AOF Financial Services
Lesson 6 Introduction to Investing
AOF Financial Services
Lesson 6
Introduction to Investing
Teacher Resources
	Resource
	Description

	Teacher Resource 6.1
	Presentation and Notes: Investment Concepts (includes separate PowerPoint file)

	Teacher Resource 6.2
	Rubric: Investment Portfolio

	Teacher Resource 6.3
	Key Vocabulary: Introduction to Investing


Teacher Resource 6.1
Presentation Notes: Investment Concepts
Before you show this presentation, use the text accompanying each slide to develop presentation notes. Writing the notes yourself enables you to approach the subject matter in a way that is comfortable to you and engaging for your students. Make this presentation as interactive as possible by stopping frequently to ask questions and encourage class discussion.  
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This presentation provides an overview of basic concepts in investing. It covers the reasons why investing is important, the two main categories of investment products, and the characteristics that differentiate investments.
Investors must consider several factors when investing their money. The following factors will be considered:
·  Return on investment
·  Volatility
·  Risk (and risk tolerance)
·  Liquidity
·  Deferring taxes

	Presentation notes
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People invest their money for many different reasons. Here are just a few:
· To be able to support themselves when they retire
· To have money on hand for emergencies
· To save money for a down payment on a major purchase, such as a house or car
· To save money for college, either for themselves or their children
The bottom line is that people invest because they want to preserve or increase their purchasing power for the future. Most investments can potentially earn interest or dividends. This interest usually compounds, which means that if the money is not withdrawn, the amount that earns interest continues to grow as the interest is regularly reinvested. Dividends can also be reinvested or added to another investment
Earning interest and dividends is important. If an investment doesn’t earn more in interest than the rate of inflation, you are actually losing money! Over the last 50 years in the United States, inflation rates have varied widely, from about 1% to higher than 13%. Earning interest and dividends on investments also gives you an opportunity to calculate the return on your investment (ROI), which can also assist you in determining if this is the right investment for you.

	Presentation notes
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There are many important factors to consider before choosing an investment product. Two of these are volatility and risk. 
An investment product that is highly volatile means that the value of the investment can change dramatically from day to day. For example, the value of a stock in a high tech firm might drop 30% in one day when a competing firm announces a breakthrough. A few days later, it might rise 35% when it turns out the competitor had infringed on a patent. Even though a stock might have a long record of increasing value, in the short term it still might be highly volatile. 
An investment product that has high risk has a relatively high chance of losing money. Many high tech stocks have high risk, especially those of smaller companies. It is hard to predict which products will take off and which will flop. It takes a person who can accept risk (and some losses!) to invest in high-risk stocks. Many people take that risk, because when a high-risk stock is successful, the returns can be very high. 
Some bonds have risk as well, because if the company fails, you might have trouble getting repaid. 
Very large companies with a long history have tended to exhibit steady, long-term growth. Stocks for these companies are known as blue chip stocks. In general, stocks for large companies are called large cap stocks  (“cap” is short for “capitalization,” the total market value of all outstanding shares), while stocks for smaller, newer companies are called small cap stocks. The large cap stocks are generally thought of as less risky, whereas small cap stocks have greater risk but higher potential for large returns if the small company does well.

	Presentation notes
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Some people need easy access to the money they have invested. For example, if you are investing a pot of money to have on hand for emergencies, it probably doesn’t make sense to invest it in a product that has a large penalty for early withdrawal. One of the most common forms of investments with high liquidity is a savings account. 
Low volatility is also important for people making short-term investments. For example, if you know that you are going to need to withdraw your money in exactly one year to pay for college, you probably don’t want to invest in something where there is a significant chance that the value may be a low point at the moment you need to withdraw.

	Presentation notes
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The four most important characteristics of investment products (return on investments, volatility, risk, and liquidity) can be categorized into two main groups:
· Growth investments are characterized by high potential for returns but also by relatively high risk and often by volatility. Some types of growth investments also do not have a lot of liquidity.
· Income investments, on the other hand, are characterized by relatively low returns but also lower risk, lower volatility, and often higher liquidity. Treasury bills and notes fall into this category, as well as some short-term bonds, mutual funds, and dividend-paying stocks, among others.
In fact, many income investment products have a guaranteed rate of return (and are even insured in case the financial institution that provides them goes bankrupt!).

