Reviewing Compound Interest May 06, 2014

What's Going On?

| Minds on Whiteboard Basics

I Action! Compound Interest

I Consolidation Compound Interest Problem Solving

Learning Goal - | will review the finance material from Grade 11
and will be able to solve problems involving compound interest.
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I Minds on

Whiteboard Basics

Express each time period in years.
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I Minds on

Whiteboard Basics

Depositing $100 per month means depositing
how much in each time period?

1 year %%\/Z 00
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10 years — )?/UVU

40 years - b{é@/UUU
45 years —/ Lj% OOQ
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I Minds on

Whiteboard Basics

If you earn $40,000 in a year. How much do

you earn in
one month?
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6.5 months?
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How many payments are made in one year
for each payment frequency?

Dally 365 times a year
Weekly 52 times a year (but not 4 times a monthl)
/\i/‘flj Om (
Bi-WeekIy 26 times per year (every 2 weeks)
Monthl 12 times a year
e e

Semi-monfmy 24 times a year (twice a month)

Annually Once a year
Semi-annually 2 times per year (every 6 months)

QUGPTCI"'Y 4 times a year (every 3 months)
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Predict whether each exponential expression
will give a value greater or less than the initial
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value.
Initial Value (S) Exponential Expression
/
1,000 1,000(1.0325)*
30,000 30,000(0.84)2
¢—————— |
750 750(1.0075) c—|
— 1
3,250 3,250(1.{}[]125]24
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1,450 1,450 (— }\__
' 4
68,000 68,000(0.65)*
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I Action!
Compound Interest

FV = PV(1 + j)n

/

Total value - l Total number of
i rinciple = .
of mj:/es’{}rr;e\ah (b inm% compounding
((_V\ e <Lprmn¥\/0\(wc periods
Interest rate as a
decimal,

per compounding period.
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Minding Your i's and n's

\

25 O peor o)
To determine the value of i: //

divide the interest rate by the
number of compounding periods in a year

0.0 5

Example: If you invested $2,500 at 3% interest compounded
weekly for 3 years

|(\

yx:a (

Number of times interest is
compounded per year.

K

Interest Rate
as a decimal

O(Oijlbo/(j (JM 1Y
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Minding Your i's and n's

Example: If you invested $ 67/ oy O at Se 6 %o

interest compounded 0n J(\‘\K\/ for @ years.

2.9 - 0.059, 1 =000
w S

Interest Rate Number of times interest
is compounded per year.




Reviewing Compound Interest May 06, 2014

Minding Your i's and n's
To determine the value of n:

multiply the number of compounding periods in a
year by the number of years the money is
invested

Example: If you invested $2,500 at 3% interest compounded

W

=52 x3

\

Number Zf;'mes interest is Number of years money
compounded per year. will be invested
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Example: If you invested $2,500 at 3% interest compounded
weekly for 3 years.

TA=PY(IEY

P\ =2 3500
- g2 000
N = 529= (9 Gl
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Minding Your iI's and n's

5L
Example: If you invested $ > /2/0000T 2 ) §°/o

interest compounded \Q\_MK’CLXOP ;L years.

v
2(0/\/24{/
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You decide to invest $5,000 for 3.5 years at 2.5% interest
compounded monthly.

Determine what your initial investment will be worth at
maturity.

FV =PV(1 +i)"



Reviewing Compound Interest May 06, 2014

You decide to invest your money for 30 years at an
interest rate of 5.2% compounded monthly.

How much do you need to invest now to have $100,000
when the investment matures?

FV =PV(1 +i)"
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I Consolidation

Problem Solving with Compound Interest

You have decided to start saving for a car. You
decide to deposit $400 at the end of each month

into an account that pays 3.6% per year,
compounded monthly.

How much money will you have saved, in total, after
6 months?
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I Consolidation

Problem Solving with Compound Interest

You want to make sure that you have money
available for "fun" while you are away at college.

How much do you need to invest before you go to
school, in an account that earns 3.5% interest
compounded monthly, to be able to withdraw $200
per month for 8 months?

Assume that you will withdraw the money at the end
of each month, and that you will deposit all of the
money one month before the initial withdraw.
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