
Want to Be a Millionaire? You Can! 

The world is full of empty promises. Advertisements tell us to buy an amazing cream because it will 

make us beautiful, or to buy that weird-looking contraption because it will tone our muscles and 

make us popular. 

And here comes the Fool, with another promise. Invest money now and we'll help make you a 

millionaire, or at least comfortably well-off in your adulthood. Gee, that sounds even less believable 

than the beauty cream, doesn't it? But it's true. You can print this out and take it to your math 

teacher, and she can verify it. 

If you leave your money to grow for a long time, $100 can turn into a million dollars. No, seriously. 

How? Through compounding. 

The Magic of Compounding

If you're not the type who enjoys math class, who delights in solving for X and figuring out how long

it will take a plane to get from Los Angeles to New York if it's going 650 miles per hour, you might 

expect this section to be boring. It's all about numbers, after all. Give it a chance, though -- these 

numbers will show you how money grows and how millionaires are made. 

Just how magical compounding can be depends on three factors:

1. How much money you invest

2. How much time it spends growing

3. Its rate of growth

Let's look at some examples, to see how it can work. 

Compounding is when something grows over time, and the amount by which it grows is also 

growing. It's much easier to understand when you consider some examples. (Math alert! Math alert! 

Keep reading, though -- it's just multiplication, and it's very important stuff.) Let's start with a 

simple example. We'll use 10% as our annual growth rate and start small, with $100. Let's call this 

Year 0, when we start with $100. One year later, in Year 1, our $100 has grown by 10%. Since 10%

of 100 equals $10, we add that to our money and end the year with $110. Got that? (Note: 

Remember, to find out what 10% of anything equals, just multiply the number by 0.10. To find 5%, 

multiply by 0.05. For 25%, by 0.25.)

In Year 2, we add another 10%. But this time you don't end up with $10. Ten percent of $110 is 

$11. So we end Year 2 with $121 ($110 plus $11 equals $121). In Year 3, we add 10% again, or 

$12.10. Our new total is $133.10. Here's a table that will make it clearer:

Year

Start with

Add 10%

0

$100

$10

1

$110

$11

2

$121

$12.10

3

$133.10

$13.31

4

$146.41

$14.64

5

$161.05

$16.11

6

$177.16

$17.72

7

$194.88

$19.49

8

$214.37

Do you see what's happening? Your initial bundle of $100 is growing, and the amount by which it's 

growing is also growing. That's compounding in action. In just eight years, you doubled your money. 

If you had just added 10% of $100 each time, that would have been $10 every year, and you'd have

ended up with $180. But since your money was compounding, it grew faster. 

If this doesn't seem magical enough for you, here's a continuation of the earlier table, showing 

certain years that are farther out:

Year

Start with

Add 10%

8

$214.37

$21.44

10

$259.37

$25.94

15

$417.72

$41.77

20

$672.75

$67.28

25

$1,083.47

$108.35

30

$1,744.94

$174.49

35

$2,810.24

$281.02

40

$4,525.93

$452.59

45

$7,289.05

$728.90

50

$11,739.09

$1,173.91

Now that's magical, isn't it? Here are a few key things to notice:



You started with just one single investment of $100. In Year 25, your wealth grew by $108! 

In that single year, you made more than your entire initial investment. And the following 

year, you made even more than that. 



Notice how large the total gets. You started with $100, but in 50 years, that's become 

almost $12,000. (A stickler might point out that thanks to inflation you won't be able to buy 

as much stuff in 50 years with that $12,000 as you could buy with $12,000 today. But then, 

today you just have that $100. You're still coming out way ahead.)



Notice that the longer you let your money compound, the more massive each year's growth 

becomes. In the first years, you just added $10 or $20 or $30 per year. But after 25 years, 

you're adding hundreds each year.  Compounding gets more powerful the longer it's left to 

 work. 

The Growth Rate

If you're not yet finding this fascinating, then perhaps the next few tables will do it for you. 

Remember that we used a growth rate of 10% in our example above. The growth rate -- how fast 

your money grows, on average, from year to year -- is very important. Let's start over, using $100 

again, but compounding at three other rates of growth: 5%, 11%, and 15%. Five percent is what 

you might earn in interest in a bank account in some years, or on a CD (certificate of deposit) or on 

some bonds. Eleven percent is the historical average growth rate per year of the stock market for 

most of the last century. Fifteen percent is how fast your money might grow if it were invested in a 

bunch of top-notch companies that you selected on your own. 

If you start with $100, and it grows at 5%, 11%, and 15%, here's how much you'll have after 

various periods of time. (The pennies have been rounded off to the nearest dollar.)

Year

5%

11%

15%

5

$128

$169

$201

10

163

284

405

15

208

478

814

20

265

806

1,637

25

339

1,359

3,292

30

432

2,289

6,621

35

552

3,857

13,312

40

704

6,500

26,786

45

899

10,953

53,877

50

1,147

18,456

108,366

Pretty impressive, eh? Here are some things you should notice or be aware of:



Again, see how the amount by which the sum grows is increasing as the years go by. For 

example, growing at 11%, your total increases by around $200 between years 10 and 15. 

But in a later five-year period, between years 40 and 45, your total grows by more than 

$4,000! 



Don't let these long time frames put you off. If you're 15 years old now, you probably can't 

imagine being 55 or 65. That's reasonable. Soon we'll discuss how you can move things 

along more quickly. Just let these tables show you how compounding works and how it gets 

more and more powerful as the years go by. 



Finally, notice what a huge difference the growth rate makes. If your money is growing at 

15% instead of 5%, you'll end up with about four times more money after 15 years. Even 

though 11% and 15% might not seem so far apart, over 20 years, you'll end up with twice 

as much money. Stretch that out over 50 years, and you'll have nearly six times more 

money at 15% instead of 11%. 



Notice that, growing at 15% per year, a single $100 investment can turn into more than 

$100,000 over 50 years. 

Interest vs. Stock Market Returns

Keep in mind that not all growth rates are the same. If your bank is paying 3% interest on your 

savings, that's pretty much guaranteed money. If a savings bond is paying you 5% interest, that's 

also darn close to a sure thing. (Interest rates change over time, though, so your bank might be 

paying you 1% in some years and 6% in others.)

The stock market, however, is not a sure thing, and neither are some bonds issued by companies. 

Stock market returns fluctuate. There are good years, great years, so-so years, and years we'd 

much rather forget. Over long periods of time, though, the stock market tends to go up. Over many 

decades, it has averaged an annual 11% return. 

Similarly, with companies, many remain strong for decades or a century. Others fail. If you select 

and invest in solid, growing companies, you can hope to earn as much as 15%, on average, per 

year. If you select one or more companies that turn out to be remarkable growers, such as 

Microsoft, the average growth rate for your investments might be higher than 15%. 

In general, the more certain the growth rate, the lower it will be. The more iffy it is, the higher it 

will be. We'll cover these topics in more detail later. For now, just understand that most growth rates

are not sure things. (That's okay, though. You can still make a lot of money by investing.)

The Amount of Money You Invest

You should now have a sense of how money can grow over time, and how much growth rates 

matter. Now let's turbocharge our results by upping how much money we start with. Instead of 

starting with an initial investment of just $100, let's see what happens with $1,000. 

By the way, if $1,000 seems like an awful lot to you, realize that it's really only $20 per week. 

Accumulating $20 per week to save isn't as difficult as you may think. In another article we offer 

you a bunch of good ideas. 

If you start with $1000, and it grows at 5%, 11%, and 15%, here's how much you'll have after 

various periods of time:

Year 

5% 

11% 

15% 

5

$1,276 

$1,685

2,011 

10

1,629 

2,839 

4,046 

15

2,079 

4,785 

8,137 

20

2,653 

8,062 

16,367 

25

3,386 

13,585 

32,919 

30

4,322 

22,892 

66,212 

35

5,516 

38,575 

133,176 

40

7,040

65,001 

267,864 

45

8,985

109,530 

538,769 

50

11,467

184,565 

1,083,657 

Lookie there -- in 50 years, $1,000 becomes $1 million! (If only your grandparents had invested 

$1,000 for you 50 years ago, eh?) The point of this table is just to show you: the more you invest, 

the more money you're likely to end up with. 

Is Your Head Hurting? 

Is all this math stressing you out? We're almost done. This is extremely important stuff -- stuff that 

could change your life. Don't think of it as just math -- think about what the tables represent. They 

show you how small sums of your money can grow into large sums. You can start with enough 

money to buy a CD player, and end up with enough to buy a car or a house or a trip around the 

world. 

Many adults find that these tables make their heads hurt, too, but for a different reason. It's 

because when they realize what these tables are saying, they start banging their heads against a 

wall, wishing they'd known about this stuff when they were younger. 

Investing Money Regularly

Let's tweak these tables one last way, to make them more realistic. After all, how likely is it that 

you'd invest just $100 or $1,000 in one shot at your age, then add nothing else for the rest of your 

life? Here's what happens when you invest money regularly. 

Investing $100 Each Year

If you start with an initial investment of $100 and add $100 every year, and your little bundle of 

wealth grows at 11% per year, here's how much you'll have after various periods of time. 

Year

Amount

5 

$639 

10 

1,700 

15 

3,488 

20 

6,500 

25 

11,576 

30 

20,129 

35 

34,541 

40 

58,827 

45 

99,749 

50 

168,706 

Notice in the table above how much you put in, versus how much you have. For example, by Year 5, 

you invested a total of $500, but you have $639. By Year 15, you invested a total of $1,500, and 

you have more than twice that. By Year 35, you invested a total of $3,500, and you have almost 10 

times that much! 

Compare this table with the earlier table showing you how a single $100 grows over time at 11%, 

and you'll see some interesting things. One number that pops out is $6,500. That's how much you'll 

have after 40 years, if you invest just one $100 bill. But if you're plunking down $100 each year, 

you'll reach $6,500 in just 20 years -- half as long! See the power of investing regularly? Even with 

these very small amounts, it makes a huge difference. 

As you might guess, if you want to know how this would work if you invested $1,000 each year 

instead of $100, just multiply the numbers in the table above by 10. 

The Keys to Compounding

To summarize, remember that the power of compounding depends on:



How much you invest (and how regularly)



Your growth rate



How long you let your money grow

It's likely that none of the examples above reflect how you will actually do. You might start investing

sooner or later. You might invest $300 each year in your first two years, $3,000 per year in later 

years, and more as you're able to. You might earn an average return of 10% over many decades, or

perhaps your return will be 7% or 15%. You can't control every variable, but to a great degree, you 

can control how much you invest, how you invest, and how long you let your money grow. 

One of the most important factors here is time. It's one thing that you, as a teenager, have much 

more of than any adult. It can be a  huge advantage. You don't have to start investing today, or even

this year. (And in fact, you shouldn't begin investing until you've got more knowledge under your 

belt.) But if you learn a few things now and get started soon, you can set yourself up to enjoy 

comfort and security for most of your life. 

Remember also that you can still enjoy your life while you're saving and investing. You can amass 

great wealth by regularly investing a  portion of your income -- not all of it. 

You Can Do It! 

If you ever begin to doubt whether all this investing stuff is for you, remember these things:



You need a brain to do this -- and you have a brain. 



You need time to do this, and you have time, too. (Teens have way more time than most 

people.)



You won't have to sacrifice fun. 



You won't have to save and invest every penny. 



You won't have to spend hours and hours on investing every day, week or month. 



You can take a small amount of money and make it a bigger amount in just a few years. 

Try experimenting with compounding. You can do it the old-fashioned way, with paper and pencil, or

the less old-fashioned way, with a calculator. Or fire up the Fool's snazzy online calculators (use the Retirement/Saving one). You just plug in some numbers and it'll show you how much money you'll 

end up with. Try changing the numbers you enter and see what happens. 

Happy compounding! 

Ways to Save and Make Money

Once you're fired up about investing, dreaming of all the money you can make, you may suddenly 

realize something: You need money to invest! 

There are two main ways to gather that moolah:



Make more money. 



Save more money. 

Here are a bunch of ideas that can help you do both. 

Making Money

The most common way that most young people get money is through an allowance. Not every teen 

gets one, of course, and your parents' beliefs or financial situation might mean you get little or 

nothing. According to various surveys, the average allowance for teens is anywhere from $20 to $50 

per week. If yours is a lot lower, perhaps try negotiating a raise. 

Here are some more ways to get money:



From your family. Your parents might pay you for getting good grades in school, or for reading

a certain number of books, or for doing various jobs around the house. You might even earn 

some money from siblings, if you offer to do some of their chores. 



Selling things. If your closet or basement is full of belongings that you no longer need or want, 

consider selling them. (These might include toys, games, comics, and clothes. Don't get rid of 

things you have a strong attachment to, though, such as your old Furby or your Teenage 

Mutant Ninja Turtles lunchbox.) You could hold a yard sale in your neighborhood. You might 

even offer to sell other people's knickknacks, for a small fee or a percentage of the price. 

Another option is selling items online, such as on eBay. 



