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‘ 42 Part1 The Basic Framework _ |

18. You can invest $3,000 annually at the end of each of the next 12 years. You hope to
have $60,000 in the investment account by then. What rate of interest must you earn to
meet this goal?

19. Your grandmother died recently. She named you as a beneficiary on an insurance con-
tract that will pay you $60,000 immediately. However, the contract gives you the alter-
native of taking $20,000 a year (end of year) for the next five years. You think that you
will earn 6 percent on your investments over this period of time. Given this informa-
tion, what is the better choice—immediate cash or the extended payout? Explain.

20. Distinguish between a goal and a dream.

21. The first phase of goal planning involves three steps. List them.

22. How is inflation handled in the goal-planning process? Explain.

23. Explain, as best you can, what is meant by a required annual savings amount.
24. What is a savings schedule?

25. Explain why it is necessary to monitor a savings plan over time.

Judy Shipley graduated recently from Columbia University with an M.B.A. degree. Judy
had five years of experience with a stockbrokerage firm before she entered Columbia, and
Judy Shipley Plans this experience plus a very salable degree have landed Judy a fantastic position as an assis-
for the Future tant portfolio manager with a mutual fund company. Her starting salary will be $110,000.
Judy is unmarried and not contemplating marriage in the immediate future. She currently
has no debts and no significant assets. Judy will move to Philadelphia shortly, with all
moving expenses paid by her new employer.
Judy has assembled a list of goals that she would like to achieve over the next 10 years.
The list does not include a retirement goal because her employer has a 401(k) plan in
which she will participate. Judy hopes that her high income will support an ambitious goal
plan because she wants to avoid any short-term debt. Judy anticipates an inflation rate of 4
percent on all the activities except the down payment on the town house. She has learned
that housing prices in the neighborhood she favors have been increasing at an 8 percent
rate. She will use that figure. Because Judy intends to make rather conservative invest-
ments, an investment rate of 6 percent seems reasonable to use.

Intended Activity Future Date Amount

1. Trip to Asia 2 years $20,000

2. Purchase a new Lexus for cash 4 years 60,000

3. Make a down payment on a town house 6 years 80,000

4. Furnish the town house 8 years 100,000
Questions

1. Using Table 2.5 as a guide, prepare a similar schedule and calculate a required annual
savings amount for each activity. How much must J udy save and invest each year
(assume end-of-year payments) to achieve all of her goals? (Use Your Financial
Review Form 2.2 at the author’s Web site.)

2. Using your analysis from Question 1, prepare a savings schedule similar to the one
shown in Table 2.6. (Use Your Financial Review Form 2.3 at author’s Web site.)

3. Do you think that Judy will be able to meet her savings requirements, assuming taxes
and 401(k) contributions will take about 40 percent of her income? Discuss your

response.




