Financial Decision

Making

Inflation is one form of taxation that can be imposed without legislation.

Milton Friedman

| have no regard for money. Aside from its purchasing power, it's completely

useless as far as I'm concerned.
Alfred Hitchcock

The difference between a successful person and others is not a lack of strength,
not a lack of knowledge, but rather in a lack of will.

any elements of financial decision making have

been covered in previous chapters. Specifically, debt

management is covered in Chapter 6, valuation and
purchase of an eye care practice in Chapter 8, elements of an
office business plan (practice financing and obtaining a business
loan) in Chapter 11, analysis of practice economics and growth
in Chapter 36, and financial and estate planning in Chapter 37.
The intent of this chapter is to provide actua tools for making
financial decisions and in assisting with the comparison of
financial alternatives. While it is understood that computers can
sometimes provide us with an answer, it is aso understood that
if we do not understand the concepts, we do not know what
question to ask or what information we need to yield the answer.
Many optometry schools do not teach this topic because it is felt
it is best left to a course in Business Administration. However,
the author feels that these are such important tools for both our
professional and personal decision making that he has elected to
present this material here. For those who work through this
chapter you will be well rewarded!

In 1975, the year this author graduated from optometry school,
you could buy a Mercedes for $8,000. Private college tuition
was $3,500 and an average house cost under $50,000. A bar of
soap was 20 cents, a tube of toothpaste 50 cents, and ground
beef and coffee were both under $1.00 per pound. And gasoline
was 36 cents per gallon! Had our retirement plan been crafted
then, without the ability to account for inflation, the plan would
have been tremendously deficient. How could we have predicted
that nearly 35 years later we would pay over $60,000 for a car,
$30,000 for private school tuition annualy for each of our
daughters, and that there would be no homes in our
neighborhood selling for less than $500,000? A bar of soap now
costs $1.00, toothpaste $3.00, a pound of ground beef $4.00, and
apound of coffee $9.00.

Vincent J. Lombardi

Several years ago the Roper Organization found when surveying
more than 1,650 adult Americans, that the “American Dream,”
the ideal life in the United States, could be achieved for $50,000
per year. That poll, commissioned by The Wall Street Journal,
reported the income after taxes that Americans felt they needed
to live theideal life. If you are a recent graduate “providing you
agree with this finding”, how much will you need to live the
American Dream when you retire in 30 or 35 years? If that tube
of toothpaste cost six times as much 35 years later, does that
mean the American Dream will cost $300,000 per year instead
of $50,000? How much needs to be saved; what rate of return
will you need to meet your goals? If you feel wholly inadequate
in trying to answer those questions, you are not alone. Most
people have no idea how much they will need in retirement and
have even less of an idea how to get there. Add to the equation
that the reader of this chapter is likely to live many more years
in retirement than the previous generations, the ultimate answer
as to how much needs to be saved becomes even more daunting.
Financial consultants generally advise prospective retirees to
plan on withdrawing no more than 5% of their savings in each
year of retirement; which would mean that to retire today with
an annua income of $50,000, savings would need to total $1
million. Withdrawing 5% per year from savings earning 3%
annually would mean that savings would be completely depleted
in 30 years (Table 38-1). Once retired, it would be reasonable to
expect that we would no longer have mortgage expenses. Part of
the retirement plan should be to have a mortgage completely
amortized. Children are likely through with college and “ off the
parent’s payroll.” At the same time, travel expenses usually
increase, as do entertainment expenses and health care costs.

Assume that $50,000 will not quite do it—either we are married
to someone with greater needs or we live in one of the more
expensive areas of the country. If we assume that the costs
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TABLE 38-1

Years Until All Capital Is Depleted
Annual
Withdrawal 3% 4% 5% 6% 7% 8% 9% 10%
Rate
15% 7
14% 8 8 9 9 10 11 11 13
8
9

13% 9 9 10 11 12 13 15

12% 10 11 11 12 14 16 18
11% 10 11 12 13 14 16 19 25
10% 12 13 14 15 17 20 26 *
9% 13 14 16 18 22 28 * *
8% 15 17 20 23 30 * * *
7% 18 21 25 33 * * * *
6% 23 28 36 * * * * *
5% 30 41 ¢ * * * * *

From Oppenheimer Funds.*
Capital will never be depleted at this combination of return and
withdrawal.

of the American Dream is more like $75,000, that we are now
age 30, that we plan to retire at age 65, and our best estimate of
inflation (increased costs of goods and services) over the next 35
years will average 4% per year, how much savings will we
need? Based on the discussion above the answer is nearly $6
million, which would provide at 5% each year an annua income
of $300,000—the equivalent of $75,000 in 2009 dollars. How
did we get that result? How will we get that much savings?
What do we need to know to make those calculations and the
financial decisions that face us in both our professional and
personal lives?

