Chapter 12 Compound Interest and Present Value 

These pages contain formulas you can use to compute compound interest, or effective yield in one step.

	Compound Interest
	http://mathforum.org/dr.math/problems/beeman10.24.96.html

	
	This site gives the formula that calculators use to compute compound interest.



	Effective Rate
	http://mathforum.org/dr.math/problems/kkay.6.2.96.html

	
	This page shows an example of how to calculate the effective rate for an investment compounded monthly.



	Future Value
	http://www.moneychimp.com/articles/finworks/fmfutval.htm 
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	This page explains the formula for computing interest compounded annually.  An interactive graph makes the explanation even clearer.
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These calculators can calculate the value of an investment growing with compound interest.  Some of the calculators have other features as well.

	Compound Interest
	http://www.moneychimp.com/calculator/compound_interest_calculator.htm 
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	A very simple calculator for determining compound interest.




	Compound Interest
	http://www.finaid.org/calculators/compoundinterest.phtml

	
	Using this calculator it’s easy to see the effects of compounding on the effective interest rate. It computes the effective interest rate for an investment compounded at different intervals.


	Effective Yield
	http://www.moneychimp.com/articles/finworks/fmpresval.htm

	
	This page links to a calculator that can calculate rates of return that are necessary to achieve a desired future value amount given a present value amount and the time period over which to compound your investment.



	Inflation
	http://www.westegg.com/inflation
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flation Calculator

‘The following form adjusts any given amount of money for inflaion, according to the Consumer Price
Index, from 1800 to 2000. (And don't use any commas in the numbers...) Enjoy!

Enter the amount ofmoney:| |
Enter the iniial year (18002000 [
Enter the final year (1800-2000): [
Subrit | Reset |
Source

The pre-1975 data are the Consumer Price Index statistics from Historical Stafistics of the Unifed States
(USGPO, 1975). All data since then ate from the annual Stafistical Abstracts of the United States.
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	This site can convert a money amount from one year’s purchasing power to another year’s.  It uses the Consumer Price Index to accomplish this.
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These sites explain more about compounding.

	Inflation
	http://www.bls.gov/cpi/cpifaq.htm

	
	The U.S. Bureau of Labor Statistics web site explains the Consumer Price Index, a common measure of inflation.



	Rule of 72
	http://invest-faq.com/articles/analy-rule-72.html

	
	This article explains the Rule of 72 and includes a table that shows the actual number of years required to double your money based on different interest rates.



	
	

	
	


	Tuition Costs
	http://www.usnews.com/usnews/edu/dollars/dshome.htm

	
	This financial aid site has links that explain ways to pay for college expenses.



	Tuition Costs
	http://www.tiaa-cref.org/products/education/index.html 

	
	This page shows how much you need to save to pay for a child’s college education using a number of important variables that you may adjust.  It includes a calculator. 
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Project A

Go to http://www.finaid.org/calculators/compoundinterest.phtml.  If you invest $1000 for 20 years at an 8% nominal annual interest rate how much will you earn with monthly compounding?  Daily compounding?  Weekly compounding?  How much difference is there between daily and weekly compounding?  How much is the difference between the monthly and the daily compounding earnings?

Project B

Go to http://www.bankrate.com.  Get a rate for a 5 year Certificate of Deposit (CD).  If you invest $5000 today what will the value be at maturity?

Project C

Go to http://www.tiaa-cref.org/products/education/index.html .  Assume that the Reyes family has a newborn child, but nothing currently saved for college expenses.  At the child's first birthday, the family creates a college savings plan that calls for a monthly savings contribution of $100 in an investment that they estimate will earn 6% annually after taxes.  Suppose that tuition costs $4000 per year at a local college for four years.  If the tuition costs increase at 5% per year, will the Reyes's college savings plan be enough?  What difference would it make if the family saved $110 per month instead? 
Project D

Go to http://invest-faq.com/articles/analy-rule-72.html.  Create another column for the table there where you divide each number of years into 70.  Which gives results closer to the true result- the Rule of 72, or the Rule of 70?  Can you find a number that when you divide the years into the number you get even closer to the true value?  Why do you think the rule of 72 is used?

Project E

Go to http://bankrate.com/brm/calc/savecalc.asp.  If you want to save $25,000 for a down payment on a house and you have 10 years to save this amount.  How much would you need to save monthly to achieve this goal if the interest rate is 5% compounded monthly.  What happens if you can increase your interest rate to 8%?

Project F

Go to http://www.moneychimp.com/calculator/present_value_calculator.htm. Jackie Lang needs $20,000 5 years from today to attend Broward College. How much must Jackie put into the back today (at 10%) to reach her goal?
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