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Choose from any of the following:
6.1 Balancing risk and return 

6.2 Saving and investing aren't the same 

6.3 Saving 

6.4 Investing 

6.5 Loans
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the greater the risk of an investment losing money, the greater the potential for making money. Or to put it another way, if an investment is very risky, the amount of money you could make out of it if it pays off can be very high. Equally, if an investment has a very low risk, the amount you stand to earn on it may also be low. Other factors you will need to consider for investments are; how long you want to invest the money for and whether you need quick access to it at any time during the investment period.

Here are two extreme examples: 
· investing in stocks on the stock market can be very risky, as the chances of making a profit are difficult to predict; with volatile (fast moving) stocks profits can be very high, and so can losses - therefore extreme caution is required.

· putting your money in a bank or building society savings account carries a very low risk, but the returns (the interest you earn on the money in your account) are also relatively low. 

When making decisions on how to invest, you have to balance the risk and the return - so if there is an investment opportunity with lower risk and a potentially better than average return, this could be a better option for most people than an investment with potentially much greater return and a higher risk. You should consider balancing low risk investments with some higher risk ones.

6.2 Saving and Investing aren’t the same

Saving is the term often used when referring to putting a regular amount of money away for short term goals such as paying for a new washing machine, a deposit for a car or a summer holiday. As these goals are short term, saving often means putting money in low risk, easy access bank/building society accounts or cash ISAs. Saving can be an effective way of managing your money and to provide a safety net for emergency expenses.

Investing is associated more with longer-term goals such as retirement, paying for a child’s higher education or planning to change your lifestyle. Investing generally means buying products such as collective investments, insurance bonds, ISAs, and individual shares. Many people also see their house as the biggest investment they will make.

Remember, investing always includes a risk that you might lose some or all of your money. As investing carries risks, you should talk to a financial adviser or investment specialist about what may be suitable for you and your circumstances. Often, the fact-finding process they go through with you helps you to realise what you actually want. For example, it examines your attitude to risk in some detail. Also, it might help you to find out about how much money you can afford to put aside for investing or saving.

6.3 Saving

Start small. Don’t give up. Don’t dip into your savings unless it’s an emergency. Did you know that if you saved £1 per day and invested it at 3%, you could have almost £27,500 in 40 years? This incredible figure is due to 'compound intrest' (which is interest on interest over a long period). The earlier you start saving, the more time you leave for compound interest to take effect.

The final sum over a long period is considerably affected by the interest rate applied to your savings. Even if your savings are initially in a high interest account, check every now and again to see if you can get a better interest rate elsewhere.
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Savings and banking
If you've got money to save you have various options. 

If you want your money to be as safe as possible, then you should consider putting it into a bank or a building society. Look for the one with the best interest rate i.e. the one where your money will grow the most. 

You'll have a choice of two main types of accounts, 'notice accounts' and 'no notice accounts':

No-notice accounts are where you can withdraw your money immediately, without having to wait for a notice period.

Notice accounts usually pay better rates of interest. You'll have to serve out a pre-agreed notice period before you withdraw your cash, typically 30, 60 or 90 days. (Some notice accounts will let you withdraw your money immediately if you pay a penalty.)

Pardner scheme
A group of people regularly deposit sums of money over a fixed interval with a principal individual, the ‘banker’, in a central fund. Each person in the group takes a turn in withdrawing their ‘hand’, usually the total amount collected for that week or month. It tends to operate amongst friends, families or close groups of other kinds. It is more frequently used for saving for smaller purchases, usually in conjunction with other more formal borrowing or savings schemes.
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Save as you earn
A way of saving money, via payroll deduction, which helps you put money aside before you get hold of it. You authorise you employer to take an amount of money from your wage/salary. They hold this in an account for you. If you don't get it you can't spend it. Current minimum deduction is just £5 a week and maximum of £250 per week (there may be restrictions with regard to the term you are required to save for, so seek further advice if this appeals to you).

6.4 Investing

Investing your money is often driven by the need to see it grow in value. Some people will invest their money to create additional income either now or in the future. Investment often involves a lump sum, as well as regular payments.