ACQUIRING WEALTH

As far as this author knows, there are only five ways to acquire
wealth—one of which is highly not recommended (stealing it)
and another that you have little or no control over (inheriting it).
You can win it (I was never that good a poker player and more
people lose large amounts of money than win playing the
lottery), you can marry it (that can be an appealing solution but a
painful oneif that is the only reason for getting married), or you
can earn it—yes, actualy working and saving. (For those who
might be lucky enough to win the lottery, what choice will you
make: $25,000 per month for the rest of your life or $6 million
dollars in one payment now? We will come back to that just in
case you need to know someday.)

Since the majority of us will need to earn our wealth, we begin
this discussion by emphasizing the importance of understanding
the effects of compound interest. Optometrists will certainly
earn enough in their careers to earn and save significant amounts
of money. In May 2004 the US Census Bureau released
evidence from the Census of 2000 about earnings for different
occupations. Median annual earnings for occupations from
dishwasher (the least remunerative) to
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physicians and surgeons (the highest) were listed. Dentistry
came in second, and optometry was neck and neck with chief
executives, lawyers, and podiatrists for the third through sixth
spots.

What is compound interest? John Maynard Keynes (Keynes is
widely considered the father of modern macroeconomics and
was so influential in the twentieth century that an entire school
of modern thought bears his name.) was quoted as calling it
“magic’ and a member of the Rothschild family was said to
have proclaimed it the “eighth wonder of the world.” When
trying to teach this subject, it becomes abundantly evident that
as many in the class are confused by the discussion as are bored
with it. Compound interest, most simply stated, is “interest on
top of interest.” As an example, an optometry student comes to
class every day with alarge cappuccino at a cost of $4.00. What
would be the result if he were to instead save that $4.00 each
day, investing it at the end of each year until retirement in 40
years? If we rounded off his annua “coffee kitty” to $1,500,
assumed that each year the cost of that coffee increased by 2%
and that we had a savings rate of 5%, we would have an
equivalent savings rate of 7% for 40 years. The future value of
this exercise would be nearly $300,000. If we save an additional
$10,000 in a retirement account, see Chapter 37, and make the
same assumption that we could increase that contribution by 2%
annually and achieve a savings rate of 5%, the future value of
this investment would be nearly $2 million!

In Table 38-2, the factor to be used to calculate the future value
of our coffee savings can be seen under the 7% column in the
40-year row (199.64). When 199.64 is multiplied by our annual
coffee savings of $1,500, the total is $299,460. Similarly, 199.64
multiplied by our annual retirement savings of $10,000 is
$1,996,400.

Revisiting our retirement scenario, we need $75,000 to live the
American Dream in our retirement that begins 35 years from
now. If we assume that inflation will average 4% per year, what
will be the equivalent of $75,000 in today’'s (2009) dollars in
future (2044) dollars?

In Table 38-3, the factor to be used can be seen under the 4%
column in the 35-year row. That factor, 3.946, when multiplied
by $75,000 is $295,950. What is the difference between these
two tables? The difference in these two scenarios is that in the
first situation we have repeated contributions—$1,500
(increasing by 2% annually) each year for 40 years. (If our
assumption had been that this amount would not increase 2%
each year, then we would have used a 5% growth rate, not 7%.)
In the second scenario, we have a single amount, $75,000 and
we want to know what this amount will be in future dollars,
accounting for the effect of inflation alone, with no additional
capital contributions. This situation would be exactly as if we
deposited $75,000 in a bank in which the anticipated interest rate
for the next 35 years would be 4% and we did not add anything
to this account during these years. This will be clearer with a
few more examples. It is important to realize that we have not
made any allowance for the payment of taxes. The advantage of
tax deferred (i.e., conventional IRA) or tax free (i.e., tax-free
mutua bonds or Roth IRA) investments is that your investment
grows without being reduced by annual tax payments. If you
have a 6% return but one-third is lost to taxes then the actual
return would be only 4%.
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Okay, so you win the lottery. The lottery commission is offering
you $25,000 each month for the rest of your life or one lump
sum payment of $6 million. Which will you take? If you are 30
years old but none of your relatives have lived past age 80 and
you assume that inflation will average 4% annually for the next
50 years, the present value of an income stream of $25,000 per
month for 50 years would be $6.5 million. In fact, if you live to
just age 70 you break even—it does not matter what your
choice, absent any consideration of taxation.

