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INTRODUCTION
Most people have to work for their money.  And once they have earned it, they have an important choice to make: 
· spend it all, or 

· set aside some money so it can work for them. 
Whether your income is small or large, setting aside some of it for investments requires self-discipline.  You decide to postpone buying certain things you'd like to have now in order to enjoy the longer term benefits of having your money work for you through savings and investments. 

The current savings rate of households in the United States on average is less than four percent of income after taxes.  Teenagers and adults who begin the savings habit early are more likely to have money available for things they want in the future. 

Making your money work for you is what saving and investing is all about. You can measure your investment success by keeping track of how well you make your money work.  Is your net worth increasing over time?  Is inflation robbing you of the buying power of your savings dollars or are your investment earnings staying ahead of the inflation rate?

KEY CONCEPTS
Investment Choices:  A Teaching Guide contains learning objectives that focus on: 

· Reasons to save and places to accumulate savings. 

· Common investment options. 

· Factors to consider when selecting savings and investments. 

· The "time value of money" concept and its usefulness for investors.

Each unit contains learning objectives, background information for teachers and students, suggested activities, overhead transparency masters, student handouts and worksheets, additional resources, and student exercise/s. The appendix includes sources of additional information and a glossary of terms.

Hundreds of classroom teachers have used earlier editions of this guide.  We hope you and your students find it a useful educational tool.

UNIT OBJECTIVES 
· Discuss reasons to save and places to accumulate savings. 

· Identify and describe common investment options. 

· List factors to consider when selecting savings and investments. 
Describe the "time value of money" concept and demonstrate its usefulness for investors.

[image: image8.wmf]TOPIC 1 (  Why People Save and Invest

OBJECTIVE


· Students will learn why they should save.


· Students will learn why you want to invest your savings.

MATERIALS NEEDED
Pretest Exercise
Reading 1 ( "Overview of Savings"

Transparency 1 ( "Benefits of Saving”

Reading 2 ( " Savings Tips"

Transparency 2  ( " Savings Tips”
DIRECTIONS
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1. Have students take the Pretest Exercise.  Review results to find student’s weak areas.

2. Distribute Reading 1, "Overview of Savings" and discuss the benefits of saving.  Show Transparency 1,  “Benefits of Saving.”  Have students list their saving goals.


3. Distribute Reading 2, “Savings Tips” and review savings tips with students.  Show Transparency 2,  “Savings Tips.”

4. See SEC Tips for Teaching Students about Savings and Investments.

TOPIC 2 (  Types of Savings and Investments

OBJECTIVE


· Students will learn the types of savings and investments.


· Students will compare different types of investments.
MATERIALS NEEDED
Reading 3 ( "Places to Accumulate Savings"

Transparency 3 ( "Savings Options”

Worksheet 1 ( “Comparing Savings Plans”

Transparency 4 ( "Investment Options”

Transparency 5  ( "Pyramid of Investment Risks”

Worksheet 2  ( “Comparing Mutual Funds”

Student Exercise  1
DIRECTIONS
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1.  Distribute Reading 3, "Places to Accumulate Savings," show Transparency 3, 
      “Savings Options” and discuss: 

· Yield range 

· Financial risk 

· Inflation hedge 

· Liquidity 

Invite a local banker to explain factors to consider when selecting a regular savings account, CDs, and money market funds.

2.  Give students Worksheet 1, “Comparing Savings Plans.”  Have students compare 
     savings plans within one local financial institution and among two or more financial 
     institutions.   Consider: 

· Annual interest rate 

· Effective yield 

· Safety 

· Minimum initial deposit 

· Date to maturity 

· Penalty for early withdrawal 

· Service charges, fees 

· Convenience 

· Courteous service

3.  Show Transparency 4, "Investment Options.”  Discuss reasons why a person might

     choose higher risk investments over lower risk savings options.   Compare: 

· Yield range 

· Financial risk 

· Inflation hedge 

· Liquidity among investment options 

4.  Show Transparency 5, “Pyramid of Investment Risks.”  Discuss the components of a 
     financial foundation.   As a general rule, investments located near the top of the pyramid 
     have greater risk and greater potential return.   Example questions: 

1.  Why are U.S. EE savings bonds less risky than junk bonds? 

2.  Why would anyone ever invest in high-risk investments?

5.  Handout Worksheet 2, “Comparing Mutual Funds.”  Have students compare three 
     or more  mutual funds by:
· Type of fund 

· Objective of fund 

· Current rate of return 

· Yield range (three to five years) 

· Fees 

· Operating expenses 

· Level of risk 

This information can be found in the fund prospectus.  Financial magazines such as Money, Kiplinger's Personal Finance Magazine, Worth, and SmartMoney routinely provide this sort of information.

6.  Have students take the Students Exercise 1 and discuss the answers.  [See “Answer 
     Key.” ]
Internet Exercise

The SEC's paperless filing system EDGAR (Electronic Data Gathering, Analysis and Retrieval system ) of corporate reports can be accessed through the internet web site at: http://www.sec.gov/edgar.shtml. 

For more specific information on mutual funds, refer to the Investment Company Institute web site at:  http://www.ici.org. 

TOPIC 3 (  Selecting Savings and Investments

OBJECTIVE


· Students will learn factors to consider when considering savings and investments.


· Students will learn the difference between tax deferred savings and taxable savings.

MATERIALS NEEDED
Reading 4 ( "Selecting Savings and Investments"

Worksheet 3 ( "Readings on Investments”

Reading 5  ( "Taxes”

Transparency 6 ( "Yields on Taxable and Tax-Exempt Investments”

Transparency 7 ( "Tax Deferred Savings Grow Faster Than Taxable Savings”

Reading 6 ( "Life Stages”

DIRECTIONS
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1.  Have students read “Selecting Savings and Investments,” Reading 4.  Discuss
     the factors. 

2.  Give students Worksheet 3, “Readings on Investments.”  Have students read and 
     report on current newspaper and magazine articles on investment market conditions. 
     Topics could include: 
· Interest rates 
· Business failures 
· Price of investments 
· Political decisions and investment risk 
· Investment fraud
· Diversification
3.  Have Students study Reading 5, “Taxes.”  Show Transparency 6, “Yields on 
     Taxable and Tax-Exempt Investments.”  Examples of questions to ask:

a. If an investor in the 15 percent tax bracket invests in a tax-exempt bond paying 6 percent, what yield would be required on a taxable investment in order to earn the same income?  (7%)

b. If the investor were in the 33 percent tax bracket, what yield would be required? (9%)
Examples of tax-deferred savings are U.S. Series EE savings bonds and Individual Retirement Accounts (IRAs).


4. Show Transparency 7, "Tax Deferred Savings Grow Faster Than Taxable Savings.”
5.  Assign Reading 6, “Life Stages.”   Suggest that students interview adults about good 
     or bad investment experiences at various stages in the life cycle.  Discuss the learning 
     that can be gained from each experience.  Illustrate the advantage of beginning an 
     investment plan early in life. 
Internet Exercise


Use the Internet to see how your class fares in personal finances.


http://moneycentral.msn.com/investor/home.asp  

Financial Calculators:

http://www.financenter.com/consumertools/calculators/ 
  

http://www.choosetosave.org/tools/fincalcs.htm 

  

http://www.bankrate.com/overkeyword/ 

  

http://msfinancialsavvy.com/calculators/ 

TOPIC 4 (  How Long Will It Take To Double 
                   Your Money?

OBJECTIVE


· Students will learn how time effects the value of money.


· Students will learn how to arrive at future values and compounding of interest.

MATERIALS NEEDED
Handout 1 ( "How Time Effects the Value of Money”

Reading 7 ( "How Time Effects the Value of Money”

Worksheet 4 ( "Time Value of Money”

Transparency 8 ( "Future Value of $1,000 single deposit”

Transparency 9 ( "Future Value of $25.00 deposited monthly”

Transparency 10 ( "Future Value of $100.00 deposited monthly”

Transparency 11 ( "Monthly Deposits for Future Goals”

Worksheet 5  ( "Doubling Your Money, Rule of 72”

Student Exercise 2
Student Exercise 3
Hidden Word Puzzle
Additional Resources
Brochure
DIRECTIONS
1.  Have students study Reading 7, "How Time Effects the Value of Money” and 

     give them Handout 1.  The following is an example of why it is important to start 
     saving early:

Investor A invests $2,000 a year for 10 years, beginning at age 25.

Investor B waits 10 years, then invests $2,000 a year for 31 years. 

At retirement age 65, Investor A has earned $234,000 more than Investor B. 

