Case 1 - How Fast Does Your Money Grow?

	Barry heard in his Personal Finance class that he should start investing as soon as possible. He had always thought that it would be smart to start investing after he finishes college and when his salary is high enough to pay the bills and to have money left over. He projects that will be 5–10 years from now. Barry wants to compare the difference between investing now and investing later. A financial planner who spoke to the class suggested that a Roth IRA (Individual Retirement Account) would be a more profitable investment over the long term than a regular IRA, so Barry wants to seriously consider the Roth IRA.
When table values do not include the information you need, use the formula where R is the period rate and N is the number of periods.
1) If Barry purchases a $2,000 Roth IRA when he is 25 years old and expects to earn an average of 6% per year compounded annually over 35 years (until he is 60), how much will he accumulate in the investment?
2) If Barry doesn’t put the money in the IRA until he is 35 years old, how much money will accumulate in the account by the time he is 60 years old? How much less will he earn because he invested 10 years later?
3) Interest rate is critical to the speed at which your investment grows. If $1 is invested at 2% compounded annually, it takes approximately 34.9 years to double. If $1 is invested at 5% compounded annually, it takes approximately 14.2 years to double. Use Table 13-1 to determine how many years it takes $1 to double if invested at 10% compounded annually; at 12% compounded annually.
4) At what interest rate would you need to invest to have your money double in 10 years if it is compounded annually?

Case 2- Planning: The Key to Wealth

	Abdol Akhim has just come from a Personal Finance class where he learned that he can determine how much his savings will be worth in the future. Abdol is completing his two-year business administration degree this semester and has been repairing computers in his spare time to pay for his tuition and books. 
	Abdol got out his savings records and decided to apply what he had learned. He has a balance of $1,000 in a money market account at First Savings Bank, and he considers this to be an emergency fund. His instructor says that he should have 3–6 months of his total bills in an emergency fund. His bills are currently $700 a month. He also has a checking account and a regular savings account at First Savings Bank, and he will shift some of his funds from those accounts into the emergency fund. One of Abdol’s future goals is to buy a house. He wants to start another account to save the $8,000 he needs for a down payment.
1) How much interest will Abdol receive on $1,000 in a 365-day year if he keeps it in the money market account earning 2.25% compounded daily?
2) How much money must Abdol shift from his other accounts to his emergency fund to have four times his monthly bills in the account by the end of the year?
3) Abdol realizes he needs to earn more interest than his current money market can provide. Using annual compounding on an account that pays 5.5% interest annually, find the amount Abdol needs to invest to have the $8,000 down payment for his house in 5 years.

Case 3 - Future Value/Present Value

	At 45 years of age, Seth figured he wanted to work only 10 more years. Being a full-time landlord had a lot of advantages: cash flow, free time, being his own boss—but it was time to start thinking towards retirement.
	The real estate investments that he has made over the last 15 years had paid off handsomely. After selling a duplex and a four-unit and paying the associated taxes, Seth had $350,000 in the bank and was debt-free. With only 10 years before retirement, Seth wanted to make solid financial decisions that would limit his risk exposure. Fortunately, he had located another property that seemed to meet his needs—an older, but well maintained four-unit apartment. The price tag was $250,000, well within his range, and the apartment would require no remodeling. Seth figured he could invest the other $100,000, and between the two hoped to have $1 million to retire on by age 55.
1) Seth read an article in the local newspaper stating the real estate in the area had appreciated by 5% per year over the last 30 years. Assuming the article is correct, what would the future value of the $250,000 apartment be in 10 years?
2) Seth’s current bank offers a 1-year certificate of deposit account paying 2% compounded semiannually. A competitor bank is also offering 2%, but compounded daily. If Seth invests the $100,000, how much more money will he have in the second bank after one year, due to the daily compounding?
3) A friend of Seth’s who is a real estate developer needs to borrow $80,000 to finish a development project. He is desperate for cash and offers Seth 18%, compounded monthly, for years. Find the future value of the loan using the future value table. Does this loan meet Seth’s goals of low risk? How could he reduce the risk associated with this loan?
4) After purchasing the apartment, Seth receives a street, sewer, and gutter assessment for $12,500 due in 2 years. How much would he have to invest today in a CD paying 2%, compounded semiannually, to fully pay for the assessment in 2 years?
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