A job! This is perhaps the most obvious way to earn money, and teens frequently land part-

time or full-time summer jobs. 

Jobs for Teens

Believe it or not, there are many, many jobs you can find or create. You have more choices than just 

working at McDonald's or babysitting. Here are lots of ideas, a few of which might appeal to you. 



 Pet-sitting. When someone in your neighborhood goes on vacation, there's often a pet that 

needs looking after. Also, with people working longer and longer hours these days, some will 

pay you to visit their pets during the day and take them for a walk. 



 Working for your parents. If mom or dad owns a business, they might be able to use your 

help. Even if they work for a company, they may be able to hook you up with a part-time job 

there. (Check with your parents' friends, too.)



 Tutoring. Some teens report that they earn anywhere from $5 to $20 per hour tutoring. If 

you're good at a subject, you may be able to earn money by helping others to understand it. 



 Lifeguard. In some parts of the country, there are shortages of lifeguards. Some have been 

earning $10 per hour or more. If you have the skills needed, consider this option. 



 Camps. If you look into it early enough, you can line up a job at a summer camp -- you might 

work with kids, tend the grounds, prepare food, or do any of a number of things. 



 Jobs matching your interests. If you enjoy working with young children, see if any daycare 

centers near you need help. If you like the great outdoors, check with your local parks 

department. If you like movies or recreation, look into movie theaters or amusement parks. 



 Mowing lawns, raking yards, shoveling snow, gardening. These can all be part of the same job. 

Once your customers know you and the good work you do, they may use your services doing 

other jobs in other seasons. 



 Department stores. A big perk with these jobs is that you often get to enjoy employee 

discounts (which can be substantial, often 20-30% off) and commissions on items you sell. 



 Create websites. If you know enough about computers to create well-designed websites, you 

can make some good money. Many small companies and organizations pay thousands of 

dollars to have websites built for them. You might charge very little at first, but once you have 

a few impressive websites to show potential customers, you can hike your rates. Some small 

companies might also pay you to help maintain their sites, adding content, and solving 

problems that arise. 



 Be crafty. If you enjoy arts and crafts, you might make jewelry or other items and sell them --

perhaps on eBay, where you'll have instant access to a large customer base. Some painters 

and photographers are making money selling their work online, too, although that can be 

harder to do. 



 Serve the elderly. Not only might you find work in a nursing home or retirement community, 

but you might also serve older people in your neighborhood. Many older people can't get 

around much. They may welcome your services delivering groceries, running errands, or doing

odd jobs around their home. 



 Be a computer guru. Many people buy computers and have a lot of trouble setting them up 

and trying to use them. Even if you have an intermediate familiarity with computers, you 

might offer your services as a local computer consultant. You can set things up, solve 

problems, answer questions, teach programs, and show people how to send and organize 

email, upload digital photos, buy something on Amazon.com, use Instant Messaging, and 

conduct online searches (with Google or other search engines). 



 Caddy at a golf course. This not only helps you learn more about a sport you might enjoy, it 

also gives you the chance meet a lot of adults from whom you might learn more about the 

business world. They could be turn out to be valuable connections that help you land other 

jobs. 



 Delivering newspapers. If you sign up to deliver a lot (which may be more possible in areas 

with apartment buildings), you can make a good bit of money. Some teens make $100 or 

$200 per week or more. 



 Use your skills. Think about what you're good at and try to teach others -- adults or children. 

You might offer piano lessons, horseback riding lessons, or Spanish lessons. Maybe you can 

juggle and entertain at children's birthday parties. If you play an instrument, perhaps you 

could play at weddings or other events. If you write, you could try to sell articles to magazines

or newspapers. 



 Volunteer!  If all else fails, or even as a first choice, consider volunteering. Don't just do the 

first thing that pops into your mind, though. Be a  strategic volunteer. Think of a field or 

company you'd like to learn more about. If you're really concerned about hunger in the world, 

volunteer at a food bank. If you're thinking about becoming a doctor (perhaps one who treats 

the elderly), consider volunteering at a hospital (or a nursing home). 

Once You've Made Some Money, Save Some! 

How much should you save? You actually may be able to save 100% of your money. Does that mean 

you should? Not at all. The best way to develop good saving habits is to make saving a regular part of 

your life, along with spending. 

Here's a few ways you can save:



 Save before spending. Whenever some money gets into your hands, from a job or your 

allowance or whatever, take your savings out immediately, before spending any of the money. 

The beauty of this system is that once you've removed your savings, you're free to spend the 

rest. 



 Negotiate with your parents. This may or may not work for you, but it's worth a shot. See if 

they'll "match" your savings, in order to encourage good saving habits. If they match your 

savings dollar-for-dollar, for example, that would mean that for every $25 you plunk into 

savings, they'd plunk an additional $25. 



 Consider the "opportunity cost" of purchases. Opportunity cost is an economic term that 

applies to many parts of our lives. It essentially refers to the cost of giving up one alternative 

in order to act on another. Imagine that you can either buy concert tickets for $50 or you can 

invest the money. If you invest for 10 years, and your investment grows by an average of 

11% per year, your original $50 will become $142. So your decision can be framed like this: 

"Would I rather have these tickets now, or $142 in 10 years?" If you're thinking of buying a 

pair of shoes for $75, consider whether it's worth the opportunity cost of $600 in 20 years. 

Perhaps it is. If so, then by all means, buy the shoes. 

Tips from Teens on Saving

Here are some more suggestions on how to successfully get into the saving habit, from a bunch of 

teens and a few folks fresh out of teenhood. 

Ben Sheppard, 18: Don't carry any cash, if possible. 

Clayton Smalley, 16: I used to be weak when it came to money. I couldn't go into a store without 

buying something. I'm glad I'm not that person now. I taught myself discipline by keeping a $20 bill in

my pocket, walking around the mall all day and not buying anything. Now I don't have any urge to 

buy stuff when I go into a store. It worked for me. 

Tacy Holliday, 19: When you buy something, only use dollar bills. If you buy a magazine for $3.25 and

you pay for it with a $5 bill, you'll get back $1.25 in change. Put the dollar back into your purse (or 

pocket) and keep the 75 cents separate. Only spend the bills, not the coins. Put all the coins in a jar 

for savings. That way you'll always be saving a little. 

Daniel Carroll, 16: I have a little bank that I put spare change and bills into. Whenever I have a 

significant amount in there, I'll invest it or put it in the bank. It's important to keep a routine. Every 

time I get money, I put some away. 

Donald Hoang, 14: I deposit my money into a bank instead of my wallet, so the money is not there. 

and I have to take an extra step to get to it. 

Jason Hart, 18: Take only what you  really need for spending, and put the rest of it somewhere that's 

difficult to get to, such as long-term CDs or money market accounts. Making it inconvenient to get to 

your money might help you avoid the urge to spend it all. Also, decide exactly what percentage you 

will spend and what you will save, and follow your own rules. 

Robert Morgan III, 17: Carry very little money at all times. You can't spend money if you don't have it. 

A candy bar would be nice, but without a dollar, you can't get it. Little things like that really add up 

quickly. I like to see the number of shares of stock I own going up, too. That's a great motivator. 

Deborah Sperling, 14: When considering a major purchase, wait a week or so, at minimum. This will 

help you make sure you still want the item, and, as an added bonus, the price might go down. 

Adam Kaufman, 15: Start with small amounts. When I first started saving to invest, I was saving $1 to

$2 each day, so by the end of the month, I had $30 to $60, depending on what kind of month it was. 

Jason Ramage, 20: I take advantage of automatic withdrawal from my bank account into my 

investment account, so that I'm always investing, and I'm forced to make do with a slightly tighter 

budget. 

These ideas should help you get started. If you have some questions about anything you've read here, 

or would like to trade ideas about making or saving money, drop by our Teens and Their Money 

discussion board. 

What to Expect From Investing

Expectations are so important. If you've heard from many people that a film you're about to see is 

stupendous and amazing, well... it had better be! If it's just pretty good, you'll be disappointed. If, 

on the other hand, you've heard nothing about it, or maybe one friend trashed it, then you'll 

probably be pleased if it seems pretty good. Same movie, different outcomes -- just because of 

expectations. 

Expectations play a critical role in finances, too. There are many adults who have never invested in 

stocks because they remember the stock market crash of 1929 and the Great Depression that 

followed. Others did invest in stocks, but they got burned once and never returned. If only they'd 

known what to expect. 

Below are a bunch of different things that you need to understand before you jump into investing in 

the stock market. The more you know, the more realistic your expectations will be, and the better 

you'll likely do. 

Expect a Risk-and-Return Tradeoff

Some people avoid the stock market because "it's too risky." But it can be riskier to not invest. If 

you put all your savings under your mattress, it probably won't be enough to sustain you in 

retirement. If it's all in a bank account earning 3% per year, on average, then that will barely keep 

up with inflation, at most. You can do better than that. 

A key concept to understand is the tradeoff between risk and return. If you have a large and heavy 

fireproof safe, and you keep all your money in it, it's close to 100% secure. But what return are you

getting on it -- how quickly will that money grow? It won't grow. So the tradeoff there is (just 

about): 100% reliable, 0% return. At the other end of the spectrum are options like the lottery. 

With a major lottery, you have more than a 99.999% chance of losing the money you "invest" in it, 

but if, against all odds, you win the jackpot, you get an incredible return on your "investment." This 

shouldn't be a very appealing proposition, either. 

Reasonable people should aim for something in the middle. You should be willing to take on a little 

risk in order to make a decent return. Your most safe options include bank accounts, money market 

funds, CDs, and government bonds. Most bank accounts are insured (your bank is most likely 

protected by insurance, but you can ask, just to be sure). Government bonds are backed by the 

governments that issue them. As long as you have faith in the United States, U.S. bonds should be 

considered very safe. But... these investments don't offer the best potential returns. 

The best place for long-term money is in the stock market. You do take on some risk with stocks, as

all stocks go up and down. But over the long run, the market has gone up and so have most stocks 

in solid companies. 

Here's a summary of how various investments have performed on average each year, between 1925

and 2000:

Type

Percent

Small-company Stocks

12.4%

Large-company Stocks

11.0%

Long-term Government Bonds

5.3%

Treasury Bills

3.8%

Inflation

3.1%

Source: Ibbotson

If you invest in the stock market for just a year or two, don't expect to earn exactly 11% or 12.4%. 

You might earn 19% -- or you might lose 23%. Over the long run, though, the stock market has 

averaged just about 11%, and over many years, you'll likely earn an average annual return that's 

somewhat close to that -- perhaps 9% or 13%. Long-term money should grow fastest in stocks. 

Expect to Own Pieces of Companies

Many people think of stocks just as pieces of paper that change in value from day to day. Wrong. 

A share of stock represents real ownership in a company. If you own a share of the Gap, you 

literally own a piece of the company. If Gap introduces a new kind of jeans, and they're flying off 

the shelves, then the company will make more money and will be worth more money. If so, your 

share will be worth more, too. If you own shares of Philip Morris, which is a major cigarette 

manufacturer, and the government outlaws cigarettes, the company will suddenly be worth a lot 

less, and so will your shares. 

You can buy shares of stock in any company that is "public" (public means the firm's stock is 

publicly traded). Almost any major company that you can think of is public. Here are some and their

ticker symbols: Coca-Cola (NYSE: KO),  PepsiCo (NYSE: PEP),  Abercrombie & Fitch (NYSE: ANF),  

Starbucks (Nasdaq: SBUX),  Apple Computer (Nasdaq: AAPL),  Dell Computer (Nasdaq: DELL),  

Microsoft (Nasdaq: MSFT),  Intel (Nasdaq: INTC),  AOL Time Warner (NYSE: AOL),  Ford Motor Company (NYSE: F),  General Motors (NYSE: GM),  Boeing (NYSE: BA),  Nike (NYSE: NKE),  Callaway Golf (NYSE: ELY),  Wal-Mart (NYSE: WMT),  Home Depot (NYSE: HD),  Scholastic (Nasdaq: SCHL),  

General Electric (NYSE: GE),  General Mills (NYSE: GIS),  Kellogg (NYSE: K),  Viacom (NYSE: VIA),  

Eastman Kodak (NYSE: EK),  ExxonMobil (NYSE: XOM),  McDonald's (NYSE: MCD),  Wendy's (NYSE: 

WEN),  Johnson & Johnson (NYSE: JNJ),  and many, many more. 

Expect Stock Prices to Go Up and Down

When you invest in shares of stock, expect the prices of those shares to go up and down. They will, 

every day, sometimes for understandable reasons, sometimes for no apparent reason. Here are 

some of many reasons why a stock price will move significantly up or down. 

