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Module 5 / Lesson 1 -- Investment Basics
Lesson Number – M5.L1
Key Concept – Financial Capability

Unit – Module 5 – Investments
Lesson Title – Investment Basics
Precepts
A – Action

A1. Work independently and in groups to get things done

B – Relationships


B2. Interact and work with others

D – Character


D2. Accurately assess my values

National Standards

NL-ENG.K-12.3 – Evaluation Strategies 
NL-ENG.K-12.4 – Communication Skills 
NL-ENG.K-12.6 – Applying Knowledge 
NL-ENG.K-12.7 – Evaluating Data 
NM-NUM.9-12.3 - Compute Fluently and Make Reasonable Estimates 
NSS-EC.K-4.11 Money 

NSS-EC.K-4.13 Income and Earning
Jump$tart National Standards

Financial Responsibility and Decision Making


Standard 2: Find and evaluate financial information from a variety of sources



Standard 6: Control personal information


Saving and Investing



Standard 1: Discuss how saving contributes to financial well-being



Standard 2: Explain how investing builds wealth and helps meet financial goals



Standard 3: Evaluate investment alternatives

Student Learning Objectives
As a result of this unit the student will…

1. Understand the concept of investments.
As a result of this lesson, the student will…
1. Identify and describe different investment options.

2. Compare expected risks and returns on investments

3. Understand the time value of money

Time Instruction time for this lesson: 50 minutes. (Time is estimated and may vary depending on teaching style)
Resources Used in Lesson Development
Brain, M. (1997). Understanding and Controlling Your Finances. Retrieved March 8, 2010 From http://www.bygpub.com/finance/ncfinae8.htm. BYG Publishing, Inc.
Curious Cat Creations. (2008). Curious Cat Investing Connections. http://curiouscat.com/invest/peratio.cfm
Garman, E.T., & Forgue, R. (2007). Personal Finance (9th ed.). South-Western College.

Investopedia ULC. (2010). Dividend Yield. http://www.investopedia.com/terms/d/dividendyield.asp
Investopedia ULC. (2010). Mutual Funds: What are They? http://www.investopedia.com/university/mutualfunds/mutualfunds.asp
National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE.
U.S. Securities and Exchange Commission. (2008). Investment Choices. http://www.sec.gov/investor/pubs/investop.htm
Wikipedia. (2010). Investment. http://en.wikipedia.org/wiki/Investment
Additional teaching resources for this lesson:

Bureau of the Public Debt. (2010). http://www.publicdebt.treas.gov/
Council for Economic Education. (2010). Saving and Investing. http://www.econedlink.org/saving-and-investing/
U.S. Department of the Treasury, Bureau of the Public Debt. (2010). Treasury Direct. http://www.treasurydirect.gov/
Tools, Equipment, and Supplies
M5.L1.AS.A – one per student
M5.L1.AS.B – one per student

M5.L1.AS.C – one per student

M5.L1.AS.D – one per student

M5.L1.TM.A – one transparency

Computers – one per student

Overhead projector
Key Terms The following terms are presented in this lesson and appear in bold italics:
Bond – a formal agreement where the borrower can use your money for a set period of time and you will get paid a specific amount of interest in return.
Certificates of deposit (CDs) – purchasing a CD is essentially a loan to the financial institution for a set period of time and gaining interest in return.

Compounding or compound interest – earning interest on interest.
Money market deposit accounts (MMDAs) – work similar to checking accounts, so you can take your money out whenever you want, usually without any penalty; however, the bank or credit union may limit the number of checks you can write per month. These pay a higher interest rate than savings accounts, though usually lower than CDs.

Mutual funds – takes money from many investors and uses it to make growth or income investments based on a stated investment objective. 
Real estate – investing in property hoping to generate a profit.
Rule of 72 – a mathematical formula to see how long it will take you to double your money simply by dividing 72 by the interest rate.
Savings accounts – often the first banking product people use; earns a small amount of interest.
Stock – having stock means owning part of that company; riskier investments because of potential loss of money; over long periods of time, stocks tend to make more money than income investments. Stocks can usually be sold back at any time.
Content Outline

1. Identify and describe different investment options.
a. Bond – a formal agreement where the borrower can use your money for a set period of time and you will get paid a specific amount of interest in return.
b. Certificates of deposit (CDs) – purchasing a CD is essentially a loan to the financial institution for a set period of time and gaining interest in return.

c. Money market deposit accounts (MMDAs) – work similar to checking accounts, so you can take your money out whenever you want, usually without any penalty; however, the bank or credit union may limit the number of checks you can write per month. These pay a higher interest rate than savings accounts, though usually lower than CDs.

