Financial Literacy Lesson:
Investing Basics

||I|k|i|§ﬁii%’%'$hﬁlllll]l}lll]ll!lll

Grade Levels: 9 - 12th

Lesson Purpose:

Students will gain a basic understanding of investing, the importance of starting
early, and calculate the potential amount of money they will need to invest over
the next 50-60 years.

Objective:
For students to understand the importance of investing and why it is important to

begin as early as possible. Additionally, investing has its own risk, and the
consumer must decide whether the risk is worth the reward.

Teacher Lesson Outline:

e Planned to A.T. Introduction Video - 1.5 min
e Essential Questions (Teacher led) - 5 min

e Compound Interest Benefits (Teacher Led)- (10 min)

Read the positive and negative effects of compound interest out loud to the class.
Afterwards display the chart to the class. You can print copies for students to share in a small
group if necessary. Discuss the differences in benefits of starting early can have on a

person financially.

e Future You Pt. 1 Who Wants Free Money (Individual Student Activity) - (15 min)
Students will calculate the estimated amount of money they will need in order to retire at a
desired age.

e Future You Pt. 2 (Individual Student Activity) - (15 min)

Students will calculate the estimated amount of money they will need in order to retire at a
desired age.

e Exit Ticket (10 min) Students will calculate the different amounts they will warm over
different year increments by started with an initial invest of $100.
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Q: When you think about
retirement what does that
look like to you or for you?

TART : Essential Question(s)

A: Answers will vary

Q: Do you think you have to
be a certain age to retire?

A: Retirement is not an age.
It's an accumulation of
money that allows someone
not to work yet still be able
to live their desired lifestyle.

Q:

Education Standards

Addressed:

SSSEPF1 Analyze major life decisions
using economics-based decision-
making skills.

b. Evaluate costs and benefits of
various ways to pay for post-high
school life including

scholarships, the HOPE scholarship,
employment, work-study programs,
loans, grants,

/
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savings, prior investments, and other
options.

Additional Lesson

Materials:

e Organization approved search engine

* https://www.investor.gov/financial-
tools-
calculators/calculators/compound-
interest-calculator

e
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Compound interest (Teacher Handout)

Compound Interest- is sometimes described as “interest on interest” because it's
interest earned on an original amount of money that you deposit. The interest is
earned over time.

Compound interest can be both positive and negative.

For people who are depositing money into accounts like a high yield savings
account, means earning interest (or extra money) on your original principal—plus
on the interest your investment generates.

For people who borrow money and have to pay it back, like a credit card, means
you owe interest (or extra money) on your unpaid balance, plus on previous
interest charges left unpaid.

Teacher directions: Guide students to answer the questions below using the
chart. Display the chart or print copies for students/small groups.
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COMPOUND INTEREST:

WHO WILL EARN MORE?

This example shows how the earlier a person takes $787 180 $800,000
advantage of compound interest, the more time that at age' 65
maney has to grow. $700,000
Ll
l@\ Q% -
S $500,000
INVESTOR 1: INVESTOR 2:
-Starts at 25 -Starts at 35
Sets aside Jdnvests $400,000
$5,000 a year $5,000 each
for 10 years in year for 30
a row. years in a row $300,000
Mo mare until reaching
investments age 65,
after age 34. $200,000
$100,000

25 30 35 40 45 50 55 60 65

NOTES: Assumes an B percent interest rate, compounded annually. Balances shown are approximate.
SOURCE: Auther’s calculations.

k FEDERAL RESERVE BANK of ST. LOUIS /
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Compound Interest Answer Key:

. What age did the first investor begin investing? __ 25 The second
investor? 35

-_—

2. How long did investor one invest their money? __10 years. How long did
investor two invest their money? 30 years.

3. What s the actual amount investor 1 contributed? $___ 50,000 . What
is the actual amount investor 2 contributed? $ 150,000

4. Circle who invested more dollars into their account? Investor 1 or Investor 2
5. Circle who invested longer with their time? Investor 1 or Investor 2

6. Who made the most money at the age of 65? Investor 1 or Investor 2

7. Is the person you circled above the same person that invested
the most money? Yes or no
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Compound interest
(Teacher Led, Student Handout)

Directions:

Look at the chart and answer the following questions

1. What age did the first investor begin investing? The second
investor?

2. How long did investor one invest their money? years. How long did
investor two invest their money? years.

3. What is the actual amount investor 1 contributed? $ . What is the

actual amount investor 2 contributed? $

4. Circle who invested more dollars into their account? Investor 1 or Investor 2
5. Circle who invested longer with their time? Investor 1 or Investor 2

6. Who made the most money at the age of 65?7 Investor 1 or Investor 2

7. Is the person you circled above the same person that invested the most

money? Yes or no ?

