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Financial Mathematics / Seminar 4: Compound interest

Solved problems (compound interest and 
time value of money)
1. An obligation of $2500 falls due at the end of of 7 years. If the 

money worths 10%(12), find the equivalent debt at the end of:
a) 3 years
b) 10 years
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Solved problems

1. An obligation of $2500 falls due at the end of of 7 years. If the 
money worths 10%(12), find the equivalent debt at the end of:

a) 3 years
b) 10 years
Note that X and Y are equivalent!
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2. A person owes $1000 due at the end of 18 months and $1500 

due at the end of 4 years. If money is worth 6%(4), what single 
payment liquidates these obligations

a) Now?
b) In two years?
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Solved problems
2. A person owes $1000 due at the end of 18 months and $1500 

due at the end of 4 years. If money is worth 6%(4), what single 
payment liquidates these obligations

b) In two years?

• Alternatively:
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3. A consumer buys goods worth $1500 pating $500 down and 

$500 at the end of 6 months. If the stores charges interest at 
8%(12) on the unpaid balance, what final payment is necessary 
at the end of one year?
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Solved problems
3. A consumer buys goods worth $1500 pating $500 down and 

$500 at the end of 6 months. If the stores charges interest at 
18%(12) on the unpaid balance, what final payment is 
necessary at the end of one year?

• Equation of value at the present:
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Exercises

2)

1) An obligation of $500 falls due at the end of 3 years. Given an interest rate of 12%(4), find the
equivalent debt at the end of (a) 3 months, (b) 3 years 9 months.

3)
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2. By what date will $800 deposited on February 4, 1994, be worth 
at least $1200 at 12% compounded daily?
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3. If an investment doubles it value in 6 years by a certain rate of 
interest compounded monthly, how long it takes for the same 
investment to triple in value?
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1. An investment fund states that it will triplicate your money in 10 
years. What rate of interest compounded monthly is implied?
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Solved problems (implied rate)

1. And investment fund states that it will triplicate your money in 10 
years. What rate of interest compounded monthly is implied?

• Alternative 1:
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1. And investment fund states that it will triplicate your money in 10 
years. What rate of interest compounded monthly is implied?

• Alternative 2:
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2. In 5 years, the earnings per share of a company common stock
increased from $4.71 to $9.38. What was the compounded
annual rate of increase?
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