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1.3	Future	Value

Consider	this	senario:		you	invest	$1000	over	4	years	coumpounded	annually	at	3%.
	
												After	1	year:		
													
												After	2	years:		
											
												After	3	years:			
										
												After	4	years:				
									
Hence	the	equation:		

Now	consider	the	same	investment	with	semi-annually	compounding.		This	
means	that	the			half			of	the	interest	is	paid	at			6-month			intervals.		We	identify	
this	interest	with	the	letter	i.	
	

After	6	months	(1	compounding	period):															
												

2	compounding	periods:						
												

3	compounding	periods:						
												

4	compounding	periods:						
										
			 ...	After	48	months	(8	compounding	periods):											
	

Hence	the	equation	,	
where	 i	is	the	interest	rate	per	

compounding	period	
and	 n	is	the	total	number	of	

compounding	periods.
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Homework:	pg.	30	#3,	4,	5,	7,	11,	13

Rule of 72: A good estimate for the   doubling   time of an investment is found 
by   dividing 72   by the annual interest rate as a   percent  ... answer is in 
years; works best with annual compounding