2.   Handout Worksheet4, “Time Value of Money” and have students answer the 
      questions.  [See “Answer Key.”]

3.   Show Transparencies 8-11 and review.

4.   Handout Worksheet  5, “Double Your Money” and have students fill in the time need 
      to double the money in the examples.  [See “Answer Key.”]

5.   Have students take Student Exercises 2 & 3.  [See “Answer Key.”]  Review weak 
      subjects.

6.  Hand out Savings Basics Brochure and discuss.

7.  Handout Hidden Word Puzzles and have students find the words.

8.  Review Additional Resources to help in the class.

ANSWER KEY
PRETEXT EXERCISE

1. TRUE


 
2. FALSE


 
3. TRUE


 
4. FALSE


 
5. TRUE


 
6. FALSE

 
7. TRUE


 8. TRUE

9. TRUE 

STUDENT EXERCISE 1

1. passbook account


2. $21

3.  All of the above


4.  All of the above

5.  corporate bond

6.  corporate stocks


WORKSHEET 4
1. $20,000 


2.  $33,846 

3.  $62,000 

4.  $545,844 

5.  $352,427

6.  $525,344 

7.  $290,427 


8.  The time value of money is the growth of money over time as a result of investment 
     earnings.  As shown in this example, investments made early in life have a greater 
     pay-off than those made later in life.

STUDENT EXERCISE 2
  1.  H   tax-exempt
  2.  G   securities
  3.  K   mutual fund
  4.  D   stock
  5 . C   liquid
  6.  A   diversification
  7.  E  prospectus

  8.  F  the return

  9.  J  appreciation

10.  I   bond
11.  L  no-load

STUDENT EXERCISE 3
1. TRUE


2. TRUE


3. FALSE


4. TRUE


5. FALSE


6. FALSE


7. TRUE

8. FALSE


9. FALSE

VOCABULARY

Annual Percentage Yield (APY) ( APY is the amount of interest you will earn on a yearly basis expressed as a percentage.  The APY includes the effect of compounding.  When comparing different accounts, you should compare the APYs of the savings products, not the interest rates.  The higher the APY, the higher the interest you will receive.

Bonds ( When  you purchase a bond, you are essentially loaning money to a corporation or to the government for a certain period of time, called a term.  The bond certificate promises the corporation or government will repay you on a specific date with a fixed rate of interest.

Certificates of Deposit (CDs) ( CDs are accounts where you  leave your money for a set period of time, such as six months, one, two, or five years, called a term.  You usually earn a higher rate of interest than in a regular savings account.  The longer you promise to keep your money in a CD, the higher the interest rate.  Be sure to think about y our cash needs before opening a CD because you will pay a penalty if you withdraw your money early. 

Club Account ( A club account is a type of savings account you “join” to save money for a special reason, such as holidays or family vacations.  Club accounts usually require you to make regular deposits.

Diversification ( Diversification means you spread the risk of loss in a variety of savings and investment options.  It is the concept of “don’t put all your eggs in one basket.”

401(k) and 403(b) Retirement Plans (   401(k) plans are retirement plans that some private corporations offer their employees.  a 403(b) plan is similar to a 401(k), but is offered to employees of some nonprofit organizations.

In both types of plans, you choose to deduct part of your paycheck and place it into the investment strategy you design.  The plans allow you to choose different types of investments, depending on how much risk you want to take.  The money you place into the account lowers your taxable income.  The employer usually matches a portion of your contribution, sometimes up to 50 percent.  The funds grow tax-free until the money is withdrawn during retirement.

Equity ( When referring to a home, equity is the difference between how much the house is worth and how much you owe on the house.

Investment ( A savings option purchased for future income or financial benefit.

Individual Retirement Account (IRA) ( An IRA is a retirement account that lets you save and invest money tax-free until you withdraw it when you retire.  There are different types of IRAs including traditional and Roth IRAs.

Liquidity ( Liquidity refers to the ease with which an asset (a thing of value) can be turned into cash without losing its value.  For example, cash is the most liquid; a certificate of deposit (CD) may be liquidated, but you pay an early withdrawal penalty; a house might be your least liquid asset because it takes time to sell.

Money Market Accounts ( A money market account is one that usually pays a higher rate of interest than a regular savings account.  Money market accounts usually require a higher minimum balance to earn interest, but they also pay higher rates for higher balances.

Mutual Funds ( A mutual fund is a professionally managed collection of money from a group of investors.  A mutual fund manager invests your money in some combination of various stocks, bonds, and other products.  The fund manager determines the best time to buy and sell the products in the fund.  By combining your resources with other investors in a mutual fund, you can diversify even a small investment, which should reduce risk.

Passbook Savings Accounts ( Passbook savings are similar to statement savings accounts.  The difference is the record keeping.  Instead of receiving a quarterly statement, all transactions are recorded in a passbook.  You have to take your passbook to the bank when making transactions.  The teller will update your account information when you go to the bank.

Risk versus Return ( This means that the more risk you take in your investment, the higher the expected return on that investment.  However, there is also a higher risk that you might lose the entire amount you invested.

Statement Savings Account ( A statement savings account is an account that earns interest.  If  you have a statement savings account, you will usually receive a quarterly statement that lists all of your transactions (withdrawals, deposits, fees, and interest earned).

U.S. Treasury Securities ( U.S. Treasury securities are debt instrument.  When you purchase a Treasury security, you are loaning money to the government. Treasury securities are backed by the full faith and credit of the U.S. government which means the govern-ment guarantees interest and principal payments will be paid on time. Treasury securities include:

· Savings bonds, which can earn interest for up to 30 years, but can be cashed after 6 months.
· Treasury bills, which mature in one year or less from their issue date.
· Treasury notes, which mature in more than a year, but not more than 10 years.
· Treasury bonds, which mature in more than 10 years from the issue date.
Treasury bills, notes, and bonds are transfer-able, which means you can buy or sell them in the securities market. You can buy Treasury bills, notes, and bonds for a minimum of $1,000.
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PRETEST EXERCISE
DIRECTIONS:  Circle T if the statement is true, circle F if the statement is false.
	T
	F
	1.  A certificate of deposit must be held for a set amount of time 
     such as six months or a year.

	T 
	F
	
2.  Compound interest refers to money earned from buying a tax-
      exempt investment.

	T
	F
	
3.  A share of stock represents ownership in a company.

	T
	F
	
4.  A mutual fund is an investment issued by a state or local 
     government agency.

	T
	F
	5.  Compound interest makes money grow faster.

	T
	F
	6.  Compound interest refers to money earned from buying a tax-
     exempt investment.

	T
	F
	7.  A certificate of deposit must be held for a set amount of time 
     such as six months or a year.

	T
	F
	8.  A share of stock represents ownership in a company. 

	T
	F
	9.  Treasury bonds are a safer investment than real estate.


Name ______________________________________Date ____________________
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OVERVIEW OF SAVINGS

There are many reasons people save and invest. One reason is financial security. A fund for emergencies helps people cope with unexpected events such as illness, unemployment and accidents. 

Saving and investing are also used to reach financial goals such as a new car, a college education, a trip or a down payment on a house. Of course, one of the most important reasons for people to save and invest is to provide the funds for a comfortable, financially secure retirement.

Another reason people save and invest is to earn more money.  A sum of money can be saved and later be invested in long-term securities that produce higher yields. For example, some mutual funds and government securities require a minimum investment of $1,000 or more. 

Why do you think you should save?

· Manage your money better

· Increase your savings

· Improve your standard of living 

What are some of the things people save money for?

Some major expenses people save for include:


· Unexpected events such as loss of job,
car repair, or hospitalization,

· Downpayment for a house, car, or 
other large purchase,

· College education,
 
· Vacation, and 

· Retirement 

Take a few minutes to think about your goals for the future and write them down.
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MY SAVINGS GOALS:
Name ______________________________________Date ____________________
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BENEFITS OF SAVING
_______________________________________________

(  Manage your money better

(  Increase your savings

(  Improve your standard of 
    living 
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SAVINGS TIPS

1. Consider need vs. wants.  Think about the items you purchase on a regular basis.  These add up.  Where can you save?

· Do you eat out at restaurants a lot?


· Can you cut back on daily expenses, such as coffee, candy, soda, or cigarettes?


· Do you have services you do not really need, such as a cell phone, call waiting?


2. Direct deposit or automatic transfer to savings.


· When you get paid, put a portion in savings through direct deposit or automatic transfer.

· If you have a checking account, you can sign up to have money moved into your savings account every month.  What you don’t see you don’t miss?


· U. S. savings bonds can be purchased through payroll deduction.

