LEGACY STEPS

What is your favorite story from your
family’s history? Who first told it to you?

DATE

THE
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POINT
You know how you win a long race? You do it slow and steady, one step at a
time. Regardless of the challenges you might be facing right now—the
formula for building a lasting legacy depends on moving forward. Even if
you only have enough light for your next step, taking that one step moves
you closer to realizing your dreams. A sliver of progress today can fuel the
legacy you’re building for tomorrow.
The Pinnacle Point reveals a powerful tool for making steady progress on
your legacy journey: a wise investment strategy. In this lesson, Dave will
help you understand your options so you can move confidently toward your
long-range goals.
Just remember: If you keep pedaling up that hill, you’ll be enjoying the ride
of your life before you know it!

No discipline seems
pleasant at the time,
but painful. Later on,
however, it produces a
harvest of righteousness
and peace for those who
have been trained by it.
—HEBREWS
—
12:11 (NIV)

Hope deferred makes
the heart sick, but when
the desire comes, it is a
tree of life.

Quick Review From Financial Peace University
KISS Rule of Investing: Keep it

, stupid!

"Diversification" means to
and it lowers risk.

around,

Give portions to seven, yes to eight, for you do not know
what disaster may come upon the land.
—ECCLESIASTES
—
11:2 (NIV)

—PROVERBS
—
13:12

Risk and Liquidity
With virtually all investments, as the
goes up, so does the hopeful return.
When discussing investments, liquidity is
.
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LONG-TERM INVESTING REVIEW

You should take advantage of ethical, legal ways to
protect your investments. For example:
• Always save long term with tax-favored dollars.
• "Tax-favored" means the investment is in a qualified plan
or has special tax treatment.
• Use qualified retirement plans: IRA, 401(k), 403(b),
457 and SEP to name a few.

Basic Investment Options
A CD is a certificate of
at a bank.

, typically

Money market mutual funds are
-risk
money market accounts with check-writing
privileges. These are great for emergency funds, but
horrible as an investment.

According to the
Consumer Price Index,
inflation has averaged
3.26% since 1915.* If
you’re not earning at least
6% on your investments
to stay ahead of taxes and
inflation, you’re already
falling behind.
*U.S. Bureau of Labor Statistics, 2016

STOCKS AND BONDS

Single stock investing carries an extremely
degree of risk.
When you buy stock, you are buying a small piece of
in the company.
Your return comes as the company increases in
or pays you, its owner, some of the profits.

If you will live like no
one else, later you can
live—and give—like no
one else.
—— DAVE RAMSEY
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These profits are called
October. This is one
of the particularly
dangerous months to
speculate in stocks.
The others are July,
January, September,
April, November,
May, March, June,
December, August
and February.

.

A bond is a
instrument by which the
company owes you money.
Your return is the fluctuation in price and the
interest paid.
individuals do well with
single bond purchases.

——MARK TWAIN

MUTUAL FUNDS

Investors pool their

to invest.

Professional portfolio managers manage the pool
or
.
Your
the fund increases.

comes as the

Mutual funds are good

Mutual Fund Standard
Diversification Plan
• 25% in Growth
and Income
• 25% in Growth
• 25% in International
• 25% in Aggressive
Growth
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of

-term investments.

Only work with an advisor who has the heart of
a
.
The beta is the
of risk.

measure

WHAT IS A BETA?
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Never invest in
anything you don’t
understand.
—— DAVE RAMSEY

As Dave has noted, a strong, diversified strategy includes a
variety of investments with a variety of risk. Just make sure
you know the beta for each kind of investment going in so
you can stay balanced.
In the example above . . .
Beta of 1.0 mirrors the market. This is measured by the
Standard & Poor's 500 or a similar index.
Beta of 2.0 means it is twice as risky as the current
market. Aggressive growth funds would be a good
example of investments that tend to have betas higher
than 1.0.
Beta of 0.8 means it is a little calmer (less risky) than
the current market. Investments like growth and income
funds typically have a beta lower than 1.0.

The Pinnacle Point 29

Advanced Investment Options
It’s true that you have
to pay a commission for
load funds, but that’s not
always a bad deal. Along
with the commission,
you also get someone to
help—a broker. Besides,
some no-load funds
have such high annual
maintenance fees that
you will wish you had
paid a flat commission
up front!

“Load” means that a

is charged.

