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8 3 Annuities

Joe saves $200 each month for 5 years for a new car | these are special
Susan deposits $700 every 6 months for 2 years investments called
Ben saves $100 every 3 months for 5 years Annuities

An annuity is a series of equal payments at regular intervals of time over a
period of time.

A payment interval is the time between successive payments.

An ordinary annuity is where each payment is made at the end of each
payment period (payment interval)

The periodic payment of an annuity is the amount deposited or paid for each
payment interval.

The term of an annuity is the time from the beginning of the first payment to the
end of the last payment interval.

The amount of an annuity is the final value at the end of the term of the annuity.
This includes all periodic payments and the compound interest.

The Amount of an Annuity (Future Value of an annuity)

A or FV represents the amount (accumulated value) at the time of the last investment
= Future Value

R represents the regular payment made at the end of each compounding period
i represents the interest rate per compounding period

N represents the number of compounding periods



Ex 1 Finding the Amount (Future Value) of an Annuity
=15

Starting in 3 months, Jeanie plans to deposit $875 on each July 31, October 31, January 31,
and April 30, for 3 years, into an account. With an interest rate of 6%, compounded quarterly,
how much will Jeanie have in her account when the last payment is made?
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Ex. 2 Finding the Regular Payment for a Future Value of an Annuity

Marcel wants to buy a home entertainment centre that he sees priced at $3799 plus GST and
PST. He plans to buy the centre in 18 months, and he assumes that the price will stay the
same. He will make a payment into an account at the end of every month for 18 months. The
interest rate is 9% /a, compounded monthly.

a) How much will each of Marcel’s payments be?
b) How much interest will Marcel have earned?
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A.4 Present Value of an Annuity

The amount of money invested or borrowed NO\/\/ for an ordinary
annuity is the present value of the annuity.

PV

PV represents the present value of the annuity
R represents the regular payment made at the end of each compounding period
i represents the interest rate per compounding period

N represents the number of compounding periods

Ex. George wants to make an investment so that he would receive $4000 every 6 months for
5 years, with the first payment due in 6 months. How much money should be invested

now at 7%/a, compounded semi-annually?
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the payments, which start in one month. How much m'ust Joahhé |n\—/estJ at S.é‘Vola, »
compounded monthly, to have the amount each month for the payments? o
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Ex: 3 To provide an annual scholarship for 25 years, a donation of $50 000 is invested in an
account for a scholarship that will start a year after the investment is made. If the money
is invested at 5.5%/a, compounded annually; how much is each scholarship?
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