In Table 38-4 the factor to be used can be found under the 4%
column in the row for 50 years and that factor is 21.482. When
$25,000 per month is multiplied by 12 months and then
multiplied by 21.482, the total is $6,444,600. Likewise, the
applicable factor for 40 yearsis 19.793.

The retirement problem presents some interesting challenges.
For example, how will we save $6 million without winning the
lottery? The following are some ways to get there:

1. Saving $80,000 per year for 35 years earning 4% each year
will yield afuture value of $6 million.

2. Saving $35,000 per year for 35 years earning 8% each year
will yield afuture value of $6 million.

3. Saving $14,000 per year for 35 years earning 12% each year
will yield a future value of $6 million. Again, the applicable
future value factors would be found in the 35 year row in Table
38-2:

73.652 divided into $6 million equals $81,464

172.32 divided into $6 million equals $34,819

431.66 divided into $6 million equals $13,900

Most would think that earning 12% on our investments would be
an unredistic expectation, especidly if we were to invest
conservatively. As discussed in Chapter 37, one of the first
investments we should make once we decide where we wish to
reside long term would be our home. We can digress for a
moment and look at the return on that investment.

We can use as an example, a $500,000 home for which we can
borrow 90% of the purchase price. We put $50,000 down and
borrow $450,000. The mortgage payment table (Table 38-5) will
alow you to estimate your monthly principa and interest
payments for afixed interest rate mortgage. Y ou cannot reliably
use this chart to calculate the monthly payment for an adjustable
rate mortgage, except for the initial period; after that, of course,
the rate, term, and payments will be different. In Table 38-5, you
can see that monthly payments for a 30-year term mortgage with
an interest rate of 5.75% will be $2,628 (5.84 x 450).

Return on real estate investments come from four sources:

e Appreciation is the amount over time that the value of your
property increases. Recent periods have yielded returns in
the 10% or more range in some areas of the country,
although the recent sub-prime mortgage abuses have
lowered those expectations. Temporarily, expected red
estate rates of return are considerably lower. With real
estate selling at market lows, there are currently (and for
the foreseeable future) tremendous opportunities for growth
in a rea estate investment. Conservatively, you may be
justified to assume that appreciation will be in the
neighborhood of 4% annually for property purchased
wisely and in adesirable area.

Financial Decision Making CHAPTER 38

o Equity build is the amount of equity that is automatically
increased each year through your payment of principal on
your mortgage. Eventually you own the entire home, once
al the borrowed money has been repaid. It is not
unreasonable to expect a 1% to 2% return from equity build.

e Tax benefits are due to the fact that you are able to take
itemized income tax deductions for the interest paid on your
mortgage, real estate taxes paid, and possibly for a home
office deduction, when alowed. In the early years of a
mortgage most of our payment is interest and thusyielding a
higher interest deduction. Over the 30 years of the mortgage,
the tax benefit for this deduction decreases as more of the
payment is alocated to principal; however, the average of
this deduction alone may equal areturn of 1% to 2%.

e Cash flow: For income producing property (i.e., commercial
or aresidential duplex), cash flow can be fairly significant;
however, in this example, we assume that the property is a
single family residence for which thereis no cash flow.

For the example above, we have a minimum return of 6% (4%
appreciation, 1% equity build and 1% tax benefits) on a home
that cost $500,000. This would be the equivalent of $30,000 per
year. But is that readly a 6% return ($30,000 divided by
$500,000)? Actually, we have only invested $50,000 for a down
payment and have borrowed the remaining $450,000. The actual
return would be $30,000 annually on a $50,000 investment or a
return of 60% ($30,000 divided by $50,000)!

When you sell your home under the current tax law, a married
couple filing a joint tax return can permanently exclude up to
$500,000 in gain from Federal taxes. For those whose gain
exceeds that amount, the tax paid is based on a lower capital
gains rate instead of the higher ordinary income rate (see
Chapter 39). Thisillustrates the potential advantage of investing
in real estate: it is the advantage of being able to leverage your
investment through financing 80% or 90% of the investment,
which is something much more difficult and risky to attempt in
the stock market, for example.

