John Regan, An Employee At Home Depot,
Made Deposits Of $740 At The End Of Each
Year For 5 Years. Interest

John Regan, An Employee At Home Depot, Made Deposits Of $740 At The End Of Each Year
For 5 Years. Interest — this scenario provides a perfect example to explore how regular annual
deposits accumulate over time, especially when interest is involved. Whether you're a beginner trying
to understand the basics of compound interest or someone interested in personal finance strategies,
analyzing John Regan’s deposits can offer valuable insights into how consistent investing and interest
accumulation work together to grow wealth. In this article, we'll examine the process step-by-step,
discussing concepts such as simple versus compound interest, the impact of deposit timing, and the
overall growth of John’s investments over five years.

Understanding the Basics of Regular Deposits and
Interest

What Are Regular Deposits?

Regular deposits refer to consistent amounts of money added to an investment or savings account at
scheduled intervals. In John Regan’s case, he deposits $740 at the end of each year. Such disciplined
contributions are a common strategy in personal finance, helping individuals build wealth steadily
over time.

Types of Interest: Simple vs. Compound

Interest can be calculated in two primary ways:

e Simple Interest: Calculated only on the original principal amount. The formula is
straightforward: Interest = Principal x Rate x Time.

e Compound Interest: Calculated on the initial principal and accumulated interest from
previous periods. This leads to exponential growth over time.

For investment scenarios like John’s, compound interest is typically more beneficial, especially when
interest is reinvested, allowing earnings to grow faster.

Calculating the Future Value of John’s Deposits

To understand how much John Regan would have accumulated after five years of depositing $740
annually, we need to perform some calculations, considering whether interest is simple or compound.



Assumptions for the Calculation

Let’'s make some typical assumptions:

e Annual interest rate: 5% (a common modest rate for savings or investment accounts)
e Interest is compounded once per year (annual compounding)

e Deposits are made at the end of each year

Future Value with Compound Interest and Regular Deposits

When making regular deposits, the calculation involves the future value of an ordinary annuity, which
accounts for repeated payments made at regular intervals.

The formula for the future value (FV) of an ordinary annuity is:

\[

FV = P \times \frac{(1 + r)"n-1}{r}
\]

Where:

- \(P\) = deposit amount per period ($740)
-\(r\) = annual interest rate (decimal form, 0.05)
-\(n\) = number of periods (5 years)

Substituting values:

\[
FV = 740 \times \frac{(1 + 0.05)~5-1}{0.05}

\]
Calculating step-by-step:

(1 4+ 0.05)"5 =1.27628\)

1.27628 - 1 = 0.27628)\)

0.27628 / 0.05 = 5.5256\)

FV = 740 \times 5.5256 = 4086.14\)
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Thus, after five years, John’s deposits would grow to approximately $4,086.14 with compound
interest.

Total Deposits Made

Across five years, John deposits:

\[



\$740 \times 5 =\$3,700
\]

Comparing total deposits to the future value, it's evident how interest amplifies the growth of his
investments.

The Impact of Deposit Timing and Interest

End-of-Year Deposits and Their Effect

Since John deposits at the end of each year, the interest earned during each period applies to the
accumulated balance at the start of that year, plus the new deposit. This timing is crucial because
deposits made earlier in the year would have had more time to accrue interest.

Early vs. Late Deposits

If John had deposited the same amount at the beginning of each year, the total interest accrued over
five years would be higher due to the additional compounding period for each deposit.

Sample Breakdown of Each Year’s Growth

Here's an illustrative breakdown assuming deposits at the end of each year and 5% annual interest:

e Year 1: Deposit of $740; no interest earned yet.

e Year 2: Previous balance ($740) grows by 5% = $777; add new deposit of $740; total =
$1,517.

e Year 3: Previous balance ($1,517) grows by 5% = $1,592.85; add $740; total = $2,332.85.
e Year 4: Previous balance ($2,332.85) grows by 5% = $2,449.49; add $740; total = $3,189.49.

e Year 5: Previous balance ($3,189.49) grows by 5% = $3,349.96; add $740; total = $4,089.96.

This more detailed calculation aligns closely with the earlier FV estimate, demonstrating the power of
compound interest combined with consistent deposits.

Strategies to Maximize Growth with Regular Deposits

Increase Deposit Amounts

Raising the amount deposited annually can significantly boost the future value of investments.



Accelerate Deposit Frequency

Making deposits more frequently (monthly or quarterly) rather than annually can increase the benefits
of compounding.

