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OverviewOverview

Know the difference between saving and Know the difference between saving and 
investinginvesting
Be familiar with the time value of moneyBe familiar with the time value of money
Be able to compare investment optionsBe able to compare investment options
Recognize the risks and rewards of Recognize the risks and rewards of 
investinginvesting
Know how to integrate investing into your Know how to integrate investing into your 
financial planningfinancial planning



Saving = InvestingSaving = Investing

Saving: Saving: is what people usually do to meet is what people usually do to meet 
shortshort--term goals.term goals.

Investing: Investing: means youmeans you’’re setting your money re setting your money 
aside for longeraside for longer--term goals. term goals. 



Why are saving and investing Why are saving and investing 
important?important?

Saving or investing money for your Saving or investing money for your 
financial goals makes you less tempted to financial goals makes you less tempted to 
spend it.spend it.
Your money can actually earn you more Your money can actually earn you more 
moneymoney



The Time Value of MoneyThe Time Value of Money

Time Value of Money: Time Value of Money: Refers to the Refers to the 
relationship among time, money, and rate relationship among time, money, and rate 
of interest.of interest.

Inflation:Inflation: which is a rise in the cost of goods which is a rise in the cost of goods 
and services over time. Inflation decreases and services over time. Inflation decreases 
the spending power of each dollar you the spending power of each dollar you 
have.have.

Earned Interest:Earned Interest: is the payment you receive is the payment you receive 
for allowing a financial institution or for allowing a financial institution or 
corporation to use your money.corporation to use your money.



Investing Weekly at 5% InterestInvesting Weekly at 5% Interest

Amount SavedAmount Saved
Per WeekPer Week

Value AfterValue After
10 Years10 Years

$ 7.00$ 7.00

$ 14.00$ 14.00

$ 21.00$ 21.00

$ 28.00$ 28.00

$ 35.00$ 35.00

$ 4,720$ 4,720

$ 9,440$ 9,440

$ 14,160$ 14,160

$ 18,880$ 18,880

$ 23,600$ 23,600



Investing Annually to Achieve a GoalInvesting Annually to Achieve a Goal

Value of $20Value of $20 1 Year1 Year 2 Years2 Years 4 Years4 Years 6 Years6 Years

4%4%

5%5%

6%6%

8%8%

10%10%

$20.80$20.80

$21.00$21.00

$21.20$21.20

$21.60$21.60

$22.00$22.00

$21.63$21.63

$22.05$22.05

$22.47$22.47

$23.33$23.33

$24.20$24.20

$23.40$23.40

$24.31$24.31

$25.25$25.25

$27.21$27.21

$29.28$29.28

$25.31$25.31

$26.80$26.80

$28.37$28.37

$31.74$31.74

$35.43$35.43



To Have $50,000 at 8% InterestTo Have $50,000 at 8% Interest

66

44

22

Number ofNumber of
Years SavingYears Saving

MonthlyMonthly
AmountAmount

DailyDaily
Amount*Amount*

$1,928.03$1,928.03 $63.17$63.17

$29.06$29.06

$17.79$17.79

$887.31$887.31

$543.33$543.33

* Assumes a 365* Assumes a 365--day year for daily amountsday year for daily amounts