Why Stocks Go Up



Increasing sales and profits



A great new executive is hired to run the company



An exciting new product or service is introduced



Additional exciting new products or services are expected



The company lands a big new contract



A great review or flattering coverage in the media



Scientists discover the product is good for something important



A famous investor is buying shares



Lots of people are buying shares



An analyst upgrades the company, changing her recommendation from, for instance, "buy" 

to "strong buy" 



Other stocks in the same industry go up



Most of the stock market is up



A competitor's factory burns down



The company wins a lawsuit



More people are buying the product or service



The company expands globally, and starts selling in other countries



The industry is "hot" -- people expect big things for good reasons



The industry is "hot" -- people don't understand much about it, but they're buying anyway



The company is bought by another company



The company might be bought by another company



The company is going to "spin-off" part of itself as a new company



Rumors



For no reason at all

Why Stocks Go Down



Profits and/or sales are slipping



Top executives leave the company



A famous investor sells shares of the company



An analyst downgrades his recommendation of the stock, maybe from "buy" to "hold" 



The company loses a major customer



Lots of people are selling shares



A factory burns down



Other stocks in the same industry go down



Most of the stock market is down -- perhaps in a temporary recession or bear market



Another company introduces a better product



There's a supply shortage, so not enough of the product can be made



A big lawsuit is filed against the company



Scientists discover the product is not safe



Fewer people are buying the product



The industry used to be "hot," but now another industry is more popular



Some new law might hurt sales or profits



A powerful company becomes a competitor



Rumors



For no reason at all

Expect Growth

You can expect that your money, invested in the overall American stock market, will increase in 

value -- over the  long term. You can expect a long-term average annual return of around 11%, give 

or take a percentage point or two, for the stock market as a whole, if the decades ahead are like the

decades past. 

You can expect your wealth to compound. With compounding, expect the growth to start out slowly, 

but then begin to snowball as the years go by. 

Expect to Wait

With sensible investing, it usually takes time for you to see significant results. Don't jump in, see 

your holdings drop a bit or not move much for a while, and then jump out, in an impatient huff. 

Engage in long-term, not short-term, thinking. Expect to wait. Investing is a marathon, not a sprint. 

Expect Volatility

One thing that often throws new investors for a loop is volatility. Volatility refers to how much a 

stock's price tends to jump up and down from day to day. The stock of some companies (often 

sleepy ones, such as cement firms or real estate enterprises) tends to go up or down by a fraction 

of a percent on most days. Companies with more volatile stock (often ones in fast-changing and 

heavily technology-dependent industries) often see their prices move by a few percentage points 

each day. 

Over a few days or weeks, a volatile stock might surge by 50% or drop by 40%. These are big 

swings and they can frighten uninformed investors into selling when they sometimes shouldn't. Look

at the stock price of Microsoft over the years, for example:

Date

Price

October 1989

$1

November 1990

$2

Decemberr 1991

$4

August 1994

$7

January 1995

$7

March 1995

$9

March 1996

$13

January 1997

$26

March 1997

$22

March 1998

$45

January 1999

$87

February 1999

$72

December 1999

$119

April 2000

$65

June 2000

$82

March 2001

$50

June 2001

$65

September 2001

$56

January 2002

$70

May 2002

$50

(The prices above are "split-adjusted." That means although the price wasn't really $1 in 1989, 

that's the correct value of the shares at that time, because there have been "splits" since then. 

Don't let yourself get distracted by the concept of stock splits now -- you can learn about them 

later. )

Imagine yourself owning stock in Microsoft at various times. If you owned it from August 1994 to 

January 1995, and the stock wasn't gaining in value much, would you get impatient and sell? If you 

did, you'd have missed out on significant gains after that. 

Expect volatility with some stocks. Don't stress out too much about how much the shares swing up 

and down. As long as you have faith in the company (based on ongoing research, not just a whim), 

the company's long-term performance is what counts. Microsoft's stock has gone up and down a lot, 

but just about anyone hanging on for five or more years has made good money. 

Expect to Lose Some Money

This might be alarming or depressing to hear, but if you invest in the stock market, be ready to lose 

some of your money. If you invest in the overall market and not in individual stocks, then over 

many years, if not a few years, you should come out ahead and not lose money. 

With stock in individual companies, though, you could lose money on some of them. It happens to 

the best of investors. 

The more you know, the fewer losses you'll probably end up having, but some losses here and there

are inevitable. As long as your money is divided between a handful of stocks, and not parked just in

two, you'll minimize your risk. If you own stock in seven companies, and one or two tank, the others

could gain enough to more than make up for your losses. 

Expect Conflicting Information and Advice

Be prepared to be confused a little, if you choose to learn more about investing. You'll run across 

people giving you conflicting advice. Some will tell you to always have all your long-term money 

sitting in stocks. Others will say that it's okay to keep a lot of your money in cash, waiting for the 

right time to invest it. Some will tell you not to buy more shares of a stock if it starts falling. Others 

will counter that if you still believe in the stock, you might want to buy more shares, as the price is 

lower. 

Don't let these and other contradictions throw you. Expect them, think about them, and invest in 

ways that make sense to you. Many times, investors can do well using either or both of two 

conflicting principles. 

Expect Work -- And Fun

Investing can be pretty simple. The next article will show you just how simple (here's a clue: index 

funds). But if you want to take things a step further and shoot for maximum returns, then you'll 

need to do a little work. If you choose to invest in stocks of individual companies, to do well you'll 

need to learn a lot about each company you consider. 

The good news, though, is that it can be a lot of fun. Especially if you invest in companies that 

interest you. If you love Starbucks, how painful would it really be to get to know how the company 

operates? If you're fascinated by airplanes, then learning a lot about Boeing or Southwest Airlines 

and their competitors shouldn't be too boring. 

Not only can the research be fun -- the investing can be, too. You get to watch your holdings grow 

in value. You might even compare how you're doing with friends or siblings. You'll follow how your 

companies do over time and get to know them even better. You'll root for your home teams -- your 

companies. It can be work, but fun work. 

Expect to Keep Learning

Learn a lot more about money and investing in our book,   The Motley Fool Investment Guide for 

 Teens: 8 Steps to Having More Money Than Your Parents Ever Dreamed Of,  from which this article is adapted. 

Your Friend, the Index Fund

Imagine that you have $500 to invest. But you know little about investing and are too scared to do it 

on your own. You have no confidence (and, knowing little, no reason to be confident). You shrug your 

shoulders and park your money in a bank account or CD, earning very low interest. Sigh. 

But now imagine that you have 25 friends. And each of you has between $500 and $1,000 to invest. 

Your grand total of dollars is $20,000. Let's say that one of you knows someone -- let's call him 

Cartman -- who knows all about stocks and investing. You could all decide to hand your money over to

Cartman and have him invest it for you. Why would he agree to such a thing? Well, because you'll pay 

him to do so. 

So Cartman takes a percentage of your money and invests the rest of it, deciding when to buy and sell

shares of this and that. If he's good at what he does, then your investment increases in value over 

time. If not, then you lose money. It's a reasonable solution, no? 

That's pretty much all a mutual fund is. Instead of 25 people, most funds have thousands (or tens of 

thousands) of investors. Instead of $20,000, the typical fund is worth millions or billions of dollars. 

While the average investor who invests on her own might hold stock in just eight to 15 companies, the

typical mutual fund will hold shares in more than 100 companies -- often several hundred. 

Kinds of Mutual Funds

Once you start looking at mutual funds, you'll discover that there are many different kinds. Here's a 

list of some of the main types. (Some funds fall in more than one of these categories.)



Equity funds: "Equity" is just a fancy way of saying "stock." Equity funds are ones that invest 

in stocks. 



Fixed-income funds: These funds generally invest in bonds. 



Money market funds: A money market fund buys CDs and bonds issued by the government or 

companies. It sticks to short-term, high-quality securities and is relatively safe. 

You'll typically earn less money with money market funds than bond funds, and less with bond funds 

than stock funds. Here are some more kinds of mutual funds -- most stock funds fall into one or more 

of the following categories:



Income funds: Managers of these funds aim to generate regular payoffs for shareholders 

through dividends from stocks and/or bond interest. In other words, its investors should 

expect some regular checks from these funds. These funds are often favored by older 

investors such as retirees, who need an income from their investments. They're not usually 

the best bet for teens, as they tend to focus on companies are fairly stable but don't grow too 

quickly. 



Growth funds: Growth fund managers don't try to generate income. Instead, they seek stocks 

whose prices they expect will grow considerably. 



Value funds: These funds' managers also seek stocks they expect to grow in value, but they 

pay more attention to a stock's price, looking for beaten-down stocks, or ones whose prices 

are considerably lower than the managers think they should be. 



Balanced funds: These funds are invested in both stocks and bonds. 



Sector funds: These are invested primarily in companies in a particular industry or sector, such

as restaurants, real estate, telecommunications, banking, and biotechnology. They're handy if 

you want to be invested in a certain industry but don't want to choose which companies in 

which to invest. 



Regional funds: These funds are invested primarily or exclusively in particular parts of the 

world. One might invest in Indian companies, another might specialize in Russian firms, and a 

third might limit itself to Latin American enterprises. 



Large-cap, medium-cap, and small-cap funds: These funds focus on certain sizes of 

companies. So a small-cap fund will buy stock in tiny companies, while a large-cap fund will 

invest in firms such as Ford or American Express. 

There are even more categories of funds. Some, for example, are "focused," aiming to hold stock in 

relatively few companies, instead of hundreds. Others refer to themselves as "socially responsible," 

avoiding, for example, tobacco companies or firms with poor environmental records. (This is much 

easier said than done, though, as you can probably find something socially objectionable in almost any

company.)

If all these kinds of funds have your head spinning, relax. There's one kind of fund that's The Motley 

Fool's favorite. We'll get to it soon. (Is the suspense killing you?)

Problems With Most Mutual Funds

Mutual funds do have their advantages. They're certainly convenient -- especially if you don't know 

much about investing. They give you instant diversification. It would be risky to have all your money 

invested in just one or two companies, but with mutual funds, you're usually in more than 100 

companies (or other investments) at once. There are some considerable disadvantages, though. For 

example:



Most mutual funds underperform the market average. In most time periods, more than 75% 

of stock mutual funds do worse than the overall stock market. 



Many mutual funds are just too big to do really well. A bunch have more than $10 billion 

invested in them. Imagine being the chief manager of one such fund. Maybe you've found 10 

amazing companies that you'd like to put most of your money in. That means you'll have to 

invest around $1 billion in each. Many companies aren't that big -- you can't spend $1 billion 

on a $500 million company. The bigger the fund, the harder it will be to find enough promising

investments and to do really well. This is part of the reason why funds are often invested in 

hundreds of companies. 



Most mutual funds are too diversified to do well. Imagine managing a mutual fund where 

you're invested (in roughly equal amounts) in 100 companies. Let's say that one or two -- or 

even five -- of them do really, really well. Their stock prices quadruple. This should make your 

mutual fund's value skyrocket, right? Well, no. Those are just a few of your holdings. 

Whatever they do is a drop in the bucket. A little diversification is good -- without it, you're 

taking on a lot of risk. If you own stock in just three companies and one really crashes, so will 

your overall portfolio's value. If you own stock in 10 companies, one crashing won't be a major

disaster. And one skyrocketing will have a noticeable effect. But the more you add to the mix, 

the more diluted the effect of any one company. 



Most mutual funds charge significant fees that hurt performance. Many funds have "loads," 

which are sales charges. If you put $1,000 into a fund with a 5% front-end load, that means 

the fund company will take out $50 from the beginning, and you'll only be investing $950. 

(This is why many people look for "no-load" funds, of which there are many.) Beyond loads, 

most funds charge certain fees every year -- to pay for things such as salaries, administration, 

and advertising. Imagine that the stock market rose 8% one year, and your fund gained 8%, 

too. Pretty good, right? Well, no, not if it charges a total of 2% in annual fees. Then your 

return is really 6%. 



Most funds do too much buying and selling. This is called turnover, or "churning." It's bad 

because each time you (or a mutual fund) buys or sells something, a commission is charged. 

Those add up. If you have an account with a brokerage, and you pay $10 every time you 

trade, if you bought or sold stocks 100 times during the year, that would amount to $1,000. 

Yikes! The same effect can hurt a fund's profitability. In addition, if the fund is selling stocks 

on which it has earned a profit, then there are "capital gains," which get taxed. (Guess who 

pays those taxes? That's right -- you, the shareholder.)

The Solution? Try Index Funds

You can avoid most of the problems tied to mutual funds by investing in a particular kind of fund: 

index funds. An index fund invests automatically in all the companies that make up a particular index, 

such as the S&P 500. The Motley Fool recommends suggests index funds for just about anyone. Why? 

Here are some reasons. 



While the vast majority of mutual funds do worse than average, index funds do... average. All 

things considered, that's pretty good. 



While mutual funds will typically charge you 1.00% or more per year, index funds usually sport

extremely low fees -- sometimes just 0.16% (that's less than a sixth of 1%). 



There's little turnover within index funds. They just hold stock in whatever companies are in 

the index they mirror. 



They're simple. Investing in index funds will take very little of your time or mental energy. 

Once you've invested in them, you can forget about them (ideally adding money periodically, 

though). 

