Workshop TimeValue

1.	Albert will retire in 15 years. If he wants to withdraw a lump sum amount of $150,000 at the time when he retires, how much does he have to deposit now into a pension plan earning 6% annually? (Assuming that he does not invest or withdraw any money from the account within the next 15 years).
2.	Albert will retire in 15 years. If he deposits now of $150,000 into a pension plan earning 6% annually, how much can he withdraw as a lump sum amount at the time when he retires? (Assuming that he does not invest or withdraw any money from the account within the next 15 years).
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Solutions to Workshop TimeValue

1.	Albert will retire in 15 years. If he wants to withdraw a lump sum amount of $150,000 at the time when he retires, how much does he have to deposit now into a pension plan earning 6% annually? (Assuming that he does not invest or withdraw any money from the account within the next 15 years).

Solution: finding the present value of a single amount:

a) 


2.	Albert will retire in 15 years. If he deposits now of $150,000 into a pension plan earning 6% annually, how much can he withdraw as a lump sum amount at the time when he retires? (Assuming that he does not invest or withdraw any money from the account within the next 15 years).

Solution: finding the future value of a single amount:

a) 


[image: ]

Solution: finding the future value of a single amount:


a) 

b) 
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Favorites Tools Help

Exit Reader

Sometimes you are presented with a monthly or daily rate of interest and wish to know what that
s equivalent to in terms of annual percentage rate (APR) (or effective anmual rate (EAR).
1f mis the monthiy interest or discount rate, then over 12 months:

W+ my
where i s the annual compound rate.
Tem)2-1
ifa credit card company charges 1.5 per cent per month, the APR is:
(1+0015)"
1f you want to find the monthly rate when you are given the APR:

m= (1492 Lorm= (59 -1

m=(1+0.1956)"12_ 1= 0,015
Daily rate:

(e dy =1
sehere d i the daily discount rate.

The following exercises will consolidate the knowledge gained by reading through this appen-
dix (answers are provided at the end of the book in Appendix VI).

1 What willa £100 investment be worth in three years’ time if the rate of interest i 8 per cent,
using: (a) simple interest? (b) annual compound interest? ?
‘You plan to invest £10,000 in the shares of a company.

a Tfthe value of the shares increases by 5 per cent a year, what will be the value of the shares
in 20 years?

b 1f the value of the shares increases by 15 per cent a year, what will be the value of the
shares in 20 years? ?

How long vl it take you to double your money if you imvest it a: (a) 5 per cent? (b) 15 per cent?

s a winner of a lottery you can choose one of the following prizes: 2
a £1,000,000 now.

b £1,700,000 at the end of five years.

© £135,000 a year for ever, starting in one year.

d £200,000 for each of the next 10 years, starting in one year.

Tfthe time value of money is 9 per cent, which is the most valuable prize?
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