THREE KINDS OF EXPENSES

A mutual fund’s prospectus should provide a breakdown of
the different fees you will pay:
1. Commission: Paid to broker for investment advice
2. 12b-1: Paid for marketing/advertising expenses
3. Maintenance Fee: Paid for management of the fund

LOW-TURNOVER FUNDS

A low-turnover mutual fund is a fund that
almost all the stock it purchases, almost never sells, and
therefore creates a “low turnover” of the stocks owned.
When the tax is due, it’s at the capital gains
, not the ordinary income rate.
Investing doesn’t
have to be intimidating.
Work with a professional
who has the heart
of a teacher. Find a
SmartVestor pro
in your area at
www.daveramsey.com/
smartvestor.
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ANNUITIES

Annuities are savings accounts with an
insurance company.
annuities have low interest rates that
really aren’t fixed and are bad long-term investments.

annuities are mutual funds
sheltered by the annuity covering, thereby allowing
the mutual fund to grow tax-deferred.
RENTAL REAL ESTATE

Rental real estate is the least
consumer investment.

FOUR RULES FOR BUYING RENTAL REAL ESTATE:

1. Buy slowly and pay cash.
2. You make your money at the buy.
3. Pay no more than 70–80% market value.
4. Buy in your area.

ONE-MINUTE TAKEAWAY

What’s the most valuable thing you learned in this
lesson? How can this affect your legacy journey?

ANSWER KEY
SIMPLE
SPREAD
RISK
AVAILABILITY
DEPOSIT
LOW
HIGH
OWNERSHIP
VALUE
DIVIDENDS
DEBT
FEW
MONEY

FUND
RETURN
VALUE
LONG
TEACHER
STATISTICAL
COMMISSION
HOLDS
RATE
FIXED
VARIABLE
LIQUID

Investing Case Studies
You can learn a lot by walking in someone else's shoes. And that's the beauty of a case
study! Read through the scenarios below with your spouse or accountability partner. Then
respond to the activities or questions for each one.

Case Study 1
John has just completed Baby Step 6, but he still evaluates his investments
on a regular basis. He is currently contributing 3% to the 401(k) provided
by his company, which will match up to 5%. His other investments include:
A mutual fund that has a track record of around 9% for the past
five years and 13% since its inception. The fund is basically split
between growth and income stocks and international stocks.
A few hundred shares of gold he bought several years ago as
a hedge against inflation.
Some shares of single stock issued by a local utility where his
father worked years ago.

EXERCISE

Using the information above, discuss which investments John should
keep, which ones he should drop, and what other changes he could make to
get the most out of his investments.

INVESTMENTS
TO KEEP
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INVESTMENTS
TO DROP

CHANGES TO MAKE JOHN'S
INVESTMENTS MORE EFFECTIVE

BREAKOUT DISCUSSION

Case Study 2
Keith and Sherry are looking for new investments, and they think real estate
may be their best option. They have all the major prerequisites in place:
Baby Step 7: No debt (including their mortgage)
A full emergency fund
They have saved $50,000 to put toward their first rental property.

DISCUSSION QUESTIONS

1.

One house that interests them is in a neighborhood near their home. It has been
appraised at $100,000, and the asking price for the house is $90,000. Based on
what you know about Dave’s four rules of real estate investing, should Keith and
Sherry buy this house? Why or why not?

2. During a family reunion, a cousin suggested that Keith look into some bargain
properties in the cousin’s hometown, which is 250 miles away in another
state. What advice would you give Keith and Sherry?
3. A few weeks into their search, Keith and Sherry’s car needed some expensive
repairs, which ate into their emergency fund. They still have the $50,000
earmarked for an investment property. How should the car repairs affect
their investment plans and priorities?
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Case Study 3:
The following questions have come from actual radio calls Dave has taken
on his daily radio program, The Dave Ramsey Show. Your objective is to
answer the calls the way you think Dave would. Work with your spouse or
accountability partner for some extra feedback and insight.

QUESTIONS

1. “I pulled my money out of my 401(k) during the recession because I
was scared. What should I do now?” —Tina on Facebook
2. “If the price of gold continues to rise, will there ever come a time
when you decide it was actually a good investment?”
—From a listener on Twitter
3. “I have a $6,000 car loan and a $71,000 mortgage. I also have about
$70,000 in mutual funds that aren’t tied to my retirement account.
Should I take the money out of the mutual funds to pay down my
mortgage? —Patrick in Evansville
4. “How do I pick a good mutual fund? Are loaded funds okay?”
—Sarah in Missouri
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Personal Reflections
True life-change involves carefully thinking through the material you’ve heard—and the
reflection questions are a great tool for making that happen. Take some time to respond to
the following questions. Be honest in your answers!

