Tntecest

SimP\e Tnterest
— one Hme (informal loons)
*borrow S50 4 agree o pay in 1 Year uy 3% simple inferest
©will pay  ($50000% (__) = ¥5,150 (inkerest  $150)
— over time  (bonds)
' bwﬁ $5000 bond that Pays 3% S(mP\e interest annua\lt\
and motures in 5 Years
¥ do not earn intevest on the interest
Lol 6e+ 335000 -P]us 5 Ufa(S of interest
Intevest pec %ear" 0.3 ¥ 3000 = ¥150

£ GO0 .
. future  value increases
, with fme

¥5000
$5000 + (.03 % $5000) %

| L | | |
I LI \ T T

S
T\ 2 3 % S 'Hmel\jm“‘)

After 5 bfars (x=2) * $s5000 + F150)5) = §575)

Compound.  Totecest
= interest on interest
borrow  $ 5000 , 3% interest rate, compoundeol annuallj
$5000 + (0.03)($5000) = $5000 (1.03) = $5/50
35150 + (0.02) (§51%0) = $5000 (1.03)° = ¥5204,50

. futuwe value ncceases
After « Uears C ¥8000 (1,03) wiH Hme

Gafher 5 years (x=2) ' $5796 .37



S(mPle Ve Compounol Tnterest Over Time

4 o (i A
Yeoxr Simtl)\e ﬁom:emm& / ormpoun

0 $5000  $ 5000

16 $65300  $6719.58
20 $800  $%030.50
30 %950 @ $12130.3

S\'mp\e

1 2

Subosidized  vs. Unsubsidized Loans

— subsidized : govemmenJr Pous inferest  while Yyou are in School
* amount +o pay bocK does not start increasing unhl
after grace period ends

~ unsulbsidized ¢ interest accrues from 'Da‘j 1
- You Ppay of £ +he interest SourseH: as time goes  on,
Uou don't oy interest on  interest

Frecluency of ComPounolm3
Toterest may be Compounded evens lﬁCOJ‘

Future Value
in Y’){, ldea(“s ‘ (Tnital Am’tx ( 1+ Tnterest 'Ra‘i'e\)%

Or move often, ex: @uarh&rlnﬁ, once a month, etc,

Ex $5000, 3% annual interest rate (APR) | compoundlecl 7uar4rrlj
- How much (nterest added at endk of first quartec (3 months) ©
* Divide annual intecest rte by 4 ¢ 75% (0.0075)
* Takerest at end of first quarter:
CT75% of $s500 ¢ ( Yx (D=

_——



- At end of Znd quarteq this will contribuite
.75% of $5037.50 = $33.06 (more +han Arst ?uar'krD
> Excel ...
At end of Year ¢ $5Is1.70 (vs ¥35I50, cotp. annuall\/\)
- What is the fachr of increase over +he Hear?

S —
—

$506060

Percen+a3e iNcrease  over +he Bear?

> This s the ( Annual ’Percen+a3e Yield),
* APR & APY ar £ inferest is compounded
- APY s i interest s conpouncled

- Swd for  investments, Yod for laans

Annual 'Pe(‘cenJracse_ Yield CAPY) or Effechve Rate

- Andk +he factor of increase over one lﬂc’ar’

amt. aftec one year
J
inhal amt.

* Subtract 1 4o 3c+ Per‘cenhgc of increase over one 3ear:

amt, after one year 1

hPY = inihal amt.

Back 4o Ex ' How much after 2 3fars?
Start wrth 3 5000
Tnerease by foctor  of (1*’%)
Cdo this 4 Fimes o year or X years C 4% Hmes

(3
= Fl-/t'\'lM‘C Value : $5oéo (j"’ 04/'(-)3 )
n X« Wars



In 6enera\ . Tuwhue valwe in X Years N

i X
Imﬁa\> X ( 1+ annual interest vate \(z‘iﬁ-mwSB
Amt. # times compounded per ljf’af‘)

Abbreviokd e = annual interest vate (APR)

n«’ .
= x (| +%& n= # Hmes per ueac thot
kv F (\ n) intecest Pis c\ém?oundeo\

PV
futwee value 4 . F X = # yeors
ofter X yeass niticl amt. .
“principal” or “present value

Tntecest Lol Work
Loon  $ 3000 S%%  Interest
O Calodote FV in U years, using tables in Excel, if
intevest s compounced °
(o) QY\Y\\LOLU)/ (b) %uaf%cr[lj () YY\oan\j
@ Calcwlatfe FV (n U Yeavs, using FV  formulac, o
interest is  compoundech
(0 omnuelly j  compare 1.
(b) quorterly ;  compare wy  1(b).
(¢) YY\on-\*h\\:S ) Compare wy 1(c).
() w‘ee\(\j.
(¢) O\ail\g.
® Colculare APY for each situation in # @.

Focr 'Rq)o('\'f

" Basic WorK © Budget, Expense Tracker, Interest Za, 2a,30-

© Contnued © Interest lbe, 2be, 3be

* Further ' Tpterest Zde

* Above and Beyond Con'h'nuous\y Compounded Tnterest (See Canvas)



