Compound Interest
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Continuously Compounding Interest:
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A=total value

P= Principal (amount borrowed/invested)

I= Interest

R= rate (%)

N= number of compounding yearly (payment period)

Compound interest is interest paid on principal and previously earned interest.

Example 1: A credit union pays interest of 8% per annum compounded quarterly on a certain savings plan. If $1000 is deposited in such a plan, then how much is in the account after 1 year?

Example 2: A $1000 is invested at a 10% rate compounding continuously for 1 year.

Present Value: 
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Example 3: A bond can be redeemed in ten years for $1000. How much should you pay for it now if you want:

a) 8% compounded monthly

b) 7% compounded continuously

Example 4: How long will it take for an investment to double if it earns 5% compounded continuously.
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