September 03, 2009

Day 3: Compound Interest...Again?!

Investments can be compounded for different
periods - not always annually.

Compounding Periods # Times per Year
Compounded
Annually \
Semi-annually l
Monthly
1

Biweekly

| L
Daily 3¢

**Note: These different compounding periods have
an effect on our formula for compound interest.
n - number of compounding periods
(#_years x # times compounded per year)
I - Interest rate per period
(Interest rate per year divided by # times compoundeed per year)
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Example 1:
Erin put $3000 into an RRSP earning 3 7 "compounded semi-annually for 6 years.

Determme the value of the RRSP after the 6 years. C. w2

A = 2000 | + 00835

L
A=t 472 . ¥

Example 2:
Heather put $6500 into a short term deposit.

If she receives 5% interest compounded monthly,
what 1s the accumulated amount of the deposit after 2 years?

A= CS‘00<\«~ T ek
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Example 3:

This is an example of present value.

How much should I investnow to obtain a certain amount after a given time.

%

| ——————n

after 18 years at 82% compounded quarterly.

V)etermine the present value of an investment that yields $15 000

Jh%




