Annuity Assignment
Unit 3b – Lesson 6
1. $2500 is invested at the end of each month for five months into an account that pays 4.8% per year, compounded monthly.

a) Draw a timeline to represent the annuity.

b) Determine the value of the annuity using the financial calculator.

c) Determine the value of the annuity using the formula. 

(12 600.40)
2. Carley has seven years to pay off a $23000 student loan at 6% per year, compounded monthly.

a) Determine the amount of Carley’s monthly payment. (336)
b) Calculate the total paid on the loan. (28 224)
c)  How much interest will Carley pay over the life of the loan? 

(5224)
3. Dragann wants to withdraw $375 each month for one year at 8.75% per year, compounded monthly. He needs to know how much he needs to deposit initially to make this work.
a) Draw a timeline to represent the annuity.
b) Determine how much he needs to deposit using the financial calculator.  (4293.78)
c) Determine how much he needs to deposit using the formula.

4. Lajo has $590 000 in an annuity that pays 4.4% per year, compounded monthly.  She wishes to make monthly withdrawals for the next 20 years beginning at the end of this month.

a) Determine the monthly income Lajo will receive. (3700.86)
b) How much interest will be earned over the life of the annuity? (298 206.12)
c) Determine the monthly income Lajo would receive if the rate were 5% per year, compounded monthly. (3893.74)
d) Determine the monthly income Lajo would receive if the rate were 6% per year, compounded monthly. (4226.94)
e) What do your answers in c and d show you?

5. James makes annual deposits of $2500 to his RRSP starting at age 20. His friend made annual deposits of $5000 to his RRSP starting at age 40. Both RRSP’s earn 6.6% per year, compounded annually. Compare James and his friend’s RRSP’s at age 60.
a) What is the total of the deposits in each situation?  (100 000)

b) How much interest did each investment earn? (350 418.44,              96 243.21)

c) Explain the effect of time on the future value of an annuity.

6. Bashir plans to buy a car. He has applied for a loan of $22 000. Loans are available for one to five years at 8.45% per year, compounded monthly.

a) Determine Bashir’s monthly payment for each time period.

i) two years

ii) four years  (999.42, 541.74)

b) Calculate the total interest paid for each time period.  (1988.52,4003.69)

c) Give on advantage of each option.