3. Pay your bills on time.  This saves the added expense of:

· Late fees

· Extra finance charges

· Disconnection fees for phone, electricity, or other services

· Fees to reestablish connection if your service is disconnected

· The cost of eviction

· Repossession

· Bill collectors

4. If you use check-cashing stores regularly, you might pay $3-$5 for each check you cash.  This can easily add up to several hundred dollars in fees every year.  Consider opening a checking account at a bank or credit union.

5. If you get a raise or bonus from your employer, save that extra money.


6. If you have paid off a loan, keep making the monthly payments to yourself.  You can save or invest the money for your future goals.

7. If you receive cash as a gift, save at least part of it.
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8. Avoid debt that does not help build long-term financial security.  For example avoid borrowing money for things that do not provide financial benefits or that do not last as long as the loan.  Examples include: a vacation, clothing, and dinners out in restaurants.  Examples of debt that helps build long-term financial security include:

· Paying for college education (for you or your child)


· Buying or remodeling a house


· Buying a car to get to work

 9.   Save your change at the end of the day.  Take that change and deposit it into the 
        bank (every week or month).

10.   When you get a tax refund, save as much of it as possible.

11.   If your work offers a retirement plan, such as a 401(k) or 403(b) plan that deducts money from your paycheck, join it!  Some employers will match up to $.50 on each dollar you contribute.  The matched amount is free money!

12.  If you decide to make investments, do your homework.  Know what you are investing in.  Get professional advice if you need it.  You should have enough money in savings to pay for 2-6 months of expenses in case of emergency.   Make sure you have an emergency savings account before considering investing in non-deposit-products.

13.  If you own stocks, reinvest the dividends to purchase more stocks.  Some companies offer an easy way to do this called a Dividend Reinvestment Program (DRIP).  This process increases your investment more quickly, similar to compounding.

14. If you are interested in learning about investing, you might want to consider an investment club.   Investment clubs are groups of people who work together to understand the process and value of investing even a small amount of money (as little as $5-$10).
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SAVINGS TIPS
(  Consider needs vs. wants

(  Direct deposit to savings

(  Pay your bills on time

(  Use a checking account vs. check-cashing stores

(  Save extra money from raises or bonuses

(  Keep making loan payments to yourself

(  Save cash gifts


(  Avoid debt
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PLACES TO ACCUMULATE SAVINGS

The rate of return and risk for savings are often lower than for other forms of investment.  Return is the income from an investment.  Risk is the uncertainty that you will receive an expected return.  Savings are also usually more liquid.  That is, you may quickly and easily convert your investment to cash. 

Interest-bearing checking and savings accounts are offered by banks, credit unions, and savings and loans institutions. It pays to shop for the best rates, as interest rates compounding frequencies and services vary widely among financial institutions. 

If the financial institution where you have a checking or savings account is insured by a fund of the Federal Deposit Insurance Corporation (FDIC) or the National Credit Union Administration (NCUA), the account is insured up to $100,000 by the federal government. 

Certificates of Deposit, often referred to as CDs, are purchased for specific amounts of money at a fixed rate of interest for a specific amount of time.  CDs may be purchased for as little as $500 but generally are priced at $1,000, $5,000, or $10,000. 

You may buy a CD for as little time as seven days, or for as long as several years. The longer time usually carries a higher rate of interest.

U.S. Savings Bonds come in two varieties: Series EE and Series HH. Available at most banks and through payroll deduction, EE bonds are purchased for 50 percent of their face value which is the amount the bond is worth when it matures. The minimum purchase is $25 for a $50 bond that matures in eight to 12 years. The interest rate is keyed to variable market interest rates. Bonds cashed before five years are penalized with an interest rate that is lower than the market rate. 

HH bonds are purchased from a Federal Reserve Bank or through the Treasury at face value.  You cannot buy HH bonds with cash.  They can be acquired by trading a minimum of $500 worth of EE bonds or by reinvesting a Series H Bond that has matured. Series HH bonds mature in 10 years with interest paid semi-annually via check or an electronic funds transfer to the bondholder's bank account. 

There are no sale charges for either the EE or HH bonds. Interest income earned from both is exempt from state and local taxes and can be deferred from federal income tax until the money is actually received.  Some parents purchase EE bonds to save for their children's education.  For taxpayers within certain income limits, EE bond income is exempt from federal taxation when used to meet college expenses.
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Other Savings Instruments.  U.S. Treasury Securities include Treasury bills, notes and bonds.  These can be purchased through financial institutions for a fee or at a branch of the Federal Reserve Bank with no added cost.  These are usually sold in multiples of $1,000, $5,000 or $10,000.

Cash Value Life Insurance includes a forced savings element which adds to the cost of life insurance. The build-up of cash is tax deferred and can be borrowed from the policy.  The primary purpose of insurance, however, is protection against risk of loss rather than the accumulation of savings. 

Insurance policies are often sold as savings vehicles, but many have high front-end commissions and low cash value in the early years, thereby diluting both the risk protection and the savings performance of the money invested. 

HIGHER RISK INVESTMENTS

Common types of higher risk investments include stocks, corporate and municipal bonds, mutual funds, real estate, collectibles, and futures contracts. The decision about which investment to choose is influenced by factors such as yield, risk, and liquidity. 

Investments may produce current income while you own the investment through the payment of interest, dividends or rent payments. When you sell an investment for more than its purchase price, the profit is known as a capital gain, also called growth or capital appreciation. 

Higher risk investment choices include: 

· corporate and municipal bonds 
   

· high-quality corporate stock with a history of steady earnings 
   

· telephone, gas or electrical utility stocks 
   

· mutual funds that focus on current income 

Higher risk investment choices for capital growth include: 

· common stocks in growth oriented companies 

· new or small companies that have good future potential 


· real estate in growth areas 

Stocks.  When you own shares of stock you become part owner of a company. If the company does well, the value of your stock should go up over time. If the company
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does not do well, the value of your investment will decrease. Companies distribute a portion of their profits to shareholders as dividends. 

Companies issue two types of stock, common and preferred. Common stock is the basic form of ownership in a company.  People who hold common stock have a claim on the assets of a firm after those of preferred stockholders and bondholders.  Preferred stock is ownership in a company which has a claim on the assets and earnings of a firm before those of common stockholders but after bondholders. The safety of the principal of preferred stock is greater than that of common stock. 

Selecting individual stocks requires time, effort and knowledge.  The objective of buying stocks is to choose those that will increase in value over time.  The friendly advice, "Buy low and sell high" is easier said than done. Selecting stocks is both an art and a science. 

Bonds. When you own a bond you have loaned money to a company or a governmental unit.  In return, the borrower promises to repay the amount borrowed plus interest.  Corporate bonds are issued by publicly owned companies, while municipal bonds are issued by state or local governments. 

The price of a bond will fluctuate as interest rates go up or down.  If you hold the bond to maturity you will receive an amount stated on the bond known as the face value.  For example, if you buy five corporate bonds at $1,000 each and the bonds mature in 20 years, even if the value of the bond changes over the period of time you hold it, the bonds will be worth a total of $5,000 at the time of maturity.  In addition, the borrower may promise to pay you an interest payment twice a year for 20 years. The declared interest of the bond is called the coupon rate. 

Municipal bonds are interest-bearing, long-term bonds issued by state and local governments.  They are used to finance schools, roads, hospitals, and libraries. Investors receive a lower rate of return in exchange for having the income exempt from federal income tax.  In addition to the federal tax exemption, some states exempt income from municipal bonds from state income tax as well. 

"Junk bonds" is a slang term for speculative, high-risk, high-interest rate corporate or municipal bonds.  The default rate is much higher on junk bonds than on higher quality bonds.  Junk bonds may be issued by companies of little financial strength.  The risk in purchasing corporate bonds is that the corporation may not be able to pay interest or return your principal at maturity. 

Mutual Funds.  A mutual fund invests the pooled money of its shareholders in various types of investments. The fund manager buys and sells securities for the fund's shareholders.  Mutual funds are not risk free.  Their values rise and fall along with the securities in the fund. 
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Benefits of mutual funds for the beginning investor include: 
· diversification 

· professional management 

· relatively low cost shares 

· liquidity and convenience (easy to buy and sell shares) 

Each mutual fund has an objective which determines the types of securities it invests in. The fund objectives are stated clearly in the prospectus which is the legal document describing the fund. 
For example, the fund objective may be "growth and capital preservation."  This fund might own high quality stocks in large well known companies. 

	Fund Objective
	Likely Investment Holdings

	Income
	bonds and/or preferred stock

	Income and safety
	government bonds or preferred stock

	Moderate growth
	preferred and common stock

	Aggressive growth
	stock in small, growth companies


More than over 8,000 different mutual funds are available.  The investor should learn the objective of the fund, what securities the fund owns, the level of risk, and its earnings record as compared to similar funds. 

