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Personal Management 

Merit Badge Requirements

1. Do the following: 

a. Choose an item that your family might want to purchase that is 

considered a major expense.

b. Write a plan that tells how your family would save money for the 

purchase identified in requirement 1a.

1. Discuss the plan with your merit badge counselor

2. Discuss the plan with your family

3. Discuss how other family needs must be considered in this plan.

c. Develop a written shopping strategy for the purchase identified in 

requirement 1a. 

1. Determine the quality of the item or service (using consumer 

publications or ratings systems).

2. Comparison shop for the item. Find out where you can buy the 

item for the best price. (Provide prices from at least two different 

price sources.) Call around; study ads. Look for a sale or 

discount coupon. Consider alternatives. Can you buy the item 

used? Should you wait for a sale?



Personal Management 

Merit Badge Requirements

2. Do the following: 

a. Prepare a budget reflecting your expected income (allowance, gifts, 

wages), expenses, and savings for a period of 13 consecutive 

weeks.

b. Compare expected income with expected expenses.

1. If expenses exceed budget income, determine steps to balance 

your budget.

2. If income exceeds budget expenses, state how you would use 

the excess money (new goal, savings).

c. Track and record your actual income, expenses, and savings for 13 

consecutive weeks (the same 13-week period for which you 

budgeted). (You may use the forms provided in this pamphlet, 

devise your own, or use a computer-generated version.) When 

complete, present the records showing the results to your merit 

badge counselor.

d. Compare your budget with your actual income and expenses to 

understand when your budget worked and when it did not work. With 

your merit badge counselor, discuss what you might do differently 

the next time.



Personal Management 

Merit Badge Requirements

3. Discuss with your merit badge counselor FIVE of the 

following concepts:

a. The emotions you feel when you receive money.

b. Your understanding of how the amount of money you have with you 

affects your spending habits.

c. Your thoughts when you buy something new and your thoughts 

about the same item three months later. Explain the concept of 

buyer's remorse.

d. How hunger affects you when shopping for food items (snacks, 

groceries).

e. Your experience of an item you have purchased after seeing or 

hearing advertisements for it. Did the item work as well as 

advertised?

f. Your understanding of what happens when you put money into a 

savings account.

g. Charitable giving. Explain its purpose and your thoughts about it.

h. What you can do to better manage your money.



Personal Management 

Merit Badge Requirements

4. Explain the following to your merit badge counselor:

a. The differences between saving and investing, including reasons for 

using one over the other.

b. The concepts of return on investment and risk and how they are 

related.

c. The concepts of simple interest and compound interest.

d. The concept of diversification in investing.

e. Why it is important to save and invest for retirement.

5. Explain to your merit badge counselor what the following 

investments are and how each works:

a. Common stocks

b. Mutual funds

c. Life insurance

d. A certificate of deposit (CD)

e. A savings account

f. A U.S. savings bond



Personal Management 

Merit Badge Requirements

6. Explain to your counselor why people might purchase the 

following types of insurance and how they work:

a. Automobile

b. Health

c. Homeowner's/renter's

d. Whole life and term life

7. Explain to your merit badge counselor the following:

a. What a loan is, what interest is, and how the annual percentage rate 

(APR) measures the true cost of a loan.

b. The different ways to borrow money.

c. The differences between a charge card, debit card, and credit card. 

What are the costs and pitfalls of using these financial tools? Explain 

why it is unwise to make only the minimum payment on your credit 

card.

d. Credit reports and how personal responsibility can affect your credit 

report.

e. Ways to reduce or eliminate debt.



Personal Management 

Merit Badge Requirements

8. Demonstrate to your merit badge counselor your 

understanding of time management by doing the following:

a. Write a "to do" list of tasks or activities, such as homework 

assignments, chores, and personal projects, that must be done in 

the coming week. List these in order of importance to you.

b. Make a seven-day calendar or schedule. Put in your set activities, 

such as school classes, sports practices or games, jobs or chores, 

and/or Scout or place of worship or club meetings, then plan when 

you will do all the tasks from your "to do" list between your set 

activities.

c. Follow the one-week schedule you planned. Keep a daily diary or 

journal during each of the seven days of this week's activities, writing 

down when you completed each of the tasks on your "to do" list 

compared to when you scheduled them.

d. With your merit badge counselor, review your "to do" list, one-week 

schedule, and diary/journal to understand when your schedule 

worked and when it did not work. Discuss what you might do 

differently the next time.