1

This lesson covers a lot of information about investments. Are you
intimidated by these concepts? How could an advisor with the heart of a
teacher help you get over any fear or hesitation?

2

Dave says every investor faces two risks: losing money and inflation. You
won’t be able to completely eliminate those risks, but you can reduce their
impact over the long haul. Discuss some practical tips for protecting your
investments against these risks.

3

The Bible warns us against getting wrapped up in get-rich-quick schemes
(Proverbs 28:20), but they seem to be around every corner. What makes these
schemes so appealing? What makes them so dangerous?
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Completing Your Legacy Box
Your legacy involves more than organizing your life. It includes putting your family in the
best position to expand your family’s legacy in the future. Completing your Legacy Box says
“I love you” and gives those you love the tools to handle wealth effectively after you’re gone.

Organize Your Investing Information
Outline all your investments and collect everything your spouse or a family
member would need to know about those investments if you died. Be sure
to include contact information for brokers and passwords for each account.
You can use the Password Combination form found at financialpeace.com to
organize that information. Add these documents to the collection you began
in your Legacy Box last week—and put a copy in your safe deposit box. Update
your Safety Deposit Log form on financialpeace.com.
Create a Rental Property Summary
Rental property can be a great tool for building a lasting legacy. You can find
a Rental Property Summary form at financialpeace.com to help you organize
your rental property information. Update this form as needed and make it an
ongoing part of your Legacy Box contents.

Things you should have already added to your Legacy Box:
Build your zero-based budget
Collect key documents
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This Lesson’s Homework
Personal finance is 20% head knowledge and 80% behavior. So take what you’ve learned
in today’s lesson and put it into practice this week. Be sure to work with your spouse or
accountability partner where noted!

Focus on Your Goals
Short-term goals balance your wants and needs over the next few months or
years. Long-term goals define your plans for at least five years into the future.
List your short-term goals and your long-term goals in the columns below.
Identify the ways saving and investing can help you reach each set of goals. If
you're married, include your spouse in this conversation. If you're single, talk
about your goals with your accountability partner.
Short-Term Goals		

Long-Term Goals

Identify ways saving and investing can help you reach each set of goals:

Examine Where You Are
In this lesson's "Investing Case Studies," we talked about investments to
keep, get or drop. This week, evaluate your own portfolio from the same
perspective. Examine the strengths and weaknesses of your current strategy,
identifying the investments you need to keep and the ones you need to drop.
Also, think about what you might want to add and how you might reallocate
some investments to improve diversification. If you need help, contact an
investment professional in your area that Dave recommends. You can find a
SmartVestor pro at daveramsey.com/smartvestor.
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THE 12% REALITY

Twelve percent. Whether you first heard Dave mention it in Financial Peace
University or you read it on daveramsey.com, it probably raised a few questions.
But most of those questions boil
down to two important ones:
Can you really get a 12% return on
mutual fund investments, even in
today’s market? If so, what mutual
funds should you choose? We’ll
answer those questions, but
let’s cover a couple of other
questions first.

Where Does the Idea of a
12% Return on Investment
Come From?
When Dave says you can expect
to make a 12% return on your
investments, he’s using a real
number that’s based on the
historical average annual return
of the S&P 500.
The S&P 500 gauges the
performance of the stocks of
the 500 largest, most stable
companies in the New York Stock
Exchange—it’s often considered
the most accurate measure of the
stock market as a whole.
The current average annual
return from 1923 (the year of the
S&P’s inception) through 2016 is
12.25%.* That’s a long look back,
and most people aren’t interested
in what happened in the market
80 years ago.
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So let’s look at some numbers that
are closer to home. From 1992 to
2016, the S&P’s average is 10.72%.
From 1987 to 2016, it’s 11.66%. In
2015, the market’s annual return
was 1.31%. In 2014, it was 13.81%.
In 2013, it was 32.43%.**
So you can see, 12% is not a magic
number. Based on the history
of the market, it’s a reasonable
expectation for your long-term
investments. It’s simply a part of
the conversation about investing.