All mutual funds have annual management fees.  Some funds have additional fees when shares are bought and sold.

· No-load funds are purchased directly from the fund and do not charge a purchase fee, but can charge up to 8.5 percent in charges or the "maximum load" allowed by the SEC.

· Load funds may be purchased through brokers or directly from the investment company.  They have an up-front or back-end fee of two to 8.5 percent depending on the fund.  Most funds that charge a front-load sales charge do not charge a redemption fee (rear load). 

A redemption fee is charged when shares are sold.  The fund prospectus must disclose all fees and costs related to the funds.  The one, five, and 10-year earnings record, after fees, must be revealed. 

The shares in a mutual fund are priced by dividing the value of the fund by the number of shares owned.  As the value of the securities in the funds goes up or down, the value of the shares changes accordingly. 
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Many mutual funds are part of a family of funds.  A financial service company may offer a number of funds with different objectives.  The investor may switch from one fund to another within the same family at little or no expense.  For example, if you own a bond fund and you believe stocks are going to do well, you could switch your shares into the stock funds within the same family of funds. 

Real estate.  Home ownership is an investment.  Like other investments, homes can appreciate in value and serve as a hedge against inflation.  Houses can also drop in value and fail to keep pace with inflation. 

Direct ownership of rental units and commercial buildings takes considerable time, skill, knowledge, and risk tolerance on the part of the individual owner.  Purchasing a rental property, for example, without full knowledge and experience could cause losses far exceeding the original investment. 

Another way to invest in real estate is through the purchase of limited partnerships.  The partnership is composed of a general partner who buys and manages the investments, and limited partners who invest in the project and whose participation is limited to the profits or losses of the venture. 

Collectibles.  Antiques, stamps, precious metals or gems pay no interest or dividends and depend on an increase in value over time for the return on the investment.  The rewards as well as the losses of owning collectibles can be great.  Financial advisors caution against collectibles because there is no regulated marketplace, liquidity can be

a problem, information regarding pricing is almost non-existent, and fraud is rampant in markets for coins, gems, synthetic gems, and precious metals. 

Futures Contracts.  A futures contract is a commitment to buy or sell a specific amount of a commodity at a specific future date and price.  This speculative investment is only for knowledgeable investors who are willing to take high risk.  Futures should never be more than a small portion of a total investment portfolio. 

Futures contracts deal in products ranging from corn, soybeans, wheat, and cattle to gold, crude oil, Japanese yen, and U.S. Treasury bonds.  The investor contracts to buy or sell these commodities at a future date, speculating on the value of the commodity on that date.  A very small percentage of investors speculate in futures contracts.  Losses are more frequent than gains.  Because of their risk management value, futures markets are among the fastest growing of all financial markets, both in the U.S. and abroad. 
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	SAVINGS OPTIONS 

	YIELD RANGE IN RECENT YEARS 
FINANCIAL RISK
INFLATION HEDGE
LIQUIDITY 
CHECKING ACCOUNTS
0 - 5.5%
Low risk if insured 
None
High
SAVINGS ACCOUNTS
2.8 - 6.0%
Low risk if insured 
None
High
CERTIFICATES OF DEPOSIT
3.1 - 9.0%
Low risk if insured
None
1 week to 8 years (penalty for early withdrawal) 
U.S. SAVINGS BONDS EE & HH
5.5 -7.0%
Low risk, backed by U.S. government
None
Redemption results in lower yield 
U.S. TREASURY BILLS, NOTES AND BONDS
3.75 - 10.5%
Low risk, if held to maturity, backed by U.S. government
None
Immediate to several years
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	   Name _________________________________ Date ______________________________



	COMPARING SAVINGS PLACES

	   Financial Institution name _____________________________________________________ 

Checking Account
Savings Account
Certificate of Deposit 
Annual Interest Rate 
Effective Yield 
Safety (Insured by FDIC, NCUA, other) 
Minimum Initial Deposit
Date to Maturity 
Penalty for Early Withdrawal 
Service Charges, Fees
Comments on other factors such as convenience, friendly and courteous service, hours of service, local community involvement, etc. 

__________________________________________________________________________ 

__________________________________________________________________________ 

__________________________________________________________________________ 

__________________________________________________________________________ 
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	INVESTMENT OPTIONS 

	YIELD RANGE IN RECENT YEARS
FINANCIAL RISK
INFLATION HEDGE
LIQUIDITY 
STOCKS 
Common 
Preferred

0-20% 
5-9% 
Medium to High
Good
High
BONDS 
Municipal 
Corporate High Quality
Junk Bonds 

3-10%
6-11%
8-14% 

Low to Medium
Low to Medium
High
None
Varies, Immediate to 30 Years 
MUTUAL FUNDS
(Money market, fund stocks, bonds) 
0-16%
Low to High
Depends on skill of manager and fund objectives 
Good
High
REAL ESTATE 
(Home, rental unit, commercial property) 
0-20%
Medium to High
Good
Low
COLLECTIBLES
(Art, antiques, precious metals, gems) 
Few collections yield profits 
High
Varies 
Low to Moderate 
FUTURES CONTRACTS
0-30%
High
Good
High
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	PYRAMID OF INVESTMENT RISK

	[image: image5.png]Futures

conacs \HIGH RISK

L Sihs N\ MEDIUM RISK

Foal Fvtate
— Highly Quality Corporate —

Tnsured
oy onds
Adcounts _ EERMH

oisavity | Property and

Cabilty

FINANCIAL FOUNDATION




 


UNIT 2 — Investment Choices

Topic 2, Worksheet 2

	   Name _________________________________ Date _________________________

	COMPARING MUTUAL FUNDS  

	NAME OF MUTUAL FUND
1.         
2.
3.
MUTUAL FUND TYPE 
(Stock, bond, futures, money market, balanced, indexed, sector, etc.)
MUTUAL FUND OBJECTIVE 
(Aggressive growth, moderate growth, income and safety, and income)
CURRENT RATE OF RETURN
YIELD RANGE IN LAST THREE TO FIVE YEARS
LOAD FEES 
(Sales and redemption charges)
TOTAL OPERATING EXPENSES
(Management fees, advertising, and marketing costs expressed as a percentage of average net assets) 
LEVEL OF RISK 
(High, medium, low) 
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STUDENT EXERCISE 1
DIRECTIONS: Check in the box for your answer.

1. The lowest interest rate is usually earned on a:

(  money-market account.                      (  passbook account.

(  certificate of deposit.                           (  mutual fund.


2. The total interest earned on $100 for two years at 10 percent (compounded annually) would be:

(  $2                                                        (  $11
(  $21                                                      (  $10


3. Which of the following increases the value of my money in stocks?

(  Increase in price per share                  (  Stock splits
(  Dividends                                             (  All of the above


4. Owning shares of stock:

( can increase the value of my money     (  provide income from dividend
( can decrease the value of my money    (  All of the above


5. An example of a company's debt is a:

( corporate bond.                                     (  mutual fund.
( share of stock.                                       (  municipal bond.


6. The investment with the most risk would be:

( a savings account.                                 (  corporate stocks.
( U.S. Treasury bonds.                             (  corporate bonds.


Name _________________________________ Date _________________________
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SELECTING SAVINGS AND INVESTMENTS
Factors to consider when selecting savings and investments include liquidity, risk, return, inflation, diversification, taxes, and stage in the life cycle. 

LIQUIDITY 

How quickly will you need your money? Savings held in bank accounts and money market funds are appropriate for short term needs of a year or less because they are liquid.  Investments such as stocks and bonds are suitable for longer term goals as they are less liquid.  Keep in mind that liquidity is the speed and ease with which an asset can be converted into cash. 

Savings vehicles such as certificates of deposit cannot be converted into cash prior to the maturity date without penalty.  While stocks and bonds can be sold at any time, if an investor is forced to sell when the market is down, there can be a loss of the original money invested. 

RISK


As a general rule, the greater the promised return the greater the risk.  Risk tolerance is a person's ability to ride out the ups and downs of the market without panicking when the value of investments go down.  Risk tolerances vary from person to person and at different stages in the life cycle.  Young adults with growing income potential may take greater investment risks than people who are approaching retirement. 

