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SIMPLE 
Interest

I = Prt Interest = Principal x rate x time

Based on the principal (original amount) that is 
invested/borrowed.  Interest is a certain percentage 
per annum (year).  Often used for personal loans and 
short­term investments.  The length of time for the 
investment/loan is called the term.

•   I ­ interest earned 
•   P ­ principal (original investment/loan)
•   r ­ interest rate as a percent (change to a decimal)
•    t ­ is ALWAYS time in years 
(how long the money is invested/borrowed)
•   A ­ amount of money including interest

A = P + I
&

OR
A = P + Prt

A= P(1 + rt)
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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

COMPOUND
Interest

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.

I = A ­ P
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Terminology Tango

semi­annually

quarterly
monthly

daily
twice a year

twelve times a year
four times a year

365 times a year

Click on the picture to verify the match.

weekly

bi­weekly

52 times a year
26 times a year

annually

once a year
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Attachments

Worksheet ­ Introduction to Compound Interest.doc


Foundations of Math 11

Worksheet - Compound Interest








1.  Complete the following chart:











		Principal

		Rate/a

		Time

		Compounded

		Formula

		Amount

		Interest



		$1200

		12%

		5 a

		Semi-annually
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		$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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