[image: image5.png]Different goals call for different strategies. Depending on what you
want to do you need different saving or investment strategies. You
may also find it useful to take a look at our Personal life choices
section. Below you can find some aspects that you might want to
consider before you invest in something:

Buy a home
Your home may be one of the biggest investments you'll ever make.
Make sure you inform yourself before you decide to buy a property.
Try to get information about different mortgages to choose the one
most suitable for you. Depending on how much money you can afford
to pay monthly on your mortgage you can choose different mortgages
varying in length of repayments.

Refinance
If the time is right, refinancing your home can help you save a lot of
money. If you have paid off some of your loan you might be able to
change your monthly mortgage repayments to a smaller amount. This
way you would have more money to work with each month. For
example, you could use this extra money if your income is getting
lower- or if your income stays the same you could use the money to
start another saving or investment plan.
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Good planning and a little know-how can make the challenges of
financing a college education for your children a little less daunting.
Try to plan ahead as early as possible. You can get special interest
offers if you start a savings account over a fixed period of time, e.q.
15 years. Whichever way you decide to invest or save for your
children's college, consider in your planning that you have to have
access to the money when your children start college.

Invest for retirement

Whether retirement is five or fifty years off, the sooner you get
started, the better. Try to get information about different investment
options, pensions plans and saving schemes.




[image: image7.png]When you're trying to decide what sort of investment to choose, there
are two main factors you need to consider - the type of investment
and the security of your income.

The investment

Before you decide to invest in something, you should ask yourself
some questions:

© How much money can you invest?

© How long do you want to invest for?

© When are you planning on using the money again?

© When you invest, is there a chance that you will need part of the
money at some point?

©How big of a risk can your investment be?

©Did you consider leaving some of your money for emergencies?



[image: image8.png]Make sure you thoroughly research before you invest. It is important
that you don't get carried away by the prospect of tax advantages
while you forget to research what you are really investing in. You
should find out how safe your investment is and what is happening
with your money. For example, if you are against animal testing you
might choose not to buy shares of a company who is conducting
these.

Security of your income

When you decide to make an investment you also have to consider
the security of your income. If you invest all your savings and your
income is not secure, you are putting up with a high risk. You don't
have a guarantee for profit when you make an investment- and you
should always be aware of that when you invest. Also bear in mind
that when you finance an investment by taking money from your
monthly income and you lose that source, then you can lose your
investment.
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investment. To be able to do so, you need to:

© Understand that there always is a risk about investing money. If
somebody tries to promote an investment as risk-free, be careful
and suspicious. Get lots of information about what you want to
invest in and make informed decisions.

© Identify and understand the risks that are involved in your
investment.

© Think about reducing the risk by not having one big investment
but several smaller ones, which are independent from each other.

© Focus on investments that can bring more profit than just a rise
with inflation.

© Don't panic when prices go down. When you invest you have to
be prepared that prices do not only rise but can also fall. Don't
panic and sell investments too quick if your investment is of high
quality and has potential to rise again.

Reqularly review your investments since many things change
including your own circumstances and feelings so it is important to
check if everything still meets your needs.




[image: image10.png]If you want financial security and a sense of accomplishment that
comes with investing successfully, you have to be willing to take some
risks. In most cases, risk means the possibility you'll lose some or
even all of the money you invest.

Identifing and analysing risk is absolutely vital but may be complex
and technical. For this reason it is very important to seek the
assistance of a professional financial adviser who can design an
investment portfolio for your specific needs and review it when
needed. You may be charged for this advice.




6.5 Loans

What type of loan should I choose?
The type of loan you choose generally depends on two factors: 
· the reason for the loan 

· your financial circumstances. 

Most people who borrow money have a good reason for doing so, and most banks are sympathetic to their customers' needs. Common reasons for borrowing include:

· education

· buying appliances such as a washing machine

· getting married

· going on holiday

· gifts for special occasions

· paying tax

· taking advantage of a sale

· buying property

· emergency

· shortage of cash

· furnishing a new home
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[image: image12.png]© Idon't have a regular income,
and can't budget for fixed
monthly payments.
TIs there another repayment
method?

© How much should I borrow?

© How long should I take to
repay the loan?

© What is a secured loan?

