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» LEARNING GOALS
You will be able to develop your number
sense in financial applications by

® Understanding and comparing the effects
of simple interest and compound interest

® Determining how changes in the variables
of an investment affect the return

® Being aware of a variety of different
investment instruments

® Comparing different investment
strategies
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8. 1 Simple Interest

term

The contracted duration of an
investment or loan.

interest Solve problems that involve simple interest.

The amount of money earned on
an investment or paid on a loan.

fixed interest rate g .. .
A ot o Communication | Tip
" Interﬁﬂ ra‘teJ E.rt = gll-luarante i - . Interest rates are communicated
not to change ulrlng the term o Slmp|e interest as a percent for a time period.
an investment or loan. . ; i
The amount of interest earned Since most often the time
incipal ) X period is per year or per
B on an investment or paid on annum (abbreviated as fa), a
_The original amount of money a loan based on the Driginal given percent is assumed to be
invested or loaned. amount (the principal} and the annual unless othemse stated.
imple int  rat For example, an interest rate of
simple interest rate. 4% means 4%/a or 4% interest
. per year.
maturity =

The contracted end date of an
investment or loan, at the end
of the term.

future value

The amount, A, that an
investment will be worth after
a specified period of time.
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Based on the principal (original amount) that is
invested/borrowed. Interest is a certain percentage
per annum (year). Often used for personal loans and
short-term investments. The length of time for the
investment/loan is called the term.

U = Prtj Interest = Principal x rate x time

e |- interest earned

& e P - principal (original investment/loan)
[A - P + D e 1 -interest rate as a percent (change to a decimal)

OR « t-1s ALWAYS time in years
(how long the money is invested/borrowed)
_ * A -amount of money including interest
A=P +Prt

A= P(1 + rt)
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Interest is added to the principal periodically

throughout the year. New interest may be paid on the
principal plus the interest. The interest rate is stated per
annum and is divided by the number of compounding periods.

A=P(1+%) [] A - Pj

A = final value of the investment ...(principal + interest)
P = principal

r = annual interest rate

n = number of compounding periods in a year

t = term of the investment or loan in number of years

nt




Day 3 - Review.notebook May 30, 2019

Terminology Tango

Click on the picture to verify the match. n -
dailyx once a year
bi-weeklyw, ", _....-eriwice a year
semi- annually...-e; ~fourtimes a year

weekly™-... “ ‘:’.,,_..y twelve times a year

monthlyae-:::* " ~A26 times a year
quarterly«"" “i*62 times a year
annually «365 times a year

Semi - W\on)ﬂ/\\j {

M J(tW_& a \a,oaf"
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m'”:;;:"ampwmgd Formulz Amount | Interest
semi-gfinually A= 1200(1 + D—zlg) 52149 02 5840,02
e | A-10(1+%)’ | bs3e0 | 350
12a |  Annually fi= '.DCU-'IE | L—‘Ti\] ot ﬂJEJS' 1%, 1¢ § \C1%], 13
T 1
a | semi-annually | f= DECC | = I-“QEEMG\\ Bl o l‘; '3"“' E'l?glg ok
02| Monthly | fis ‘EU' I D"‘E}lj b g, i"" &GQ %
] .
Cuarterty ||2L IT;"B"". |+ ) lL||[-_:,‘-'|'f'j 190, EH ﬂ-}':{q iyl To
j I Examing how varying interest rates and compounding intervals affects the following investment. :
Principal | Rate/a | Time | Compounded Formula Amount interest __§
S12000 | 8% [15a| Annualy |- ML' Dﬁ-i‘x 528 ek &2 B oG 06602
$12000 | 8% | 153 | Semiannually | - 1oce | (4 Qgi ) a0, | $oeten.T]
QIIW»J B% | 15a | Quarterly - lace L[ 4 Q_> :ﬂ 2}-’@3’! T*‘;rlr s 31
S12000| 8% | 152| Monthly | f\ [m( |+ U'L“jm 20 e | P 5@3}'{‘
]
i 1< [
$12000 | 8% | 15a Daily f = B0 UJ, Q?ﬁ\? E[iﬁgq %' 59]355‘
| §EE :
[$200 | 8% | 15| Spleimerst| =\ mﬂmﬁg{ $apH0% BlyHoo g
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8% | 152 | semi-Annually | f= (zeee (14 Qf;!»)” $2 0,77 | $2.000.7
B | 150 | Moy | i focco ( L”ﬁg)m b0 3 F| S e
12000 | 8% |15a|  Daly _ o (14 QDF»‘/,""J”E ﬂt’fﬂ 3&_%."5 ﬁ’é‘?%ﬂ' .
$12000 | 8% | 15a Simplelnterest' B = \oee+ Hﬂi&.c&ﬁf %%q@:ﬁ EW’{COF}

3. Which of the following investments would be worth the most money after 20 years?

$5000 at 8%/a $7000 at 6%/a $17000 at 2%/a
compounded semi-annually ~ compounded daily compounded monthly
. S | 0.08\C 1200 ; D
Jﬂ[ (\4 ?) PT-:- jﬂm(‘lq C’% PT;.. \?Uﬂ(l.gﬂﬁ;‘)
E=Y P \r
k- b3u00s, o 4 sl
: =P o 1 b2y <8
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Worksheet - Compound Interest








1.  Complete the following chart:











		Principal

		Rate/a

		Time

		Compounded

		Formula

		Amount

		Interest



		$1200

		12%

		5 a

		Semi-annually

		[image: image1.png]A= 12m7(1 +







		$2149.02

		$949.02



		$480

		6%

		3 a

		Quarterly

		

		

		



		$10000

		8%

		12 a

		Annually

		

		

		



		$5600

		7[image: image3.png]



%

		10 a

		Semi-annually

		

		

		



		$80

		10[image: image5.png]



%

		20 a

		Monthly

		

		

		



		$1 200 000

		5%

		7 a

		Quarterly

		

		

		





2.  Examine how varying interest rates and compounding intervals affects the following investment.



		Principal

		Rate/a

		Time

		Compounded

		Formula

		Amount

		Interest



		$12 000

		8%

		15 a

		Annually

		

		

		



		$12 000

		8%

		15 a

		Semi-Annually

		

		

		



		$12 000

		8%

		15 a

		Quarterly

		

		

		



		$12 000

		8%

		15 a

		Monthly

		

		

		



		$12 000

		8%

		15 a

		Daily

		

		

		



		$12 000

		8%

		15 a

		Simple Interest

		

		

		





3.  Which of the following investments would be worth the most money after 20 years?  





		$5000 at 8%/a 


compounded semi-annually

		$7000 at 6%/a 


compounded daily

		$17000 at 2%/a


compounded monthly
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