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1. On the onehand,Bob hasdoubledhis money, sohe has$2000. On the otherhand,he hasearnedcompound
interesti for 10 years,resultingin theamount$1000

�
1 � i � 10. This givesustheequation

2000 � 1000
�
1 � i � 10 ��� 2 � �

1 � i � 10 ��� 21� 10 � 1 � i ��� i � 21� 10 � 1�
Pressingthecorrectsequenceof buttonsonyourcalculatorshouldgive i � 0� 07177or 7.177%.

2. The first phaseof the problemis an ordinaryannuitystartingon the monthbeforeAlice’s 20th birthdayand
endingat her30thbirthday, son � 10 	 12 � 1, i � 0� 075
 12 � 0� 00625,R � 100,andwe have

A � R

�
1 � i � n � 1�
1 � i � � 1

� 100
1� 00625121 � 1

0� 00625
� 18004� 24�

Thatamountthenaccumulatescompoundinterestfor 35 years,son � 35 	 12 � 420,i � 0� 075
 12 � 0� 00625,
P � 18004� 24,giving afinal amountof

A � P
�
1 � i � n � 18004

�
1� 00625� 420 � 246518� 78�

Whatwould Alice haveat retirementif shehadbeenableto earn10%interestinsteadof 7%?
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