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Unit 8: Financial Applications

Day 4: Compound Interest - Present Value

Today we will...

1. Rearrange the compound interest formula to solve for
the principal.

2. Use the rearranged formula to solve for the principal.
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MCF3MI: Unit 8: Financial Applications Day 4: Compound Interest — Present Value

Warm up: You lent out $500 to afriend. They’ve agreed to pay you back at the end of one year with 8%
interest compounded monthly) How much will they pay you at the end of the year?
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Present Value: If we reaﬂige the formula 4 = P (1 +i)" to isolate P, we get...
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EX. 3. Upon your birth, your parents decided to invest some money so that they could give you a $16,000 gift
on your 16 birthday. They purchased anmpound mtereszgovernment bond that pays 8%/a
compounded annually. After that initial amount was invesied, there were no further transactions until the
bond reached maturity. What was the “present value” that your parents’ invested when you were born?
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