© should I use my home
as security?

© What is the difference between
aloan and an overdraft?

© What is the difference between
hire purchase and leasing for
a car loan?

© What if I lose my job and can't
keep up the repayments?

© What if my partner or T
die unexpectedly?

© Why do interest rates vary so
much between different loans?

© what other costs are involved
borrowing money?

(© Besides interest rates, what
else should I consider when
borrowing money?
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· I don’t have a regular income and I can’t budget for fixed monthly payments. Is there another repayment method? For most loans you will be asked to repay a set amount each month. A regular monthly income makes repayments easier and allows you to plan your budget.
However, not everyone is happy with fixed payments. You may be self-employed with an irregular income and can’t budget for a fixed monthly repayment. Or you may require a stand-by facility that you only use when you need it. In these cases, you may want to choose a loan with flexible repayments, such as an overdraft.
· How much should I borrow? The amount of your loan largely depends on:
· How much you need
· Whether you can afford to repay it without leaving yourself short of money each month
Try not to borrow more than you actually need. Remember you should also calculate your other commitments.

Try our budget planning tools to estimate how much you have felt at the end of each month to put towards loan repayments.

· How long should I take to repay the loan? This will affect the amount of your monthly repayments. You must have enough left out of your income after loan repayments to live and, ideally, still be able to save some money.
In most cases, you should make sure that the period of your loan is not longer thatn the life of whatever you are buying or doing.

For example, you want a second-hand car and you take aout a loan for £1500 over 18 months. After one year, you still owe £500 on your loan, but you sell the car and another for £2000, and you haven’t been able to save for it. 

With careful budgeting, you can balance the amount you borrow with the period of the loan and the amount you can afford to repay each month.

· What is a secured loan? A secured loan is when you offer something as security in return for the money you borrow. This cold be your house, your car or your deposits; as long as it has a value which at least matches the amount of the loan.
A secured loan carries a lower rate of interest than an unsecured loan. A disadvantage if having a secured loan is that if you can’t keep up your loan repayments, the lender could claim your security to pay out the loan.

You must decide whether to pay less interest for a secured loan, and risk your security, or pay more interest for an unsecured loan.

· Should I use my home as security? If the security was a mortgage on your home such an action could be disastrous. Anyone who is considering borrowing to invest against the security of their home should think about taking out suitable insurance to ensure that this vitally important asset is not threatened if the worst comes to the worst.
It is most important that you understand the full implications of any borrowing.

Having this understanding enables you to make a rational decision whether to go ahead and you can consider taking out appropriate insurance protection if necessary. Of course, you should only take out a loan when you’re sure you can afford the repayments.

· What is the difference between a loan and an overdraft? A loan is when you borrow a fixed amount of money for a fixed period of time. This is the most economic way of borrowing money because the interest rate is lower. If you don’t know exactly how much you need and when you’ll need it, you can up a credit limit which offers flexible repayments. This kind of borrowing costs less if you secure the loan with your assets.
Overdrafts are a fast and convenient way to get funds when you need them. It is a credit limit agreed with your bank. It allows your account to be overdrawn up to a set limit. Once you’ve arranged your overdraft, you can use it whenever you need it, and pay it back over time. Just make sure that you stay within the limit you agree with the bank, as there are extra charges if you exceed it.

· What is the difference between hire purchase and leasing for a car loan? Hire purchase finances the purchase of vehicles and equipment. The asset under finance (e.g. a car) is purchased by the finance house and hired to the customer. Its ownership is passed on to the customer (the hirer) when the last instalment is paid.
Leasing is another finance arrangement similar to hire purchase. With lower interest rates, leasing requires customers to pay advance rentals.

· What if I lose my job and can’t keep up the repayments? Your bank is usually willing to help customers when they have financial problems. However, there are ways of protecting yourself. If you have a home mortgage loan, mortgage protection plan offers a safeguard to ensure that you don’t lose your home if you are ill, can’t work or become unemployed.
· What if my partner or I die unexpectedly? This eventuality, grim though it is, could be covered by life insurance to repay outstanding debts on death.