How much should a person expect to earn on an investment?  Average investment return over time has been the inflation rate plus three percent. For example, if the current inflation rate is five percent, an investor might expect an average return on an investment of about eight percent.  Some investments will yield less, others more.  If you are promised a return on an investment that is greater than three percent over the inflation rate, be alert to high risk and possible fraud.  The return may be too good to be true.  A scam artist may promise an unrealistically high return just to get your money. People who don't sleep well at night when the principal value of their investment goes down should select savings and investments with less risk. On the other hand, investments that guarantee the safety of principal may not maintain purchasing power in times of high inflation. 
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Individuals who can ride out market ups and downs without panic can comfortably put their money in investments that pay above average returns.  These investments may 

maintain purchasing power over time, but can fluctuate wildly in the short term. There are six major types of investment risk: 

Interest rate risk is the risk that the value of an investment will decrease due to a rise in interest rates. If you lock yourself into a long term, fixed-return investment and interest rates go up, you lose the advantage of higher returns. The value of a fixed-return investment decreases when interest rates increase and increases when interest rates decrease. 

Business failure risk is the risk that the business will fail and the investment will be worthless, or that the business will be less profitable than expected.  How well will the business do in both good and bad economic times? 

Market price risk is the risk that the price on an investment will go down  Many factors influence whether the price of an investment will go up or down.  Few investors can consistently predict the ups and downs of the market.  Investors may experience a loss if they must sell when the market price is down. 

Inflation risk is the risk that the financial return on an investment will lose purchasing power due to a general rise in prices of goods and services.  Investment returns must exceed the rate of inflation in order to increase purchasing power. 

Political risk is the risk that government actions such as trade restrictions or increased taxes will negatively affect business profits and investment returns. 

Fraud risk is the risk that the investment is designed to deceive and misrepresent facts. In every case of investment fraud, the seller wins while the investor loses. 

RETURN

The basic idea of investing is to commit money today with the expectation of a financial return in the future.  The return can come from earnings and from growth. 

Earnings on your investment can be in the form of interest, dividends, or rent payments. You will recall that interest is the payment received in exchange for the loan of money. A dividend is payment to stockholders from the earnings of a corporation.  Rent is payment received in return for the use of property. 

Growth comes from price appreciation on the investment that is sold for more than you paid for it.  Appreciation, or capital gain, is income realized when you sell property or securities for more than the purchase.  Of course you may have to sell for less than you paid and have a capital loss. 
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For example, say you buy 100 shares of a no-load stock mutual fund at $20 a share for a total of $2,000.  If during the year the fund pays dividends totaling 10 cents a share, 

your income from the investment would be $100.  If you sold the shares at the end of the year for $22 a share, you would have a profit of $2 a share or $200. Your return of earnings plus appreciation would be $300 or 15%.  You had a very good year.  This example ignored commissions and fees however, and you ran the risk of having to sell your shares for less than the $20 you paid. 

INFLATION 


Inflation is an important factor for investors to consider because it reduces the purchasing power of money.  The value of money is measured in the amount of goods and services it will purchase and inflation is a general rise in the price of goods and services. 

In inflationary times, financial returns on investments may not keep pace with the rate of inflation, and purchasing power is lost.  For example, you have $1,000 in a bank savings account earning five percent interest, or $50 a year.  Unfortunately, the inflation rate this year was six percent, so it will cost you $1,060 to buy the same products you could have purchased last year for $1,000.  Subtract the $50 you earned from the $60; you lost to inflation and you lost $10 in purchasing power. 

Historically, corporate stocks and real estate have been good investments in inflationary times, while bonds and other fixed return investments have lagged behind.  People on fixed incomes such as retirees are hurt most by inflation.  Social Security payments are indexed to inflation to help these people cope with the rising cost of goods and services. 

The desire to have investment returns keep up with inflation should be balanced against the potential loss of principal in high yield but risky investments.  A suggested guideline is to seek investment returns of the inflation rate plus three percent.  Promised returns above this amount usually carry high risk. 

DIVERSIFICATION 

The process of reducing risk by spreading money among various types of investments is diversification.  Because certain investments perform better than others in certain economic conditions, an investor can spread the risk by following the advice, "Don't put all your eggs in one basket."  An investor's "basket" of securities and investments known as a portfolio can consist of investment options with varied risk-return character-istics.  When interest rates are high, for example, stock prices tend to go down and bond prices go up.  When interest rates are low, stock prices tend to rise and bond prices go down.  One industry can be down while other industries are doing well.  The auto business can be down, for example, while the housing industry prospers. 
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You have $10,000 to invest.  You decide to invest 25 percent in short-term certificates of deposit, 45 percent in a variety of common stocks, and 30 percent in bond mutual funds.  As conditions change, these percentages are adjusted. 

Putting money in a variety of investments lessens the risk of loss due to any one invest-ment performing poorly. Investors who review and adjust their investment portfolio regularly are likely to earn more over time than those who do not.

DOLLAR COST AVERAGING

Dollar cost averaging is the technique of investing the same fixed dollar amount in an investment, such as a mutual fund, at regular intervals over a long period of time.  The advantage of dollar cost averaging is that you purchase more shares at lower prices when the market goes down and fewer shares at higher prices when the market goes up.  When you purchase shares of your employer's stock through regular payroll deduction you are dollar cost averaging. 

Dollar cost averaging helps avoid the problem of buying high and selling low.  You can make money if you sell the investment at a price higher than the average purchase price over the time that you invested.  While the possibility of loss is not eliminated, the losses are limited during times of declining prices and profits are accelerated during times of rising prices.
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	   Name _________________________________ Date _________________________
   Topic _________________________

	
 READINGS ON INVESTMENTS

	Read an article or pamphlet on an assigned investment topic and complete the following worksheet. 

   1. Title of Article __________________________________________________________ 

        Source ___________________________________________Date___________________ 

        Author (if given) ___________________________________________________________ 

   2. Write a brief summary of the main ideas of the article or pamphlet. 

     ___________________________________________________________________________ 

     ___________________________________________________________________________ 

     ___________________________________________________________________________ 

     ___________________________________________________________________________ 

  3. Explain why you agree or disagree with the major ideas presented in the article or  
      pamphlet. 

     ___________________________________________________________________________ 

     ___________________________________________________________________________ 

     ____________________________________________________________________________ 

Attach a copy of the article or pamphlet to this page.
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TAXES


Money will grow faster in a tax-advantaged savings or investment plan because you earn money on the investment that would otherwise have been paid in taxes.  Tax-exempt and tax-deferred investments are not necessarily safe investments. Some municipal bonds, for example, carry high risk and are not appropriate for all investors.  Tax-exempt investment earnings are not subject to income tax.  As noted earlier, the interest on U.S. Series EE Savings Bonds is exempt from state and local taxes.  If the bonds are used to pay college tuition, the interest is also exempt from federal taxes for taxpayers who meet certain income limits. 

The most common way to get tax exempt income is to invest in municipal bonds. Exempt from federal tax, the interest on municipal bonds is sometimes exempt from state income tax as well. 

Earnings on the sale of a house can also be exempt from income taxes.  Current federal tax law allows households to exclude from their income the money earned on the sale of a home if they invest in a home of equal or greater value within 24 months.  Under certain conditions individuals may exclude any capital gain from income on the sale of a main home, up to a limit of $250,000, or $500,000 if married and filing a joint return.  The exclusion may be allowed each time you sell or exchange your main home, but generally no more frequently than once every two years. You cannot deduct a loss from the sale of your main home.
Tax-deferred investments are those that have earnings that will not be taxed until the money is taken out of the investment.  Examples of tax-deferred investments are U.S. Series EE Savings Bonds and retirement plans such as Individual Retirement Accounts (IRAs) and employer savings plans known as 401-K plans.  Other alternatives include Self-Employed Plans (SEP), SEP-IRAs and teachers' pension plans. 

For example, if you accumulate $15,000 in a tax-deferred savings plan at work and leave it there for 20 years earning 10 percent interest, the $15,000 will be worth $100,912.  If you place the money in a taxable savings plan, the same $15,000 would be worth only $60,254.  The difference is over $40,000. 

In a taxable savings account, you would have paid taxes on the earnings each year thus reducing the amount of money available to earn additional interest.  Earnings from the tax-deferred savings plan will be taxed when the money is withdrawn from the account, but in the meantime it grows at a much more rapid rate. 

Beginning in tax year 1998, Roth IRAs came into being. The Roth IRA, named after U.S. senator William Roth from Delaware, who created legislation for this new IRA, provides no tax deduction for contributions you make, but instead provides a benefit that isn't available for other savings vehicles:  if you meet certain requirements, the earnings are tax free when you withdraw them.  In other words, you trade off tax deductibility on 
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the front end to escape paying taxes on your investment earnings.  Young people, who are in lower tax brackets can use the Roth IRA to get an early start on retirement savings.

It is important to participate in employee savings and investment plans sponsored by your employer.  In some cases employers will match the amount of money put in by the employee . If employees do not contribute, their employers may not as well, which is like throwing money away. 

