Section F.3

Section F.3: Annuities and Sinking Funds

Definitions: An annuity is a sequence of equal payments made at regular
intervals of time. An ordinary annuity is one in which the payments are made

at the end of the compounding period. The term of an annuity if the time from
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gage payments, sinking funds, which is just an account, often used by corpo-
rations, that is established to accumulate funds for some future need.

Al

F = the future value of an ordinary annuity.
R = payment made at the end of each compounding pericd.
i = r/m is the inferest rate per period.

n = mt is the number of payments.

Future Value of an Urdinary Annuity
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txample 1: Finding Future Value A woman pays $130 at each quarter’s
and int account earning 5.4% annual interest comnounded auarteriv,
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(a) How much money will be in the account after 10 years?
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How much of this is from deposits? from interest?
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FRom Iinterest = 68 35:29- 6200 = 1625.21 .F )
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Example 2: Finding Payment Amount You create a sinking fund that
you wish to be worth $20,000 to use as a down payment on a house at the end
of 5 years. The account earns 6.4% interest compounded semiannually.

(a) How much should you deposit at the end of every 6 months in order to have
$20,000 in 5 years?

(b) How much interest was earned in the second half of the fourth year?
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R= 1728604 .
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Totcarned = 215499 — 172860 = 426398 $.
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5. Re-tremenk Account
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How wmudh interest is earnc d-
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