Risk and Reward Scenarios

Consider the following questions in relation to the scenarios below.
What is the risk?
What are the possible consequences for the person/people involved?

Are there any benefits or rewards? If so explain what these may be.

Identify any ideas that you think could minimise the risk.

INVESTMENTS

Kiera

Kiera is a keen artist and has decided to enter a local painting competition to win the grand prize of
£100. She must pay the entry fee of £10 and then invest in a canvas, paints and new brushes which will
cost her in the region of £50. If Kiera wins, her painting will be displayed in a local gallery and possibly
sold at a charity auction which will get her some great publicity. However, if she doesn’t win she will out
of pocket by about £60.

Kosi has always had a passion for baking and has decided to set up a small business baking bespoke
cakes for birthdays and celebrations. To start his venture, Kosi needs to buy baking equipment such as
a top of the range mixer, good quality ingredients and other accessories to make his cakes stand out. He
has estimated that his total outlay will be approximately £1,000 but he has no idea if his business will be
successful or if people will buy his cakes. Kosi is worried that if he doesn’t make a success of his new
business, he won'’t be able to pay his bills.

Scott

Scott is 19 years old and has just got his first full-time job after completing his course in Web Design.
His employer has suggested that he should sign up to the company pension scheme now, so that
when he retires, he will have enough money to live off when he no longer receives a salary. If he de-
cides to start a pension now, he will need to pay about £100 of his income each month into his pension
pot but he will only be able to access his pension in about 35 years’ time when he retires. For Scott this
feels like such a long time off and he doesn’t want to think about his retirement now however if he saves
this amount every month from now on, he will get used to the money going out of his bank account.



BORROWING

Sadio has recently been accepted for a credit card with a credit limit of £5,000. He gets 12 months inter-
est free however after this promotional rate, the interest rate will be 18.9% on any outstanding balance
Sadio might have. He plans to use his credit card to go on holiday because he knows that he gets finan-
cial protection if anything goes wrong with the travel company. He is also aware that if he only pays the
minimum amount each month, he will end up paying interest as he won’t be about to pay off the holiday
in the 12 month interest free period. This means that he will end up paying more money back than he
originally spent and by then his holiday will be a distant memory...

Mya

Mya is considering going to university and understands that she will have to take out a student loan to
pay for the tuition fees and may have to apply for a maintenance loan to cover her day-to-day living
costs like accommodation and food. She has estimated that after studying for a 3-year degree she could
potentially owe the Student Loans Company £53,850. After doing some research, Mya discovers that
she will only repay the loan once she has graduated, got a job and earns over £25,000 per year. Interest
is added to the loan but if she never earns over £25,000 per year, she will never need to make any re-
payments. However Mya knows that if she succeeds in getting the job she wants, then it is likely that in
time she will earn more than the minimum amount and will have to make repayments at 9% of anything
she earns over the £25,000 threshold.

Krista and Marcus

Krista and Markus have just been accepted for a mortgage on a flat that they want to buy together. The
mortgage loan will take 25 years to pay off but they will own the flat once it is paid for if they decide not
to move. They will pay a fixed amount for the first 5 years of £750 per month which they can just about
afford but they will have to budget carefully and then after this they will go on the standard rate mort-
gage. This is likely to be much higher than the fixed rate but who knows what will happen in the econo-
my in the future and hopefully their flat will be worth more than they paid for it by then however this is not
guaranteed.



GAMBLING

Lois

Lois spends £10 a week on National Lottery tickets, she dreams about winning the jackpot and how she
will spend her millions. The most she has ever won is £30 by matching 3 numbers. She reckons that if
she doubles the amount she spends each week it will give her a much better chance of achieving her
dream but her friend tells her that the chance of actually winning the jackpot is one in 45 million!

Abeo

Abeo signed up to an online casino when he saw an advert suggesting that if he deposited £20 on the
site he would also get an additional £50 bonus added to his account for free. What a fantastic deal! Abeo
spent his £20 and the £50 bonus money playing card games and bingo and won £30 back which was
put into his online casino account. The next day he received another deal but this time he was asked to
deposit an additional £40 and to get a £100 bonus to play with, which he did. Throughout the next week
Abeo ended up spending over £200 of his own money trying to win back what he had lost and whilst he
won a little, this was not enough to cover the £200 lost. He now has to find the money to pay his bills
that are due.

Max

Max has received £50 birthday money and wants to spend it on in-game purchases for his favourite
computer football game. He plans to buy one of the named top players for £10 but then sees an offer to
buy a mystery bundle containing three random players for the same price. He decides to buy the bundle
as he thinks there is a chance he might get three top players for the price of one but is disappointed
when he doesn’t. Max decides to spend the rest of his birthday money on four more mystery bundles, as
he thinks they will have to contain more of the top players, but is even more disappointed when, for £50,
he only gets one of the top players he wanted. To make it worse, his friend got three top players in just
one bundle.

This scenario can be found in Your Money Matters which can be downloaded for free here:

https://www.young-enterprise.org.uk/resources/your-money-matters-financial-education-textbook/



https://www.young-enterprise.org.uk/resources/your-money-matters-financial-education-textbook/