Personal Management 

Merit Badge Requirements

9. Prepare a written project plan demonstrating the steps 

below, including the desired outcome. This is a project on 

paper, not a real-life project. Examples could include 

planning a camping trip, developing a community service 

project or a school or religious event, or creating an 

annual patrol plan with additional activities not already 

included in the troop annual plan. Discuss your completed 

project plan with your merit badge counselor.

a. Define the project. What is your goal?

b. Develop a timeline for your project that shows the steps you must 

take from beginning to completion.

c. Describe your project.

d. Develop a list of resources. Identify how these resources will help 

you achieve your goal.

e. Develop a budget for your project.



Personal Management 

Merit Badge Requirements

10.Do the following:

a. Choose a career you might want to enter after high school or college 

graduation. Discuss with your counselor the needed qualifications, 

education, skills, and experience.

b. Explain to your counselor what the associated costs might be to 

pursue this career, such as tuition, school or training supplies, and 

room and board. Explain how you could prepare for these costs and 

how you might make up for any shortfall.



Requirement 1

Do the following: 

a. Choose an item that your family might want to purchase that is considered a 

major expense.

b. Write a plan that tells how your family would save money for the purchase 

identified in requirement 1a.

1. Discuss the plan with your merit badge counselor

2. Discuss the plan with your family

3. Discuss how other family needs must be considered in this plan.

c. Develop a written shopping strategy for the purchase identified in requirement 1a. 

1. Determine the quality of the item or service (using consumer publications or 

ratings systems).

2. Comparison shop for the item. Find out where you can buy the item for the 

best price. (Provide prices from at least two different price sources.) Call 

around; study ads. Look for a sale or discount coupon. Consider alternatives. 

Can you buy the item used? Should you wait for a sale?



Meeting a Family Financial Goal

Å Generally, a major expense can be thought of as a cost either greater 

than 10% of a parentôs monthly income or needing to incur debt that 

would need to be paid back over time.

Å Purchases that are considered major expenses for most families:

ï Car

ï Roof

ï Television

ï Furnace/Air Conditioning System

ï Boat

ï Computer/Gaming System

ï College Tuition

ï Washing Machine/Dryer

ï Vacation

Å Download the ñMajor Expense Worksheetò that accompanies this 

presentation to help you with the completion of Requirement 1.



Meeting a Family Financial Goal

Å Major family Purchase ïNew Sony Flat Screen TV (Cost: $750). 

ï The question that needs to be asked is, ñHow much money does the family have 

leftover after all necessities are paid for?ò 

Å A budget is essential to track how much money your family makes in 

a month versus how much money they spend. 

Å Recognizing where youôre spending money every month allows you 

to see if you can reduce any of those costs.

Å Spending less than is made allows the extra to be saved for other 

purchases such as a $750 TV.

ï Saving $250 every month will require 3 months.

ï Saving $75 every month will require 10 months. 



Comparison Shopping

Å Compare prices of competing sellers and comparable products in 

order to find the best value. 

Å Comparison shopping strategy using the TV example: 

ï Research the item: Look for the features you desire. 

ï Determine quality: Go to Amazon and look at the Sony TVôs ratings and customer 

feedback.

ï Consider alternatives: Scroll down to check out the óCustomers who viewed this 

item also viewedô section to see other top TVs that are similar to the Sony TV.

ï Comparison shop: Take the top three TVs with 4+ star ratings and do a general 

Google search to see if there are any lower prices available.

ï Make an informed decision: Given each modelôs lowest available price, buy the 

TV that provides the greatest benefits relative to its cost from a reputable seller.

ï Factor in delivery fees and taxes as part of the overall price.



Comparison Shopping for Typical 

Household Purchases

Å Understanding the Unit Price

Å Look at a shelf price tag in the grocery store and youôll zero in first on 

the price in the larger font. 

ï That price is telling you how much youôll pay for the entire package of goods. 

Å Look a little closer and youôll also see a smaller number that will tell 

you the price per ounce/pound/liter/cookie youôll pay when you buy 

that package. 

ï This number is the unit price and itôs there to help you compare products when 

they come in different-sized packages. 

ï It basically breaks down the cost per cookie when youôre looking at two packages 

ð say, one with 24 cookies and the other with 12 ð so you can find the better buy 

without doing any math.



Which One Is the Better Buy?

15

14 oz.

At

$1.79

32 oz.

At

$2.99

64 oz.

At

$3.99

Unit Price: 

$2.05/lb.

Unit Price: 

$1.50/lb.

