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* Nominal Interest Rate(r) per rate, is the annual interest rate without
considering the effect of any compound.

* EX: Consider the situation when a person deposits 100S into the
bank pays 5%interest compounded semiannually. how much would
be the savings account at the end of one year.

* SOL:

* 5% compounded semiannually; means that bank pay2.5% every six
month.
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Effective interest rate is the interest rate that gets compounded on an

annual basis. Not all applications of interest rate are
charged on an annual basis. Other applications need interest
rate compounded on differentbases, such as

e Daily

* Weekly

* Monthly

e (iv) Quarterly

e Semiannual.

e The interest rate compounded on any pay period s called
the nominal interest rate.
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* r : Nominal Interest Rat per interest period (one year) 4wy 321l
| : Effective Interest Rate per interest period 4.l=dl) 323l
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n=m*n=4*10 F
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* |= 7 0 1 10
0.06 1000 N=10
 F=P (1+2)¥10 =1814.01
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Year 112 3 4

Payment 5000 6000 7000 8000
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i1 + HV
4 4_
¢ PA=5000- 0 —=14274.85  PG=To [t 1=3786.4$

(1+.15)**.15
PT=14274.8 + 3786.4=18061.25

(1+.15)* (1+. 15)4
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PaymentS 900

900
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