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Worksheet Finance 3: Interest

1. The purpose here is to highlight the importance of reading carefully. Subtle difference in
wording can mean very different things.

For this problem, assume an investment has an initial deposit of $1600 and no other deposits
or withdrawals are made.

Your work should include the expression or calculation you put into the calcu-
lating device as well as the numerical answer.

(a) 5% of the initial deposit is [/000))[0 053 :$80

(b) The account increased by 5% means the account gained $ go

(¢) The account increased by 5% means the new balance in the account is

lbob +40 = /680

(d) The new balance is 105% of the original balance means the new balance is

(le00)(1.05) = 1630

(e) Your final numerical answers in parts (c¢) and (d) should be the same though your
work /calculations should be different. Answer the following by doing both calculations.

The account increased by 20% means the new balance is

lboo + an@(o,z) =(iéoo}(l.2§ - d’l 920
The account increased by 100% means the new balance is

/600 +@600)(1.00) =(1400) (2) = B 3200

(f) What is a more common way of saying an account “increased by 100%”?

The 4dce oun‘t c/ou/ol.etf.

(g) Suppose you are told that each month the new balance is 104% of the old balance, what
percent of the old balance is gained each month?

4% or O.04 of +he previous balance
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2. This problem will compare simple interest and compound interest. (Formulas below.)

(nxt)
simple interest: A = P*(1+<£>*(t*n)) compound interest: A = Px (1 + i)
n n

You deposit of $2000 into a savings account that pays 6% interest quarterly. Set up a Simple
Interest versus Compound Interest calculator. (See below.)

A B C D E F
time
1 times per elapsed (in
interest rate year principal years) A (simple) A (compound)
2 n P t A = P(1+(r/n)*(t*n)) A=P(1+r/n)A(t'n)
3 {=0.06 [=4 [=2000 |=5 [=Cc3+(1+(A3/B3)*(D3*B3)) |=C3*(1+A3/B3)7(D3*B3)
(a) What are the numerical entries in cells E3 and F3 and what do they represent?
Simple: $2600.00 The balane in each account 5 '3MI<S
Covaou\ncl : £ 269 3.7 atder +he nidial aLL-posI+,

(b) For each account (simple and compound), calculate how much of the balance after 5
years is interest?

Simple * compound -
2boo—zooosﬂ4’0° 2, 693.F1 — 2000 ——$(993.¥1.

(¢) For each account (simple and compound), what is the percent increase in the account
over 5 years and how does this compare to the interest rate?

Simpb'. 7%9;:0.30:. 20 % foVnPou.nJ - ﬁ;—%: 0.3‘;‘(075552
° R

Both are IAYS,U’ Hun +he 4% m.l_e,wl-m

(d) Change the entry in D3 from a 5 to a 30 and answer questions (b) and (c) in this case.

Simpb. [V\Lc,h.l-b-l—ﬁmfyu_J :36koo  CoOmpownd Tnlenet: £9,939 b5

o . . °, u’>+- S . 17‘ [0 P3 q 3? v
/o 1NCkesy . 136 7% "\/0‘-:’3,01,_9\. /0 InckHase . 7 o }lou.ta_o
(e) Keeping t = 30, change P to 4000 and determine the percent increase. Mmgst 5 Fms
(<)
Simple: [HO % C,ovv»?o:,«wcﬁ 496.723 % a5 much.

(f) Make some observations about your previous calculations.

— Compound inkertst grows much much much -pag-(uf)
24 pe ceally opey /onﬂe/‘ Pwrools )
Cex. at Yeans Fhe ac coundg A‘LQ_J{A ’o\c_\ ~ oD at-
50 '34—0\".5 "tL’LL& alkﬂ?c,ni ’05 ~ Gooo
- The_ Purce.nf Incvease 16 +he same bov ol
Priwcipals_

<