Unit Price: 

99.8¢/lb.



Be an Informed Shopper

16

Which is better for your teeth? Pro-Health or Pro-Health Advanced? 

Note: The cost per oz. for the same active ingredients.

4.3 oz. Tube $3.97 - 92.3¢/oz.

5.1 oz. Tube $4.97 - 97.5¢/oz.



Customer Satisfaction

Å While shopping, ask about 

guarantees, return policies, and 

service policies.

Å A store might have a great price on a 

product, but it might not have a 

service center to support the repair of 

the product.

Å If there is a problem with the product, return it to the store promptly. 

ï Be sure to keep your receipt.

ï Most stores want to ensure customer satisfaction and will offer to replace the 

product or repair it.

ï Ask to speak to the manager if the problem is not addressed to your satisfaction.



Requirement 2

Do the following: 

a. Prepare a budget reflecting your expected income (allowance, gifts, wages), 

expenses, and savings for a period of 13 consecutive weeks.

b. Compare expected income with expected expenses.

1. If expenses exceed budget income, determine steps to balance your budget.

2. If income exceeds budget expenses, state how you would use the excess 

money (new goal, savings).

c. Track and record your actual income, expenses, and savings for 13 consecutive 

weeks (the same 13-week period for which you budgeted). (You may use the 

forms provided in this pamphlet, devise your own, or use a computer-generated 

version.) When complete, present the records showing the results to your merit 

badge counselor.

d. Compare your budget with your actual income and expenses to understand when 

your budget worked and when it did not work. With your merit badge counselor, 

discuss what you might do differently the next time.



Budgeting

Å What is a Budget?

A budget is an estimate of how much money youôll 

make and spend over a certain period of time, 

such as a month or year. 

Å Whatôs the purpose of a budget?

ï Budgeting is about taking control of your money. 

ï Making a budget shouldnôt feel like a punishment, 

but a plan for all of your money - that includes 

money for fun stuff, too.

ï A budget doesnôt have to be rigid. 

ï Budgets need to change as your circumstances 

change because surprises and mistakes will 

happen.

Å While a  budget is easy to understand, it 

takes self-discipline to follow.  

ï Self-discipline is probably the most important single 

factor in helping you to attain your personal goals.  



Learning to Budget

Click on the video for a quick walkthrough on budgeting.



Pay Yourself First Budget
Å The "pay yourself first" method has you put a portion of your paycheck 

into your savings or retirement before you do anything else with it. 

Å When you add to your savings immediately after you get paid, your 

monthly spending naturally adjusts to what's left.

Å Paying yourself first can be effective because it ensures you save 

something every pay period, and it eliminates the possibility that you'll 

spend money you intended to save.

Å What are examples of paying yourself first?

ï Your employer withdraws part of your paycheck for a retirement savings plan such as 

a 401(k) or 403(b).

ï You set up direct deposit so that a portion of each paycheck goes to a savings 

account while the rest goes to checking.

Å Paying yourself first describes any scenario in which you prioritize 

saving or investing for the future ahead of other expenses.



How Do You Pay Yourself First?
Å Keep your savings in a separate account 

from your spending money to avoid 

temptation to spend your savings. 

Å Set up direct deposit of your paycheck so 

that the money youôve earmarked for 

savings never enters your spending 

account.

Å Paying yourself first requires balance. 

ï Choose a reasonable amount or percentage of 

your check that won't leave you unable to pay 

your bills or meet other financial obligations. 

ï Try to save enough to make a difference in your 

savings account balance. 

ï To find the sweet spot, you'll need to take a close 

look at your budget.



What percentage should you pay yourself?

Å To determine the right amount for you to save each month, you will 

need to craft a budget. 

Å Here's how to examine your income and expenses:

ï Determine your monthly take-home pay (your income after taxes and retirement 

contributions are withheld).

ï Setting aside 10-20% of your income is a good target for savings, although the right 

amount will vary based on your circumstances.

ï Track your expensesðincluding housing, utilities, loan payments, transportation 

costs, childcare, food, medical expenses and other bills. 

ï Plug the numbers into the equation: Income ïSavings ïExpenses = Spendable.

ï The result is your spendable income, or the amount of money that's available to 

spend without putting any essential bills, or your savings, in jeopardy.

Å Make sure you're happy with the amounts you're saving and spending, 

and ask yourself if there are opportunities to spend less. 

Å When you find ways to cut expenses, you can use the money you're 

freeing up to boost your savings.