COMPOUND INTEREST:

WHO WILL EARN MORE?

This example shows how the earlier a person takes
advantage of compound interest, the more time that $787'1 80
money has to grow.

$800,000

at age 65

$700,000
$611,730 @ 600,000
at age 65
— $500,000
INVESTOR 1: INVESTOR 2:
-Starts at 25 -Starts at 35
-Sets aside -Invests $400,000
$5,000 a year $5,000 each
for 10 years in year for 30
a row. years in a row $300,000
-Mo more until reaching
investrnents age 65.
after age 34. $200,000
$100,000

25 30 35 40 45 50 55 60 65

NOTES: Assumes an B percent interest rate, compounded annually. Balances shown are approximate.
SOURCE: Auther’s calculations.

FEDERAL RESERVE BANK of 5T. LOUIS
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Future You Pt.1
(Student activity)

Who Wants Free Money?

Answer the following questions to help you get started thinking about your
financial future.

How old are you today? (A)

It what age would you like to no longer have to work? (B)

How many years left do you have to ideally work, save, and invest before you
would want to retire? (@)

Did you know: One reason people invest is so that at a certain point in their life
they don't have to work, yet still have enough income or money to live their
desired lifestyle, which is the definition of retirement.

Lets calculate how much money you would need in order to retire:

On approved search engine, search how much your desired career pays on
average annually: (D)

Multiply your desired salary (D) by the years (C) you have left to retire.
(C x D) = Total estimated amount needed for future me.

Do you think that is enough for you to live off of for 20 - 30 years? Yes or No

Do you think you would need more or less money to live off of?

How does seeing that amount of money needed to accumulate before you retire
make you feel?

Overwhelmed? Attainable? Excited? Ready to start investing?
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Future You Pt.2, pg.1
(Student activity)

The next step is to identify how much money you could have by the time you
want to retire if you start early!

We've discussed compound interest, but if you need a quick reminder it's extra
money you earn on an investment not only from the initial principal amount but
also on the accumulated interest earned over time. Meaning you earn interest on
your interest, causing your savings to grow exponentially over time. The longer
you wait to get started, the more you'll have to invest later. Or in other words,
the earlier you have IN the market the better. In other words, the younger

you are when starting to invest, the better.

Start:
Go to https://www.investor.gov/financial-tools-calculators/calculators/compound-
interest-calculator

e Imagine an amount of money you feel comfortable saving up. It could be $100 -
$1,000. What amount do you feel is a reasonable savings goal and start in
order for you to begin investing?

This amount will serve as your initial investment $

e On Step 1: Initial Investment, Input the number above on the website as your
initial (principal) investment.

e Imagine you have a job and after all your bills are paid and you've put away an
amount in your savings, you have an extra $200- $500 to spend however you
would like. How much would your future self be willing to spend monthly on
investing towards retirement?

e On Step 2: Contribute, Input that number for “Monthly Contribution”
e What age did you want to ideally retire?

e What is the difference (subtract) between how old you want to be when you
retire and the age you are now?

e For Length of Time in Years, input the difference you calculated above.
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Future You Pt.2, pg.2
(Student activity)

e On Step 3: Interest Rate, input “ 9% “ for the “Estimated Interest Rate”. The
average annual return for an investment account is between 7% and 10%, but
this depends on the type of investments in the account.

e For “Interest rate variance range”, input “0".
e On Step 4: Compound It, make sure the toggle is on “Annually”.

e Press “Calculate”

How much money do the results say you will have (red line)?

How much did you contribute with your own money (green line) ?

Do you feel like this amount is enough for you to retire?

Note: the green line on the graph is based on you making your monthly investment
amount above, each year. The red part of the graph is the impact of compound
interest over time.
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Exit Ticket:

It doesn’t take a lot of money each month to invest in your future.
The earlier/younger you begin the small the amount can be. Calculate how much
you would have if you invested $100 each month.

Directions:

Answer the following questions below using the Compound Interest Calculator:

Step 1: Go to https://www.investor.gov/financial-tools-
calculators/calculators/compound-interest-calculator

Step 2: For “Initial Investment”, input, $0.

Step 3: For “Length of Time in Years”, input 40 years
Step 4: For “Estimated Interest Rate”, input 9%

Step 5: For Interest Rate Variance Range”, input 0

Step 6: For “Compound Frequency”, toggle to “annually”

Step 7: Calculate

Answer the following questions with your above results:

1. If linvested $100 per month for 40 years, how much would | have invested of
my own money? total contribution.

2. What amount would my total investment be?

3. Iflinvested $100 per month for 40 years at 9%, how much “free money”
would | have earned?

4. Did |l earn more or less than | invested?

5. Change your input to 50. How much would you have after 50 years?
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