Choose Higher-Yield Accounts

Investing in accounts or funds with higher interest rates can accelerate growth, though it often
involves increased risk.

Start Early

The earlier John begins saving, the more time money has to grow exponentially through
compounding.

Conclusion: The Power of Consistency and Compound
Interest

John Regan’s disciplined approach of depositing $740 annually over five years illustrates how regular
contributions, when combined with the power of compound interest, can grow modest investments
into a meaningful sum over time. Although a five-year period is relatively short, the mechanics
demonstrated here lay the foundation for understanding long-term wealth accumulation. Regular
deposits, strategic interest rate choices, and patience are key to maximizing investment growth.
Whether you're saving for a specific goal or planning for retirement, consistent contributions and
leveraging compound interest are essential strategies for building financial security. By analyzing
scenarios like John's, individuals can better grasp how disciplined investing can turn small, consistent
efforts into substantial financial gains over the years.

Frequently Asked Questions

How much total money did John Regan deposit over the 5-year
period at Home Depot?

John Regan deposited $740 at the end of each year for 5 years, so the total amount deposited is 5 x
$740 = $3,700.

If John Regan's deposits earned interest annually, how can we
calculate the future value of his deposits?

The future value can be calculated using the formula for the future value of an ordinary annuity: FV =
Px[(1+r)"n-1]/r, where P is the annual deposit, r is the annual interest rate, and n is the number
of years.



What role does the interest rate play in determining the
growth of John Regan’s deposits?

The interest rate determines how much the deposits grow each year; a higher rate results in greater
accumulation of interest, increasing the total future value of his investments.

Assuming an annual interest rate of 5%, what would be the
approximate value of John Regan’s deposits after 5 years?

Using the formula with P = $740, r = 0.05, and n = 5, the future value would be approximately
$4,927.50, accounting for interest compounded annually.

Why is it important for employees like John Regan to
understand the impact of interest on their savings?

Understanding interest helps employees make informed decisions about saving and investing,
maximizing their future wealth, and planning for financial goals effectively.

Additional Resources

John Regan, an employee at Home Depot, made deposits of $740 at the end of each year
for five consecutive years, earning interest on these deposits. This scenario offers a
compelling case study into the mechanics of compound interest, the power of regular
savings, and the impact of interest rates over time. In this article, we will analyze the
financial implications of John’s deposits, explore the concepts of simple and compound
interest, and evaluate the growth of his savings over the five-year period, providing a
comprehensive understanding of how consistent investments can accumulate wealth.

Understanding the Scenario: John Regan’s Deposits

Background and Context

John Regan, an employee at Home Depot, demonstrates disciplined financial behavior by depositing
$740 at the end of each year for five years. This pattern of regular contributions, often termed as
‘annual deposits' or ‘annuity payments,' is a common savings strategy used by individuals aiming to
build wealth over time. The focal point of this scenario revolves around understanding how these
deposits grow with interest, especially if invested in a financial instrument such as a savings account,
certificate of deposit (CD), or an investment fund that yields interest.

The primary question is: How much money will John have after five years, considering the deposits
and the interest earned? To answer this, we need to examine the concepts of interest, particularly
compound interest, which is the most common and beneficial form for such investments.



Fundamentals of Interest: Simple vs. Compound

Simple Interest

Simple interest is calculated only on the original principal amount. For example, if John deposits $740
and the account earns 5% annual simple interest, each year he earns:

Interest = Principal x Rate = $740 x 0.05 = $37
Total interest over five years (assuming no additional deposits) would be:
Total Interest = $37 x 5 = $185

Total amount after five years = Principal + Total Interest = ($740 x 5) + $185 = $3,700 + $185 =
$3,885

However, this approach doesn't account for the interest earning on accumulated interest, which is
where compound interest becomes more relevant.

Compound Interest

Compound interest calculates interest on the initial principal as well as on the accumulated interest
from previous periods. This results in exponential growth of the investment over time.

The formula for compound interest is:

A =P(1 + r/n)"(nt)

Where:

- A = the amount of money accumulated after n years, including interest
- P = principal amount (initial deposit)

- r = annual interest rate (decimal)

- n = number of times interest is compounded per year

- t = number of years

If interest is compounded annually (n=1), the formula simplifies to:

A=P(l+n"t

Given the scenario with regular annual deposits, we need to analyze this as an annuity with
compound interest, which involves a different approach.

Analyzing John’s Deposits as an Annuity



What is an Annuity?

An annuity involves a series of equal payments made at regular intervals. In John’s case:
- Payment amount (PMT) = $740

- Payment frequency = once per year

- Number of payments = 5

The key is to determine the future value of these deposits considering interest accumulation. This is
known as the future value of an ordinary annuity.