Investing a $10,000 Lump SumInvesting a $10,000 Lump Sum

11%11%

10%10%

9%9%

8%8%

7%7%

6%6%

5%5%

12%12%

InterestInterest
RateRate

55
YearsYears

2020
YearsYears

1515
YearsYears

1010
YearsYears

$12,763$12,763

$17,623$17,623

$16,851$16,851

$16,105$16,105

$15,386$15,386

$14,693$14,693

$14,026$14,026

$13,382$13,382

$16,289$16,289

$31,058$31,058

$28,394$28,394

$25,937$25,937

$23,674$23,674

$21,589$21,589

$19,672$19,672

$17,908$17,908

$20,789$20,789

$54,736$54,736

$47,846$47,846

$41,772$41,772

$36,425$36,425

$31,722$31,722

$27,590$27,590

$23,966$23,966

$26,533$26,533

$96,463$96,463

$80,623$80,623

$67,275$67,275

$56,044$56,044

$46,610$46,610

$38,697$38,697

$32.071$32.071



Investing $1,000 AnnuallyInvesting $1,000 Annually

11%11%

10%10%

9%9%

8%8%

7%7%

6%6%

5%5%

12%12%

InterestInterest
RateRate

55
YearsYears

2020
YearsYears

1515
YearsYears

1010
YearsYears

$5,526$5,526

$6,353$6,353

$6,228$6,228

$6,105$6,105

$5,985$5,985

$5,867$5,867

$5,751$5,751

$5,637$5,637

$12,578$12,578

$17,549$17,549

$16,722$16,722

$15,937$15,937

$15,193$15,193

$14,487$14,487

$13,816$13,816

$13,181$13,181

$21,579$21,579

$37,280$37,280

$34,405$34,405

$31,772$31,772

$29,361$29,361

$27,152$27,152

$25,129$25,129

$23,276$23,276

$33,066$33,066

$72,052$72,052

$64,203$64,203

$57,275$57,275

$51,160$51,160

$45,762$45,762

$40,995$40,995

$36,786$36,786



Time, Money, and Rate of Time, Money, and Rate of 
InterestInterest

The more The more moneymoney you have to save or you have to save or 
invest, the more money you are likely to invest, the more money you are likely to 
earn.earn.
The higher the The higher the rate of interestrate of interest you earn, you earn, 
the more money you are likely to have.the more money you are likely to have.
The sooner you invest your money, the The sooner you invest your money, the 
more more timetime it has to make new money, it has to make new money, 
making it likely that you could earn much making it likely that you could earn much 
more as a result.more as a result.



Simple InterestSimple Interest

Interest = Principal x Rate x TimeInterest = Principal x Rate x Time

PrincipalPrincipal = amount of initial saving= amount of initial saving
RateRate = interest being paid on saving= interest being paid on saving

TimeTime = in years= in years



Compound or Compounding Compound or Compounding 
InterestInterest

The idea of earning interest on interest.The idea of earning interest on interest.

Think of it as superThink of it as super--sizing your account, sizing your account, 
because itbecause it’’s one of the most powerful s one of the most powerful 
principles in personal finance.principles in personal finance.



Compound Interest or Compound Interest or 
CompoundingCompounding

A = P (1 + A = P (1 + i)ni)n

AA = the amount in the account= the amount in the account
PP = is the principal (which is the original = is the principal (which is the original 

amount invested)amount invested)
ii = the interest rate expressed as a decimal= the interest rate expressed as a decimal

nn = the number of years compounded= the number of years compounded



Rule of 72Rule of 72

7272
Interest RateInterest Rate

== Years Needed toYears Needed to
Double InvestmentDouble Investment

7272 Interest RateInterest Rate
RequiredRequired==

Years Needed toYears Needed to
Double InvestmentDouble Investment



Rule of 72Rule of 72
72 divided by the rate (of interest being paid 72 divided by the rate (of interest being paid 
on savings) = the number of years it will take on savings) = the number of years it will take 
for savings to double when interest is allowed for savings to double when interest is allowed 
to compound.to compound.
The Rule of 72 illustrates how compound The Rule of 72 illustrates how compound 
interest doubles savings more quickly than interest doubles savings more quickly than 
simple interest.simple interest.



Rule of 72: $10,000 InvestedRule of 72: $10,000 Invested

6

12

18

24

Year 3% 6% 12%

INTEREST RATEINTEREST RATE

$20,000$20,000 $40,000$40,000 $160,000$160,000

$20,000$20,000

$40,000$40,000

$80,000$80,000

$20,000$20,000



The Price of ProcrastinationThe Price of Procrastination

The more time you have to invest, the The more time you have to invest, the 
more money you are likely to end up more money you are likely to end up 
having.having.
Procrastinating in saving for your goals Procrastinating in saving for your goals 
really delays gratification.really delays gratification.
The most important thing is to get into the The most important thing is to get into the 
saving and investing habit NOW!!!!!saving and investing habit NOW!!!!!



Risky Business: Risky Business: ““The Stock The Stock 
MarketMarket””

Stock Market:Stock Market: the place where stocks are bought the place where stocks are bought 
and sold.and sold.

Risk/Reward trade off:Risk/Reward trade off:
The principle that an investment must offer The principle that an investment must offer 
higher potential returns to compensate for the higher potential returns to compensate for the 
increased potential unpredictability.increased potential unpredictability.
The greater the risk, the higher the potential The greater the risk, the higher the potential 
return on your investment. The lower the risk, return on your investment. The lower the risk, 
the lower the potential return on your the lower the potential return on your 
investment.investment.



Risky Business: Risky Business: ““The Stock The Stock 
MarketMarket””

Dividends: Dividends: which are a share of the profits you receive as a which are a share of the profits you receive as a 
stockholder.stockholder.

Capital Gains: Capital Gains: return that comes from growth stock prices.return that comes from growth stock prices.

Capital Loss: Capital Loss: the difference if the investor ends up selling a the difference if the investor ends up selling a 
stock at a lower price.stock at a lower price.

