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Unit�8�–�Financial�Mathematics�
8.4�–�Annuities:�Future�Value�
�
Learning�Goal:�We�are�learning�how�to�determine�the�future�value�of�an�annuity�earning�
compound�interest.�
�
The�problem�with�the�examples�in�8.2�and�8.3�is�that�not�many�people�have�large�amounts�of�
money�to�be�depositing�into�savings�accounts.�People�usually�make�regular�deposits�of�smaller�
amounts�of�money.�An�account�into�which�(or�out�of!)�regular�payments�are�made�is�called�
AN�ANNUITY.�We�will�study�two�aspects�of�annuities:�Future�Value�and�Present�Value.�
�
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Example�8.4.1�

Dylan�decides�to�deposit�$200�monthly�into�an�account�which�pays�3.6%�per�year,�
compounded�monthly.�What�is�the�value�of�his�annuity�after�25�years?�How�much�interest�
is�earned?�If�Dylan�leaves�the�money�in�his�account�for�another�20�years,�but�makes�no�
more�regular�payments,�how�much�money�will�be�in�the�account�at�the�end�of�45�years?�
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Example�8.4.2�
Tingyi�invests�$300,�every�three�months�(i.e.�quarterly)�into�an�RRSP�which�pays�(on�
average)�12%�compounded�quarterly.�What�is�the�value�of�her�RRSP�after�45�years?�
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Example�8.4.3�

An�absolutely�wonderful�student�decides�to�give�Mr.�Templeton�$100,000�when�he�retires�
in�15�years.�The�student�finds�an�investment�which�pays�9%�compounded�monthly.�What�
is�the�regular�payment�s/he�would�need�to�make�to�have�$100,000�in�15�years?��
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Success�Criteria:��

x� I�can�recognize�that�an�annuity�is�a�“regular�payment”�on�a�loan�or�investment�
x� I�can�use�the�Future�Value�Annuity�formula�to�solve�various�financial�problems�
x� I�can�calculate�the�total�interest�earned/paid�by�takingܫ� = ܸܨ − ሺ݊ × ܴሻ.�


