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Suppose you need to save money for your future MBA. You need $25,000 each year for 2018 and 2019. Your rich uncle is willing to support your graduate dream by putting an equal amount of money to the bank every year starting today from 2012 to 2016, total of 5 payments. If you assume that interest is constant at 5%, what will your uncle have to deposit annually so that you do not have to worry about your tuition? Hint: Draw the timeline. This is a 2-step annuity problem.


		2012	13	14	15	16	17	18	19
		|	|	|	|	|	|	|	|		
								25K	25K
		?	?	?	?	?	

Step 1: 
		2012	13	14	15	16	17	18	19
		|	|	|	|	|	|	|	|		
								25K	25K
							?

To have 2 payments of 25K in 2018 and 2019, you need $46,485.2608 at 2017.
N = 2, I = 5, PMT = 25,000, FV = 0  PV = -$46,485.2608

Step 2:
		2012	13	14	15	16	17	18	19
		|	|	|	|	|	|	|	|		
						       46,485	
		?	?	?	?	?	



Annuity due: BEGIN mode
N = 5, I = 5, PV = 0, FV = 46,485.2608  PMT = -8,012.0578

Note that this is an annuity due because the last deposit occurs at 2016, a year before your required FV of $46,485. 
