8ckPOiQ2v   

•  Investment Calculator [Includes Interactive Bar Growth to Illustrate Balance 
Accumulation Over Time] (Calculator.net): 
http://www.calculator.net/investment-calculator.html  

•  Municipal Bond Tax Equivalent Yield Calculator (David Lerner Associates, Inc.): 
https://www.davidlerner.com/calculators/bond-calculator  

•  Tax Equivalent Yield Calculator (Bankrate): 
http://www.bankrate.com/calculators/retirement/tax-equivalent-yield-calculator-
tool.aspx  

•  Taxable Equivalent Yield Calculator (Oppenheimer Funds): 
https://www.oppenheimerfunds.com/investors/taxable-equivalent-yield-calculator  
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Infographic Insights  
•  Stock Market Terminology: 20 Terms You Need to Know Infographic (TimothySykes.com): 

http://www.timothysykes.com/blog/stock-market-terminologyinfographic/  

•  Penny Stocks 101 Infographic (TimothySykes.com): 
http://www.timothysykes.com/blog/penny-stocks-101-infographic/  

•  10 Financial Lessons We Can Learn From Warren Buffet Infographic (Monevator): 
http://monevator.com/warren-buffetts-investing-tips-infographic/  

•  In Investing, It’s When You Start and Finish Infographic (New York Times): 
http://www.nytimes.com/interactive/2011/01/02/business/20110102-metrics-graphic.html?_r=0  

•  Trading vs. Investing Infographic (CFA Institute): 
http://www.wallstreetmojo.com/trading-vs-investing/  

•  Can I Become a Millionaire if I Invest in the Stock Market? Infographic (TimothySykes.com): 
http://www.visualistan.com/2014/06/can-i-become-millionaire-if-i-invest-in-stock-market.html  
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Investment Risk Tolerance Quiz  
 Take the Rutgers Cooperative Extension Investment Risk 
Tolerance Quiz: http://njaes.rutgers.edu/money/riskquiz/  
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The Balloon Test 
https://www.investmentphilosophy.com/behavioural-
finance/your-attitude-to-risk/the-balloon-test  
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Question #5: 
Any other good 

investing resources? 
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The Bottom Line on Investing 
•  Get started now 

•  Over time, stocks have outperformed all investments 

•  Know your investment risk tolerance 

•  Match investments to your goals 

•  The biggest risk in investing is not investing -- 
inflation is the enemy 

•  Mutual funds are a good tool for beginners 

•  Reinvest dividends and capital gains 

•  Take a long-term view and hold on 
85 



Connect with MFLN Personal Finance Online! 

MFLN Personal Finance 

MFLN Personal Finance @MFLNPF 

PF SMS icons PF SMS icons 
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MFLN Intro
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We invite MFLN Service Provider Partners 
 to our private LinkedIn Group! 

https://www.linkedin.com/groups/8409844 

DoD 
Branch Services 

Reserve 
Guard 

Cooperative Extension 



Evaluation & 
Continuing Education Credits 

The Personal Finance Concentration Area offers 1.5 credit hours 
from AFCPE for AFC-credentialed participants and 1.5 CEUs 
from FinCert for CPFC-credentialed participants. 
 
Please complete the evaluation and post-test at: 
https://vte.co1.qualtrics.com/jfe/form/SV_cBhGUNUF0BH3yeN 
  
Must pass post-test with an 80% or higher to receive certificate. 
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MFLN Personal Finance 
Upcoming Event 

CFPB Research: The Greatest Hits 
•  Tuesday, October 3 
•  11:00 am – 12:30 pm ET 
•  Location: learn.extension.org/events/3069 

 
 

 
For more information on MFLN Personal Finance go to:  

https://militaryfamilies.extension.org/personal-finance 
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militaryfamilies.extension.org/webinars 

90 This material is based upon work supported by the National Institute of Food and Agriculture, U.S. Department of Agriculture, and the Office of Military Family 
Readiness Policy, U.S. Department of Defense under Award Number 2015-48770-24368. 


