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Assume the total cost of a university education will be 5290,000 when your child enters university in 18
years. You currently have 555,000 to invest.

What annual rate of interest must you eam on your investment to cover the cost of your child's
university education? (Do not round intermediate calculations and round your final answer to 2
decimal places. (e.g., 32.16))

Annual rate of interest 965=1% %

Explanation:

We can use eitherthe FV orthe PV formula. Both will give the same answer since they are the inverse
of each other. We will use the FV formula, thats:

FV=PV(1+rf
Soling for r, we get:

r=EVIPY! -1
= (5290,000/555,000)"1% - 1 = 9.68%
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A7 percent interest, how ong does it take to double your money? (Round your answer to 2 decimal
places. (e.q., 32.16))

Length oftime [ 7024 = 1% years

A7 percentinterest, how long does it take to quadruple it? (Round your answer to 2 decimal places.
(e.9,32.16))

Length oftime [ 2049 = 1% years

Explanation:
To find the length of time for money to double, quadruple, stc, the present value and future value are
imelevant as long as the future value s twice the present value for doubling, four times as large for

quadrupling, etc. To answer this question, we can use either the FV or the P formula. Both will give
the same answer since they are the inverse of each other. We will use the FV formula, that s:

FU=PU(T+ 0t
Solving fort we get:
t=InEVIPY) n(1 +1)

‘The length of time to double your money s:

$2=51(1.07)
£=1n2)/1n(1.07) = 10.2¢ years

‘The length oftime to quadruple your money is:

=54=51(1.07)
£=In(4)/1n(1.07) = 20.49 years

Notice that the length of time to quadruple your money is twice as long as the time needed to double
your money (tne difierence in these answers is due to founding). This Is an important concept of time
value of money.
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You're rying to save to buy a new $170,000 BUW 3 series sedan. You have $40,000 today that can be
invested at your bank. The bank pays 5.3 percent annual interest on its accounts.

How long will it be before you have enough to buy the car? (Do not round intermediate calculations
‘and round your final answer to 2 decimal places. (e.g., 32.16))

Number of years 28022 1%

Explanation:

We can use eitherthe FV orthe PV formula. Both will give the same answer since they are the inverse
of each other. We will use the FV formula, thats:

FV=PV(1+rf
‘Solving for t, we get:

In(FV/PV)/In(1+ 1)
= In(5170,000/540,000) /In(1.053) = 28.02 years
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‘Suppose you are still committed to owning a §170,000 BHW. if you believe your mutual fund can
‘achieve an 11 percent annual rate of refurn and you wantto buy the car in 10 years on the day you tum
30, how much mustyou invest today? (Do not round intermediate calculations and round your final
answer to 2 decimal places. (e.g., 3216))

Investment $[5957136201%
Explanation:

Tofind the PV of a lump sum, we use:
PV=FVI(1+nft
PV =$170,000/(1.11)"° = §59,871.36
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You have just made your first 34,000 contribution to your registered retiement saving plan (RRSF).
Assuming you eam 3 11 percent rate of return and make no addiional contributions.

‘what will your account be worth when you retre in 45 years? (Do not round intermediate calculations
‘and round your final answer to 2 decimal places. (e.g., 32.16))

Future value. $[43812097201%

What if you wait 10 years before contributing? (Do not round intermediate calculations and round
your final answer to 2 decimal places. (e.. 32.16))

Future value. $[75429940=01%
Explanation:

Tofind the FV of a lump sum, we use:

FU=PVt 0t
FV=54,000(1.11)*° = 5438,120.97
FV=$4,000(1.11)%% = $154,209.40




