[image: image1.png]Sections 3.1, 3.2, 3.3
A series of payments made at equal intervals of time is called an annuity.

An annuity where payments are guaranteed to occur for a fixed period of
time is called an annuity-certain. Unless otherwise indicated, this is the
type of annuity we will assume, and the “certain” will be dropped from
the name.

An annuity where payments occur only under certain conditions is called

an annuity-contingent.

The interval between annuity payments is called an payment period,
often just called a period.




[image: image2.png]An annuity under which payments of 1 are made at the end of each of
period for 7 periods is called an annuity-immediate.
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Observe that Sl =





[image: image4.png]Find the present value of an annuity which pays $200 at the end of each
quarter-year for 12 years if the rate of interest is 6% convertible
quarterly.

An investment of $5000 is made at 6% convertible semiannually. How
much can be withdrawn each half-year to use up the fund exactly at the
end of 20 years?




[image: image5.png]Compare the total amount of interest that would be paid on a $3000 loan
over a 6-year period with an effective rate of interest of 7.5% per annum,
under each of the following repayment plans:

(a)  The entire loan plus accumulated interest is paid in one lump sum
at the end of 6 years.

(b)  Interest is paid each year as accrued, and the principal is repaid at
the end of 6 years.

(¢)  The loan is repaid with level payments at the end of each year
over the 6-year period.




[image: image6.png]An annuity under which payments of 1 are made at the beginning of each
period for 72 periods is called an annuity-die.
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In addition, observe that &, =
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These last four formulas demonstrate that annuity-immediate and
annuity-due are really just the same thing at two different points in time,
as is illustrated graphically in Figure 3.3 of the textbook.




[image: image8.png]An investor wishes to accumulate $3000 at the end of 15 years in a fund
which earns 8% effective. To accomplish this, the investor plans to
make deposits at the end of each year, with the final payment to be made
one year prior to the end of the investment period. How large should
each deposit be?
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