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Questions
1. (5 points) Based on the home price inflation rates given, compute the value of the retirement home and Jimmy and Jane’s current home when they wants to retire in 35 years.
a) Value of the retirement home

FV = PV (1+R) ^N
FV= 325000(1+0.05) ^35
FV=$1792705
b) Value of the current home
PV= (860×12×27) +175000=$453640
FV=453640(1+0.03) ^8
FV=$574658

2. (5 points) Based on the education inflation rates given, compute the cost of college for Emmitt and Patricia when they will be going to school. Hint: Need to calculate a cost for each of four year, for each child.

FV = PV (1+R) ^N 
a)  Emitt
Junior college: FV=6000(1+0.04) ^17=$11687
State college: FV=18000(1+0.04) ^19=$37923
Total amount=11687+37923=$49610
b) Patricia 
Junior college: FV=6000(1+0.04) ^15=$10806
State college: FV=18000(1+0.04) ^17=$35062
Total amount =10806+35062=$45868

3. (5 points) Based on the inflation rate given, compute the amount of money that Jimmy and Jane expect they will need to live on during their first year of retirement in 35 years.

FV = PV (1+R) ^N 
FV=60000(1+0.03) ^35
FV=$168832
4. (5 points) If Jane receives her expected annual raises, what will be her salary at retirement?
FV = PV (1+R) ^N
FV=65000(1+0.04) ^35
FV=$256496

5. (5 points) if the emergency money market funds are not used. During the next 35 years, what will be the value of the emergency fund at retirement?

FV = PV (1+R) ^N
PV=0.015×365=5.475
PV=20000+ (20000(1+5.475) ^1)
PV=$149500
FV=149500(1+0.03) ^35
FV=$420672

6. (5 points) Assuming that Jane’s employer continues to put $5,000 every year into a 401(k) retirement and the account remains in the stock mutual fund, how much will be in the retirement account in 35 years?

FV = PV (1+R) ^N
FV=5000(1+0.08) ^35
FV=73927

7. (10 points) Assuming that Jimmy and Jane have no money set aside for the children’s college at this time, approximately how much will they have to save per month for Emmitt’s education, for Patricia’s education, if they earn 6.0% on the college saving funds and keep it invested through the end of the last college tuition payment. Assume tuition payments are made in full at the start of a college year. Also assume that up until school begins for each child the investment account earns the same 8% as the 401k account. (Note that this question is a two-step process for each of Emmitt and Patricia’s education.)

PV=FV/(1+R)^N
a) Emitt
Savings account 
PV=$49610/ (1+0.06) ^19
PV=$16397
Investment account 
PV=$49610/(1+0.08)^19
PV=$11, 495
b)Patricia
Savings account 
PV=$45868/(1+0.06)^17
PV=$17034
Investment account 
PV=$45868/(1+0.08)^17
PV=$12397

8. (10 points) Assuming that at the date Jane retires, she wants enough income for 30 years of retirement and the rate of inflation will remain at 2.0% per year, how much will Jimmy and Jane need to live on for the 30 years? (Hint: Use $165,000 for your payment variable.)

FV=PV(1+R)^35
FV=165000(1+0.02)^30
FV=$298875

9. (10 points) how much will Jimmy and Jane need to save per month to pay for their retirement income for 30 years assuming that they can earn 7.0% per year, compounding monthly, on the invested funds. Assume Jimmy and Jane stop saving in 35 years when they reach 60, and funds are then held in a savings account earning zero. Further, assume that the 401k is NOT used for income, as it will be needed for a vacation home transition. (Hint: Use $6,500,000 as your total future value variable.)

FV=PV(1+R)^N
PV=FV/(1+R)^N
PV=6,500,000 /(1+0.07)^30
PV=$853886
PV monthly=853886/12
PV monthly=$71157

10. (10 points) Jane hopes that the money from her retirement funds plus what they makes on the sale of their current home when she is 60, will be enough to allow the purchase of the Georgia retirement home. Can this goal be realized?

FV=65000(1+0.04)^33
FV=$237145
FV of their current home is $574658
237145+574658=$811803
Retirement home costs $1792705
So the goal cannot be achieved when she is 60 years old since there will be a deficit of $980902

11. (10 points) Based on the level of savings that Jimmy and Jane needs to achieve over the next 15 years, discuss the feasibility of his achieving his objectives for his children’s education and his retirement.

Education fee=49610+45868=$95478
Retirement=$168832
Total=$264310
PV=264310/(1+0.03)^15
PV=169651
PV monthly=169651/12
PV monthly=$14,138
It is possible for Jimmy and Jane to accomplish both his children's education and still achieve his retirement

12. (10 points) Discuss ways in which Jimmy and Jane can increase the probability of achieving his desired education and retirement goals. What role does risk and inflation play in the investment process?

How Jimmy and Jane can improve their probability of achieving their goals:
By increase retirement savings
By getting life insurance and disability income insurance
By paying off credit cards
By establishing a budget
b) Roles of risk and inflation in investment process
a) Savings- Inflation can shrink your savings albeit you’ve secured your funds during a bank account with a mean rate of interest. Fixed income investments- Rising inflation erodes the purchasing power of a bond’s future (fixed) coupon income, reducing this value of its future fixed cash flows. Accelerating inflation is even more detrimental to longer-term bonds, given the cumulative impact of lower purchasing power for cash flows received far within the future. 
b) Stock investments- Larger companies tend to possess a stronger relationship with inflation than mid-sized companies, and mid-sized companies have had a stronger relationship than smaller companies. Foreign stocks in developed markets attended fall in price when inflation was rising, and emerging market stocks displayed a good stronger negative relationship. 
c) Real assets- Real assets, like commodities and land, tend to possess a positive relationship with inflation. Commodities have historically been a reliable thanks to position for rising inflation. Inflation is measured by tracking the worth of products and services which frequently contain commodities directly, also as products closely associated with commodities. 
d) Energy-related commodities like oil have a very strong relationship with inflation. Industrial and precious metals also tend to rise when inflation is accelerating. When it involves land , property owners can often increase rent payments when prices of products and services are rising, which may flow through to profits and investor distributions