Make the Savings Automatic
Å Once you've arrived at a number you're 

comfortable with, set up automatic deposits 

from your paycheck into a dedicated 

savings or investment account to ensure 

you always get paid first. 

ï One option is to set up a split direct deposit so 

that for each paycheck, the pay-yourself-first 

money goes into your designated savings account 

while the rest goes to your general checking 

account. 

ï Another option is to set up a recurring transfer that 

moves money from your general account to your 

designated savings account at a certain time 

every month or pay period.

Å Do not put the money into the account that 

you use for day-to-day expenses.

ï It is too easy to accidentally spend or lose track of. 



Methods to Track Expenditures

Å Checks and credit cards

ï These expenditures leave a paper trail.

ï Download the ñCheck Writing Exerciseò that 

accompanies this presentation to learn how 

to correctly write a check.

Å Cash

ï Record expenditures in a notebook

Å Computer programs, i.e., Quicken, 

Money or spreadsheets

ï These are very useful, especially if tied to 

bank and credit card companies

ÅGenerate a monthly record of 

spending and income



How to Write a Check

Å Step 1: Date the check

ï Write the date on the line at the top right-hand 

corner. This step is important so the bank and/or 

person you are giving the check to knows when 

you wrote it.

Å Step 2: Who is this check for?

ï The next line on the check, ñPay to the order of,ò is 

where you write the name of the person or 

company you want to pay. You can also just write 

the word ñcashò if you donôt know the person or 

organizationôs exact name. Be aware, though, that 

this can be risky if the check ever gets lost or 

stolen. Anybody can cash or deposit a check made 

out to ñcash."



How to Write a Check

Å Step 3: Write the payment amount in 

numbers

ï There are two spots on a check where you write 

the amount you are paying. First, youôll need to 

write the dollar amount numerically (for example 

$130.45) in the small box on the right. Be sure to 

write this clearly so the ATM and/or bank can 

accurately subtract this amount from your account.



How to Write a Check

Å Step 4: Write the payment amount in 

words

ï On the line below ñPay to the order of,ò write out 

the dollar amount in words to match the numerical 

dollar amount you wrote in the box. For example, if 

you are paying $130.45, you will write ñone 

hundred thirty and 45/100.ò To write a check with 

cents, be sure to put the cents amount over 100. If 

the dollar amount is a round number, still include 

ñand 00/100ò for additional clarity. Writing the dollar 

amount in words is important for a bank to process 

a check as it confirms the correct payment total.

ï Remember to draw a line after the written-out 

amount of the check to fill out that space. This 

helps prevent someone from altering the amount of 

the check after you've written it. 



How to Write a Check

Å Step 5: Write a memo

ï Filling out the line that says ñMemoò is optional, but 

helpful for knowing why you wrote the check. If you 

are paying a check for a monthly electric bill or 

rent, you can write ñElectric Billò or ñMonthly Rentò 

in the memo area. Often when you are paying a 

bill, the company will ask you to write your account 

number on the check in the memo area.

Å Step 6: Sign the check

ï Sign your name on the line at the bottom right-

hand corner using the signature you used when 

you opened the checking account. This shows the 

bank that you agree that you are paying the stated 

amount and to the correct payee.



Preparing a Budget

Å Download the ñBudget Preparation 

Exerciseò that accompanies this 

presentation to help you with the 

completion of Requirement 2.

Å Prepare a personal budget for 3 
months.

Å Put money into savings (Pay 
Yourself First) before spending it on 
anything else.

Å Keep track of everything you buy.

Å Balance your income (money you 
receive) with your savings and 
expenses (things you spend money 
on).

Plan Actual Plan Actual Plan Actual Plan Actual

Mowing Lawns

Chores

Gifts

Allowance

Total

Plan Actual Plan Actual Plan Actual Plan Actual

Savings

Food

CD's + movies

Total

Discretionary

Month #1

Month #1

Expenses

Income

Budget

TotalMonth #3Month #2

TotalMonth #3Month #2



Report to Your Counselor
Å After the 3 months, share your 

budget with your counselor.

Å Explain how you determined how 

much you saved, what you spent 

money on, and what was left over.

Å Did you spend more or less than 

you budgeted?

Å Did your purchasing habits 

change? If so, how?