Index investing may not be as exciting as picking your own stocks and watching them go up (and 

down), but it will get the job done for you. A thousand dollars invested in a stock market index fund 

that earns 11% on average per year will grow to $13,585 in 25 years and to $184,565 in 50 years - 

just from a single initial $1,000 deposit. A mere $500 invested every year will grow to $8,400 in 10 

years, $57,200 in 25 years and more than $830,000 in 50 years. (Of course, remember that over the 

years that  you invest, your average annual return might be 9% or 13% -- or something else.)

Kinds of Indexes

There are many different indexes that track different groups of companies, and there are index funds 

that track each of them. The three most famous indexes are:



The S&P 500: This is an index of 500 companies that are among of the biggest and best 

companies in America. Just about any major company you can think of is in the S&P 500. 

(Examples: Ford, Motorola, Dell, Apple, Microsoft, Intel, Cisco, eBay, Jostens, Hershey, Black & 

Decker, Maytag, Hasbro, Marriott, Deere, Chevron, Mead, Gillette, Wendy's, McDonald's, Coca-

Cola, McGraw-Hill, The New York Times, CVS, Radio Shack, Wal-Mart, Safeway, Kroger, 

Staples, Toys R Us, Sprint, Fruit of the Loom, Merrill Lynch... you get the idea.) The S&P 500 is

often used as a benchmark for the entire stock market. In other words, if the S&P 500 rises 

5%, people will refer to the market as having risen 5%. 



The Wilshire 5000: This index is an even better benchmark for the entire stock market 

because it actually contains just about every U.S. stock, big and small. At one time there were

5,000 such companies, which is how it got its name. Today the index contains more than 

6,500 companies -- despite its name. This is often referred to as the "total market" index. 



The Dow Jones Industrial Average: This is an index of 30 of America's biggest companies, such

as General Electric, Wal-Mart, McDonald's, Coca-Cola, and Microsoft. This is the most famous 

index, often referred to as "The Dow." It's also the oldest index, more than 100 years old. 

Why do these indexes exist? Well, they make it easy for people to get a feel for how a group of 

companies is doing, without having to do lots of calculations each time. There are more indexes than 

the ones I've listed, and for each major index, you'll find one or more mutual funds that mimic it. Each

one owns shares in the very same companies as the index it follows. If you buy a few shares of an 

S&P 500 index fund, you instantly own a tiny chunk of each of its 500 companies. 

Owning shares of index funds based on indexes such as the S&P 500 and the Wilshire 5000 is, in 

many ways, like owning a piece of America. If you have faith that over the next 10, 20, or 30 years 

America's businesses will flourish, then consider investing in an index fund. 

If you want to do better than average and earn more than you would investing in the overall stock 

market, then you need to learn about investing in individual stocks. That means more work, but it can 

also mean more fun, more satisfaction, and more growth of your money. You can stop with index 

funds, though, and do very well -- better than most Americans. 

Start Investing

You know much of what you need to know by now: that you can turn a little money into a lot of 

money over time; that for most people, stocks are the best kinds of long-term investments; that 

mutual funds invest in stocks (and other things); and that index funds are a particularly appealing 

kind of mutual fund. 

It's finally time to get into some nitty-gritty details about  how to invest. 

Are You Ready? 

This corner of Fooldom is intended to persuade you to invest and to help you actually invest. But 

you shouldn't do anything until you're ready. If you want to take time to learn more, think more, 

and then decide, by all means, do so. Take a year or more, if you want to, while you save and learn. 

Also, remember -- if you'll need any of your money within five years or sooner, don't put it in stocks. 

Such short-term money should be in a bank account, CDs, or possibly bonds. The stock market is 

for long-term money. (Here's our short-term savings center. )

Minor Details

Legally, you're a minor if you're under a certain age. (Depending on where you live, it's usually 

between 18 and 21.) That means you aren't allowed to enter into a binding contract, so you'll need 

the help of a parent, guardian, or other adult to open accounts at financial institutions. An account 

that's opened by a minor and an adult is often called a "custodial" account. 

There are alternatives to getting your own account, though. You might informally buy into various 

stocks or mutual funds through your parents. For example, if your mom is buying 50 shares of stock

in PepsiCo for herself, you might hand her $100 and ask, "Can you please buy two shares for me?" 

For this system to work, though, you need to trust your parents not to run off to Bermuda with your

money. You also have to be buying the same investments, and you'll need to keep clear records of 

who owns what. 

Mutual Fund Accounts

If you want to invest money in a mutual fund (such as a glorious index fund), you need to 

determine a few things first:



Which mutual fund(s) are you interested in? Read, explore, think, ask questions, 

investigate. Definitely consider index funds. 



What are their minimum initial investments? (Some mutual funds let you start with $50, 

while others may require $5,000. Most likely, you'll see minimum initial investment amounts

of around $1,000 to $3,000.)



How much will you invest in a given fund, if you can meet its minimum? If you can't meet 

its minimum, will you wait and accumulate more money, or is there a similar other fund with

a lower minimum that you can invest in? 



Do you want to invest in the fund through the fund's company or through a brokerage? Most

major brokerages these days permit you not only to buy and sell stocks in your account, but

also to buy into a range of mutual funds. Some brokerages only offer access to a few mutual

funds, others offer thousands of funds. 

You can buy shares of a mutual fund directly from the company that the fund belongs to. 

(Sometimes a fund is only sold through its company and isn't available through brokerages.) You 

just need to contact the company, say what fund(s) you're interested in, mention that you're a 

minor with a cooperative adult, and ask for the necessary paperwork. Then you fill out the form 

you're sent and mail it back, with the money needed to buy into the fund. 

Buying into a fund through a brokerage offers some advantages, though. You can easily sell at any 

time and buy into another fund, even one from a different fund family. Or you can move money 

between stocks and funds. (Frequent shuffling isn't recommended.) If you plan to leave your money

in one place for a long time, buying through the company should work just fine. 

Here are some index funds that track the S&P 500 or the "whole market" (represented by the 

Wilshire 5000). There are many other index funds you can choose from, of course. 

Ticker

Fund

Minimum Deposit Annual Fees

Phone

SBSPX Smith Barney S&P 500 Index A

$1,000

0.59%

787-759-8333

PREIX T. Rowe Price Equity Index 500

$2,500

0.35%

800-638-5660

SWPIX Schwab S&P 500 Inv. 

$2,500

0.36%

800-435-4000

VFINX Vanguard 500 Index

$3,000

0.18%

800-662-7447

BEIYX Wachovia Equity Index Y

$250

0.42%

800-994-4414

SWTIX Schwab Total Stock Market Index $2,500

0.40%

800-435-4000

VTSMX Vanguard Total Stock Market In. 

$3,000

0.20%

800-662-7447

WFIVX Wilshire 5000 Index Portfolio

$1,000

0.62%

888-200-6796

(By the way, many funds have lower minimum initial deposits if the fund is bought through an IRA. 

IRAs are discussed in our next article.)

Brokerage Accounts

A brokerage is a firm that facilitates the buying and selling of securities (such as stock), charging 

customers fees (called commissions) for its services. Some fairly well known brokerages include 

Charles Schwab, Fidelity Investments, E*TRADE, Harrisdirect, Ameritrade, TD Waterhouse, Datek, 

Merrill Lynch, and Salomon Smith Barney. 

Millions of Americans invest through brokerage accounts, which aren't much harder to set up than 

bank accounts. In fact, these days many brokerages are also offering banking services. TD 

Waterhouse, for example, is both a brokerage and a bank. Open an account there, and your money 

will earn some interest, you can write checks on the account, and you can also invest some or all of 

your money in stocks, mutual funds, and more. 

Here's how to open and use a brokerage account:



Read up on various brokerages,  and see which one you want to use. Most brokerages have websites where you can gather a lot of information and ask them to send you brochures and

applications. 



Fill out an account application and mail it in (or hand deliver it, if they have a nearby office), 

along with a check (or cash, in person). If you're a minor, you'll need to have a parent or 

guardian set up the account with you. There will probably be a box to check on the 

application that says something like "custodian account for minor." If you're opening an IRA 

account at the brokerage, make sure that the application form you get works for IRA 

accounts, too. You may need to check a special "IRA" box on the form or you may need a 

special form for an IRA account. 



The brokerage will send (or give) you an account number and perhaps a password, to help 

you access the account, especially online. You may also get an ATM card and checks, 

depending on the brokerage and the kind of account you opened. 

So there you are, with a brokerage account in which there's some money. That money will usually 

earn some interest for you, until you invest it in something. Many brokerages will "sweep" your 

money into a money market fund until you need it. It's not a mistake to just leave your money 

there, earning interest, until you're sure of what you want to invest in. 

When you're ready to invest in a stock or a mutual fund, you call up your broker or drop by the local

branch office (if there is one) or log on to your account on the brokerage's website. If you run into 

problems along the way, there will be a customer service phone number you can call to ask any 

questions. Don't be shy -- people on the other end are paid to answer your questions, and they 

should treat every customer with respect, if they want to keep your business. Don't think your 

questions are stupid, either. You'd be surprised what basic questions many adults have. 

To "trade" (which means buying or selling something), you'll place an order. You'll specify exactly 

what you want to buy, how much of it you want to buy, and if you have any special instructions. 

(Examples: "I'd like to buy 25 shares of ExxonMobil at the current price," or, "Please buy 15 shares 

of AOL Time Warner, but only if the price is below $20 per share.") When the order is placed, it is 

often filled within a minute or so. 

After you've bought some stock, the shares will appear in your account (if not immediately, then 

within three days). If you had $1,000 in your account, and you bought 10 shares of stock in 

something for $500, and you paid $10 in commissions, you'll see that your account has $490 in 

cash in it, plus the 10 shares. 

You can add money to your account any time, and you can withdraw money, too. You can buy more 

shares of stock with the money you have, and you can sell some or all of your shares, also. 

That's pretty much it! 

You'll probably receive monthly statements from the brokerage, detailing the value of your account. 

It may be referred to as your "portfolio" -- which just means your collection of cash and various 

investments such as stock. 

Shopping for a Brokerage

When you're shopping for a brokerage, there are a bunch of factors to consider. Here are some:



Is it just an online brokerage, or does it have brick-and-mortar branches? It's perfectly fine 

to use an online-only brokerage, but if you're just starting out, it can sometimes be nice to 

deal with real people in person. Schwab, Fidelity, and TD Waterhouse are some brokerages 

with lots of local branches. 



If you're interested in investing in mutual funds, does the brokerage offer the funds you're 

interested in? 



Is there a minimum amount you need to open an account? You'll typically see minimums of 

$0, $500, $1,000, or $2,000. Depending on your situation, that might help you eliminate a 

bunch of brokerages from the beginning. Some brokerages will have lower minimums for 

IRA accounts. 



What are commission rates -- how much will it charge you to buy and sell shares of stock or

mutual funds? "Discount" brokerages, which The Motley Fool has long recommended, often 

charge you as little as $8 or less per trade. That's a good deal. Others can charge you $10, 

$15, or $20, which can also be okay. Old-fashioned "full-service" brokerages (such as Merrill

Lynch or Salomon Smith Barney) sometimes charge you more than a hundred dollars per 

trade. 

Your main concern should be that you don't pay too big a percentage of each investment's value in 

commissions. For example, let's say you want to buy $100 worth of a stock in your account. If 

you're charged $20 to do that, you're paying 20% of your investment's value in commissions. That's

terrible. It means you've sort of lost 20% from the get-go. 

Try to spend no more than 2% (or 3%, if you must) in commissions when you buy or sell stock. This

can be tough for teens. If your brokerage charges $12 per trade, you'll have to buy or sell $600 

worth of a stock (or mutual fund) at one time in order for the commission to amount to 2% (12 

divided by 600 is 0.02, or 2%). If you use a brokerage that charges $8 per trade (which Ameritrade 

did at the time of this writing), then you can get away with investing just $400 in each transaction. 

Commissions vary. A brokerage may charge you $10, for example, if you place an order through its 

website, but $20 if you place an order by calling and talking to a broker on the phone. Get the facts. 

At the Fool's Broker Center,  you can learn a lot more about how to evaluate brokerages and you can order more information and account applications from a bunch of good brokerages, too. 

Spiders and Vipers

There's another way to invest in index funds -- without buying shares of any mutual fund. You can 

do this through "exchange-traded funds" (ETFs). These are securities that work a lot like shares of a

stock -- but they're based on indexes, like index funds. There are many different kinds of ETFs. The 

two that might be of most interest are "Spiders" (trading under the ticker symbol SPY) and "Vipers" 

(trading under the ticker symbol VTI). 

Spiders are based on the S&P 500 index. Each share represents a tiny bit of ownership in each of 

the 500 companies that make up the S&P 500. Vipers are based on the Wilshire 5000 total stock 

market index. With just one share of a Viper, you can own a bit of just about every stock out there. 

One big advantage of ETFs such as Spiders and Vipers is that they let you invest in various indexes 

with a small amount of money. Many index funds, for example, require you to invest a minimum of, 

say, $1,000. But through your brokerage account you can always plunk down a few hundred dollars 

for a few shares of an ETF. 

