Saving Money: Future value of an investment

When we save money in an account, we typically deposit it with some P
account that will give us a percent interest. If we put a dollar into a piggy R _
bank and never touch it again, in a year it will still only be one dollar. If we b, g °

put a dollar into a savings account that is awarding us interest then that

dollar could turn into $1.50 in a year. How much we gain is based on the interest and the
compounding period. Compounding period refers to how often the interest is calculated on
the current amount. Below is the formula used to find the future value of an investment

based on interest and compounding periods.
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What do the variables stand for?e

FV PV i N t

What are the different compounding periods?e

Annudal Semi-annudl Quarterly Monthly Weekly Daily

1. Jackson has $2,600 he is going to deposit into a savings account with a 4.25% interest
compounded quarterly. How much will he have after 5 yearsg How much will he have
after 10 years2 How much will he have after 20 years?2

5 years

10
years

20
years




2. What if the same account compounded monthly?2 How much would he have after
each of the following years?

Compounded Compounded Monthly Amount
Quarterly (copy increase?
answer from #1)

5

years

10

years

20

years

3. What can you determine about total money saved (future value) and compounded
period?

4. Kami has $5,000 she is going to invest and has two different options

Savings account

Money Market account

3.15% interest rate
Compounded monthly

e 3.98% interest rate
e Compounded semi-annually

Determine Kami's account balance after the following years

Savings account

Money Market account

5 years

10 years

20 years




5. Which has a greater impact on future value, compounding period or interest rate?
Why?

6. So wake-up call. Interest rates on savings accounts is muuuuuuuch lower than 3%.
Look up a savings account and determine the future value of a $3,000 investment.

Bank: Type of Account:

Interest Rate: Compounding period:

Future value of account after 10 years:

How much money did you earn out of savings after 10 years?e

7. Sometimes we like to work backwards when planning for a specific purpose. Like
saving for a car, saving for college, saving for a house, or saving for retrement. Jada
wants to start saving for retirement. A general rule of thumb is that you should have
$1,000,000 saved by the time you retire. Let's assume that Jada is 20 years old and
plans to retire at 67. She plans on opening up a savings account that has 1.2% interest
compounded quarterly. Let's assume she does not make any additional deposits into
her account (Even though this is unrealistic). How much money will she need to put
away right now in order to have $1,000,000 when she retires?

8. Jesus is saving up to have a down payment on a new car when he graduates from
college. He wants to have $3,500 saved. He plans on depositing a lump sum info a
CD (Certificate of Deposit) account and withdrawing it after graduation. The CD
account from Bank of America offers 0.15% interest compounded monthly. If we
assume he does not make any deposits or withdraws for 4 years, how much will he
need to deposit now in order to have the amount needed for a down payment? (and
yes, you should be surprised by that number because the interest rate is so small)