Requirement 3

Discuss with your merit badge counselor FIVE of the following 

concepts:

a. The emotions you feel when you receive money.

b. Your understanding of how the amount of money you have with you affects your 

spending habits.

c. Your thoughts when you buy something new and your thoughts about the same 

item three months later. Explain the concept of buyer's remorse.

d. How hunger affects you when shopping for food items (snacks, groceries).

e. Your experience of an item you have purchased after seeing or hearing 

advertisements for it. Did the item work as well as advertised?

f. Your understanding of what happens when you put money into a savings 

account.

g. Charitable giving. Explain its purpose and your thoughts about it.

h. What you can do to better manage your money.



Emotions You Feel when You Receive Money

Å When receiving money, youôll 

likely feel a rush of joy and 

excitement in anticipation of what 

that money can buy for you.

Large amounts of money can make 

people act irrationally and take on 

unnecessary risks. 

Å Having extra money on hand can 

lead to impulse buying.

Purchasing something without 

planning to do so beforehand. 

Å Too many impulse purchases can 

eat away at your monthly budget, 

leaving you struggling to pay your 

regular bills. 



5 Ways to Limit Impulse Buying

1. Stick to a list - A shopping list will help you be more intentional and less impulsive. If 

itôs not on your list, it doesn't mean you canôt buy it tomorrow; it just means you 

shouldnôt buy it today.

2. Give yourself a pause ïPut a pause between the urge and action. Maybe walk a lap 

around the parking lot before checking out or tell yourself you can buy the item 

tomorrow but not today. (And by tomorrow you may have cooled on the idea.)

3. Take the convenience out of online shopping - Mobile phones make it easy to 

impulse buy with a couple of taps or clicks. Avoid keeping your payment information on 

file with retailers. That way, you have to stop and enter your information for every online 

shopping purchase. Take it a tiny step further and move shopping apps off your phoneôs 

home screen.

4. Reflect on why you shop - Consider when and why you tend to overshop. What were 

you feeling and experiencing the last few times you bought something impulsively? 

Write it down. Ideally, you can start to understand your internal and external triggers 

and how to manage them. Limit online shopping triggers by unsubscribing from 

tempting retailer emails.

5. Replace emotional shopping with a free activity ïIf you realize you tend to shop 

when youôre sad, ask yourself what else cheers you up. For instance, rather than 

wandering into the mall when you're blue, perhaps you call a friend or walk in nature.



Buyers Remorse

Å Oftentimes, we buy something and are elated 

when first opening that new toy or gadget. 

Å Buyerôs remorse is when sometime later you 

regret that decision. 

Å How to avoid buyers remorse
ï Wait at least 72 hours before making a purchase.

ÅIf after this time, you still want the item then you 

are less likely to have remorse. Giving yourself a 

moment to think can be the difference between 

making an informed or a rushed decision. Be 

very wary of companies that create a false 

sense of scarcity. When you see ñhurry ïonly 3 

items leftò, know that this often isnôt the case.

ï Equate working hours to the price of the item. 

ÅCalculate how many hours you would have to 

work to pay for the purchase. Is it still worth it? 

Thinking in terms of working hours helps to root 

your purchase in reality.



Shopping for Food when Hungry

Å Going grocery shopping on an 

empty stomach is a bad idea.

Å Studies have shown that shoppers 

who reported being hungry spent 

64 percent more money and 

impulsively bought more non-food 

items than less hungry customers. 

Å Additionally, unhealthy food becomes much more attractive than 

healthy food. 

Å If you want to save money, avoid shopping while hungry. 

Å Otherwise you may end up spending money on items you don't want 

or need.



Advertised Products

Å Advertising informs you of available products, their features 

and benefits, where they can be bought and at what price.

Å Advertising can also be misleading.

ï False advertising is propaganda that exists to compel a consumer to 

purchase based on incorrect or deceptive information.

ï Advertising is misleading if it left out vital information about a product or 

service. 



Misleading Advertisements Examples

ÅProduct Misrepresentation 

Misrepresenting oneôs product usually entails it looking 

different or having different qualities than stated in the ad. 

Brands most often misrepresent things like the productôs 

color, size, and look. 

They may also misrepresent their productôs health 

benefits, give it false attributes (like environmentally 

friendly), or inconsistently compare it to their competitors.

ÅHidden Fees

ï This category includes any extra fees that arenôt stated in 

an advertisement (e.g., shipping costs, surcharges) or 

even products with falsely inflated prices so that the 

sellers could advertise them as on sale.

ÅNew and Improved

Make sure you find out what has been improved.

The improvement could be so slight that it might be better 

to buy the older model at a cheaper price.



Misleading Advertisements Examples

ÅAthlete Endorsements

Does the product really deliver the 

benefits that advertisements claim it 

does.