There's more to know about ETFs, of course. Here's one article,  and another,  on ETFs and index funds. And here's Step 4 of our 13 Steps to Investing Foolishly, on index investing. 

Taxes, IRAs, Drips, and Savings Accounts

The last article introduced you to several kinds of investment accounts. There are a few more options 

you should know about, though, and some things to keep in mind, such as taxes. 

Taxes

If you've been working a part-time or summer job and have been drawing a paycheck, you'll notice 

that our friend Uncle Sam likes to take a bite out of every paycheck for taxes. He's got his eye on your

brokerage account, too. 

Let's say that you're invested in a bunch of shares of Ford Motor Company stock. Each quarter, you're 

paid a cash dividend by Ford. You'll have to report this amount on your tax return because it counts as

taxable income to you. If you received a total of $40 during the year in dividends, you may owe 

around $6 in taxes on it. 

Taxes will also affect your brokerage account when you sell stock. If you sell shares for less than you 

paid for them, you have a "capital loss." On your tax return, you'll get to  deduct that amount (up to $3,000) from your income. So if you earned $2,000 during the year and had $500 in losses, it's as if 

you only earned $1,500 during the year -- so your taxes will be lower. 

If you sell any stock for more than you paid for it, you've got a "capital gain" on your hands, and 

that's taxable. If you held the stock for a year or less, the stock is taxed at your tax rate for general 

income. If you held it for longer than a year, it's a "long-term gain" and is taxed at a rate that for most people is lower than their income tax rate. Most teens don't earn too much in any given year, so 

they're usually taxed at a low rate. 

If you have gains and losses, you can offset your gains with your losses. So if your gains totaled $800 

and your losses were $300, it will be like you only gained $500 -- that's the amount that will be 

taxable. 

Mutual funds work in a similar manner. If you sell your shares of a fund, you'll have a gain or loss -- 

which is taxable. Funds holding stock that issue dividends will report to you your share of the 

dividends -- and that amount is taxable. 

If all this talk of taxes is getting you down, there's an alternative -- an IRA. 

IRAs: Traditional and Roth

When you're opening a brokerage account, one kind of account you can open is an "IRA." An IRA is a 

retirement account, designed to contain investments people make for their golden years. The money 

you put in isn't supposed to be removed until you're in or near retirement. IRAs are different from 

regular brokerage accounts because they are "tax advantaged." Using them can help you pay less in 

taxes. 

Teens can open an IRA account through many banks, brokerages, mutual fund companies and other 

financial firms (again, a custodial account, with a parent or guardian). You can only put money into an 

IRA account if you have  earned income. That $500 you got for your bar mitzvah or from Uncle Fester 

won't work. There are limits to how much you can put into an IRA, too -- for 2002, the limit is $3,000 

(of earned income, remember). There are two main kinds of IRAs: traditional and Roth. 



A traditional IRA is one in which you park "pre-tax" money. The money you invest gets to grow

in a "tax-deferred" manner. This means that you can buy and sell stocks or funds in your 

account and can generate capital gains, but you're not taxed on them -- yet. You don't get hit 

by taxes until you start taking your money out at retirement. (If you try to take money out 

before you hit retirement age, you get socked with fines.) So if in one year you earn $3,000, 

on which you'd normally be taxed, you could park, say, $1,000 of it in a traditional IRA. Doing 

so means you get to remove that $1,000 from your income. So your taxable income becomes 

just $2,000 -- and you therefore pay less in taxes now. Plus your $1,000 is growing in a tax-

deferred account. Nice! When you withdraw your money, perhaps at age 66, you'll be taxed on

it then. 



With the Roth IRA, you invest "post-tax" money in it, and you're supposed to leave that 

money invested in that account until you hit retirement age. At that time, you can start 

withdrawing your money -- not tax deferred, but  tax free! Here's how it works. If you earned 

$3,000 in a year and invested $1,000 of that in a Roth IRA, you'd still have $3,000 in income 

to report for the year. You don't get an upfront tax break, as you would with the traditional 

IRA. Instead, you get the tax break when you withdraw the funds -- and a big break it is. You 

withdraw the money tax free. 

If you managed to invest $1,000 per year in an IRA from age 20 to age 60, and it grew at 11% per 

year, you'd end up with about (ready? take a deep breath!) $582,000 in your IRA. Yowza. If that were 

in a traditional IRA and your tax rate at the time was 25%, you'd end up paying around $145,000 in 

taxes and keeping around $436,000. Not bad. But if that money were in a Roth IRA, you'd get to keep

the entire $582,000. For most teens, the Roth IRA is probably the best IRA option. 

It's probably hard to imagine yourself at age 25, much less age 60, so this might not seem that 

exciting. But note that you don't have to sock every spare penny you get into an IRA for your 

retirement. That half-million can be earned with just a measly $1,000 per year. (Of course, investing a

little more each year, if you can, will yield even more impressive results.) You can invest other 

amounts in a regular taxable brokerage account, and use that money much sooner than retirement, if 

you need or want to. But it's definitely worth looking into opening an IRA account, even in your teen 

years. You might be the first teenager on your block with both a Roth IRA account and a regular 

brokerage account! 

There's more to learn about IRAs. You can read up on them all over the web, including at our Taxes 

area and our Retirement area.  Note that some banks and brokerages aren't eager to set up custodial IRAs for minors -- you might have to look around. Don't let anyone tell you that a minor isn't allowed 

to start an IRA, though -- anyone of any age can, as long as it's with  earned income. 

Index Funds Are Enough

Just a quick reminder: Although these articles are telling you all about lots of different kinds of 

accounts, remember that you can get by and do well with just an index fund, which you can invest in 

directly through a mutual fund company. (You can also invest in index funds through Roth IRAs and 

other savings accounts.)

Newfangled Brokerage-like Things

In recent years, there have emerged some companies that operate very much like traditional 

brokerages, but with a few twists. Two examples are ShareBuilder (866-747-2537) and 

BuyandHold.com (800-646-8212). These outfits have tried to offer people the ability to buy and sell stocks for even less in commissions than typical discount brokerages. They've charged as little as $2 

or $4 per trade, although recently some of them have increased their fees or have added monthly 

charges. 

What's the catch? Well, some of them will execute your orders as infrequently as just once a week, to 

keep their costs down. (Since a good Foolish investor isn't trying to rush in and out of stocks very 

often, this isn't usually a big problem.)

If you're interested in these companies, call them or check out their websites, and make sure you get 

all the information you need before you sign up. Ask any questions you didn't find answers to, such as 

whether they'll let you set up a custodial account with a parent and how much they'll charge you 

monthly and/or per stock purchase or sale. 

Drip, Drip, Drip

Can you believe there are so many different kinds of investment accounts? We're not even done yet! 

One very effective way for teenagers with limited funds to invest is through "Drips." That's a nickname

for dividend reinvestment plans (DRPs) or direct investment plans. If a company offers a Drip plan 

(and more than 1,000 major companies do), it means you can buy shares of its stock directly from the

company, bypassing brokerages and their commissions. (Woo hoo!) This used to be a major 

advantage, since brokerage commissions could be $50 or $100 or more per trade. But now with some 

discount brokerages charging $8 or less per trade, the difference has shrunk. 

One huge benefit of Drips is that they permit you to have any dividends the company pays you 

reinvested in additional shares of stock. So if you get $15 in dividends from a stock that's currently 

trading around $30 per share, the Drip plan will buy you half a share of stock for your account with 

that $15. (You usually can't buy fractions of shares, but through Drip plans you can.) Some Drips 

require you to already own one share of the company's stock before you can open a Drip account -- 

that can be a bit of a hassle. Others permit you to buy your very first share through the Drip. 

You can learn more about Drips and which companies offer them in our book,   The Motley Fool's 

 Investing Without a Silver Spoon: How Anyone Can Build Wealth Through Direct Investing by Jeff Fischer (who began investing as a teen). (The book is a few years old and should be revised within a 

year or so.) Here's a Fool article on Drips.  You can also get the latest scoop and more info at NetStock, 

Direct Investing,  and Drip Central.  The National Association of Investors Corp. also offers a low-cost investing program. 

Savings Accounts for Education and College

Two other kinds of accounts are designed to help you (or your parents) save for your educational 

expenses -- which usually means college. 

Qualified Tuition Plans / 529 Plans

Qualified Tuition Plans (QTPs) are also known as Section 529 plans, or just 529 plans. These 

investment accounts are offered by most states (and some institutions such as schools). They let you 

park money in the account and usually offer you just a few choices of what you can invest that money 

in. Like IRAs, you can't take out money whenever you want -- unless you pay a penalty fee. The 

money is supposed to be withdrawn just for educational expenses. The great thing about these 

accounts is that you (and your parents, or anyone) can sock away a lot of money in them (more than 

with the Coverdell ESAs explained below, for example), and when you take out the money according 

to the rules, it's all tax-free. There are no capital gains taxes to pay, even if your money has tripled in 

value while it was invested. Learn much more about these plans at http://www.savingforcollege.com/. 

Coverdell ESAs

A Coverdell ESA account can have up to $2,000 invested in it per year. It's very much like a Section 

529 plan, except that you have a lot more choice about how you invest the money in the account. You 

can invest it in whatever stocks or bonds or mutual funds you'd like. You can open a Coverdell ESA 

account through most brokerages and other financial institutions. When you withdraw money for 

qualified education expenses, it's tax-free. 

Remember that having considerable savings socked away for college can possibly decrease the 

amount of financial aid you may qualify for. But it may well be worth it, as the money in your account 

is money you know you have, while you never know exactly how much financial aid your preferred 

school(s) will offer you. 

Learn more about 529 plans and Coverdell ESAs in our College Savings area. 

UTMAs and UGMAs

Finally, know that there are two more kinds of special accounts -- UTMAs and UGMAs. (Pretty names, 

aren't they? They're short for Uniform Gifts to Minors Act and Uniform Transfers to Minors Act.) These 

are essentially "trusts," accounts set up by your parent(s) or guardians where they're the "trustee," 

investing money for you, the minor. Once you turn 18 or perhaps 21 (or sometimes even 25), the 

account becomes your property, and you're free to do with it what you want. Actually, it's been your 

property all along -- you just haven't been legally allowed to control it until a certain age. 

There are some benefits and disadvantages to these funds. You and your parents can learn more 

about them at Fairmark.com. 

Aim to Do Better Than Average

Most people in America increase their wealth by less than 10% or so each year, on average. Most 

either don't invest at all or are invested in poorly selected stocks or mutual funds that don't perform

as well as people expect them to. (Sadly, millions of Americans are heavily into the  opposite of 

investing -- gambling on lottery tickets and owing thousands of dollars on credit cards.)

You can top all those people -- just by being average. Invest in an index fund that keeps track with 

the overall stock market (either an S&P 500 index fund or a "total market" index fund based on the 

Wilshire 5000), and you'll earn a return that roughly matches the market. In a strange way, you'll 

be above average by being average! 

That should be good enough for most people, including you. But if you want to do even better than 

average, you can try to find a mutual fund that you're pretty sure will do better than the stock 

market average. (Here are a bunch of funds that look good, although none offers any kind of guaranteed return.) Or, you can invest some of your money in individual stocks. You can do very 

well investing in companies familiar to most people. Take a gander at the following table that shows 

the average annual growth rate of stock in a bunch of companies over the last two decades. (The 

overall market grew by almost 16% during these 20 years. It was a period of above-average 

growth.)

20-year Average Annual Returns (1980-2000) 

Company

Ave Annual Returns 

Wal-mart 

31% 

Coca-Cola 

21% 

Schering-Plough 

21% 

General Electric 

20% 

Merck 

20% 

PepsiCo 

20% 

Pfizer 

20% 

Sara Lee 

19% 

Disney 

18% 

Johnson & Johnson 

18% 

McDonald's 

18% 

Philip Morris 

17% 

Texas Instruments 

16% 

Procter & Gamble 

16% 

Ford 

15% 

$1,000 invested in General Electric stock for those 20 years would have grown to $38,000. And 

$1,000 in Wal-Mart would have grown to around $222,000. These amounts don't even include 

dividends. So should you rush out and put all your money in Wal-Mart stock? Not at all. The next 20

years might be different from the last 20 years for these firms. Wal-Mart probably won't grow as 

quickly in the next 20 years as the last 20 years. That's why it's important to develop some skills in 

selecting companies. During the same 1980-2000 period, the average annual growth rate was 9% 

for Sears, 8% for IBM, and  negative 4% for Xerox. A well-known name is not enough. 

If you want to learn more about investing in individual stocks, plan to keep learning. It's not rocket 

science -- you  can learn to do it, if you want to. And you may very well find that you really enjoy it, 

too! 

If you haven't yet read our book,   The Motley Fool Investment Guide for Teens: 8 Steps to Having 

 More Money Than Your Parents Ever Dreamed Of,  consider doing so. It goes into much more detail on how to invest in stocks (as well as many other important financial topics). You can also learn a 

lot about investing in stocks at our website, in our other books, and also in books by Peter Lynch. 

