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CHAPTER 9 0559511528/ (s9)8id aaa

Unit Subject

Compound Interest 4. yall 3081
Non annual Compound Interest 4 sall dggiuad) & a3
Continuous Compound Interest 8 _aiwal) 4.8 jall 3Ll

The Compound Interest

Definition1l: In each subsequent period, the interest amount
computed is used to form a new principal sum alsiic) ai; ¢ d8aY 5 38 S 3
KTEEN g.ul.u‘ é.LtA RSEA G gunaal) B4l @,\A'

FVn = Principal x(1+ Interest Rate) number of Periods

FV =PV +D"
Examplel:

How much money would you pay in interest if you borrowed $1600 for 3
years at 16% compound interest per annum?

4 ya By il gis 3 Baal Y 50 1600 < B La 1) Bailil) Jilia dadaics 1) Aluall 5 La
U ins 716 Aoy

FV =PV(1 + i)"

=7
FV=: FV = 1600(1 + 0.16)3

PV= 1600
=2497.4336

n=3

i=0.16

Assume that the

initial amount to invest is PV = $100 and the interest rate is
constant over time. What is the compound interest rate in order
PV =$100 s Jaiiudl ¥ &lall 0f 2 sidi to have $150 after 5 years?
13992150 A Jgmanll Jal ¢ A8 pall B2 Jama g8 La Bl g <yl B2 o 0 g
1) gl 5 22
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FV=PV(1+i)5

150=100(1+i)°

I=° /1—50 -1=.084
100

Example3:
What is the present value of $150000 to be received 5 years

from today if the discount rate (annual compounded interest) is
10%?

S S a gl (e Gl g 5y Ll s AN Y 93 150000 Aadld) e Aaidl) A Le
107 (43 sied) 438 yal) 3aiLEN) awadl)

FV=PV(1+i)"

150000=pv(1+0.1)°

" rons = 93138.2

PV= 77

n=5

Example4:
Find the number of periods to double your investment at 6%

compound interest per annum .
F Lt 7 6 AuS pa B Apudy ey ddsliaal ¢ 8l ) aae AL,

dbftial) Aol Ciual Allal) Aadl) o) (i 34
FV=??7?7 2EV=PV
2=(1+.06)"

log 2
=28 ~12
n=? log1.06

PV= 77

i=0.06
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A4S sal) 4y giad) & 3210 Non annual Compound Interest
How to calculate the FV if we have more than
one compounding periods per year ?
i) (g 28 30 8 0 S Ll 04 13) PV ol s

FVn+=PV(1 + Hnxt

diclas Compounding Periods | * <« (Times per year (t
<) yid daud)

L siw Annually 1

$ S Aai Semi-annually 2
Quarterlys siw & 4
L ¢<Monthly 12

Examplel:
You invested $1800 in a savings account that pays 4.5% interest

compounded semi-annually. Find the value of the investment in 12

years
A i) i daagal) 304N (e 74 B adyy o3 4 6l Gila )Y 50 1800 @ palii A8
Ll 12 A L) dad o ) ghal)

Semi-annually s34 ) (gl aadics

FV=?7277

PV= 1800 FVa+=PV(1 + %')nxt

n=12

FVn+=1800(1 + 202)12X2 = 3070

t=2

Example2:
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You invested $3700 in a savings account that pays 2.5% interest
compounded quarterly. Find the value of the investment in 10
years.

FV=??27? 0.025

FVa+=3700(1 + T)IOX‘* =~ 4747.2

Pv=3700

n=10

t=4

3- You expect to need $1500 in 3 years. Your bank offers 4%
interest compounded semiannually. How much money must you put
in the bank today (PV) to reach your goal in 3 years?

4| yia BAE 74 Ara Jalaii o3 C paad) adhy Gl gl 3 A N g2 1500 ) zliad of ad g
psll i) & audl () g Jlall (e S 4 sl sl (PV) Sl g 3 (4 dldan ) J e sl

Jal)

FV =1500

9 ) Badit= i
PV= 22 O s t= 2 semiannually

n=3 FVn+=PV(1 + )<t

1500=PV(1 + —)3*2

1500=pv(1.126)
Pv=1332
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5 _alsal) 438 pal) Saildl)
Continuous Compound Interest
) G Ga s
FVn 1=PVe™

Examplel:
If you invest $1000 at an annual interest rate of5% compounded

continuously, calculate the final amount you will have in the
account after five years
00 Sodw BuIL3 yrwy ¥ g0 1000 jdliws ads 13
DLl olusy ¢yl pediwly Gelay /5
duos droy gluxdl 9 e Juaxdw gdJ G

continuously, L>Y_ U

FV=2222 FV, +=PVe™!

PV= 1000 =1000e°%95 ~ 1284
n=5

i=0.05