Just because a great athlete wears a 

certain brand of shoes does not mean 

that your athletic skills will improve if you 

wear the same brand..

ÅBait-and-Switch

ï This technique promotes a very low price 

on a particular item (bait), but when you 

try to buy it, the salesperson tries to sell 

you something ñbetterò at a higher price 

(switch).



Savings Accounts

Å What is a savings account?

ï A savings account is a deposit account that typically earns 

interest, is federally insured and held at a financial institution, 

such as a bank or credit union. 

ï With an interest-bearing account, the bank pays you to keep 

your funds deposited, with annual percentage yields on some 

accounts reaching over 5%. 

ï Savings accounts are federally insured up to at least $250,000.

ï This means you wonôt lose your money (up to at least 

$250,000) if the bank fails. 

Å Why you need a savings account

ï Using a savings account creates some distance between 

everyday spending money thatôs kept in your checking account 

and cash that's needed later, whether for an unexpected 

emergency, a planned vacation or any other reason. 

ï Savings accounts also typically earn more interest than 

checking accounts.



Savings Accounts

Å What you need to know about savings 

accounts

ï When you put money in a savings account, the funds 

are used by the bank to make loans to other 

customers and businesses. 

ï The bank makes money from those loans, so it is 

able to pay you a little interest in return. 

ï But "a little interest" is all too true for many big banks, 

which often offer low rates of 0.01% APY. 

ï Additionally, inflation can chip away at the value of 

money you have saved over time.

Å How much to keep in your savings account

ï You generally want to keep building up your savings 

account until you reach an amount that could cover 

three to six monthsô worth of living expenses. 

ï That can help protect you in case of job loss or a 

financial emergency. 



Charitable Giving

Å Charitable giving is the act of giving 

money, time, or goods to help create 

positive changes in society.

Å Charitable giving can come in the form of 

donating to a food bank, financially 

supporting nonprofit organizations, or 

volunteering your time at a local 

community program. 

Å No matter how you choose to donate, 

charitable giving can help improve quality 

of life for others, strengthen community 

bonds, and can boost your emotional well-

being.



How to Better Manage Your Money

Å Track your spending to improve your finances.

ï If you donôt know what and where youôre spending each month, thereôs a good 

chance your personal spending habits have room for improvement.

ï Better money management starts with spending awareness. Track your spending 

to see how much youôre spending on non-essentials such as dining, 

entertainment, and even that daily coffee. Once youôve educated yourself on these 

habits, you can make a plan to improve.

Å Create a realistic monthly budget.

ï Use your monthly spending habits, as well as your monthly take-home pay, to set 

a budget you know you can keep.

ï You should see a budget as a way to encourage better habits, such as cooking at 

home more often, but give yourself a realistic shot at meeting this budget. Thatôs 

the only way this money management method will work.



How to Better Manage Your Money

Å Build up your savingsðeven if it takes time.

ï Create an emergency fund that you can dip into when unforeseen circumstances 

strike. Even if your contributions are small, this fund can save you from risky 

situations in which youôre forced to borrow money at high-interest rates or possibly 

find yourself unable to pay your bills on time.

Å Pay your bills on time every month.

ï Pay bills on time. 

ï It helps you avoid late fees and prioritizes essential spending. 

ï A strong on-time payment history can also lift your credit score and improve your 

interest rates.

Å Cut back on recurring charges.

ï Itôs easy to forget about monthly subscriptions to streaming services and mobile 

apps that charge your bank account even when you donôt regularly use these 

services.

ï Review your spending for charges like these, and consider canceling unnecessary 

subscriptions to hold onto more money each month.



How to Better Manage Your Money

Å Save up cash to afford big purchases.

ï Certain kinds of loans and debt can be helpful when making major purchases, 

such as a house or a car. 

ï But for other big purchases, cash offers the safest and cheapest buying option.

ï When you buy in cash, you avoid generating interest and creating a debt that 

requires months, or often years, to pay back. 

ï In the meantime, that saved money can sit in a bank account and accumulate 

interest that can be put toward your purchase.

Å Start an investment strategy.

ï Even if your ability to invest is limited, small contributions to investment accounts 

can help you use your earned money to generate more income.

ï The path to better finances starts with changing your own habits. 

ï Some of these changes will be easier than others, but if you stay committed to this 

transformation, youôll end up with great money management skills that will serve 

you throughout your life.