Another article here in our teen area lists lots of resources for learning more. 

Stocks for Teens to Consider

Here's a list of some companies that you might consider learning more about. Note that while each of 

them is generally well regarded by many people, you shouldn't run out and immediately buy shares in 

any of them. For one thing, some or all of them might be overpriced right now. Also, some of them 

might be headed for a stretch of poor performance or sinking share prices. Also, a few of them are 

included not so much because they're great American companies but more because they're companies

that many teens buy stuff from and are familiar with (Vans, bebe, Pacific Sunwear, etc.). 

Each is worth learning more about. Each has an interesting business that might reward you well over 

the coming years. And regardless, just learning about any business will help you understand and 

evaluate other businesses. Below the list are links to Fool articles on some of the companies. 

Remember that there are many other interesting firms -- ones you might know more about and might 

be more interested in. 



Abercrombie & Fitch (NYSE: ANF)



American Express (NYSE: AXP)



AOL Time Warner (NYSE: AOL)



Apple Computer (Nasdaq: AAPL)



bebe Stores (Nasdaq: BEBE)



Berkshire Hathaway (NYSE: BRK.A, BRK.B)



Clorox (NYSE: CLX)



Colgate-Palmolive (NYSE: CL)



Costco (Nasdaq: COST)



eBay (Nasdaq: EBAY)



Ford Motor Company (NYSE: F)



General Electric (NYSE: GE)



General Mills (NYSE: GIS)



General Motors (NYSE: GM)



Harley-Davidson (NYSE: HDI)



Hershey (NYSE: HSY)



Home Depot (NYSE: HD)



Johnson & Johnson (NYSE: JNJ)



Kellogg (NYSE: K)



McDonald's (NYSE: MCD)



Medtronic (NYSE: MDT)



Microsoft (Nasdaq: MSFT)



The New York Times Co. (NYSE: NYT)



Nike (NYSE: NKE)



Pacific Sunwear (Nasdaq: PSUN)



PepsiCo (NYSE: PEP)



Pixar (Nasdaq: PIXR)



Pfizer (NYSE: PFE)



Procter & Gamble (NYSE: PG)



Southwest Airlines (NYSE: LUV)



Tiffany (NYSE: TIF)



Tootsie Roll (NYSE: TR)



Vans (Nasdaq: VANS)



Wal-Mart (NYSE: WMT)



Walt Disney (NYSE: DIS)



The Washington Post Co. (NYSE: WPO)



Wendy's (NYSE: WEN)



Wrigley (NYSE: WWY)

Below are some Fool articles and discussion board posts on many of the above companies (many are not recent, but they will still inform you about the companies):



Abercrombie & Fitch: Tough Times at Abercrombie



American Express: American Express' Albatross



AOL Time Warner: Myths and Facts



Apple Computer: Apple's Business Model and Strategy



bebe Stores: bebe Fashions a Double



Berkshire Hathaway: Berkshire Hathaway -- A Treat



Clorox: The Clorox &  More Company



Costco: Dueling Fools on Costco



eBay: eBay vs. Amazon



General Electric: General Electric and Its Army



General Motors: Dueling Fools on General Motors



Harley-Davidson: Dueling Fools on Harley-Davidson



Hershey: Hershey -- a Treat



Home Depot: Dueling Fools on Home Depot



Johnson & Johnson: Evaluating Johnson & Johnson



McDonald's: Hot, Fresh and Later



Medtronic: Medtronic's 100-year Plan



Microsoft: A Microsoft Duel



Nike: Q&As on Nike



Pacific Sunwear: Stock Talk with the CEO



PepsiCo: A Stock for Dad



Pixar: Pixar Keeps Performing



Pfizer: Dueling Fools on Pfizer



Procter & Gamble: Dueling Fools on Procter & Gamble



Southwest Airlines: A Stock for Mom



Tiffany: The Power of Tiffany's Blue Box



Tootsie Roll: Stocks Fools Love



Wal-Mart: Wal-Mart Still Strong



Walt Disney: Dueling Fools on Disney



The Washington Post Co.: Stock for Dad



Wrigley: Wrangling with Wrigley

True Teen Stories

Here are a few true stories from fellow teenagers, taken from our book,  The Motley Fool Investment 

 Guide for Teens: 8 Steps to Having More Money Than Your Parents Ever Dreamed Of. For more 

stories, suggestions and ideas from fellow teens, check out the book. 

The Rewards of Saving

When I was about 14, I decided that I would be proactive with money, so I got a part-time job at a 

local deli. With my first paycheck, I realized that I would have to work awfully hard to make very little 

money. My supervisor had been making just above minimum wage for 20 years, and I knew I didn't 

want to spend the rest of my life working to death. Around the same time, my godparents took me to 

an investment workshop. Immediately, my eyes were opened to the power of compound growth in 

investing. I knew that this was a way to financial freedom. I left the workshop determined to make my

money work for me instead of just me working for money. 

Honoring what my mother had taught me, to share whatever I had, I donated a portion of my 

paychecks to raise money for breast cancer, and saved everything else to build up a large enough nest

egg to open a brokerage account. Too excited to wait, I began reading everything I could about 

investing. With most of my life savings (which wasn't very much money), I invested in DuPont, AT&T, 

Caterpillar, and International Paper. The pride in being a shareholder in a company, along with 

watching my stocks increase in value, fueled my desire to learn more. I went to three more 

investment workshops with my godparents and browsed books at the library. 

I began with $4,000 in my account and have added about $2,000 since then. My portfolio is now 

worth roughly $12,000, five years later, having grown about 18% per year, on average. Some of my 

favorite holdings are Procter & Gamble and two biotechnology companies that I know a fair amount 

about because they're based near me. 

In the years since then, I have experienced many moments of gratitude for discovering investing so 

early in my life. I'm in college now, and plan to go onto medical school and become a family practice 

physician. And I know that, thanks to investing, my road will be much easier. Not only have I taken a 

proactive step towards improving my long-term financial future, but I am confident that I will also be 

able to generously support the causes I believe in with more ease than I otherwise would have 

imagined. -- Tacy Holliday, 19

A Jumpstart on the Future

From the very start, my parents encouraged me to save half of my earnings. It first felt like a chore to

"give" my money to the bank, but I eventually realized that I was actually paying myself. When I was 

about 12, my parents urged me to start investing small amounts, such as $150 to $200, in the stocks 

of my choice. My eyes were wide with the prospect of riches, but I didn't really know how to go about 

finding promising companies and researching them. 

In the summer of 1998, I attended CompuFest, an annual conference held by the National Association 

of Investors Corporation. In their youth program, I learned how to research a company, to evaluate 

the criteria that make a good investment, such as good management, a relatively low P/E ratio, good 

growth rate and solid prospects for future growth. I bought my first stock, in the Applebee's restaurant

chain, when I was about 13. My approach to finding stocks has changed over the years. 

These days I often visit investing websites to get ideas -- but I never buy a stock without first 

researching its history and management thoroughly. I expect to make money in the stock market if I 

invest for the long term. I'm currently saving for college -- and eventually a house, once I'm out of 

college. I think it's essential to learn how to invest at a young age, to have a jumpstart on the future. 

-- Tina Dressel, 18

A Dripping Teen

I became interested in investing when I got my first job as a waiter. I had money that I'd saved and 

wanted to buy stocks like my parents. When I turned 16, I opened an account with my mom at a local

brokerage. I then bought my first two stocks: $200 worth of General Electric and $200 worth of 

Abbott Labs, a pharmaceutical company. I picked these companies using information I gathered from 

books and online discussion boards. 

After buying my first stocks, I gained confidence and wanted to keep investing. It was if I had been on

a swaying bridge and had finally set foot on solid ground. I continued to learn more and kept putting 

money in my brokerage account. I then bought stock in several other well-known companies, including

AT&T, Cisco Systems, Intel, Pfizer, and WorldCom. As I learned more, I sold my first shares of GE and 

Abbott Labs, reinvesting the money in a "Drip" (dividend reinvestment plan) with Pfizer. Dripping is my

favorite way to invest, because it's so inexpensive. I currently Drip both Pfizer and Duke Energy. 

I pick my stocks using the principles of Warren Buffett and Peter Lynch. I like companies that steadily 

increase earnings and have high profit margins, with room to grow. I also like to see little or no debt. I

prefer companies whose products are used by everyone, products without which the world would be 

different. Can you imagine the world without medicine and computers? 

I've had many good stock picks and a few bad ones. My best has been my Pfizer Drip, which has 

grown steadily. Another good one has been AT&T. I invested $380 into AT&T, and it is now worth $510. 

My worst pick has been Cisco Systems, which I bought at $50 per share and watched go all the way 

down to $15. You have to take the bad with the good, and I am not worried. After all -- I'm only 17. --

Robert Morgan III, 17

Top 10 Reasons to Participate in an Investment Club

1. You'll learn about something that schools forget to teach you, something that will have a huge 

impact on your life. 

2. You'll have a strong chance of making money. 

3. You have something more valuable than money, something that you will not have for much 

longer and that you should take advantage of: You have time. 

4. It's a good extracurricular activity that colleges will look at. 

5. It also looks good on a resume. 

6. You can make contacts in the business world that you would not have otherwise made. 

7. You get to hang out with friends while learning something and still having a good time. 

8. You may even end up being covered on the news or in the newspaper. 

9. You'll earn the respect of fellow classmates, parents, and teachers. 

10. You'll have the opportunity to change your life. 

-- Bryan Sims, 18

The Tristan System

I initially thought that investing was something rich people did to get more money. Now I understand 

that the majority of people can invest. I began investing in order to buy a nice used car. My best stock

has been Chico's, a small-cap women's clothing retailer. It's gone up about 25% since I bought it. 

Applied Innovation, a small-cap computer networking equipment maker, has been my biggest dog, 

dropping about 40%. I'm holding on to it, though, because I think it has great prospects. 

I've sold only two stocks so far, Mellon Financial and DTE Energy, losing just 4% or so on each. 

Overall, I'm down about 10% over the last few months, which isn't that bad considering that the stock

market has fallen much more than that in the same time period. 

To find companies in which to maybe invest, I use stock screeners at businessweek.com or 

morningstar.com, or I hear about a stock on TV or stumble onto an interesting company on message 

boards at Yahoo! Then I look them up to see if their balance sheet looks good, how profitable they are, 

etc. I make sure they're undervalued enough. I aim to buy a company when its P/E ratio is below its 

5-year average P/E ratio and lower than its industry's average P/E. I also read the company's last 

annual report (from its website) and see how fast it's growing. These are just some of the things I do. 

I plan to keep investing all my life. -- Tristan Crockett, 15

My Investing Life -- So Far

Three years ago, I opened an account with a discount brokerage, and I was instantly in the game. 

Drunk on power, I felt like a major player in the financial markets. With a point and click, I moved 

hundreds of dollars from stock to stock: Papa John's Pizza, Indonesian Telecom, 3Dfx, Analysts 

International. The titans of Wall Street trembled at the mere mention of my name. 

Day trading was soon an all-consuming passion. I snuck out of classes to check my stocks and pulled 

the trigger on companies just for the thrill. Unfortunately, I was losing money. Trading five times daily 

simply didn't work. Even with my brokerage's low commissions, I was paying $10 each time to get 

both in and out of positions. Factoring in taxes on any gains, my green was quickly disappearing. 

So I settled on the traditional method of value investing espoused by the old guard. After extensive 

research, I selected the five solid companies that would make my fortune. And so my life continued, 

placidly, until the fateful day that my cousin David called. A big shot investment banker in Miami, he's 

the type who wears $900 Gucci sandals and cements deals on a 50-foot yacht. "I have an amazing 

deal for you," he promised. Some global satellite company called Iridium was trading at $14 per share, 

down from a high of $75. Confident in its imminent turnaround, he apparently had half a million 

shares in it. 

I felt bad for all those old ladies and their investing clubs. Without the inside information held by the 

privileged few such as myself, they could only hope to eke out a meager return. With all my other 

positions liquidated, I sat back and waited for Iridium Satellite to make me rich. And waited. When it 

hit $7 or so, I placed a call to my cousin, who assured me that it was about to skyrocket. He 

encouraged me again when it declared bankruptcy, describing that as a formality. Its billions of dollars 

of debt were apparently no problem, either. 

