ESM 450

Class No. 3 – Class Problems

1. You are beginning to plan for retirement and have decided you want to have $1,000,000 in 45 years.  How much must you deposit into a fund every month, beginning one month from now, in order to build up to this desired amount, if the fund earns 1% per month (that is, 12% per year, compounded monthly)?

2. In question #1, if you wait 15 years, so that there are only 30 years of deposits, how much will you need to deposit?

3. If the interest rate in the original problem is 6% per annum compounded monthly, how much will you need to deposit each month?

4. a.) A fund earns 7% per year.  If you deposit $200 into this fund on January 1, 1997, how much will the fund contain on January 1, 2008?

b.) How much could you take out of this fund each January 1, beginning January 1, 2009, if you want to exhaust the fund with the last withdrawal on January 1, 2016?

c.) Instead of b.), how much could you take out of this fund each January 1, beginning January 1, 2012, if you want to exhaust the fund with the last withdrawal on January 1, 2019?

d.) How much could you take out of this fund each January 1, beginning January 1, 2009, if you want to continue such withdrawals forever?

5.  Would you rather have $1500 now or $2500 in 6 years, if your required rate of return were 8%?

6.  In question #5, for what rate of return would the two alternatives be equally attractive?

7. You take out an $8,000 loan, which you agree to repay with equal monthly payments over the next 3 years; the interest rate is 18% per annum compounded monthly.

a.) Find the amount of the monthly payment.

b. After you make the 15th payment, you suddenly inherit a large sum of money and consider paying off the balance of the loan.  What would be a fair amount for this single payment?

8.  What is the present worth of $0 one year from now, $50 two years from now, $100 three years from now, an so forth, up to $400 nine years from now, if i = 8%?