Many a successful retirement plan has been funded with real
estate investment. Considering the challenge of acquiring $6
million for retirement in 35 years, look at what happens when
the return rates approach those potentialy available with
investmentsin real estate:

1. Saving $6,800 per year for 35 years earning 15% each year
will yield a future value of $6 million.

2. Saving $2,000 per year for 35 years earning 20% each year
will yield a future value of $6 million.

3. Saving $185 per year for 35 years earning 30% each year will
yield a future value of $6 million.

To illustrate the importance of beginning early in funding a
retirement plan, compare the result for the same identical
challenge but with only 20 years remaining before retirement.
The previous example would show dramaticaly different
results, even with these very high rates of return, providing we
start 15 years later:
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SECTION 7 Financial Aspects Financial Decision Making CHAPTER 38

TABLE 38-5

Monthly Payments per $1,000 Borrowed (Total Cost of Principal and Interest Combined)
Using the Table

This chart covers interest rates from 5.5% to 8.5%, and loan terms of 15 and 30 years. Each of the term columns shows
the monthly payment (Principal + Interest), and the total amount you will pay back for each $1,000 of the loan. Scan down
the interest rate column to a given interest rate, such as 7%; then follow across to the Payment Factor for either a 15- or
30-year term. Multiply the factor shown by the number of thousands in your mortgage amount, and the result is your
monthly principal and interest payment. For the total cost of holding the loan to term, multiply the number of thousands in
your loan by the Total Amount factor.

In our example, with a loan of $450,000, for 30 years with an interest rate of 5.75%, multiply 5.84 x 450 = $2,628 per
month; your loan will have a total cost of $945,387 (2100.86 x 450).

15-Year Term
Payment Factor Total Amount

30-Year Term

Interest Rate (%
©6) Payment Factor Total Amount

5.50 8.18 1470.75 5.68 2044.04
5.625 8.24 1482.72 5.76 2074.36
5.75 8.31 1494.73 5.84 2100.86
5.875 8.37 1506.81 5.92 2129.54
6.00 8.44 1518.94 6.00 2158.38
6.125 8.51 1531.13 6.08 2187.40
6.25 8.58 1543.36 6.16 2216.58
6.375 8.64 1555.65 6.24 2245.93
6.50 8.72 1567.99 6.33 2275.44
6.625 8.78 1580.39 6.40 2305.12
6.75 8.85 1592.83 6.49 2334.95
6.875 8.92 1605.34 6.57 2364.94
7.00 8.99 1617.89 6.65 2395.09
7.125 9.06 1630.49 6.74 2425.39
7.25 9.13 1643.15 6.82 2455.83
7.375 9.20 1655.86 6.91 2486.43
7.50 9.27 1668.62 6.99 2517.17
7.625 9.34 1681.43 7.08 2548.06
7.75 9.41 1694.29 7.16 2579.08
7.875 9.48 1707.20 7.25 2610.25
8.00 9.56 1720.17 7.34 2641.55
8.125 9.63 1733.19 7.42 2672.99
8.25 9.70 1746.25 7.51 2704.56
8.375 9.77 1759.37 7.60 2736.26
8.50 9.85 1772.53 7.69 2768.09

1. Saving $58,500 per year for 20 years earning 15% each year
will yield afuture value of $6 million.

2. Saving $32,000 per year for 20 years earning 20% each year
will yield afuture value of $6 million.

3. Saving $9,500 per year for 20 years earning 30% each year
will yield afuture value of $6 million.

In the earlier example, saving $80,000 per year for 35 years
earning 4% each year reached the $6 million target; with only 20
years to achieve the same result, you would need to save
$200,000 per year. Clearly, you cannot get there if you do not
start early! Thusthe “magic” of compound interest isillustrated.