Well, now the stock is worthless and my life savings are gone. The moral of the story? The 

professionals don't always know as much as you think they do. You can invest well on your own with 

proper research and due diligence. Me, I just stick to an index fund now. With the miracle of 

compound interest, I hope to retire at age 30 and buy a solid gold house. -- Alexis Neuhaus, 18

Consider Giving Some Money Away

I read somewhere that if you have any money in a bank account and a little money in your pocket 

right now, you are among the wealthiest people in the world. Having gone to Honduras on a mission 

trip and seen the conditions that others live in every day, I see things from a different perspective 

here in the United States. It's amazing how much we have that just gets squandered on depreciating 

assets that really do not make one's life much happier. I wish more people saved more, invested 

more, and gave more to charity. It certainly makes you feel better when you realize that some of your 

income is actually going towards a productive purpose, rather than a nice DVD player or computer 

system that quickly becomes worth only pennies compared to what it cost brand new. -- Jason 

Ramage, 20

Keep Learning

There are a  lot of terrific resources available to help you learn more about money and investing. Be 

prepared to be shocked by how many articles and books and other resources I list below. Don't expect

to get very far with them today. Perhaps just read one or two articles. Perhaps print out the list of 

books and check one out from your library.  Plan to keep revisiting this page, though (maybe bookmark

it), and to keep learning -- in whichever ways work best for you: articles, books, magazines, seminars, 

and discussion boards. Think of this long page as a kind of library that you can visit again and again. 

Fool Content

As you read through our Fool offerings, note that we try to make all our content easy to read -- and 

sometimes amusing, too. (Our motto: "To educate, amuse, and enrich.") Most of it is geared toward 

adults, but remember that most adults don't know much more about investing than you do -- in fact, 

you may  already know more than most adults -- really! 

Some Key Fool Areas:



Investing Basics



On Mutual Funds



The Motley Fool Glossary



Discount Broker Center



Short-term Savings



Investment Clubs



How to Value Stocks (an assortment of articles)



All About Banking



Fool freebies and discounts

Mostly Fun Fool Articles:



40% Returns, Guaranteed!!! 



Hannah Gets a Visa Card



Palm IX Hits Retail Stores, Wows Customers



Internet Almost Out of URLs



Pepsi to Advertise Inside Human Genome



Amazon.com to Add 23 New Areas



Shakespeare's Portfolio Discovered (our 2000 April Fool's Joke)



e-Meringue IPO (our 1999 April Fool's Joke)



The Craven



The Unshaven



Like... Totally Citigroup



Binge Industries: A Letter to Our Shareholders



Stock for Mom: Cheesecake Factory



Top 5 Common Investing Mistakes Dogs Make



Top 5 Archive



The Community's Treasure Chest

Mostly Educational Fool Articles:



The History of The Motley Fool



Advice for Grads



The Compounding Fribble



Big Strike Out



Stock Splits



It's Never Too Late: The Anne Scheiber Story



The Oseola McCarty Fribble



How to Spear Fish



Confronting Contradictions



Even Dogs Can Win



Rats



The Poetry of Investing



Winning Isn't Everything



Offline Commerce Emerges



The Myth of Analysts' Best Practices



A "South Park" Investing Lesson: Gnomes Underpants



Investing Hints



The Donner Party Fribble



Buffett: Portrait of an Artist as a Young Man



Investing Lessons From College

More Educational Fool Articles:



Character of a Foolish Investor



Meet Ten Investing Masters



Five Tips for Buy-and-Hold Investors



Phil Fisher's Long View



I Think, Therefore I Invest



A Simpler Way to Invest



How to Evaluate Management



Using ROE and ROA



Don't Ignore Ratios



The Importance of Enterprise Value



Four Great Investing Equations



10 Things to Look for in an Annual Report



An Investor's Guide to Conference Calls



Calculating Cash Flow Ratios



Analyzing Industries



Four Ways Investors Are Tricked



What Is Your Company Hiding? 



The Most Important Financial Statement



Where Fools Do Their Research (a bit dated, but still helpful)



The Top Investing Books of All Time



What We've Learned



When Fools Were fools



More When Fools Were fools



Even More When Fools Were fools



Yet More When Fools Were fools



Warnings for Investors

Even More Educational Fool Articles:



The Misunderstood Market



The Psychology of Investing



Socially Responsible Investing



Interview with John Bogle



Your Top Money Questions



Fisher's Investing Criteria



Ten Things You Want to Know



Big Company Mistakes



Clinical Trials and the FDA: Investing in Drug Companies



The Meaning of Margin



The Earnings Estimates Game



How to Avoid Securities Fraud



Adventures in Venture Capital



Time to Rebuild, in a Down Market



Buy Small



Small-cap Investing Questions



Avoiding Investing Traps



10 Gems for Value Investors



Big Risk Sinks Ships



Your Most Important Financial Decision



High Volume, High Profits



Quest for Deep Value



Objecting to Index Funds



When Companies Go Bankrupt



Go Against the Grain



Options and Other Accounting Scandals



The Best Actively Managed Fund



Cash in Fashion



Is Shorting Stocks Foolish? 



Lots of "Fribbles" -- lessons submitted by Fool readers Some Solid, Mostly Educational Fool Discussion Boards (Other than our Teens and Their Money discussion board, that is. Remember that full access to our 

boards costs a little, but we do offer a 30-day free trial -- check them out!)



Investing Beginners



Grape's Fisher Kings



The Foolish Collective



Peter Lynch Investing



Drip Investing -- The Basics



Drip Investing -- Companies



NAIC Stock Selection Guide



Index Funds



Mutual Funds



Investment Clubs



Boring Stocks



Reading Financial Statements



Terms, Definitions and Jargon



Socially Responsible Investing



Turnarounds / Value Investing



My Dumbest Investment



Low P/E Stocks



Selling Strategies



Discount Brokers



Boards for lots of industries

Other Useful Websites

Here are a few websites created for or by young people, about money and investing (some are 

affiliated with financial companies that may want to sell you something). They're not officially 

endorsed by The Motley Fool, but you may learn some interesting things:



http://www.teenanalyst.com/



http://www.startsmartclubs.com/



http://www.younginvestor.com/



http://www.youngmoney.com/home/default.asp

Also, visit http://www.jumpstart.org/, click on "Links," and you'll see much more content geared toward young people. 

To Learn More About Mutual Funds:



Vanguard on Mutual Funds



Vanguard Investing Basics



Morningstar



Sage



The Fool on Mutual Funds

Other Educational and/or Entertaining Websites



Berkshire Hathaway -- This is the website of Warren Buffett's company, Berkshire Hathaway. 

There you can access some 25 years' worth of Buffett's annual letters to shareholders. They're

famous for how easy to understand, educational and even amusing they are. 



Better Investing -- This is the website of the National Association of Investors Corp. (NAIC), 

the granddaddy organization of investment clubs. It offers solid guidance on clubs, investing in

general, and companies of interest. It also offers guidance specifically for teenagers. 



The Hollywood Stock Exchange -- This is an investing game site, where you compete with 

others by buying and selling stocks and bonds of movies and entertainers. It's a fun way to 

learn about how the mechanics of investing work. 



Bankrate.com -- This site will help you find banks and CDs offering the best interest rates. You

can also find good credit card deals and other information there. (Also good: CardLearn.)



LavaMind -- This company sells several games that teens or adults will enjoy, where you 

compete to become the richest person by building businesses and trading in outer space. 

There's a free demo version of one game available. Another game is at 

http://www.escapefromknab.com/. If you try these games and like them, share your 

experiences on our Teens and Their Money discussion board. 



Here are two useful guides on how to read financial statements, produced by IBM and Merrill Lynch. 

Newspapers and Magazines

 Fortune,  Forbes,  SmartMoney, and  BusinessWeek are just four of many general interest financial magazines that will offer you insightful coverage of various companies, industries, trends, 

personalities, investing strategies, and much more. (Other possibilities:  Better Investing,  Worth, Kiplinger's and  Money.)

There are two primary newspapers that are most useful to investors:  The Wall Street Journal and Investor's Business Daily. You may be able to sign up for free trials for one or both of them here. 

Fool Books

Below are brief descriptions of some:



 The Motley Fool Investment Guide for Teens: 8 Steps to Having More Money Than Your 

 Parents Ever Dreamed Of by David and Tom Gardner with Selena Maranjian. This is 

(obviously) the best book we offer for teens. It's full of ideas and advice on how to earn more 

money, save more money, and invest your money, and it also includes many suggestions and stories from teens. 



 The Motley Fool Money Guide: Answers to Your Questions on Saving, Spending, and Investing 

by Selena Maranjian. This book features 500 questions and answers on all kinds of investing 

and personal finance topics. It will teach you a lot and it's a great reference book, too. 



 The Motley Fool Investment Guide by David and Tom Gardner. This is our first book, laying out

the Motley Fool investing philosophy and approach. 



 You Have More Than You Think by David and Tom Gardner. This book tackles personal finance 

topics, helping people get their financial houses in order. 



 The Motley Fool Investment Workbook by David and Tom Gardner. For those who learn by 

doing, this workbook includes many exercises for the reader as it teaches investing. 



 The Motley Fool's Rule Breakers, Rule Makers by David and Tom Gardner. This book is lays out 

two Fool investing strategies and teaches a lot about what makes strong businesses strong. 



 The Motley Fool's Investing Without a Silver Spoon by Jeff Fischer. This book explains in full 

detail how to invest using Drips -- dividend reinvestment plans and direct investing plans. It 

includes an extensive directory of hundreds of companies and information on their Drip plans. 



 The Motley Fool's What To Do With Your Money Now: Ten Steps to Staying Up in a Down 

 Market by David and Tom Gardner. In this book, the Fool co-founders help you recognize the 

rights and wrongs of managing your money in today's market. 



 Investment Clubs: How to Start and Run One The Motley Fool Way by Selena Maranjian. This 

is a short book that gives you the basics on how to start and run an investment club. 

Other Good Books

Look these up at your local library or on Amazon. Don't think, if you find one to be a little boring, that 

they're all boring. Some are about investing, but many are just about great businesses and the 

interesting people who built them. The more you know about great businesses, the more easily you'll 

be able to spot them and invest in them. 



 Buffett: The Making of an American Capitalist by Roger Lowenstein



 The Complete Idiot's Guide to Money for Teens by Susan Shelly



 Street Wise: A Guide for Teen Investors by Janet Bamford



 Learn to Earn by Peter Lynch and John Rothchild



 The Richest M an in Babylon by George S. Clason



 Built to Last: Successful Hab its of Visionary Companies by Jim Collins and Jerry Porras



 Capital Ideas: The Improbable Origins of Modern Wall S treet by Peter Bernstein



 Against the Gods: The Remarkable Story of Risk by Peter Bernstein



 One Up on Wall Street: How to Use What You Alr eady Know to Make Money in the Market by Peter Lynch and John Rothchild



 Common Stocks, Uncommon Profits by Philip Fisher



 In Search of Excellence: Lessons fro m America's Best-Run Companies by Thomas Peters and Robert H. Waterman



 Personal History by Katharine Graham



 Common Sense o n Mutual Funds by John Bogle



 The Essays of Warren Buffett: Le ssons for Corporate America by Lawrence Cunningham



 The Wall Street Journal Guide to Understanding Money & Inve sting by Kenneth M. Morris and Virginia B. Morris



 The Intelligent Investor by Benjamin Graham



 Liar's Poker: Rising Thro ugh the Wreckage on Wall Street by Michael Lewis



 Value Investing: From Graham to Buffett and Beyond by Bruce C. N. Greenwald and friends



 Financial Shenanigans by Howard Schilit



 The Money Masters by John Train



 A Short History of F inancial Euphoria by John Kenneth Galbraith



 For God, Country, and Coca-Cola: The Definitive History of the Great American Soft Drink and 

 the Company That Makes It by Mark Pendergrast



 McDonald's: Behind the Arches by John F. Love



 In Sam We Trust: The Untold Story of Sam Walton and Wal-Mart, the World's Most Powerful 

 Retailer by Bob Ortega



 Apple Confidential: The Real Story of Apple Computer, Inc.  by Owen W. Linzmayer



 Giants of Enterprise: Seven Business Innovators and the Empires They Built by Richard S. 

Tedlow



 Masters of Enterprise: Giants of American Business from John Jacob Astor and J.P. Morgan to 

 Bill Gates and Oprah Winfrey by H. W. Brands



 Good to Great: Why Some Companies Make the Leap... and Others Don't by Jim Collins



 Rules for Revolutionaries: The Capitalist Manifesto for Creating and Marketing New Products 

 and Services by Guy Kawasaki, Michele Moreno



 The Tipping Point: How Little Things Can Make a Big Difference by Malcolm Gladwell



 The Millionaire Next Door: The Surprising Secrets of America's Wealthy and  The Millionaire 

 Mind by Thomas J. Stanley and William D. Danko



 Rich Dad, Poor Dad: What the Rich Teach Their Kids About Money--That the Poor and Middle 

 Class Do Not!  by Robert T. Kiyosaki and Sharon L. Lechter Feel free to share other resources you find on our Teens and Their Money discussion board. 

Remember that the more you learn, the better you'll likely do. To maximize your money now and in 

the years to come, keep learning! 

Have Your Parents Read This? 

Congratulations! 

You're the lucky parent of a teen (or precocious pre-teen) who's learning about money management 

and how to profit from stock market investing. If your teen keeps it up, she's likely to build a 

financially secure future. With any luck, in a few decades, she will be flying you to her home for a visit 

on a private jet -- or at least, you won't be worrying about how your offspring will make ends meet in 

life. 

