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INVESTIGATE: Comparing Simple and Compound Interest
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How do the graphs compare:

1. How does compound interest grow relative to simple interest? {jmrv\,l)o u AA’ gﬂ’ ws 7445')6/
2. |dentify the type of growth for each:

e simpleinterest is [,//W/ﬂ/{'
* compound interest is ﬂy’()m\a_,\*fd

Compounding means generating earnings from previous earnings.

Compound interest is the amount of money earned on a principal investment/loan PLUS the amount of
money made on the interest of the investment/loan.

- http://www.investopedia.com/video/play/what-is-compound-interest/#axzz2 AGUGPaa5
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A compounding period is the length of time over which compound interest is calculated.
Common compounding periods are:

TeERM NuUMBER OF TIMES PER YEAR
annually |
semi-annually 2
quarterly Y
bi-monthly L
monthly |2
semi-monthly 1Y
bi-weekly 20 ‘
r = 2
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COMPOUND INTEREST FORMULA: A =P (1+i" A =the final amount of investment/loan
i = the interest rate per compounding period
i=% r = the annual interest rate

C = # of compounding periods/year
1 - P = the principal
~ hy ) - =
\3\)‘3* K (\\Qrc 3( 1 A ? n = the number of compounding periods
n=Ct t = the # of years
C = # of compounding periods/year

Example 1 _/rl P Exam(pl:ozyolqs ¥ p- 9
Calculate the amount of money a@daﬁ Determine Munt of money invested at
investment would make if it were invested at@,) @fo@ears, compounded manthly if thf[l
compounded quarterly for@)(ears. (=005 final amount of the investment is@%@ c=
< v ' 024§ n
L= € - 005 . 1= 0.05E o (1+)
c : A=
”‘( . A-P (R 0= 3 (n)-% om)
= - Z = — ( D~
n=ct = u(2) 2 3q0 = PIT2LSE

=hWool I+ 0.05
A ( ! ) Y50 = % U.O}ng?‘.,)
A:ﬁml.?"l [ T6lgt.. loxbgI-

$3959.92.= P

Example 3 Q v

a. Ioan must be paid back in@ a b. How much interest must be paid on the
years. It was borrowed at a rate 0f3.9%, ¢~ 003 loan?
compounded semi-annually. Find its value
arthee&einveﬂeng‘—’z 1: P‘ '\) o
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=13 130,38
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