Requirement 4

Explain the following to your merit badge counselor:

a. The differences between saving and investing, including reasons for using one 

over the other.

b. The concepts of return on investment and risk and how they are related.

c. The concepts of simple interest and compound interest.

d. The concept of diversification in investing.

e. Why it is important to save and invest for retirement.



Comparing Saving vs. Investing 

Saving Investing

For the short term. Typically for smaller, 

shorter-term goals in the near future like 

saving for a large purchase or for an 

emergency.

Usually used for long-term goals. Investing 

may help you reach long-term goals, such as 

paying for a childôs education or planning for 

retirement.

Ready access to cash. A savings account 

can give you access to cash when you need 

it.

Longer wait to access invested funds. 

When you invest your money, depending on 

the type of investment, it may take longer to 

access your money compared to a savings 

account.

Involves minimal risk. Your funds are 

insured by the Federal Deposit Insurance 

Corporation (FDIC) up to $250,000 per 

depositor, per FDIC-insured bank, per 

ownership category.

Always involves risk. Investing does not 

guarantee a return, and it is possible to lose 

some or all of the funds invested.

Earn interest. You can earn interest by 

putting money in a savings account, but 

savings accounts generally earn a lower 

return than investments.

Earnings potential. Investments typically 

have the potential for higher return than a 

savings account.



Return on Investment

Å Return on Investment (ROI) is a popular measurement used to 

evaluate how well an investment has performed.

Å Whether or not something delivers a good ROI should be compared 

relative to your other investments and available opportunities.

Å The return on investment (ROI) formula is as follows: 

ï "Current Value of Investmentò refers to the proceeds obtained from the sale of the 

investment. 

Å Because ROI is measured as a percentage, it can be easily 

compared with returns from other investments, allowing one to 

measure a variety of types of investments against one another. 



Risk and Return

Å Risk and return are directly related. 

ï The greater the risk that an investment 

may lose money, the greater its potential 

for providing a substantial return. 

ï By the same token, the smaller the risk an 

investment poses, the smaller the potential 

return it will provide.

Å You should balance risk and return in 

your overall portfolio by diversifying.

Å This way means that some of your 

investments have the potential to 

provide strong returns (higher risk) 

while others ensure that part of your 

principal is secure (lower risk).



Diversification in Investments

Å Diversification is the act of spreading investment 

dollars across a range of assets to reduce investment 

risk.

Å To appropriately diversify a portfolio, youôll need to 

include stocks from many different sectors. 

Å Even still, you may also want to include bonds or 

other fixed income securities to protect against a dip 

in the stock market as a whole.

Å Diversification is the simplest way to boost your 

investment returns while reducing risk. 

Å By choosing not to put all of your eggs in one basket, 

you protect your portfolio from market volatility. 



The Benefits of Diversification

Å Diversification reduces overall risk while increasing the potential for 

overall return. 

ï Some assets will perform well while others do poorly. 

ï Next year their positions could be reversed, with the former laggards becoming the 

new winners. 

Å Over short-term periods, returns can vary widely. 

Å A well-diversified stock portfolio tends to earn the marketôs average 

long-term historic return. 

ï Owning a variety of assets minimizes the chances of any one asset hurting your 

portfolio. 

ï The trade-off is that you never fully capture the startling gains of a shooting star. 

Å The net effect of diversification is slow and steady performance and 

smoother returns, never moving up or down too quickly. 

Å This reduced volatility puts many investors at ease.



Diversification by Asset Class

Å The three main general asset classes in an investment portfolio are 

stocks, bonds and cash.

Å Stocks (or equities) allow investors to own a piece of a company. 

ï Stocks offer the highest long-term gains but are more risky.

Å Bonds (or fixed income) pay interest to investors who lend money to a 

company or government. 

ï Bonds are income generators with modest returns (less risky). 

ï Generally, bonds have an inverse relationship with stocks.

Å Cash (or cash equivalents) is the money in your savings account, 

pocket or hidden under your pillow. 

ï In terms of risk and return, cash is low on both counts. 

ï Cash can buffer volatility or unexpected expenses and acts as a reserve to invest 

during opportune times.



Simple versus Compound Interest

Å Interest is defined as the cost of borrowing money, as in the case of 

interest charged on a loan balance. 

Å Conversely, interest can also be the rate paid for money on deposit, 

as in the case of a certificate of deposit. 

Å Interest can be calculated in two ways: simple interest or compound 

interest. 

ï Simple interest is calculated on the principal, or original amount of a loan.

