
 

Objectives: 1) Find the amount of time it takes to double an investment.  

            2) Compute the effective rate when compounded at different periods of time. 

                     3) Compute the nominal rate when given the effective rate.   
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Examples 

1. Compare the account totals for $12,000 deposited into quarterly and continuously compounded accounts after 5 

years with annual interest rate of 9%. Also compare the nominal and effective rates. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2. Find the doubling time for the continuous account in example 1.  

5.6 

Notes 

 

 

 

Compound interest 

Variables: 
A=amount in account  P=principal (invested) 

r=annual interest rate             t=time in years  

n=number of times per year  T2 = doubling time 

 

Formulas 
 

Vocabulary: 
Nominal rate: The rate in name only.  Meaning, the nominal 

rate does not take into account how interest is compounded! 

Periodic rate: The interest rate being paid at each time period. 

Effective Rate (APR): The simple interest rate that gives the 

same result as the nominal rate compounded. 

 



3.  You need $15,000 for a down payment on a new home in 5 years. If the bank guarantees 4% APR on a 

certificate of deposit (CD) that compounds monthly, how much needs to be deposited into the account today? 

What if the interest is compounded continuously? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4. What interest rate (compounded annually) is needed for a $4000 deposit to grow to $5000 in 3 years? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

        5.  a) Given a nominal rate of 6% per annum compounded continuously, compute the effective rate. 

 b) Given an effective rate of 6% per annum, compute the nominal rate compounded continuously. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


