Chapter 8

Owning a Small
Business



Section 8.1

Start a Small Business



Lesson 1:

Compound Interest



In this chaprer, vou will calculate the costs of aperating a business, Businesses often
need to take out loans to cover costs. To caleulate the total cost of a loan, vou need to
caleulate compound interest. Compound interest is caleulated on the principal, plus
any interest previously earned. For example, if you borrow money for two vears b
interest is compounded annually, the second vear of interest will be calculated on the

principal plus one vear of inrerest,
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The formula for compound interest is:

) nt
A= P(l + ’—)
I

A 1s the amount ol money you have to repay lor the loan.
P is the principal (the amount you borrowed).

r1s the annual interest rate as a decimal.

n 1z the number of compounding periods per vear.

t is the term of the loan in years.
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compounding periods: the
time between calculations of

Interest

"annually” or "per annum"
"semi-annually”

"monthly”

"quarterly”

once per year
twice per year

12 times per year
4 fimes per year
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term: the length of time over

which money 1s borrowed

Term lengths need to be in "years” for the compound interest
formula calculations.

If term lengths are stated in months, convert the number to
years by dividing by 12.

EX: 60 months = 60/12 = 5 years
6 months = 6/12 = 0.5 years

18 months = 18/12 = 1.5 years
etc.



Example 1 Peind ?“’1‘ (P) Rode ()

Michel takes out a loan for $2000.00, borrowed at an interest rate of 3.00% per annum,
Compou —

compounded monthly lor 2 years, TE-I"‘M {_{:\}

%5%‘1 (n) =

P = 2000

t= 2

=300/, =0.03
nN= |12



a)  How much will Michel repay in total tor the loan if he makes no payments
until the end of the term®

A= (! - "%‘)nt
A _ zm( [ i ﬁ;?)u'}.jcr}

A=2650 (].00a5)

A=33133.9 1




by If he makes monthly payments of $85.96, how much will he repay on
the loan?

$ 25 AL x4
=~ $2Db>.04



C) For the option in B), how much would he pay in interest?
S b 0% ~ <DDD.0O
= 5153.0% \w wlnsak