ï Compound interest is calculated on the principal amount and the accumulated 

interest of previous periods, and thus can be regarded as ñinterest on interest.ò

Å There can be a big difference in the amount of interest payable on a 

loan if interest is calculated on a compound basis rather than on a 

simple basis.

Å The magic of compounding can work to your advantage when it 

comes to your investments and can be a potent factor in wealth 

creation. 



Simple versus Compound Interest

Click on the video for a demonstration of the differences between 

simple and compound interest..



The Rule of 72

Å The Rule of 72 helps you determine when an investment using 

compounded interest will double in value. 

Å This formula requires you to input the rate of return or interest on the 

investment, and it also assumes that compounding is only done 

annually. 

Å Simply use the formula (72/interest) and you will have the answer to 

how many years it will take for your investment to double. 

ï For example, if you invested $1000 and your annual rate of return is 10%, your 

formula would be (72/10), equating to 7.2 years before your investment is doubled 

to $2000.



Why is retirement planning important?

Å Saving now for retirement will ensure that you have enough money to 

enjoy a comfortable standard of living when you stop or reduce the 

amount of hours you work. 

ï Social Security wasn't designed to be anyone's sole income in retirement. 

ï Social Security payments replace about 40% of the average wage earnerôs income 

after retiring. 

ï Most financial advisors say retirees will need about 70% of their work income to 

live comfortably in retirement.. 

Å The earlier you start planning, the more time your money has to grow.

ï Even modest monthly contributions to a retirement account for 30 to 40 years can 

easily lead to an accumulation of several hundred thousand dollars through the 

miracle of compound interest.

Å The longer you wait to start saving, the more difficult it is to ensure 

that you will have a comfortable retirement.



Requirement 5

Explain to your merit badge counselor what the following investments 

are and how each works:

a. Common stocks

b. Mutual funds

c. Life insurance

d. A certificate of deposit (CD)

e. A savings account

f. A U.S. savings bond

Download the ñ$10,000 Exerciseò that accompanies this presentation to help 

you with the completion of Requirement 5.



Common Stock

Å Common stock is a 

representation of partial 

ownership in a company and is 

the type of stock most people 

buy. 

Å Common stock comes with 

voting rights.

Å Common shareholders have 

the most potential for profit. 

Å If a company chooses to distribute some of their profits to common 

stockholders in the form of dividends, each common stockholder is entitled to a 

proportional share. 

ï If a company declares a dividend of $10 million and there are 20 million 

shareholders, common stockholders will receive $0.50 for each share they own.

Å In the event of bankruptcy, common stockholders have the lowest-priority claim 

on a company's assets.

Å As a result, common stockholders generally receive nothing and their shares 

become worthless.



Preferred Stock

Å Preferred stockholders usually 

donôt have voting rights but 

receive a fixed, guaranteed 

dividend payments before 

common stockholders do.

Å They have priority over common 

stockholders if the company goes 

bankrupt and its assets are 

liquidated. 



Common vs. Preferred Stock
Common stock Preferred stock

Share price
More potential for growth or 

loss
Modest growth in value.

Income
Usually based on increase of 

share price and dividends.

Reliable dividend income. 

Usually higher than Treasuries 

or bonds.

Dividend

Varies, if offered at all. Dividend 

paid after preferred 

stockholders.

More consistent dividend. Paid 

before common stockholders.

Voting rights Yes No

Volatility High Low

Bankruptcy/Liquidati

on Preferences
Last paid in bankruptcy.

Priority stockholder in 

bankruptcy, but does come 

after bondholders.

Strategic benefit 

summary

Influence company with voting 

rights, benefit from price 

appreciation of the stock.

Solid, almost guaranteed 

dividend return for investors.



Mutual Funds

Å Mutual funds a type of investment that pools together money from 

many investors, then uses that money to invest in stocks, bonds or 

other assets. 

Å Mutual funds are typically managed by a professional who selects 

the investments and charge an annual fee for ownership. 

Å By allowing investors to buy into many investments with a single 

purchase, mutual funds can help build more diversified portfolios 

than most people could build on their own.

ï You can lose a lot of money if you own a stock and it falls in value. 

ï A mutual fund is a large portfolio and any sudden changes in the price of a 

single stock within the mutual fund wonôt have a major effect on the overall 

investment.

Å Mutual fund investors donôt directly own the stock or other 

investments held by the fund, but they do share equally in the 

profits or losses of the fundôs total holdings ðhence the ñmutualò in 

mutual funds.