If you're asking yourself, "What can  I do to help young Mortimer or Hortense keep learning about 

investing? How can I teach my young ones about money? What financial steps can I take to prepare 

for my children's college education?" then you're in luck. We've recently published a book just for 

teens:  The Motley Fool Investment Guide for Teens: 8 Steps to Having More Money Than Your Parents

 Ever Dreamed Of.  If your teen hasn't read it yet, consider getting him or her a copy. 

Below are a host of additional resources that will prove useful to you. A few cost a little money, but 

most are free, free, free. Please take some time to check them out. 

Teaching Your Children About Money

Here are some articles and resources for you, which address not only teens but also younger kids. 

Some were written by Fool staffers, some by Fool Community members. 



Ten Things to Teach Your Kids About Money



The Age of Toddlers



Teenage Questions, Teenage Angsters



Investing Activities for Kids



Investment Accounts for Young People



Why Your Kids Should Invest



My Kids Sling Hash



Growing Up Gardner,  Part 1 and Part 2



Allowable Allowance



Ode to Mom at Christmas



Cents and Sensibility



Saving at Fifteen



Winning the War on Whining



The PseudoDrip



The Opportunity (Cost) of a Lifetime



Foolish Education,  Part 1 and Part 2



Stock for Grads

Here are a few non-Fool sites and articles recommended by folks in our Fool Community:



The IRS' effort to teach about taxes



The Wisconsin Department of Financial Institution's "Kids Page" 



MSN's Kidz



Kids and Financial Organization



Children and Investing



Teens: Stretch Your Summer Paycheck



Teens Targeted for Plastic Attack



Introducing Children to Money



Tools for Teaching Children About Money



Ragamuffins To Riches: Use Their Allowance to Teach Them Money Skills



Kidstock info on Drips and DSP plans

Finally, the Jump$tart Coalition has links to many additional good resources. Some will serve you well; others are good sites to explore with your children or just to send the kids to. 

Helping Your Children Learn More About Investing and Money Management

A great way to help your motivated teens along is to make sure that they're able to earn money, save 

some of it, and invest some of their savings. Consider creating some incentives for them. You might, 

for example, offer to match, dollar-for-dollar, every dollar that they save and invest (perhaps up to a 

certain annual limit). (You might make it 50 cents for each dollar, too, or any other arrangement.) You 

might offer financial rewards for whenever your teens reach certain goals, such as reading certain 

numbers of books, earning certain grades, or any other achievements that make sense for you and 

your kids. 

One of the best ways for anyone of any age to learn about a topic is to interact with others, asking 

questions, getting answers, and gleaning important nuggets from ongoing conversations. Consider 

buying your teen a one-year membership in our online Fool Community of discussion boards,  where she will have access to hundreds of boards dedicated to discussions about specific companies, 

investing styles, and many other financial and non-financial topics. (It costs just $30 and we offer a 

30-day free trial.) Rest assured that unlike discussion boards at many other websites, the Fool boards 

are known far and wide for being friendly and not chock full of obscenities and drivel. Our boards 

feature self-policing mechanisms, whereby anyone can flag an offending post and we'll remove it if it 

violates our rules. We even have a board dedicated to teens and their money,  where your teen will be able to learn from and with other teens. 

Your teen can read gobs of our online articles at Fool.com,  which are available for free. They cover, among many other things, stories in the news,  special features,  Foolish investing strategies,  and 

general financial/investing commentary.  Also of interest might be our Fool's School and our archive of 

articles going back many years. They were mostly written for adults, but we aim to make everything we write accessible and understandable (and even amusing) to most people. 

You might encourage your teen to set up a mock portfolio of stocks she pretends to invest in, so that 

she can learn by watching the stocks rise and fall. Portfolios can be created and tracked for free in our 

Quotes and Data area.  That area is also a good jumping-off spot for researching companies. 

Your teen might be interested in setting up an investment club, to learn with friends. If so, feel free to 

encourage him by pointing him to our Investment Club area.  ( You might consider forming a club, too 

-- perhaps even a family one, with your kid's aunts, uncles, and cousins. Or just one with friends or 

co-workers.) Know that teen (and adult) clubs can make things simple by stopping short of actually 

investing money together. Instead they can learn, share, and invest in a mock portfolio together. 

Your teen might also be interested in some of our research products.  These include subscriptions to newsletters that highlight interesting companies and stocks in an educational way, explaining  why the 

companies and their stock prices are attractive. 

We've also got a bunch of Fool books available, some of which may be of interest to your teen. Here's 

a list of Fool books, in FoolMart (they're also available at Amazon.com and in many bookstores). 

Perhaps the ones of most interest to teens are:



 The Motley Fool Investment Guide for Teens: 8 Steps to Having More Money Than Your 

 Parents Ever Dreamed Of by David and Tom Gardner with Selena Maranjian



 The Motley Fool Money Guide: Answers to Your Questions About Saving, Spending and 

 Investing  by Selena Maranjian, which features 500 common questions -- and answers -- about money and investing. 



Also, this year and next, look for revised updates of our very popular  The Motley Fool 

 Investment Workbook and  The Motley Fool's Investing Without a Silver Spoon. 

Saving and Paying for College / Investing for Your Children

Here are some articles and resources for you:



The Fool's Saving for College Center: This features information on key savings tools, such as 529 Plans and Coverdell Savings Accounts. 



Investing for Baby



Paying for College at the Last Minute



Parental Insanity and Paying for College



From Oxygen.com: Custodial Accounts 101



The motherlode of info on 529 plans: SavingForCollege.com



Kiplinger's College Planning Center



SmartMoney's College Planning area



College Parents of America

Here are more resources to help you learn about various schools and about paying for college, too:



The U.S. Department of Education



Student Guide



http://www.finaid.org/



FinAid



The College Board



FastWeb



College Scholarships



College-Scholarships (with a hyphen!)



Wired Scholar



Peterson's



Campus Tours



Mapping Your Future

For more info on loans for college, click over to: Sallie Mae,  Student Loan,  and eStudentLoan. 

General Resources  for You

Finally, know that we have many resources that will help  you make smarter financial decisions in just 

about all aspects of your life -- not just kid-related aspects. Here are just a few leads, and much of 

this stuff is available on our site for free:

Our Personal Finance area offers you information and guidance on a host of important topics, such as:



Choosing a Broker



Hiring a Financial Advisor



Buying and Owning a Home 



Getting Insurance



Earning More on Your Savings



Buying a Car



Paying for College



Getting Out of Debt



All About Taxes



Your Retirement



Investing for Your Kids



Family Finances



All About Banking

Our Retirement area offers information on planning for and living in retirement. 

Our Tax area offers tax tips and reference material. 

For info on how to get the most out of your short-term money, including some special low rates just 

for Fools, visit our Short-term Savings Center. 

For information on how to choose a brokerage and links to some brokerages that support the Fool, 

visit our Discount Broker Center.  

To look over some special freebies, discounts, and free trials available to Fools, drop by our What 

Every Fool Needs nook. (We've got deals on subscriptions, schooling, software, and more.) If the thought of financial planning makes you break out in hives, or if you'd just like to have someone

knowledgeable to ask questions of, check out our TMF Money Advisor service. It offers you objective, professional advice from a variety of sources. With a subscription (pro-rated money-back refunds are 

available, so this is well worth at least trying for a bit), you'll gain access to an online financial 

planning tool, a suite of Fool seminars, and toll-free access by phone to financial advisors, among 

other things. 

We've also got a bunch of Fool books to offer you. Here's a list of Fool books in FoolMart -- although you can also read about them at Amazon.com and buy them at bookstores such as Barnes & Noble. 

You can probably even check them out of your local library! 

Hidden Gems at the Fool: This article lists a bunch of areas of Fooldom unfamiliar to many people. You may discover some really useful resources. (I bet you will!)

You might want to check out some of our How-to Guides (online seminars).  (There's a money-back guarantee on all, so you have little to lose.) Some sample topics: Couples and Cash, Get Out of Debt, 

Roadmap to Retirement, Beginning Investing, and many more. 

You may also be interested in checking out our online discussion board community, where thousands of people are asking and answering questions on thousands of topics, both financial and miscellaneous

(what's a P/E ratio? Should I rent "Shrek"? Is Microsoft a good buy now? Has anyone tried the new 

TaylorMade golf clubs? Is a traditional or Roth IRA better? How can I dig out from $30,000 in credit 

card debt? Fellow single parents, what great buy inexpensive vacations have you gone on?). Full 

access to the community costs just $30 per year, the cost of a magazine subscription, but you can try 

it for a while for free. 

Best wishes, parents! 

Talk With Other Teens

You're not the only teen who's been exposed to financial and investing topics. Drop by our Teens and 

Their Money discussion board to ask questions and share thoughts with fellow teens (and perhaps an occasional helpful adult). 

Our boards are great places to ask your questions and get some answers -- and to get ideas from 

others. (Some people just like to "lurk," reading many posts but not participating much. You can do 

that, too, although we encourage you to jump in and join some conversations, as that's the best way 

to learn and have fun.) Here's our teen board -- jump in! 

Don't feel you just have to talk about money, either. Almost any topic is fair game -- such as movies, 

music, sports, fashion, school, shopping, jobs, and colleges. Venture farther than our Teen board, and 

you'll discover that we have hundreds of discussion boards dedicated to lots of specific topics, such as 

hiking, cooking, photography, current events, computer games, television, golf, quitting nail biting, 

college, and more. (Here's a post that lists more than 250 interesting boards. ) Here are a few of our discussion boards (meant for anyone, not just teens) specifically dedicated to 

beginning investors. Feel free tojoin them or our teen board, as you prefer. 



Beginning Investors



Ask a Foolish Question

Learn How Much Money You Can Grow

http://www.fool.com/teens/teens13.htm 

Use our Savings Calculators,  to help you figure out how much money you might be able to accumulate in your life. Below is some guidance that can help you figure out what numbers to plug into various 

boxes. 

The best thing about this calculator is that it's easy to tweak. Plug in your numbers, see the results, 

and then go back and  change some numbers. See what happens if you invest a little more or less 

money each month. See what happens if you expect to earn a little more or less, percentage-wise, 

each year. Tweak, tweak, tweak! 

Amount You Have Invested $

In this box, you fill in how much money you have saved up and invested. If you're new to investing, as

most people are, you might have zero invested. Just plug in 0 or however much you have socked 

away. 

Rate You Can Earn %

This is a very important number. It reflects how quickly you think your money will grow per year, on 

average. Remember that over the past many decades, the stock market has averaged about an 11% 

return per year. But over shorter periods, like 10 years or even 20 years, it can return an annual 

average of 7% or 15% or something else. 

If your money won't be invested in the stock market, it will probably earn less per year. Here's a 

summary of how various investments have performed on average each year, between 1926 and 2001, 

as well as how inflation grew (again, remember that over other periods, the numbers will likely be a 

little different):



Stock market: 10.2%



Long-term government bonds: 5.3%



Short-term government bonds: 3.9%



Inflation: 3.1%

 (Source: Stocks for the Long Run , Jeremy Siegel, 2002)

So plug in a number and see what happens. If you want to be a little conservative, then perhaps 

assume a growth rate of 7%, 8%, or 9%. If you want to be aggressive and think you'll be picking 

individual stocks that perform terrifically, then perhaps assume a growth rate of 12% to 15%. 

Additional Deposits $

This box is more important than the first one, especially for teens. Here you input how much you 

expect to invest over the years to come. You might expect to invest $500 per year, for example, or 

maybe $300 each quarter or $100 per month -- it all depends on what you think is reasonable. 

Note that in five or 10 years, you'll probably be able to invest a lot more money each year, once you're

out of school and working. You might want to run this calculator assuming small investments for five 

or 10 years, and then run it again with larger investments for 20 to 30 years. For example:



Assume you're 16 years old. 



Invest $150 per quarter for eight years. (This takes you to age 24.)



Invest $3,000 per year for 30 years (This takes you to age 54.)



Add the results together and you'll see how much you might have by age 54. 

Years Invested

Here you enter how many years you will be leaving your money to grow. If you're 15, and you'll leave 

it until retirement at 65, you can enter 50. (Wow!) But perhaps you'd like to see how much you'd have

by age 35. If so, enter 20. 

Your Federal Tax Rate %

This is hard to estimate, since tax rates tend to change a bit over the years. For now, you might 

assume a tax rate of 25%. That's a common rate for many not-too-rich people today. 

Your State Tax Rate %

This will also vary widely. Some states have high tax rates and others don't. It can vary between 

about 0% and 10%. Here's a site that offers some tax rates for each state -- see what your state charges. Note, though, that this rate can also change over the years, and that you may well end up 

living in some other state(s) for much of your life. 

Inflation Rate %

Inflation has averaged about 3% over many decades -- although there are sometimes decades when 

it's very high and other decades when it's very low. It's reasonable to leave this at 3%, but if you want

to look at a more conservative worse-case scenario, you might plug in 4% or more. 

That's it! If you haven't already, once you've entered your numbers, just click "Results"! 
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