d. Mutual funds – takes money from many investors and uses it to make growth or income investments based on a stated investment objective. 
e. Real estate – investing in property hoping to generate a profit.
f. Savings accounts – often the first banking product people use; earns a small amount of interest.
g. Stock – having stock means owning part of that company; riskier investments because of potential loss of money; over long periods of time, stocks tend to make more money than income investments. Stocks can usually be sold back at any time.
2. Compare expected risks and returns on investments

a. Inflation – a rise in the cost of goods and services over time.
3. Understand the time value of money

a. Early investing versus late investing 
b. Compounding or compound interest – earning interest on interest.
Interest Approach

· Ask students how long they think it takes for them to double the amount of money in their savings account. Tell them there is an easy way to figure out how long it will take to double your investments by using something called the Rule of 72. 
· Ask students what information they think they would need to know to figure out how long it takes to gain more money from an investment (answer: interest rate). 
· Follow up by asking if any students know what their interest rate is on a savings account or any other kind of investment. Write the following mathematical formula on the white board:
· 72 / percentage interest rate = number of years to double investment
· To get students to begin thinking about different investment options and how they have different interest rates, have them complete M5.L1.AS.A.
Objective 1. Identify and describe different investment options.

· Explain to students that investing is setting aside money for longer term goals, which is different from saving that meets short term goals. 
· Most of the time investments make money over the years. Have students write investment options on the board that they know of. Be sure to cover the following terms:
·  Investing – setting money aside for longer-term goals.

· Bond - a formal agreement where the borrower can use your money for a set period of time and you will get paid a specific amount of interest in return.
· Example: US Bond, public utility bonds, general mortgage bonds
· Certificate of Deposits (CDs) - purchasing a CD is essentially a loan to the financial institution for a set period of time and gaining interest in return.
· Money Market Deposit Accounts - work similar to checking accounts, so you can take your money out whenever you want, usually without any penalty; however, the bank or credit union may limit the number of checks you can write per month. These pay a higher interest rate than savings accounts, though usually lower than CDs.
· Mutual Funds - takes money from many investors and uses it to make growth or income investments based on a stated investment objective.
· A collection of stocks or bonds. Example: A company that brings a together a group of people to invest money into stocks, bonds, and other securities.
· Real Estate - investing in property hoping to generate a profit.
· Savings Account - often the first banking product people use; earns a small amount of interest. This is usually considered a means of saving since it’s easy to withdrawal money on a short notice. It is used as an investment though because it does earn a small amount of interest over time.
· Stock - having stock means owning part of that company; riskier investments because of potential loss of money; over long periods of time, stocks tend to make more money than income investments. Stocks can usually be sold back at any time.

Objective 2. Compare expected risks and returns on investments.

· Explain to students: All investments involve some degree of risk. Interest earned on savings accounts may not keep pace with inflation (rise in cost of goods and services over time). 
· You need to manage and understand risk. The risk/return trade off is usually a higher potential return that requires a greater amount of risk. A smaller amount of risk usually lowers the potential return.
· Give students M5.L1.AS.B. Go over the pyramid at the bottom of the page showing investment risk and return. Go over the scenarios as a class and discuss the answers as a class. 
Objective 3. Understand the time value of money.

· Tell students it is important to understand the value of their money before they decide on investment options. 
· Ask them the following true/false questions aloud and listen to their responses. Be sure to give them the correct answers.
· Adam started saving $50 per month when he turned 18, while Beth started saving $100 per month when she turned 24. They both earn 6% on their money. Beth will have more money by the time they both turn 30.
· Answer: False. Although they both invested $7,200 over the years, the power of compound interest was working longer for Adam, so he will have more money when they turn 30.

· A dollar today is worth less than a dollar in the future. 
· Answer: False. A dollar is worth more today than a dollar in the future because of inflation.

· The higher the interest rate, the less time it takes to reach a savings goal.
· Answer: True. The higher the interest rate, the faster the money will grow, and the sooner you will reach a savings goal.

· The smaller the down payment someone makes on a car, the less interest the owner pays for a car loan.
· Answer: False. The higher the down payment, the less interest you will pay over the life of the loan because the amount you need to pay interest on is smaller.

· Show students transparency M5.L1.TM.A to show them the comparison of early investing versus late investing.
· Explain that another important part of investing is the compounding of money, which is earning interest on interest. Money that is in a savings account continually earns interest, but every time interest is calculated it is based on the money you have in the account plus any prior interest earned.