You should note that the experiences of the author may not be
the preferred strategy toward retirement for the reader; however,
the overriding principle is that whatever investment strategy is
chosen, it isimperative to begin early, which cannot

be stressed enough. For some, the strategy may be conservative
investments yielding lower rates of return, thus it is even more
crucial to begin early. For others, it may involve investments in
the somewhat riskier stock market in which the multitude of
possibilities may seem confusing and daunting. Professional
advice may be helpful in choosing which stocks to purchase,
although the reader may be interested to know that according to
the Financial Analysts Journal (July/August 1986) 94% of an
investment plan's performance is attributed to the asset
allocation itself (stocks, bonds, or real estate) and only 6% is
attributable to such factors of specific selection of securities and
market timing. In fact, Harry Markowitz, who should be known
in every household, won a Nobel Prize for that discovery.
Before the 1950s, diversification of investments was a somewhat
vague concept. Although most investors recognized that
diversification was beneficial, no one had quantified how
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beneficia diversification was. In 1952 Harry Markowitz
published his paper, “Portfolio Selection” in the Journal of
Finance. By carefully selecting different investment types,
Markowitz showed that investors could satisfy their investment
objectives with less risk by concentrating on “asset allocation”
instead of specific stock and bond selection within that asset
alocation or through market timing. (Since 1952 numerous
papers and doctoral theses have been written based upon and
confirming Markowitz's premises and asset allocation theories
that resulted therefrom.)

Although Chapter 37 deals in greater depth with the possibilities
for diversification of investments, the following are some basic
concepts that are worth restating:

e Tax considerations: Your overall success investing will be
greatly enhanced by considering the tax effect of your
investments. Do not overlook the advantages of the tax
benefits that accrue to most retirement plans. For example,
contributions made to 401(k) plans or Keogh plans are not
taxed at either the federal or state level and once the
investment is made earnings are compounded tax-deferred
until withdrawal.

e Start saving early: It is often said that “it is not what you
make that is important, but what you keep.” If you are not
investing 10% of your pre-tax earnings, you should carefully
examine your budget and see where additional savings may
be realized. Clearly, from the examples given earlier and the
problems at the end of this chapter, it can easily be seen why
it is so important to invest as much as possible as early as
possible.

e Debt: Chapter 6 deals with debt management. Leveraging
your investment dollars (as in the real estate example) may
be a very wise use of debt. (This is especialy true
considering that if renting, you are contributing to the return
on investment of the landlord, not your own.) However, debt
should be totally avoided, if at all possible, for consumer
purchases. Figure 38-1 demonstrates the worst example that
the author has seen, yet these schemes would not exist if
people did not foolishly fall in the trap. This example results
in an annual interest rate of nearly 30%!

e Insurance: Protect your assets with adequate amounts of
catastrophic insurance coverage for major lawsuits or illness,
either which can devastate your net worth.

e Set goals: Chapter 2 deals with setting goals. Goals should
be SMART: s pecific, m easurable, attainable, r edistic, and
t imely. Perhaps nowhere can goals be more specific and
measurable than with investing.

e Enjoy life: Money is not an end-all, and for those who spend
their entire lives amassing a fortune all too often they do not
enjoy the fruits of that labor. Maintaining balance in one's
life is the secret to happiness. Occasiona indulgences—
nights out or foreign travel—may be part of that balance.
Make it part of your goals and investment strategy. What
follows are a number of present value problems.

Working through these and understanding how the calculations
are made will alow you to more fully understand how to use
these tools to make financial decisions and manage your
investment goals. Although it is possible to do some of

Financial Decision Making CHAPTER 38
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FIGURE 38-1 Loan enticement for a $7,000 loan at
an interest rate of nearly 30%.

these calculations on Internet sites, those who rely on those sites
never grasp the full impact of their importance. It is certainly
true, however, that if you do not get anything out of this chapter
other than the importance of compound interest, whether
applying its principal by calculation or computer; the author has
accomplished his purpose.

Use Tables 38-2, 38-3, 38-4, and 38-6 to solve the practice
scenarios. Once you have worked through these problems, you
should be able to use these techniques for both your professional
and personal financial planning.

Practice Scenarios

1. Dr. A deposits $2,000 in a bank for a period of 30 years at 5%
interest compounded annually. How much will Dr. A have at the
end of 30 years?

In Table 38-3, the appropriate factor of 4.322 can be found
under the 5% column at 30 years: 4.322 multiplied by $2,000
equals $8,644.

2. Dr. A deposits $2,000 in a bank but each and every year he
adds another $2,000 at 5% interest compounded annually. How
much will Dr. A have at the end of 30 years?

In Table 38-2, the appropriate factor of 66.439 can be found
under the 5% column at 30 years: 66.439 multiplied by $2,000
equals $132,878.

3. Dr. Smith makes an investment in XYZ Development
Corporation that calls for a $10,000 return for each of the
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first 5 years. XYZ Development Corporation promises a 9%
return on investment each year. How much will Dr. Smith’s
investment be worth after 5 years?

