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Investment Proposal: My Plan for Spending Aunt Hildegard’s Bequeathal

I. Introduction

I recently learned of my Aunt Hildegard’s passing. I was quite surprised at this news, knowing that she was a very healthy person during her lifetime. I was even more astonished to learn that I had inherited $10,000 of her estate. I have been given the task to provide a written plan for investing the money in a responsible way. Aunt Hildegard was a big advocate of responsibility.

When researching my options, several factors came into mind which affected me decision on how to invest the money. I will have access to that money after college, which will be in five years. I wanted a plan that didn’t contain too many hassles. Security and accessibility were major issues that I debated over.  I wanted a plan that would be more conducive to some amount of profit yield. Also, I realized that while being a student would keep me very preoccupied, I wanted a plan that didn’t involve a lot of hassles.  Aunt Hildegard was a firm believer in diversified portfolios; therefore I have decided to invest in a CD which will have a fixed rate of return and a stock.   I am not one to take a lot of risks, so therefore I have decided to invest $8000 in the CD and $2000 in the stock, seeing that the stock market hasn’t been doing too well these days. 

II.  Certificate of Deposit 


The main factor which made me decide to invest in the Certificate of Deposit was accessibility. There are limitations in accessibility, which in this case is good.  The CDs, which are offered by banks and pay a higher rate of interest than normal accounts, must be active for a fixed period of time. If for any reason, I wished to withdraw money before the fixed period had passed, I would be charged a penalty. I think this plan would be more effective in teaching me the lesson that I believe Aunt Hildegard wished me to learn. College life is very different from high school life. There is more responsibility left up to the student to do what’s right, and I’d rather not have the ability to access this money any time I want to. I believe that if there is a penalty, it will make it harder for me to rely on it.  I looked at two banks when deciding where to purchase a CD. I chose to consider Key Bank and Charter One Bank, simply because they are close to my home, and also because they are well-established banks.  I finally decided to place my money in Key Bank, because it offered a higher APY of 3.80% whereas Charter One Bank offered an APY of 3.75%.  I chose the MajorSaver CD which is designed for individual who desire premium interest rates. Below is the calculation of the amount I expect to have earned from investing in the CD at Key Bank at the end of the five years. 


Figure 1: Amount Earned from MajorSaver CD After 5 Years
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A5=$9639.99

I expect to have earned $9639.99 from investing $8000 in the MajorSaver CD for five years. This yields a profit of $1639.99 which is not a large profit, but is a profit nonetheless. It might happen that the APY will increase, therefore increasing profit, or it might be that the APY will decrease, thereby decreasing profit. Maybe, after the five years have passed, I might choose to invest that money in another CD at a higher APY.  

III. Stock


I regard this experience as somewhat of an experiment, a pre-cursor to later on in adulthood when I will be forced to make decisions as to which stocks to invest in. I have chosen to invest in Nissan Motors  (Ticker Symbol: NSANY). I have enclosed a chart of its performance over the last five years and the historical prices as well. I initially chose Nissan Motors for purely sentimental reasons. All three of the cars our family owns are made by Nissan, so I thought it might be fun to invest in Nissan. After doing a little background search on Nissan, I realized that there might actually be some promise in this investment. Nissan Motor is Japan’s #2 auto manufacturer after Toyota and is just ahead of Honda. It has had a bad patch in its history, but has sHown promise.  Not only do they design the Maxima and Sentra, they have recently introduced an all new improved Altima which hit the roads sometime last year and has proved to be an immense success. They are also the experts behind the upscale Infiniti luxury sedans and the highly anticipated 350Z which is said to rival the Audi TT. CEO Carlos Ghosn was appointed in 1999 when French automaker Renault invested in Nissan, and since then, the company has returned to profitability. The current cost per share is $15.68, and I intend to invest in 128 shares.  I chose this division between Stock and CD because I wanted to ensure that I would gain some profit. I have anticipated three possible scenarios for this investment: expected, optimistic, and pessimistic.  

A. Expected 


The expected amount was calculated using the average rate of return for the last five years. The average rate of return was calculated as follows. 



Figure 2: Average Rate of Return for Last Five Years
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Taking the natural log of both sides, and dividing both sides by 5, the average rate of return is expected to be 14.16%.  This expected rate of return was then used to calculate the expected amount after five years of investing in the Nissan stock. 



Figure 2: Expected Amount After 5 Years
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P5 =$4059.85


This would yield a profit of $2059.85, which is a good amount considering I am not willing to take a big risk.  


B. Optimistic and Pessimistic


The optimistic scenario was calculated using the highest one-year rate of return from the last five years.  Rate of return and amounts were calculated using The rate of return for the last five years are shown below. 



Interval Year 



Rate of Return



Dec ’97-Dec ’98



-27.50%



Dec ’98-Dec ’99



36.49%



Dec ’99-Dec ’00



41.11%



Dec ’00-Dec ’01



-0.03%



Dec  ’01-Dec’02



46.13%


The highest rate of return is 46.13%.  At this rate, the optimistic total amount (CD + Stock)would be $22,966.82.  I would have earned more than double what I had invested. The lowest rate of return is -27.50%. At this rate, the pessimistic total amount would be at $10,400.  If this is to happen, I will break even, with a little money left to spare, but this represents a loss of potential fortune. 

IV. Conclusion 



Total Amount after 5 Years (CD+Stock)

Expected: $13,699.84
Optimistic: $29,718.44

Pessimistic: $10,145.67

In all cases, there is a profit. In the pessimistic scenario, however, there is a very small profit. As I mentioned before, this was an experiment, and after all this work it might be that I don’t even want to invest the money. The optimistic case, however, looks promising, and it could help in getting started on my own after college. I would like to thank Aunt Hildegard who made it possible for me to even consider investing in stocks be leaving to me such a large sum of money. I only hope that it serves me well. 