	Presentation notes
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Taxable:
Income from investments, like most other income, is taxed! So if an investor makes $30,000 in the stock market in one year, that money counts as income if the investor sells the stock. On the other hand, if the investor loses $30,000 and sells the stock, the loss is deducted from income!
Tax deferred:
However, there are a few exceptions that are important for a financial planner to know about. Individual Retirement Accounts (IRAs) are an investment product that is taxed deferred. A common IRA account is a 401k.  This means that if an investor makes $30,000 in one year in a IRA account, that money is not taxed as long as the investor does not withdraw it in that year. These products are taxed once the investor draws down or sells their investment to utilize the cash later.
There are limits on the amount of money that can be put into an IRA each year. 
Tax Free:
Various bond investments, typically called municipal bonds, are generally tax-free investments. 

	Presentation notes
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Because of the power of compounding interest, growth investments are the best way to save up money for long-term goals, such as retirement. For this very important reason, they should be part of everyone’s investment portfolio.
It is also important to invest in income products because they are highly liquid, which means you can easily withdraw the money you need for daily life.
After retirement, it is often a good idea to shift some investments from the more risky growth investments to more secure and highly liquid income investments. Since wages decline or disappear after retirement, retirees must live from the interest or easily draw on the capital of their investments.

	Presentation notes
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Up until the late 1980s, commercial banks like Bank of America, Chase, and Wells Fargo offered different services than investment banks like Goldman Sachs and Morgan Stanley. It was the law, to avoid conflict of interest. For example, if banks created securities for one set of customers and then tried to sell them for profit to another set of customers, the banks might be inclined to be dishonest about the merits of the company whose stock they are trying to sell. 
People tend to save when economic times are hard. This is good for commercial banks. In good times, people tend to invest in stocks and bonds, which is good for investment banks. Finance industry representatives argued that if both kinds of banks could offer the same kinds of services, they would both do well in good as well as hard economic times. So Congress allowed the line to blur. Commercial banks have gotten into the investment business, and investment banks have gotten into the banking business. 
Now customers have one-stop, all-inclusive banking and investment services housed in one company.

	Presentation notes
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In addition to making a profit regardless of the economy’s health, commercial and investment banks have other reasons for offering a wide variety of services to their customers. 
· Everyone wants to gain from the stock market, where trillions of dollars are invested.
· You make more money with a customer the more services you can provide. Customers want convenience, so they don’t want to go to different banks to take care of their needs if they don’t have to. 
· Technology enables customers to take care of banking anywhere, at any time, and it allows the finance industry the same flexibility. It’s easier to offer a range of services because of technology.

	Presentation notes
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These benefits—profit for the banks, convenience for the customers—are the norm today. It’s important to remember, however, that there are potential negative outcomes with our current system. 
Downside for customers: laws protect the rights of customers, but caveat emptor―buyer beware. It’s more important than ever to understand the issues around potential conflicts of interest.
Downside for investment companies: increased services create increased opportunity—and also increased competition.

	Presentation Notes


Teacher Resource 6.2
Rubric: Investment Portfolio
Student Names: _____________________________________________ Date: _______________
	
	Exemplary
	Solid
	Developing
	Needs Attention

	Understanding of Client Needs
	Description of client is thorough and detailed; it demonstrates a strong understanding of client needs. 
	Description of client includes the most important details; it demonstrates a strong understanding of client needs.
	Description of client is missing some key details; it demonstrates a partial understanding of client needs.
	Description of client is inadequate. It demonstrates a lack of understanding of client needs.

	Comprehension of Investment Products
	All content is accurate and complete and communicates a thorough understanding of investment products.
	Most of the content is accurate and shows a proficient understanding of investment products. 

	Content shows some flaws and omissions and illustrates only partial knowledge of investment products.
	Much of the content is inaccurate and confusing and communicates very little understanding of investment products. 

	Examples and Explanations
	All of the evidence and examples (facts, details) are specific and relevant. Explanations show how each investment product is an excellent choice for the client.
	Many of the examples and pieces of evidence are specific and relevant. Explanations try to show how each investment product is a good choice for the client. 
	At least one piece of evidence or one example is relevant and has an explanation that shows how the investment product fits the client’s needs.
	Evidence and examples are not relevant and/or are not explained; the connection between the investment product and the client is vague or nonexistent.

	Required Order and Elements
	All elements are included in the correct sequence.  Some additional elements are included to enhance the assignment, such as an explanation of why some investment products are unsuitable for the client.
	Required elements in the correct sequence are included in the assignment.
	Fewer than three recommendations are included, or the elements are out of sequence. 
	The sequence is out of order and there aren’t enough recommendations included. 