Review/Summary

· As a review activity for compounding, have students read and complete the worksheet M5.L1.AS.C.
Application

Extended classroom activity

· Have students get on computers and go to http://www.econedlink.org/saving-and-investing/. Have them complete the modules as time permits: Market Guru (Part 1), Market Guru (Part 2), and Market Guru (Part 3). These terms will need to be explained to students prior to activity:
· PE –Price to Earnings ratio - Stock price divided by per share earnings over the past year. For the PE ratio the actual earnings are used (official announced earnings not projected earnings).
· Dividend Yield - A financial ratio that shows how much a company pays out in dividends each year relative to its share price. In the absence of any capital gains, the dividend yield is the return on investment for a stock. Dividend yield is calculated as follows:

FFA activity

· Have FFA members research investment options in their area and pick an investment for the FFA. Allow the students to make a small investment ($50 or less) into an investment of their choice. Have them watch their investment over time. 
SAE activity

· Encourage students with SAE’s to at least have a savings account for an investment. Have them find out their interest rate and figure out how long it would take them to double their money, with the amount they currently have in the account. 
· Assist students with other investment options if they are interested.
M5.L1.AS.A

Name: ___________________________


Date:________
Rule of 72

Calculate how long it will take the following investments to double. Remember the Rule of 72 is as follows:

72 / percentage interest rate = number of years to double investment
	Investment
	Interest Rate
	Years to Double

	Money Market Mutual Fund
	3.1%
	

	Small Company Stock
	12.6%
	

	3 Year Certificate of Deposit
	2.8%
	

	5 Year Certificate of Deposit
	5.1%
	

	Large Company Stock
	11.3%
	

	Government Bond
	5.3%
	

	Treasury Bills
	3.8%
	

	Money Market Account
	2.6%
	

	Savings Account
	2.3%
	


Source: Financial Economics & Financial Education. (2004). Rule of 72. Retrieved March 24, 2010 From http://www.am.dodea.edu/lejeune/LHS/Teacher%20Websites/Business-Pers%20Fin/Activity%202/rule_of_72_lesson_plan143[1].pdf
M5.L1.AS.A Teacher Master

Name: ___________________________


Date:________
Rule of 72

Calculate how long it will take the following investments to double. Remember the Rule of 72 is as follows:

72 / percentage interest rate = number of years to double investment
	Investment
	Interest Rate
	Years to Double

	Money Market Mutual Fund
	3.1%
	23.23

	Small Company Stock
	12.6%
	5.71

	3 Year Certificate of Deposit
	2.8%
	25.71

	5 Year Certificate of Deposit
	5.1%
	14.12

	Large Company Stock
	11.3%
	6.37

	Government Bond
	5.3%
	13.58

	Treasury Bills
	3.8%
	18.95

	Money Market Account
	2.6%
	27.69

	Savings Account
	2.3%
	31.30


Source: Financial Economics & Financial Education. (2004). Rule of 72. Retrieved March 24, 2010 From http://www.am.dodea.edu/lejeune/LHS/Teacher%20Websites/Business-Pers%20Fin/Activity%202/rule_of_72_lesson_plan143[1].pdf
M5.L1.AS.B    Exercise 3D: Risk versus Reward 

Two people have different investment strategies. Read about their situations and then follow directions to compare their investment portfolios. 
Carrie Montgomery, age 27 and single, has an emergency fund in an insured savings account. Her other investments include a balanced mutual fund, a growth mutual fund, and collectibles in the form of baseball cards. Sixty percent of the money in these investments is in a growth mutual fund, and 20 percent of the money is in each of the other two investments. 
Darren Miller is 22 and also single. He has an adequate emergency fund in U.S. savings bonds. The remainder of his investment program includes equal amounts of money invested in a money market mutual fund, high-grade preferred stock, and blue-chip common stock. 
Direction: Use the information provided and refer to the Financial Planning Pyramid to compare and contrast Carrie's and Darren's investments. 
Elements to Compare 
Who has a lower-risk investment program? 
Who has the potential for higher earnings? 
What is each person's highest-risk investment? 
What is each person's lowest-risk investment? 




Carrie 



Darren 

M5.L1.AS.B – Teacher Master         Exercise 3D: Risk versus Reward 

Two people have different investment strategies. Read about their situations and then follow directions to compare their investment portfolios. 
Carrie Montgomery, age 27 and single, has an emergency fund in an insured savings account. Her other investments include a balanced mutual fund, a growth mutual fund, and collectibles in the form of baseball cards. Sixty percent of the money in these investments is in a growth mutual fund, and 20 percent of the money is in each of the other two investments. 
Darren Miller is 22 and also single. He has an adequate emergency fund in U.S. savings bonds. The remainder of his investment program includes equal amounts of money invested in a money market mutual fund, high-grade preferred stock, and blue-chip common stock. 
Direction: Use the information provided and refer to the Financial Planning Pyramid to compare and contrast Carrie's and Darren's investments. 
Elements to Compare 
Who has a lower-risk investment program? 