Diversification: Diversification: is reducing risk by putting money in several is reducing risk by putting money in several 
different types of investments. different types of investments. 

Dollar Cost Averaging: Dollar Cost Averaging: the practice of investing a fixed the practice of investing a fixed 
amount in the same investment at regular intervals, amount in the same investment at regular intervals, 
regardless of what the market is doing.regardless of what the market is doing.



FinancialFinancial
PlanningPlanning
PyramidPyramid

Penny
Stock

Commo-
dities

Collectibles
Speculative 
Stock / Bonds /
Mutual Funds

Real
Estate

Blue-Chip
Common
Stock

Growth
Mutual 
Funds

High-Grade
Convertible

Bonds

High-Grade
Preferred

Stock

Balanced
Mutual 
Funds

High-Grade
Corporate Bonds
or Mutual Funds

High-Grade
Municipal Bonds
or Mutual Funds

Money Market
Accounts

or Mutual Funds

Certificates
of Deposit

U.S. Savings
Bonds

Insured Savings / 
Checking Accounts

Treasury
Issues

Highest RiskHighest Risk
Highest EarningsHighest Earnings

Lower Lower 
RiskRisk

Lower Lower 
EarningsEarnings

NEFE High School Financial Planning ProgramNEFE High School Financial Planning Program
Unit Three Unit Three –– Investing: Making Money Work for YouInvesting: Making Money Work for You



Interest RateInterest Rate

3%3%

24 Yrs.24 Yrs.

$800$800

4%4%

6%6%

8%8%

12%12%

6 Yrs.6 Yrs. 9 Yrs.9 Yrs. 12 Yrs.12 Yrs. 18 Yrs.18 Yrs.

$400$400

$400$400

$400$400

$200$200

$200$200

$200$200

$200$200

$200$200

The Impact of Higher Returns The Impact of Higher Returns 
on Savings and Investmentson Savings and Investments

Rule of 72: The approximate frequency with which $100 doubles atRule of 72: The approximate frequency with which $100 doubles at
specific interest ratesspecific interest rates



Investment OptionsInvestment Options
Savings AccountsSavings Accounts
U.S. Savings U.S. Savings BondsBonds

Two Types of BondsTwo Types of Bonds
•• Paper Series EEPaper Series EE
•• Online Series EE or Series IOnline Series EE or Series I

Certificates of Deposit (CDs)Certificates of Deposit (CDs)
Money Market Deposit AccountsMoney Market Deposit Accounts
Money Market Mutual FundsMoney Market Mutual Funds
Corporate and Government BondsCorporate and Government Bonds
Real EstateReal Estate
CollectiblesCollectibles
Mutual fundsMutual funds



Stocks and DiversificationStocks and Diversification
Stocks Stocks –– having stocks in a company having stocks in a company 
means that you own part of that means that you own part of that 
company.company.

Diversification Diversification –– reducing investment reducing investment 
risk by putting money in several risk by putting money in several 
different types of investmentsdifferent types of investments



Dollar Cost AveragingDollar Cost Averaging

The practice of investing a fixed amount in The practice of investing a fixed amount in 
the same investment at regular intervals, the same investment at regular intervals, 
regardless of what the market is doing.regardless of what the market is doing.

ItIt’’s another key investment principle to s another key investment principle to 
know because it eliminates having to know because it eliminates having to 
worry about investing at the worry about investing at the ““rightright”” or or 
““wrongwrong”” time.time.



Dollar Cost AveragingDollar Cost Averaging

AmountAmount
InvestedInvested

Share 
Price ($)

Shares
Purchased

$1,000.00 $20.00 50.00

AmountAmount
InvestedInvested

Share 
Price ($)

Shares
Purchased

$100.00 $20.00 5.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00
$100.00

$19.50
$19.25
$19.75
$19.20
$18.90
$18.00
$18.60
$19.78

5.13
5.19
5.06
5.21
5.29
5.56
5.38
5.06

$1,000.00$1,000.00 $20.00$20.00 50.0050.00 $19.39*$19.39* 51.6651.66
$100.00 $20.90 4.78

One-Time Investment Dollar-Cost Averaging

$1,000.00$1,000.00

* Average Share Price* Average Share Price



Information Provided by:Information Provided by:
National Endowment for National Endowment for 

Financial EducationFinancial Education
NEFENEFE

Cooperative State Cooperative State 
Research and Research and 

Extension Service, Extension Service, 
USDAUSDA

Credit Union National Credit Union National 
AssociationAssociation

CUNACUNA

Junior AchievementJunior Achievement