In Table 38-2, the appropriate factor of 5.985 can be found
under the 9% column at 5 years: 5.985 multiplied by $10,000
equals $59,850.

4. Dr. Goodwill is considering investing in a lot that has good
development potential. She can buy the property today and
hopes to sell it 4 years from now for $50,000. She also believes
that 9% is a fair return on investment for holding the property
for 4 years. The asking price for the lot is $40,000. The question
is should she buy it? If not, what if the asking price were
$30,000?

In Table 38-6 the appropriate factor of .708 can be found under
the 9% column at 4 years. .708 multiplied by $50,000 equals
$35,400. She should not purchase the lot for anymore than
$35,400.

5. Dr. Stanley can make an investment that yields the following
returns: $2,000 during the first year, $4,000 during the second
year, and $7,000 during the third year. Assuming he desires a
9% return on investment, how much should be paid for the
investment?

In Table 38-6, the appropriate factors can be found under the 9%
columnfor 1, 2, and 3 years, respectively.

.917 multiplied by $2,000 equals 1,834
.842 multiplied by $4,000 equals 3,368

772 multiplied by $7,000 equals 5,404 The present value of
those returnsis $10,606.

6. An investment opportunity promises the following returns:
$5,000 per year for 5 years and $25,000 at the end of the fifth
year. Assuming an investor desires a 10% return on investment,
how much should be paid for this opportunity?

In Table 38-4, the appropriate factor is 3.791 when multiplied by
$5,000 equal's 18,955.

In Table 38-6, the appropriate factor is .621 when multiplied by
$25,000 equals 15,525. The present value of those two returnsis
$34,480.

7. Your retina camera loan is for $30,000. It is a 15-year
amortizing loan at a fixed rate of 8.5%. What will your monthly
payments be?

In the Table 38-5, the factor of 9.85 multiplied by 30 equals
$295 per month.

8. You anticipate remodeling your office in 10 years at a future
cost of $100,000. How much should you put aside each year in a
savings account that compounds your savings annualy at an
interest rate of 4%?

In Table 38-2, the appropriate factor is 12.006 when divided into
$100,000 equal's $8,329.

Financial Decision Making CHAPTER 38

9. You purchase a partnership interest in a practice for $150,000.
Y ou agree to pay $30,000 now and the balance in 8 years. How
much have you paid for this practice in today’ s dollars using the
9% annual compound interest table?

In Table 38-6, the appropriate factor is .502 when multiplied by
the balance to be paid of $120,000 equals $60,240. When added
to the down payment of $30,000 the total paid in present day
dollarsis $90,240.

10. Your landlord proposes an 84-month lease at $2,360 per
month. You and your partner do not feel that you can afford
more than $1,600 per month for the first 24 months. Using a 9%
discount rate, how much will you have to pay the last 60 months
to have an equivalent lease to the one your landlord proposed?
(This is the problem referred to in Chapter 7, Principles of
Negotiation.)

The landlord proposes a 7-year lease at $2,360 per month or
$28,320 per year. Using the 9% factor of 5.033 from Table 38-4
multiplied by $28,320, the present value of what the landlord
proposes would be $142,535.

Assuming that you can only afford $1,600 per month or $19,200
annually for the first 2 years, the appropriate factor from Table
38-4 of 1.759 multiplied by $19,200, the present value of the
first 2 years payments would be $33,773.

Subtracting $33,773 from $142,535 leaves a shortfall in present
value rent to be made up in the last 5 years of $108,762.

The appropriate factor for 5 years of payments at 9% from Table
38-4 is 3.890. However, that present value is not the value at the
beginning of the lease but is the present value 2 years out;
therefore that present value needs to be reduced further by the
factor from Table 38-6 of .842 from the 9% column for 2 years.

Future rent multiplied by 3.890 multiplied by .842 must equal
the remaining rent to be paid of $108,762. X (the annual rent to
be paid the last 5 years) multiplied by 3.890 multiplied by .842
equals $108,762. Therefore, X equals $33,206 divided by 12
months equals $2,767 per month.

CONCLUSION

It is hoped that once armed with the tools presented in this
chapter, the reader will be better equipped to set goas (see
Chapter 2), construct a financial plan (see Chapters 37 and 39),
and understand the long-term impact of one's decisions
involving acquisition of debt (see Chapters 6 and 11). At a
minimum, the author hopes the reader has learned to appreciate
the “miracle’ of compounding interest and the advantage of
investing for the future early and as often asisfeasible.
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