Who has the potential for higher earnings? 
What is each person's highest-risk investment? 

What is each person's lowest-risk investment? 



Carrie 



Darren 




M5.L1.AS.C
Show Me the Money!


The reason the time value of money concept works is because of compounding. Compounding or compound interest is the idea of earning interest on interest. Think of it as super-sizing your account, because its one of the most powerful principles in personal finance. It can make a big difference in whether and when you achieve your financial goals.
Let’s say you put $100 into an investment that earns 10 percent a year - $100 X 10% = $10. If you add that $10 to the $100 you started with, you now have $110 in your account at the end of year one. But in year two, you will earn 10 percent on the entire $110 (not just the original $100). So you’ll actually earn $11 during year two, bringing your balance up to $121 at the end of the year. And like the Energizer Bunny®, this will just keep going and going…

If you want to see how much you’ll have to have after five years, you can use this formula to calculate the compound interest:

A = P (1 + i)n

A is the amount in the account, P is the principal (which is the original amount invested), the interest rate (i) is expressed as a decimal, and n is the number of years compounded.

And now you see that after five years, you’ll have $161.05—and you only put in the $100!

Albert Einstein was so impressed with this concept that he called compounding “the most powerful force in the universe”. But you don’t have to be a genius to take advantage of it. You don’t even have to be rich to take advantage of it. The most important thing is to get into the saving and investing habit NOW. Your money will start working for you right away, increasing the chances that you’ll have the money for your financial goals when you need it. 


j

M5.L1.AS.C – Teacher Master
Show Me the Money!


The reason the time value of money concept works is because of compounding. Compounding or compound interest is the idea of earning interest on interest. Think of it as super-sizing your account, because its one of the most powerful principles in personal finance. It can make a big difference in whether and when you achieve your financial goals.

Let’s say you put $100 into an investment that earns 10 percent a year - $100 X 10% = $10. If you add that $10 to the $100 you started with, you now have $110 in your account at the end of year one. But in year two, you will earn 10 percent on the entire $110 (not just the original $100). So you’ll actually earn $11 during year two, bringing your balance up to $121 at the end of the year. And like the Energizer Bunny®, this will just keep going and going…

If you want to see how much you’ll have to have after five years, you can use this formula to calculate the compound interest:

A = P (1 + i)n

A is the amount in the account, P is the principal (which is the original amount invested), the interest rate (i) is expressed as a decimal, and n is the number of years compounded.

And now you see that after five years, you’ll have $161.05—and you only put in the $100!

Albert Einstein was so impressed with this concept that he called compounding “the most powerful force in the universe”. But you don’t have to be a genius to take advantage of it. You don’t even have to be rich to take advantage of it. The most important thing is to get into the saving and investing habit NOW. Your money will start working for you right away, increasing the chances that you’ll have the money for your financial goals when you need it. 

j


M5.L1.TM.A
The Advantage of Starting Early

The Impact of Time on the Value of Money

	YOUR SISTER

	Age                                   Saving early at 7%

	No Investing Until Age 31

	31                                                   $2,000

	32                                                   $2,000

	33                                                   $2,000

	34                                                   $2,000

	35                                                   $2,000

	36                                                   $2,000

	37                                                   $2,000

	38                                                   $2,000

	39                                                   $2,000

	40                                                   $2,000

	41                                                   $2,000

	42                                                   $2,000

	43                                                   $2,000

	44                                                   $2,000

	45                                                   $2,000

	46                                                   $2,000

	47                                                   $2,000

	48                                                   $2,000

	50                                                   $2,000

	51                                                   $2,000

	52                                                   $2,000

	53                                                   $2,000

	54                                                   $2,000

	55                                                   $2,000

	56                                                   $2,000

	57                                                   $2,000

	58                                                   $2,000

	59                                                   $2,000

	61                                                   $2,000

	62                                                   $2,000

	63                                                   $2,000

	64                                                   $2,000

	65                                                   $2,000

	Total Investment:

$70,000

	

	Your Sister’s Total at Age 65:

$276,474

	YOU

	Age                                   Saving early at 7%

	18                                                   $2,000

	19                                                   $2,000

	20                                                   $2,000

	21                                                   $2,000

	22                                                   $2,000

	23                                                   $2,000

	24                                                   $2,000

	25                                                   $2,000

	26                                                   $2,000

	27                                                   $2,000

	No Further Investing From Age 27 to 65

	

	

	

	

	

	

	

	

	Total Investment:

$20,000

	

	Your Total at Age 65:

$361,428



M5.L1.AS.D – Quiz over Investment Basics

Name: _______________________
Part 1. Multiple-Choice – Identify the correct response to each of the following statements. Write the letter of the correct answer in the space provided to the left of each item.