But that’s only part of the picture.
In the 10-year period right before
that (1990–1999) the S&P
averaged 18% annually.** Put the
two decades together, and you get
a respectable 8% average annual
return. That’s why it’s so important
to have a long-term view about
investing instead of looking at the
average return each year.
But that’s the past, right? You want
to know what to expect in the
future. In investing, we can only

ONE OF THE KEYS IS DISCIPLINED INVESTING—

Consistently buying mutual funds
and holding on to them no matter
what the market is doing.
But What About the
“Lost Decade”?

base our expectations on how the
market has behaved in the past.
And the past shows us that each
10-year period of low returns has
been followed by a 10-year period
of excellent returns, ranging from
13% to 18%!

Until 2008, every 10-year period
in the S&P 500’s history has had
overall positive returns. However,
from 2000 to 2009, the market
endured a major terrorist attack
and a recession. S&P 500 reflected
those tough times with an average If You're on the Fence
About Investing…
annual return of -1% and a period
of negative returns after that,
Will your investments make that
leading the media to call it the
much? Maybe. Maybe more. But
“lost decade.”**
the idea is that you invest for

the long haul. Following Dave’s
investing philosophy has inspired
tens of thousands of Americans
to start investing in order to reach
their long-term financial goals.
Don’t let your opinion about
whether or not you think a
12% return is possible keep
you from investing.

Invest With an Advantage
It’s not difficult to find several
mutual funds that average or
exceed 12% long-term growth,
even in today’s market. An
investing professional can
help you find the right mix
of mutual funds.
But the value of a professional
doesn’t end there.
The stock market will have its ups
and downs, and the downs are
scary times for investors. They
react by pulling their money
out of their investments—that’s
exactly what millions of investors
did as the market plunged in
2008. But that only made their
losses permanent. If they’d
stuck with their investments like
Dave advises, their value would
have risen along with the stock
market over the next two years.
This is yet another value of a
professional—they can help you
keep your cool in tough times and
focus on the long term.
In fact, increasing your
investments during down markets
may help drive total return on
investment in your portfolio. It’s
important not to be scared by the
short term (or chase performance
spikes). Remember, investing is
a marathon—it takes endurance,
patience and will power, but it will
pay off in the end.n

STEERING CLEAR
Investments to Avoid

Dave’s recommendation to invest
in good growth stock mutual
funds in order to build wealth is
somewhat controversial. Most
“experts” say you should invest in
a mix of stocks and bonds; many
will also tell you to buy an annuity
that provides guaranteed income
on your investment.
But a closer look at the following
risky options reveals why you
should steer clear of them and
stick with your solid mutual
fund portfolio:
Single stocks
Single stock investing is like
betting your entire financial
future on a single number on a
roulette wheel. It’s possible to lose
everything you have overnight—
and studies show that your returns
over the long term will be sub-par.
Meanwhile, mutual funds that hold
50–250 stocks in their portfolios
decrease your risk and maximize
your potential returns.
Bonds
A bond is a loan instrument
corporations and governments use.
They’re often considered “safe”
investments because you receive
regular interest payments and you
get your principal back when the
bond matures.
But bond values move in the
opposite direction of interest rates.
If rates go lower, a bond becomes
more valuable, and the holder
can sell it for more than its face
value. But when rates go higher,
the holder could be locked in to
the bond for years to avoid losing
principal. That makes bonds just
as risky as stocks—without the

*Reuters.com, 2013 **Moneychimp.com, 2018

reward. Historical average returns
for long-term government bonds
are a between 5% to 6%.
Annuities
A fixed annuity will provide a
guaranteed annual payout, but
your earnings potential is much
greater with mutual funds. A
typical fixed annuity may offer a
5% guaranteed payout with 1.15%
in annual fees. That lowers your
actual return to 3.85%.

Using those figures, a $10,000
fixed annuity will grow to $32,000
in 30 years. But a $10,000 mutual
fund investment could grow to
almost $360,000 in 30 years!
Taxes are also an issue with
annuities. In most cases, growth
in an annuity is taxed at your
ordinary income tax rate when you
withdraw the money. But when
you invest in mutual funds through
a Roth IRA, withdrawals are taxfree in retirement.
Just as you wouldn’t invest in
anything just because Dave told
you to, don’t automatically rule
out certain types of investments
because of this article. Ask a
trustworthy investing professional
to explain your options in further
detail so you can decide for
yourself whether or not any of
these options are worth including
in your portfolio. n
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