


Quiz
1. $10,000 in 5 years Assume we are at Jan 1st, 2021, how much are you willing to pay TODAY (Jan 1st 2021) for $10,000 RECEIVED at the end of 2026 (Dec 31, 2026), why? 
This particular problem will be approached by identifying the available valued to determine the solution. Here the identified values are
Future value (FV) =$10,000
Time (t)=5 year's
Discount rate=?
Present value=
Since there is no specification on the type of interest, the interest rate and the present values, it will require working out using the simple interest and compound interests at a rate of 5% and 10%.
The formula for compound interest: FV=PV (1+r) t	
Simple interest: FV=PV+ {(PV*r)5}
Present value:
Simple interest at 5%
      PV=FV-{(PV*r) 5} 
      PV=$10,000-0.25PV
PV+0.5 PV=$10,000
1.5PV=$10,000	
PV=$8,000
At 10%
PV=FV-{(PV*r)5} 
      PV=$10,000-0.5PV
PV+0.5 PV=$10,000
1.5PV=$10,000
PV=$6666.67
Compounded interest at 5%
PV=FV/ (1+r) t
PV=$10,000/ (1+0.05)5
PV=$10,000/ (1.2762815625)
PV=$7,835.26
Compounded interest at 10%
PV=FV/ (1+r) t
PV=$10,000/ (1+0.1)5
PV=$10,000/ (1.61051)
PV=$6,209.21
One would deposit different amounts.This is contributed by some specific elements with regard to the type of interest and the rates.Using simple interest, one would deposit $8,000 at 5% interest and $6,666.67 at 10% interest.Using compound interest, one would deposit $7835.26 at 5% interest and $6209.21 at 10% intrest within the same period.This shows quite a significant difference between the two and the advantages accrued with using compound intrest deposit.



  



