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Compound Interest
1. A retiree invests $3,000 in a savings plan that pays 5% per year. What will the account balance be at the end of the first year?
A = P (1 + r) t
A= 3,000(1+0.05)1
A=3,000(1.05)
A=$3,150
Account balance at the end of the first year will be $3,150
2. How much would you need to deposit in an account now in order to have $6000 in the account in 5 years? Assume the account earns 5% interest compounded monthly.
P = A / (1 + r/n)nt
P = 6,000/ (1+0.05/12)12*5
P=6,000/( 1.004167)60
P = 6,000 / 1.283384
P = $4675.14
$4675.14 should be deposited in an account in order have $6,000 in the account in 5 years
3. Find the time required for an investment of 5000 dollars to grow to 6400 dollars at an interest rate of 7.5 percent per year, compounded quarterly. Round your answer to two decimal places 
t = log (A/P) / n [log (1 + r/n)]
t=log (6,400/5,000)/4[log (1+0.075/4)]
t=log (1.28)/4 log (1.01875)
t=3.32
[bookmark: _GoBack]Your answer is t=3.32
4. You currently have $4,100 (Present Value) in an account that has an interest rate of 4% per year compounded annually (1 times per year). You want to withdraw all your money when it reaches $6,560 (Future Value). In how many years will you be able to withdraw all your money? 
t = log (A/P) / log (1 + r)
t= log (6,560/4,100)/log (1+0.04)
t=0.470036/0.03922071
t=11.98356
The number of years is =11.98356 years