	Mechanics 
	No grammatical, spelling, or punctuation errors. All sentences are well constructed.
	Few grammatical, spelling, or punctuation errors. Most sentences are well constructed.
	Some grammatical, spelling, or punctuation errors. Some sentences are poorly constructed and confusing.
	Many grammatical, spelling, or punctuation errors. Most sentences are poorly constructed and difficult to follow.


Additional Comments:
_____________________________________________________________________________
_____________________________________________________________________________
_____________________________________________________________________________
_____________________________________________________________________________

Teacher Resource 6.3
Key Vocabulary: Introduction to Investing
	Term
	Definition

	annuities
	Investment contracts in which the investor exchanges a sum of money for a series of payments over time. Payments can include interest on the original sum plus income from investments. Annuities contracts generally continue throughout the life of the owner. They are often purchased to provide retirement income and shift the responsibility for investing to an investment company.

	commercial loan
	A loan to a company to finance a wide array of business purposes—from short-term inventory financing to long-term investments in equipment.

	compound or compounded interest
	Interest that is earned on the original sum and on the interest it accrues.

	conglomerate
	A combination of two or more corporations engaged in entirely different businesses that fall under one corporate structure.

	diversification
	The strategy of pursuing an assortment of investments to minimize the effects of risk and volatility.

	dividend
	A sum of money paid regularly by a company to its shareholders out of its profits or reserves.

	dollar-cost averaging
	Regularly purchasing stocks or mutual funds, whether they are high or low, by investing a constant dollar amount so that over the long term the high and low prices of the investment products average out.

	educational plans
	Accounts that permit individuals to save and invest funds without paying taxes on the income from the investment as long as the proceeds are eventually applied to legitimate educational expenses at an accredited institution.

	estate planning
	Helping individuals or a family determine in advance what will happen to their money and other assets after the death of one or more individuals in the family. In addition to a will, an estate plan might include transferring assets from their current owner to their intended heirs prior to the death of the current owner in order to avoid or limit inheritance or estate taxes.

	financial planning
	Describing a future financial goal and computing the kinds of income, savings, and investment that will be necessary to achieve the financial goal.

	401(k)
	An employer-sponsored retirement plan that allows a worker to save for retirement while deferring income taxes on the saved money and earnings until withdrawal.

	growth investment
	A riskier type of investment with a higher potential for return. Examples include stocks, bonds, and mutual funds.

	income investment
	A safer type of investment with a lower potential for return but that provides regular incomes to investors. Examples include savings accounts and certificates of deposit.

	interest rate
	The percentage return on an investment over a set time period, usually a year.

	investment service company
	A company whose main business is holding securities of other companies purely for investment purposes. The investment company invests money on behalf of shareholders, who in turn share in the profits and losses.

	investment manager
	A person or company that makes investments in portfolios on behalf of clients in accordance with investment objectives. Also called an asset manager. 

	liquidity
	The ease with which an investment can be converted into cash.

	principal
	The original amount of money a person invests (as opposed to interest).

	rate of return
	The amount of money gained or lost on an investment relative to the amount of money invested, usually expressed as an annual percentage.

	retirement planning
	Anticipating a desired or necessary future income after retirement and then creating a plan for the amount of savings and investment needed to create that future income.

	risk
	The chance that the rate of return on an investment will be different from what you expected. Low-risk investments usually have low rates of return, whereas high-risk investments have the potential for high rates of return or for the loss of the original investment. Usually measured as a standard deviation.

	Rule of 72
	The Rule of 72 is a simplified way to determine how long an investment will take to double, given a fixed annual rate of interest. By dividing 72 by the annual rate of return, investors can get a rough estimate of how many years it will take for the initial investment to duplicate itself.

	tax-deferred accounts
	Accounts that can receive and hold funds for a specific purpose such as retirement, college tuition, or medical expenses. If these accounts are established according to federal tax rules, the owner of the account will not have to pay income taxes on the money placed in them until it is withdrawn. When it is withdrawn, some or all of the money may be exempt from income taxes if it is used for its intended purpose.

	trust
	A legal relationship in which one person or company holds property, which can include money, real estate, stocks, bonds, collections, automobiles, and personal possessions for the benefit of another.

	volatile
	Subject to fast, extreme changes in price or value.

	wealth management
	Planning investments and other transactions to match the money and other assets available to an individual over time to the ways in which they want to spend those assets, including personal consumption, charitable donations, support for family members, and gifts.
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Income from most investments is taxed
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There are benefits to service overlap
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