___1. Rebecca has saved $12,000 for her college expenses by working part-time. Her plan is to start college next year and she needs all of the money she saved. Which of the following is the safest place for her college money?

a. Locked in her closet at home

b. Stocks

c. Corporate bonds

d. A bank savings account

___2. Which of the following types of investments would best protect the purchasing power of a family’s savings in the event of a sudden increase in inflation?

a. A 10-year bond issued y a corporation

b. A certificate of deposit at a bank

c. A twenty-five year corporate bond

d. A house financed with a fixed-rate mortgage

___3. Many people put aside money to take care of unexpected expenses. If Juan and Elva have money put aside for emergencies, in which of the following forms would it be of LEAST benefit to them if they needed it right away?

a. Invested in a down payment on the house

b. Checking account

c. Stocks

d. Savings account

___4. Sara and Joshua just had a baby. They received money as baby gifts and want to put it away for the baby’s education. Which of the following tends to have the highest net return over periods of time as long as 18 years?

a. A checking account

b. Stocks

c. A U.S. Govt. savings bond

d. A savings account

___5. The Rule of 72 is useful in calculating the…

a. Interest an investor needs to earn to reach a goal

b. Age of money

c. Time required to double an investment

d. Fluctuations of the stock market

Part 2. Short Answer: Read each item carefully; then write an answer based on what you learned about saving and investing.

6. What is the difference between saving and investing?

_____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________,

Part 3. Matching: Read each statement carefully. Select the term that best matches the statement by writing the letter of the matching term.

___7. Used to determine how long it takes for your


a. Compounding

          money to double.










b. Savings Account

___8. One type of income investment.










c. Investments

___9. The mathematical relationship between time,

          money, a rate of return, and earnings growth


d. Rule of 72

___10. The process of earning interest on interest


e. Time Value of Money

M5.L1.AS.D – Quiz over Investment Basics – Teacher Master

1. D

2. D

3. A

4. B

5. C

6. Saving is money set aside to be used for a future purpose, typically to be readily available to pay for a short-term goal. Investing is money used for the possibility of growing in value, typically to meet longer-term goals.

7. D

8. B

9. E

10. A

Sources:

National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE.
The Jump$tart Coalition for Personal Financial Literacy. (2010). 2008 JUMP$TART HIGH SCHOOL SENIOR QUESTIONNAIRE
	    X





Source: National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE. � HYPERLINK "http://hsfpp.nefe.org/students/channels.cfm?chid=56&tid=6&deptid=15" �http://hsfpp.nefe.org/students/channels.cfm?chid=56&tid=6&deptid=15�











Insured Savings account





    Collectibles





	    X





   U.S. Savings bonds





Blue-chip common stock





Source: National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE. http://hsfpp.nefe.org/students/channels.cfm?chid=56&tid=6&deptid=15.





Source: National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE. � HYPERLINK "http://hsfpp.nefe.org/students/channels.cfm?chid=56&tid=6&deptid=15" �http://hsfpp.nefe.org/students/channels.cfm?chid=56&tid=6&deptid=15�











Time Value of Money – Use a calculator to determine the value of the investments in the scenarios below.





Diana invests $500 today in an account earning 7%. How much will it be worth in:


5 years?   _____________


10 years? _____________


20 years? _____________


Now Diana finds an account that earns 10%. How much will her $500 be worth at the new rate in:


5 years?   ____________


10 years? ____________


20 years? ____________


Elaine needs to save $4,000 in 4 years. If she can set aside $1,000 now, what rate of return does she need on her account?


_______________





Time Value of Money – Use a calculator to determine the value of the investments in the scenarios below.





Diana invests $500 today in an account earning 7%. How much will it be worth in:


5 years?   ___$701.28___


10 years? ___$983.58___


20 years? ___$1,934.84_


Now Diana finds an account that earns 10%. How much will her $500 be worth at the new rate in:


5 years?   __$805.26___


10 years? __$1,296.87_


20 years? __$3,363.75_


Elaine needs to save $4,000 in 4 years. If she can set aside $1,000 now, what rate of return does she need on her account?


__41.5%_______





Source: National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE. http://hsfpp.nefe.org/students/channels.cfm?chid=56&tid=6&deptid=15.





Source: National Endowment for Financial Education. (2006). NEFE High School Financial Planning Program. Greenwood Village, CO: NEFE. 
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