· Why do interest rates vary so much between different loans? Partly because of the risk involved. If a bank grants a loan to an individual without any form of security, it risks losing the money should the individual be unable to repay, or leave the country without warning, leaving the loan unpaid. This does happen occasionally causing the bank to factor in an extra charge for unsecured loans to protect itself. 
Another reason is the amount of the loan. Every time a loan application is received, there is paperwork to be done. This is why interest rates are set lower for borrowing larger amounts. This may help you choose the type of loan you need. But you should also be aware of other loans related costs, which can vary from bank to bank.

Finally, some less scrupulous lenders may play on customer ignorance of financial matters. They may use financial jargon to confuse the customer so they can charge ridiculously high interest rates. Always borrow from an organisation with a recognised name.

· What other costs are involved in borrowing money? The cost of a loan is calculated using an annualised percentage rate (APR, which takes into account the interest rate plus extra fees or charges to be paid.
Common extra risks include:

· service fee – this is a fee (usually annual) charged by a bank for handling the loan

· unauthorised overdraft – exceeding your overdraft limit costs you money and the bank will charge you directly

· special administration fee – for some loans, if you need the money urgently, theb ank will make it available within a short period of and will charge a fee for doing so

· interest on overdue repayments – if you fall behind on your loan repayments, you will be charged interest on the amount overdue, either at a fixed rate or at the prevailing rate. This is charged daily, so it is wise to keep up the repayments.

· application feed – some loans require a fee for the application, which is a one-time payment at the beginning of the repayment period.

· early repayment fees – in some cases, if you wish to repay a fixed loan earlier thatn the agreed term, you will have to pay an extra fee to compensate for the interest lost by the bank or loan company. Mortgages incur some additional costs such as legal fees and stamp duty.

· Besides interest rates, what else should I consider when borrowing money? When you compare different loans at different banks or loan companies, interest rates should not be your only consideration. Check if there are any othercosts and hidden fees. Also, be sure that you feel comfortable with the bank and loan company you are borrowing the money from. And don’t you forget check the following:

· The convenience of the branch network

· The other services available

· The local expertise of the bank

· Should I borrow from my friends? People borrow from friends for a variety of reasons:

· There might not be additional charges

· To return the favour ins ome time in the future

· Because you cannot get a loan or bank overdraft

· Because it is not a large amount

Unlike the other forms of borrowing, borrowing from a friend might not have any additional fees or charges and your friend might be more relaxed with the repayment terms.

While this sounds good, there are other risks peculiar to this type of borrowing:

· Not having the full amount of loan available from your friend

· Not paying all the money back

· You and your friend might fall out with each other because of a dispute over the loan

When you need to take out a loan remember that you will have to pay it back. Choose the loan carefully and keep in mind that there is a risk you might not be able to pay all the money back within the time.

If you need advise about taking out a loan, you can talk to an IFA (independent Financial Adviser) or investment adviser. All advisers are paid for giving you advise about a financial product. This means that they might be interested in recommending one product more than another one, just remember this when you consult an IFA.

Thanks to the Financial Services Act, all advisers have to declare any commission or fees they'll get. So you'll be able to consider this as and when it comes up (i.e. before you sign anything look for this statement and ask them about it). 

To find an IFA in your area, visit the IFA Promotion web site: http://www.unbiased.co.uk/.

6. Risk and Return





This section covers the basic rules of money management. It should enable you to make intelligent and informed decisions as to how you could make the most of your money and stay out of debt.


Nothing you do is going to change your financial situation overnight, but each time you make a sound financial decision, it will make a small difference. It is important to keep an open mind about your personal finances and to stick to your goals. You need to find a plan that works for you and stick to it.








6.1 Balancing Risk and Return


To make the right decisions about saving and investing, you need to understand the relationship between risk and return.


Firstly risk and return are directly related:








I'd rather keep it under the mattress than trust anyone else �You might not trust anyone else with your money and choose to hide it away somewhere in the house. The risk here is that you could forget where you put it or someone else might find it. You could lose every penny, so let's take a look at some more secure alternatives.








Credit unions�Another alternative to saving and borrowing with a bank or building society is to use a credit union.





Activity: When you're thinking of taking out a loan, ask yourself the answers to the following questions. You can take a look at the next page to find out more afterwards.