Workers who are not covered by an employer retirement plan, or whose income is below certain limits may invest up to $2,000 each year in a tax deferred IRA and deduct the $2,000 from current taxable income.

All working Americans, regardless of income may make annual contributions of up to $2,000 in an IRA.  Even though some may not be eligible for the deduction from current taxable income, earnings will be tax deferred for all. 
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	YIELD OF TAXABLE AND TAX-EXEMPT INVESTMENTS

	

	Tax-Exempt Investment Yield
Federal Tax Bracket 
15%
28%
33%
Taxable Investment Yield
4% 
4.7% 
5.6% 
6.0% 
5% 
5.8% 
6.9% 
7.5% 
6% 
7.0% 
8.3% 
9.0% 
7% 
8.2%
9.2%
10.4%
   Example: 
A person in a 28% tax bracket who invests money in a tax-exempt municipal bond fund paying 6% would have the same income as someone investing in a taxable fund paying 8.3%.
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	TAX-DEFERRED SAVINGS GROW FASTER 
THAN TAXABLE SAVINGS

	

	$15,000 Invested Today
Taxable Savings
Tax-Deferred Savings 
Value in 20 Years Invested at 10% Annual Interest
$60,254
$100,912 
In a taxable savings account you pay taxes on the earnings each year.  This reduces the amount of money available to earn interest.
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STAGES IN THE LIFE CYCLE

As people move through the stages of the life cycle, their financial goals and investment strategies will change.  Investments that are appropriate for a young couple with small children may be inappropriate for a single person approaching retirement. 

The following suggestions illustrate possible investment choices for people at various life stages.  Ultimately, each person must make decisions and take action in light of unique household situations and current economic conditions. 

LIFE STAGE:  YOUNG SINGLE ADULT 

Goals:  Emergency fund, car, travel 

Deposit money each payday into an interest bearing savings account at the bank or credit union.  To remove the temptation to spend it before you get to the bank, consider automatic payroll deduction. 

Save money for relatively short term goals in a money market mutual fund or insured certificates of deposit, or a diversified mutual fund whose goal is safety as well as growth. 

Invest some of your savings in aggressive long-term growth investments such as common stock in new companies with good potential.  You have the luxury of time to let your money work for you. 

LIFE STAGE:  TWO-INCOME HOUSEHOLD WITH BABY

Goals:  Better housing, money for future goals 

After you have an emergency fund equal to three times monthly expenses in an insured savings account and adequate life insurance protection, put some of your savings into low and moderate risk investments to stay ahead of inflation. 

Examples of low risk investments are money market mutual funds, balanced mutual funds that have both bonds and conservative stock investments, and insured certificates of deposit.  Moderate-risk investments include common stock and corporate bonds. Buying a home can be a good investment, depending on its location and the local housing market when you buy and sell. 
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LIFE STAGE:  MARRIED COUPLE, SCHOOL-AGE CHILDREN

Goals:  Education fund, family travel 

After you have an adequate emergency fund and conservative investments, put some of your savings into growth-oriented investments that pay little or no current income, but 

have a chance of keeping ahead of inflation.  Examples are high-grade common stocks and growth-oriented mutual funds. 

Aggressive growth funds should be used only if you are comfortable with higher risk. These funds invest in companies with high potential of both success and failure.  Stocks in this category can yield large returns in the long run, but the risk of loss of principal is great. 

LIFE STAGE:  SINGLE PARENT WITH TEENAGERS

Goals:  Meet college bills, build future security 
Draw upon previous savings and investments, if available, to meet increased educational expenses not covered by scholarships, student employment, or loans. When possible, continue to put money into company sponsored savings and retirement plans.  These tax advantaged savings plans will not only save tax dollars but will help assure financial security in retirement. 

LIFE STAGE:  MIDDLE-AGED COUPLE WITH ADULT CHILDREN

Goals:  Savings for retirement 
Fine tune your investment portfolio in keeping with your financial goals.  Hold some of your money in conservative investments such as high quality bonds and certificates of deposit.  Consider growth-oriented investments that will appreciate over time and stay ahead of inflation.  Only the affluent can afford the gamble of high-risk securities as they approach retirement. 

Consider tax advantaged investments such as municipal bonds.  Down-sizing your home allows you to take advantage of the one-time capital gains tax exemption after age 55. 
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LIFE STAGE:  RETIRED PERSONS 

Goals:  Maximize income, preserve principal 

Select income-oriented mutual funds, utility stocks, insured certificates of deposit, preferred stocks, conservative blue-chip common stock, government bonds, treasury bills, and investment grade corporate bonds. 

Monitor income needs and investment yields.  To balance loss of purchasing power, consider investing a small percentage of funds in growth-oriented common stocks or stock mutual funds.
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	HOW TIME AFFECTS THE VALUE OF MONEY

	Investor A invests $2,000 a year for 10 years, beginning at age 25. 
Investor B waits 10 years, then invests $2,000 a year for 31 years. 
Compare the total contributions and the total value at retirement of the two investments.

INVESTOR A
INVESTOR B
Age 
Years
Contributions
Year End Value
25
1
$ 2,000
$ 2,188 
26
2
2,000
4,580 
27
3
2,000
7,198 
28
4
2,000
10,061 
29
5
2,000
13,192 
30
6
2,000
16,617 
31
7
2,000
20,363 
32
8
2,000
24,461 
33
9
2,000
28,944 
34
10
2,000
33,846 
35
11
0
37,021 
40
16
0
57,963 
45
21
0
90,752 
50
26
0
142,089 
55
31
0
222,466 
60
36
0
348,311 
65
41
0
545,344 


Value At Retirement 
$545,344 
Less Total Contributions 
($20,000) 


Net Earnings
$525,344 
Age 
Years
Contributions
Year End Value
25
1
$ 0
$ 0 
26
2
0
0 
27
3
0
0 
28
4
0
0 
29
5
0
0 
30
6
0
0 
31
7
0
0 
32
8
0
0 
33
9
0
0 
34
10
0
0 
35
11
2,000
2,188 
40
16
2,000
16,617 
45
21
2,000
39,209 
50
26
2,000
74,580 
55
31
2,000
129,961 
60
36
2,000
216,670 
65
41
2,000
352,427 


Value At Retirement 
$352,427 
Less Total Contributions 
($62,000) 


Net Earnings
$290,427 
Note:  Assumes a 9 percent fixed rate of return, compounded monthly . All interest is left in the account to allow interest to be earned on interest. 
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HOW LONG WILL IT TAKE TO DOUBLE YOUR MONEY?
The old saying that "time is money" certainly applies to everyday decisions people make about whether to spend or save money and how much to save to meet specific goals. 

Factors that affect the future value of money include: 

· amount of money invested 

· rate of return or yield 

· length of time the money is invested 

· rate of inflation 

To explore the impact of time on the future value of an investment, consider two investors who are both age 25.  Investor A regularly invests $2,000 a year for ten years. Interest on the account is allowed to remain in the account so that interest is earned on interest.  Investor B waits ten years, until age 35, before starting an annual savings program of $2,000 per year.  Despite the fact that Investor B saves for thirty-one years, Investor A has a much larger amount at retirement nearly $200,000 more! 

Financial charts, calculators and computers are tools used to find answers to typical personal finance problems such as how much money one must save in order to have a specific amount of money at a future date. The increase in an amount of money over time as a result of invested earnings is known as the time value of money. 

FUTURE VALUE OF A SINGLE DEPOSIT 

Using the Future Value of $1,000 Single Deposit chart, you can determine the future value of money invested. 

Jerry's grandfather in Atlanta gave him 200 shares in a stock mutual fund five years ago.  The shares were worth $1,000 at that time.  The shares averaged an annual rate of return of 15 percent over five years.  How much is the investment worth today? ($2,011) 
Lynn's parents placed $1,000 in a bank savings account in Lynn's name 10 years ago. The account has earned 5 percent, compounded annually.  No funds have ever been withdrawn from the account.  How much is the account worth today? ($1,629) How much would Lynn have today if her parents had purchased certificates of deposit averaging 8 percent return over the past 10 years? ($2,159) 
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FUTURE VALUE OF MONTHLY DEPOSITS 


Using the Future Value of $25 Deposited Monthly chart, you can determine how much a fixed amount of savings per month will grow within a given time. 

If Rob saves $25 each month at 5 percent interest and leaves the interest in his account, how much will he have saved at the end of two years? ($632)  How much will he have saved if he saves $25 a month in a mutual fund yielding 8 percent for two years? ($653) 
Were you surprised at the small amount of difference in the amount earned between five percent and eight percent?  The rate of interest becomes more important for long-term investments due to the time value of money. 