Future Value of an Ordinary Annuity Formula

The future value (FV) of an annuity with regular deposits compounded at interest rate r over n years is
calculated as:

FV=PMT X [((L+1r)"™n-1)/r]

Where:

- PMT = annual deposit ($740)

- r = annual interest rate (expressed as a decimal)

- n = number of periods (years)

This formula assumes deposits are made at the end of each period, aligning with John's pattern.

Assumptions and Variables in the Analysis

To analyze the potential growth, we need to specify the interest rate. Since the original scenario
doesn't specify an exact rate, we will examine different plausible rates:

- 3% (a conservative savings rate)

- 5% (average savings account rate)

- 7% (more aggressive investment returns)

- 10% (higher risk investments or stock market averages)

This will allow us to appreciate how the interest rate impacts the final accumulated amount.

Calculations: Projecting the Future Value of John’s
Deposits

Let's perform calculations for each rate:

1. At 3% Interest Rate
FV =740 x [((1 + 0.03)~5-1)/0.03]

Calculating:



(1 +0.03)"5=1.159274
FV = 740 x [(1.159274 - 1) / 0.03] = 740 x [0.159274 /0.03] = 740 x 5.30913 = $3,935.89

2. At 5% Interest Rate
FV =740 x [((1 + 0.05)"5-1)/0.05]

Calculating:
(14 0.05)"5 = 1.27628
FV = 740 x [(1.27628 - 1) / 0.05] = 740 x [0.27628 / 0.05] = 740 x 5.5256 = $4,088.34

3. At 7% Interest Rate
FV =740 x [((1 + 0.07)"5-1)/0.07]

Calculating:
(1 4+ 0.07)~5 = 1.40255
FV = 740 x [(1.40255-1) /0.07] = 740 x [0.40255/ 0.07] = 740 x 5.7507 = $4,263.52

4, At 10% Interest Rate
FV =740 x [((1 + 0.10)~5-1)/0.10]

Calculating:
(1+0.10)~5 =1.61051
FV = 740 x [(1.61051-1)/0.10] = 740 x [0.61051/0.10] = 740 x 6.1051 = $4,521.81

Summary of Results:

| Interest Rate | Future Value after 5 Years |
I | |

| 3% | approximately $3,935.89 |

| 5% | approximately $4,088.34 |

| 7% | approximately $4,263.52 |

| 10% | approximately $4,521.81 |

Note: These calculations assume interest is compounded annually and deposits are made at year-end.

Additional Factors Impacting Growth

1. Frequency of Compounding

While annual compounding is common, some accounts compound interest quarterly, monthly, or
daily, which would slightly increase the final amount due to more frequent interest accruals. For
example, monthly compounding at 5% would yield a marginally higher future value.

2. Variability of Interest Rates



Interest rates fluctuate over time. If John’s deposits were invested in a variable-rate account, the
actual returns could differ significantly from these estimates.

3. Tax Implications
Depending on the investment type, taxes can diminish the actual growth. Tax-advantaged accounts
like IRAs or 401(k)s in the U.S. could influence the total accumulation.

4. Investment Alternatives
Besides savings accounts and CDs, John could consider diversified investment portfolios, such as
stocks, bonds, or mutual funds, which may offer higher returns but come with increased risk.

Implications and Lessons from John’s Savings Strategy

1. The Power of Consistency

John’s disciplined approach of making regular annual deposits exemplifies the importance of
consistent savings. Even modest amounts, when invested over time, can grow substantially thanks to
compound interest.

2. The Significance of Interest Rates
The rate of return heavily influences the final amount. A higher rate accelerates growth exponentially,
highlighting the benefits of seeking investment options with favorable returns.

3. Time as a Critical Factor
The five-year period, while relatively short in investing terms, still demonstrates significant growth
potential. Extending the timeline would further magnify the benefits of compound interest.

4. Planning for Future Wealth

This scenario underscores the importance of early and consistent saving. Small regular deposits can
contribute meaningfully to long-term financial goals, such as retirement, education, or major
purchases.

Conclusion: The Broader Financial Lessons

John Regan’s consistent deposits of $740 annually over five years, coupled with interest, serve as a
practical illustration of fundamental financial principles. Whether the interest rate is conservative or
aggressive, the core takeaway is that disciplined, regular saving combined with the power of
compound interest creates a pathway toward wealth accumulation.

This case study emphasizes that anyone can harness the benefits of systematic
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