WS #4-7
Compound Interest

L. You will be responsible to read the section completely and review the definitions and applications.
A. Simple interest D. Continuous Interest
B. Pay Periods E. Effective rate of interest
C. Compound interest F.  Present Value
2 A credit union pays interest of 87 per annum compounded quarterly on a certain savings plan. If $100

is deposited in such a plan and the interest is left to accumulate, how much will be in the account after 1
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3. Compound and continuous interest formulas

A.  Compound Interest formula * A = - ( (1

Investing $1000 at an annual rate of 10% compoundcd annually, semiannually, quarterly,
monthly and daily yields the following amouotg,gfter 5 year;
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f The amount yielded fro"continuous compounding for 5 year is:
4. / Effective rates of return

On January 2, 2{)04 $2000 is placed in an Individual Retirement Account (IRA) that will pay interest of

7% per annum compounded continuously. (. m}(ao} o
A.  What will the IRA be worth on January 1,2024? A= Pt > A = o008 *8i16. 40
B. ‘What is the effective annual rate of interest? ey I
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A- 1+ & A.0TEs5 = wl‘ 2lr=7.251%
P= ( A zero-coupon bond (non-interesting-bearing) bond can be redeemed in 10 years for $1000. How m@h’"“‘“‘ 2
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P-Ae should you be willing to pay for it now if you want a return. of L_:
A. 8% compounded monthly? —7 P = 10001+ Y‘ZO”) 45p.51-

B. 7% compounded contmuously‘? -
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6. ‘What rate of interest compounded annually should you seek if you want (o double your inyestment in 3
years? TE P = prined & e wsand o A P L+ ) c;L (H"\ =2 - |
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7A. How long wﬂl it take for an mchtment to double in value 1f it carns 5% compounded contmqhuﬂjf‘?“w
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