If Rob invests $25 each month in a stock mutual fund that yields 15 percent per year, how much will the fund be worth in 10 years? ($6,966)  If he puts $25 a month in a savings account earning 5 percent, how much will he have in 10 years? ($3,898) 

What is the difference in earnings over 10 years between the mutual fund earning 15 percent and the savings account earning 5 percent? ($6,966 - $3,898 = $3,068) 

Sue can save $25 each month.  How long will it take her to accumulate $1,000 if her money earns eight percent interest and she reinvests the interest? (three years) 

Using the Future Value of $100 Deposited Monthly chart, determine the growth of an employee tax-deferred savings plan over 10 years. Barbara and Stan are newly married.  Stan's employer has a savings plan that allows money to grow tax-deferred. Stan's employer will contribute 50 cents for every dollar Stan saves in the plan. Combined with the employer's contribution, Barbara and Stan will save $100 a month. 

How much would $100 saved per month be in 10 years if it earned 6 percent interest? ($16,470)  At 8 percent? ($18,417) 

MONTHLY SAVINGS AND INVESTMENTS FOR FUTURE GOALS 


Using the Monthly Deposit For Future Goals chart, determine how much money would have to be saved each month to reach the following goals: 

Rob wants to have $3,000 in three years for a down payment on a new car. How much must he save per month at 5 percent interest?  At 8 percent?  (At 5 percent he must save $77.09.  At 8 percent he must save $73.52.) 
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Cindy wants to have $1,000 in one year in order to take a trip with her friends.  How much must she save each month at 5 percent? At 8 percent?  (At five percent she must save $81.10.  At eight percent she must save $79.80.) 

RULE OF 72

A simple way to determine how long it will take for an investment to double in value is known as the Rule of 72. 

To use the Rule of 72, divide the interest rate into 72.  The answer is the number of years it will take for money to double in value.  For example, if the stated interest rate is 6 percent it will take 12 years for the money to double. (72—6 = 12).  If the stated interest rate is 8 percent it will take 9 years for the money to double.
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	Name _________________________________ Date _________________________

	TIME VALUE OF MONEY
ADVANTAGE OF INVESTING EARLY IN LIFE

	Using the handout, How Time Affects the Value of Money, answer the following questions: 

1.  At $2,000 a year, how much did Investor A invest in the ten years between ages 25 and 35? 

     _________________________________________________________________ 

2.  What is the year-end value of Investor A's investment at the end of 10 years when the 
     Investor is 35? 

     _________________________________________________________________ 

3.  At $2,000 a year, how much did Investor B invest over the 31 years, from age 35 through 
     65? 

     _________________________________________________________________ 

4.  What is the value at retirement of Investor A's investment?

     ____________________________ 

5.  What is the value at retirement of Investor B's investment?

     ____________________________ 

6.  What are Investor A's net earnings?

     _________________________________________ 

7.  What are Investor B's net earnings?

     __________________________________________ 

8.  Summarize in your own words, what is meant by "the time value of money." 

     __________________________________________________________________ 

     ___________________________________________________________________ 


UNIT 2 — Investment Choices

Topic 4, Transparency 8

	FUTURE VALUE OF $1,000 SINGLE DEPOSIT

	Annual Percentage Rate of Return 
Year
5% 
8%
15% 
1
$1,050 
$1,180
$1,150 
2
1,102 
1,166 
1,323 
5
1,276 
1,469 
2,011
10
1,629 
2,159 
4,046
20
2,653 
4,661 
16,367
 


UNIT 2 — Investment Choices

Topic 4, Transparency 9

	FUTURE VALUE OF $25 DEPOSITED MONTHLY

	Interest Rate 
Year
5%
8%
15% 
1 
$308 
$313 
$325
2 
632 
653 
703
3 
973 
1,020 
1,142
5 
1,707 
1,849 
2,242
10 
3,898 
4,604 
6,966
20 
10,319 
14,824
37,899
Savings deposit made at beginning of each month with interest compounded monthly.
 


UNIT 2 — Investment Choices

Topic 4, Transparency 10

	FUTURE VALUE OF $100 DEPOSITED MONTHLY

	Interest Rate
Year
5% 
8% 
15%
1 
$1,233 
$1,253 
$1,302
2 
2,529 
2,611
2,814
3 
3,891 
4,081 
4,568
5 
6,829 
7,397 
8,968
10 
15,593 
18,417 
27,866
20 
41,275 
59,295 
151,596
Savings deposit made at beginning of each month with interest compounded monthly.
 


UNIT 2 — Investment Choices

Topic 4, Transparency 11

	MONTHLY DEPOSIT FOR FUTURE GOALS 

	5% Interest Rate 
Goal
1 Year
3 Years
5 Years 
1,000 
$ 81.10 
$25.70 
$14.64
2,000 
162.20 
51.39
29.29
3,000 
243.31 
77.09 
43.93
5,000 
405.51 
128.49
73.72
      8% Interest Rate 
Goal
1 Year 
3 Years
5 Years 
1,000 
$ 79.80 
$ 24.51
$13.52
2,000
159.58 
49.01 
27.04
3,000 
239.37 
73.52 
40.56
5,000 
398.95 
122.53 
67.60 
Savings deposit made at beginning of each month with interest compounded monthly.
 


UNIT 2 — Investment Choices

Topic 4, Worksheet 5

	Name _________________________________ Date _________________________

	DOUBLING YOUR MONEY

	The RULE of 72 is a useful tool for investors. With the RULE of 72, you can calculate how long it will take your money to double at a given interest rate, if you reinvest the earnings. 



72 Divided by the Percentage Rate of Return 
Equals 
The Number of Years Needed to Double Your Money


For example, if you had $1,000 to invest, it would take 9 years at 8% interest rate for the money to reach $2,000. (72 — 8 = 9) 

At 10%, it would take 7.2 years for the $1,000 to double. (72 — 10 = 7.2) 

How long will it take the following investments to double?

Investment
Rate of Return
Years to Double 
1. CD
6.5%
______________ 
2. U.S. Treasury Note
7.5%
3. Common Stock
10.0%
______________ 
4. Money Market 
6.0%
______________ 
5. An investment club has a goal of picking stocks that grow 12% per year. How long would it take for such an investment to double in value? 

____________________________________________________________________ 

 


UNIT 2 — Investment Choices

Topic 4, Student Exercise 2

STUDENT EXERCISE 2
DIRECTIONS:  Match each of the terms listed below with the numbered definition. Write 
                          the letter in the space provided. 


	A. diversification
	D. stock
	G. securities 
	J. appreciation

	B. dividend
	E. prospectus 
	H. tax-exempt 
	K. mutual fund 

	C. liquid 
	F. the return
	I. bond 
	L. no-load 


  1. ______ free of tax considerations 

  2. ______ investment instruments such as stocks and bonds 

  3. ______ where individuals "pool" investment money 

  4. ______ ownership interest in a company 

  5. ______ can easily be converted into cash 

  6. ______ spreading investment money among different instruments and industries 

  7. ______ legal document describing an investment offered for sale 

  8. ______ amount gained or lost from an investment 

  9. ______ an increase in the basic value of an investment 

10. ______ certificate representing a loan 

11. ______ a mutual fund which has no up-front fee 

Name _________________________________ Date _________________________

UNIT 2 — Investment Choices

Topic 4, Student Exercise 3

STUDENT EXERCISE 3

DIRECTIONS:  Read each statement carefully and mark with a T for True or an F for 
                         False.

____ 1.  A savings account can be a building block for future investing.

____ 2.  Liquid investments can be easily converted into cash.

____ 3.  Risk tolerance refers to the amount of money you place in your no-risk savings 
              account.

____ 4.  As a general rule, the greater the risk, the higher the potential rate of return.

____ 5.  Timed certificates of deposit are the most liquid type of savings.

____ 6.  Municipal bonds are issued by publicly held companies.

____ 7.  Load and no-load mutual funds have annual management fees.

____ 8.  With a five percent rate of return, it would take 20 years to double an 
              investment.

____ 9.  A limited partnership is a good investment vehicle for a beginning investor 
              because it is limited.

Name _________________________________ Date _________________________

HIDDEN WORD PUZZLE
Can you find and circle the hidden words?  They read up, down, across, forward, backward, and diagonally.

