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4. Using the model, how much will b n the account in 50 years?
1§ eene vt regession equation. ey 5.
= 2600 8 20125" = 402135

1§ sens e thii raphing shlndato o cAludts e regresion squiton vith:
rnding, ey g = 4305127,

5. Usethe regession equation from the previous problems to write: generalformula for
futura alue of an investment compounded annaly. Use the following varables:

FV for future valos.
€ for time (inyears)

PV for the principal o present value
o

6. AlLof the invstments 5o far have compounded and paid ntaret annually. Housver,
Some investments compue inerest in compounding periods that are quatery or
monitly. I the apoal teree e i£ hided venly, how WS the Erect rats
b cacuiated fo each compounding period?
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Decision Making in Finance: Future Value of an Investment
VLA Student Activicy Sheet 3: Time Value of Money

7. Write 3 generl formul fo future valus tha takez into sccount sny compeunding
period. Use the variabls from Question 5, in adition tan for number of campound
pariodt n one year

menferd

8. Suppose you nvest 52,600 nto 2 savings account with 3 4 25% annual icerest rate that
compounds interest quarterly. Use the formula you wroe in Queston7 to determine the.
Balance in the sccount sfer e yese

sazeiny

9. How much would the same savings accoun be werth in 50 years i the fnterest s
compounded quartary’

g smeer

10, REFLECTION: s there a iffeence between the account balance n Question 8 and the
account balance rom the problem described inthe able? If 5, & he Gifferenca (arge
Sl o migh this cifference. luence your decion et imesements

s g viny, Somple e s

iy cemcpnding ey, the s e $20.49 moe T s 8 sl
o Tris ol v of et i s 00 s St EEenS
e genarty consiied v . e o o i,
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11, REFLECTION: s there a ifference between the account balance n Question 9 and the
account balance in Question 41 f 20, 1 the diference arge o mal? How might this
ifferanca nfluence your deciion about investments?

s g viny, Somle st rsponse.
iy compnnding aaraty, e mistment i e b $652. 6 mort e £ e
T ffrinc gz iercmasof e fcho of K . i, A o
el e 3 e i i i B i b e
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Amanda i analyzing how t invest $500. She i consideriog the two imestments described
below.

+ Savings accounts are inured and varyin the way i which nteret is calculated.
Som accountspay simple iteres, Ut ather accounts Compeound ierest 3¢ varying
Frequancies Arand 2 considering o g account tha poye .75 iterest

compounded el

+ A cortfcate o depesit (CD) i aninerest bearing nstrument that i simiar 10 3
Savigs account1t 1 nured and pays incerest. Unike 5avings accounts, CDs have.
2 i me period and ualy  fxed ntrest rate. COs also vary in the way in hich
terest s calcuated. Sometimes th inerest s compounded, bk mple-nterest O
alo exs. Simple interes s calclated oy on the orginal depasit The CD must be
Peld until he Gate of maturiy, &t which tim the orginal money deposiced may be.
it it th ScErued nkerect. Amand £ consdering @ CD thot pays % Hmple
ol interest fo fve years

1. Amands wants to evaluate ssch ivestment for the it v year. Use the sprescthest
belowto record your calcdations

Interest | Ending | SSYn82 | peginning | Interest | Ending

comven | BeSing
Balance. | Eamed | Balance. Balance. | Eamed | Balance.

Veur
e
2 | e | 40 | oo |2 | | soan [seeme
3| e | s | e |3 | eeas | gooss |semr
G| o | w0 | s | 4| semer | gone [somen
5 | e | s | s | 5 | s | sem | seoier
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2 1 Amanda i using this invstment 25 an emergency fund, n which shoud she invest
Explain your rezsenig.

s g iy, S e s
Al ol o th i, o s s s v vy i e

3. Based o the processes you wed to fil nthe spreadshest in Queston 1, wrie a function
ke t model sach investment. Laty represen the value o the invesrant 3¢ the end of

any yearx.
Sings et Yy = 500 @ LourS”

h o = =0 = 20

4. Wmat types of unctions 6 you uset model ach investment option How are the.
functions elatad o the typa of nteret sarned n each option?

e g s i g e it = sy o rgonintiol.
rliionihi.

T s s s e i e by it ancion.
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Amanda s decided o keep theinvestmen untilretirement 40 yearsfrom now. Assume
tha she can invest inthe same CD or savings account t the same rate forthe e of the

5. Use your raphing caculato tograph both functions. Descibe you axes and scatng and
skatch your graphs.

6. Compare and contras the graphs of the twe diferen functons. Explain what you see n
termz of the unction s and the tabis.

s g iy, S s s
e i e g she . th i e marce. o€ inrancing .
it i o aris s i o e fr S i S b s
cpomancil. fumtion while the funstion e forthe i 8 incar funtion.

7. Wy there 2 diference between the two models? Explin your answer sing the
nformation from the tables, raphs, o fucton ules.

Spe stdent response:
e e of e ifen i the o uncions, o the D e, he hamat i
ot i fram e i poriod v he nas i i e, 420 L= A 15 ome VB 5
oo o e o O £ B ol S i = 8 concsant il
from e e priod 0 e mart i i s, = $F, o 0.0 T radcs .
areacingty arger v fr cho o prid v b sonsidere.
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8. REFLECTION: Which investment shouid Amanda use: the CD or the savings account?
Explain your rezsonig.

s g iy, s i st 5 A 2ol i o e s
[ S———

5. EXTENSION: Ons of the greatest contributars to awering te valus of mansy i infaton,
which s 2 ercentage representing the annual icrease n he vale of money. Find he.
Current annual ra of ination on th Inermet.

‘Consider theinvestment you recommended for Amanda. Taking nflation ino account,
what 5 her actualrate of saming on the nvestment? Baed on your findings, would you
make any recommendaton: o Amanda?

s il ving. Samte oo response:
net - e = —rasy

i e ey s pion. St 2 L g i i fiion. A
inflacion e Amand L= oing monc
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“The future valus o an nvestment i the ot it il be worth aftr 20 many month or
years o carming ncerest. Th follouing tble s 3 savings ccount’s fure values in
Sateced years.

ear | ealance
o |wmen
5 s
[
5 [ samere
N
E
% [ woen

Wit type of funcion would best model the data? Explsin your resconing.

ponsia gro e el S e bt e e ereisong, 2 o insracing
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2. Calcutatethe regresson equation for the given dat. Graph the regresson equation o0
e scaterplot n Question 1

PRS-

3. According t the model, what s the fnterest rateof the savings account?

(comas =)+ 0

2o

15 thefnerest simple o compound? How do you know?

e e i comegon s thr s xponsia g gy from th oo
o by it o o e, s i, e L A




