
 

3.3 FutureVALUE of AN ANNUITY

AN ORDINARY ANNUITY IS A SEQUENCE of EQUAL SIZE PAYMENTS

R DEPOSITED AT THE ENDOF EACH PAYMENT PERIOD INTO AN ACCOUNT

EARNING AN INTEREST RATE I PER PAYMENT PERIOD COMPOUNDED ATTHE

END OF EACH PAYMENT PERIOD

Suppose You MAKE N PAYMENTS
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Geometric Saues

SUPPOSE WE HAVE an EQUILATERAL TRIANGLE WITH AREA 1
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298.24 10,000 9,701.76

IF 2000 IS DEPOSITED EVERY 6 MONTHS INTO AN ACCOUNT

EARNING 6 INTEREST COMPOUNDED SEMIANNUALLY For 2 YEARS

CONSTRUCT A BALANCE SHEET For THE INTEREST EARNED AND THE

Account BALANCE At THE END OF EACH 6 Month PERIOD

PERIOD DEPOSIT INTEREST BALANCE

1 2000 2000

2 2000 60 34060
3 2000 121.80 6181.80
4 2000 185.45 8367.25
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3.4 PRESENTValue of AN ANNUITY

NOW SUPPOSE You WANT TO MAKE N WITHDRAWALS of EowAL SIZE R

AT THE END OF EACH PAYMENT PERIOD FROM AN ACCOUNT

EARNING INTEREST RATE I PER PAYMENT PERIOD COMPOUNDED AT

THE END OF EACH PAYMENT PERIOD

LEI P BE THE AMOUNT OF MONEY YOU WOULD NEED To DEPOSIT TODAY

SO THAT AFTER MAKING THESE WITHDRAWALS Your ACCOUNT BALANCE is 0
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OURPerspective

WE TAKE A LOAN of 72,000 Our DEBT EARNS

INTEREST EVERY MONTH WE CHIP AWAY At our

DEBT t INTEREST WITH EQUAL SIZED Payments so

that AFTER 7 YEARS DEBT is 0

BANK'sPERSPECTIVE

THEY INVEST 72,000 w You THEIR investment

EARNS interest EVERY MONTH THEY MAKE EQUAL

SIZE WITHDRAWALS FROM You SO THAT AFTER 7 YEARS

ACCOUNT Brave is 0

p 1211 Iti n
f 72,000
0921
12

l
he 12 7 84

Pi 72000L 7R
n

1 Iti l 1 0,9221
84

1167.57

INTEREST TAAL PANNA INITIAL LOAN

NR p
8411167.57 72,000
98,075,88 72,000

26,075.88



PERIOD PAYMENT INTEREST REDUCTION BALANCE

0 10,000
s

I 1,821.58 260 1561.58 8,438.15
x

2 1,821.58 219.39 s 1602.19 6,835.96
333 1821.58 177.74 1643.84 5192.40
41 1821.58 135.00 1686.58 3505.82
55 1821.58 91.15 1730.43 1775.39
6 10 50 46.16 1775.42 0311821.55 O
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LAST PAYMENT IS ADJUSTED
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