	L
	D
	A
	C
	T
	S
	R
	O
	T
	C
	A
	F
	M
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	P
	I
	D
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	A
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	S
	A
	V
	I
	N
	G
	S


HIDDEN WORDS

	APY
	EARN
	LIQUIDITY
	RATE

	BANK
	EQUITY
	MARKET
	RISK

	BONDS
	FACTORS
	MONEY
	SAVINGS

	CERTIFICATE
	FUND
	MUTUAL
	STATUS

	DEPOSIT
	INCOME
	PASSBOOK
	TRADE

	DIVERSIFY
	INVEST
	PUBLIC
	WORTH


See what other words you can find.

HIDDEN WORD PUZZLE ANSWER
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	APY
	EARN
	LIQUIDITY
	RATE

	BANK
	EQUITY
	MARKET
	RISK

	BONDS
	FACTORS
	MONEY
	SAVINGS

	CERTIFICATE
	FUND
	MUTUAL
	STATUS

	DEPOSIT
	INCOME
	PASSBOOK
	TRADE

	DIVERSIFY
	INVEST
	PUBLIC
	WORTH


OTHER WORDS
	ACT
	CAD
	HOW
	MAT
	PASS
	SE T
	TAP

	ANT
	CAMP
	ID
	NEAT
	PAT
	SIN
	TEN

	ART
	CONE
	IN
	NET
	RAIN
	SIT
	TNT

	AT
	DART
	IS
	NICE
	RAT
	SO
	VASE

	ATE
	DIP
	IT
	NO
	REEF
	SOAP
	VAT

	BIT
	END
	LET
	OAT
	ROCK
	SON
	UP

	BOOK
	FEAR
	LOT
	OR
	ROT
	SOON
	YES

	BUN
	FEE
	MARK
	OWN
	SEE
	STEW
	YET


additional resources
VIDEO/OTHER MEDIA 
Master Your Future, teaching guide and video for high school students.  MasterCard International. 1997. 800-624-9688. 1997. Free to educators. 
Mutual Funds: Understand the Risks.  Video and Teaching Materials.  Federal Reserve Bank of Minneapolis, 250 Marquette Avenue, Minneapolis, Minnesota 554401-2171. 1994. Single copy free.

WEB SITES 

Money Smart Training Programs
http://www.in.gov/dfi/education/Money_Smart/money_smart_training_program.htm  

Alliance for Investor Education
http://www.investoreducation.org
National Futures Association 
http://www.nfa.futures.org
Investor Protection Trust 
http://www.investorprotection.org
PUBLICATIONS 

Publications available free from the Consumer Information Center Web Site under Money category: http://www.pueblo.gsa.gov 
An Introduction to Mutual Funds.
U.S. Securities and Exchange Commission. 1994. 
Annuities. U.S. Department of Agriculture. 1996. 
Buying Treasury Securities. U.S. Department of Treasury, 1995. 
Invest Wisely. U.S. Securities and Exchange Commission, 1994. 
Making Sense of Savings. Federal Reserve Board, 1994. 
U.S. Savings Bonds Investor Information. U.S. Department of Treasury, 1996. 
Investor Education Resource Guide.
North American Securities Administrators Association, Inc.
One Massachusetts Avenue, NW, Suite 310, Washington, D.C. 20001. 1996. 
A Guide to Mutual Funds. 
Investment Company Institute, 1401 H St., NW, Ste 1200, Washington, D.C. 40¢. 
Understanding Opportunities and Risks in Futures Trading.
National Futures Association, 200 West Madison Street, Chicago, IL 60606-3447. 
BOOKS 
Barron's Guide to Making Investment Decisions.
Englewood Cliffs, NJ: Prentice-Hall, 1994. $13.95 
Farrell, Paul B. Mutual Funds on the Net: Making Money Online. John Wiley & Sons, 1997.
Garman, Thomas, and Raymond Forgue. Personal Finance, 5th edition. Boston, MA: Houghton Mifflin Company, 1997.
Kiplinger's Make Your Money Grow. Kiplinger Books, 1993. $14.95
Kapoor, Jack, Les Dlabay, and Robert Hughes. Personal Finance, 4th edition. Homewood, IL: Irwin, 1996. 
Robinson, Marc. Basics of Investing. Time Life Books, 1996.
Venditto, Gus. The America Online Money Guide. Que Corp., 1996.

SOFTWARE 

Bulls and Bears. Software. An investment math challenge. School license $159.00. 
C.W. Publications, Box 744, Sterling, IL 61081. (800) 554-5537.
The Investment Game, software. Trading stocks, bonds, commodities and mutual funds. Requires Microsoft Works and Claris Works. C.W. Publications, Box 744, 1075 37th Avenue, Sterling, IL 61081. (800) 544-5537. 1995. $59.00
Investment Math, software. Students solve problems covering stocks, bonds and commodity investments. C.W. Publications, Box 744, 1075 37th Avenue, Sterling, IL 61081. (800) 554-5537. 1992. $59.00
Savings Game. Software. About different types of savings plans. School license $159.00. 1997.

When it comes to savings, interest is what it's all about. Interest is what a borrower pays a lender for the use of the lender's money.
When you deposit money in a savings account, a money market account, an interest-bearing checking account or a certificate of deposit (CD), you're lending that financial institution your money. The institution uses that money to make loans ( essentially, borrowing money from you and paying you interest for the right to use your money to lend to someone else.
Of course, the institution then charges that loan customer an even higher interest rate to more than recover the interest it's paying you. Interest is calculated as a percentage of the amount of the loan.
Interest can get complicated, especially when the terms "rate" and "yield" are involved.
You may see a $10,000 CD with a 5-percent annual interest rate (APR), but right next to it is the annual percentage yield (APY) number and it's higher.
The difference between rate and yield is determined by how frequently interest is paid, and how it is paid.
Rate is the nominal, or stated, interest rate on the investment. If you have a CD with a 5-percent nominal rate, then interest is calculated by multiplying 5 percent by the amount invested and by the fraction of a year the money is invested.
Let's say interest pays annually. A $10,000 investment will earn $500 in interest. ($10,000 x 5 percent x 1 year.) When an investment pays interest annually, its rate and its yield are the same.
The more frequently interest is paid, the higher the yield. That's because the interest payment is credited to the CD and it starts earning interest along with the invested principal.
If the 5 percent CD paid interest semi-annually, the six-month interest payment would be $250, ($10,000 x 5 percent x .5 years.)

The $250 payment starts earning interest and earns $6.25 in interest during the next six months, ($250 x 5 percent x .5 years.) That's what compounding interest is all about.
The first CD earned $500 in interest after a year and the second CD earned $506.25 in interest. The rate and yield on the first CD is 5 percent. The rate on the second CD is 5 percent, but its yield (APY) is 5.06 percent. If interest was paid daily, the rate would be 5 percent but the yield (APY) would be 5.13 percent.
These yield computations assume that the interest is reinvested in the CD at the CD's nominal rate.

Always shop for the best Annual Percentage Yield.
How Interest Rates are Determined
Interest rates are affected by a number of factors. The Federal Reserve, which is charged with maintaining the stability of the nation's financial system, raises or lowers short-term interest rates in an effort to maintain that stability.
The Fed regularly takes these actions in response to economic expansions and contractions that the country goes through on a fairly routine basis. Short-term rates are raised in expansions (  good times (  to keep the economy from building too fast and risking inflation, which is caused by too much money chasing too few goods and services. Raising rates makes it more expensive for companies and individuals to borrow money.
The Fed will lower short-term rates when the economy is contracting (  slowing down. Lowering rates makes it less expensive to borrow money, the idea being that businesses and consumers will buy more products and services and speed the economy up a bit and keep the economy from sinking into a recession.

A recession happens when consumers hold on to their money and don't buy the products and services that keep companies afloat and employees employed.
When the Fed cuts short-term rates, it is cutting the rate that banks charge each other to borrow money. Those cuts are eventually passed on to businesses and consumers. The same thing happens in reverse when the Fed raises short-term rates.
Other factors affect interest rates, too, but on a more irregular basis. A crisis involving the foreign oil-producing nations, for example, could have a major economic impact that could affect interest rates.
Long-term interest rates aren't affected by economic conditions as much as short-term rates, but there is a trickle down factor and they reflect the impact eventually.
What works for you, as a saver, works against you as a borrower. When rates are high, you're earning a hefty amount of interest for your deposits, but you're going to pay a high interest rate if you need to borrow.
When rates fall, you don't get much interest on your savings, but it's a lot cheaper to borrow money.
Call our toll-free number or write to the address on the cover for a copy of any of the brochures or for further consumer credit information.  

SAVINGS BASICS
Understanding Savings


DEPARTMENT OF FINANCIAL INSTITUTIONS

Consumer Credit Division

30 South Meridian Street, Suite 300

Indianapolis, Indiana 46204

317-232-3955

1-800-382-4880 
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