Unit 3 Review Guide

Day 1 
Define opportunity cost: 

What is the difference between saving and investing? 

What is the opportunity cost of saving?

What is the opportunity cost of investing?

If the Woodlund family spends their grocery money for the month on jeans for their daughters, what is their opportunity cost for…


Spending: 


Saving:

___/5

Day 2

What is the simple interest equation? 

What do each of the letters in the equation stand for? 

What is the future value of $500 at .01% interest at the end of 1 year? 

If I put $1,000 in a CD that earns 5% simple interest in 5 years, how much will I have when I cash in the CD?

Explain why compounding interest is better than simple interest:

___/5

Day 3

Define investment yield: 
Be able to use the Rule of 72 by giving 4 examples: 


1.


2.

What is the rule of return?

(Day 3)

Draw a sample of the investment pyramid and label (bonds, mutual funds, savings accounts, CDs, and commodities) and the risk/return arrow. 

If one savings account offers a .001% rate while another offers a .04% rate, which one would be the better option from an investment perspective and why? 

___/5

Day 4

Define stock: 

What is an opportunity cost of trading stock?

What is a benefit of trading stock?

What kind of stock allows holders a vote in company elections?

What kind of stock allows holders to be paid first? 

Explain the role of a stock broker: 

(Day 4)
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What is the ticker symbol?

What market is this stock traded on?

What is the price? 

What is the yield on this stock today? 

___/10
Day 5

What is a bond and why is it risky? 

What are the two types of bonds and which one is riskier?

What is a fund and why is it risky? 

___/3
Day 6

Define inflation:

How does inflation affect spending and saving decisions?

What is the Rate of Return equation?

(Day 6)

If you purchased a stock today at $6.50 per share and it now costs $3.25, what is the rate of return if you sell it today?

If you purchased a stock today at $20.50 per share and it now costs $21.25, what is the rate of return if you sell it today?

What does it mean if your rate of return is negative?

What is the difference between real and nominal rate of return?

___/7
Day 7 
List the five types of investment risk and explain each one:

___/5

TOTAL POINTS ___/35
