Interest Compounded Monthly
Synopsis:  Savings accounts that pay interest monthly can end up earning more interest than an account that pays once a year.

Scenario:    You deposit $200 in a savings account.  The bank is paying you a 3% annually, which is compounded monthly.  How much interest will you earn for the year?

Formula:  Find the interest earned for the first month:

A.    Principal  X  Annual Interest Rate     =  Interest Earned for First Month
                        12

B.  (Principal  +  Previously Earned Interest)  X  Annual Interest Rate
                                                         12




= Interest Earned for 

                                                                                                                            a Given Month

Activity:  Have students determine the monthly compounded interest using the formula(s) above, using the information in the scenario.
Solution:  
	Month
	Calculation

	1
	($200.00 x 3%) ÷ 12 = $.50

	2
	($200.50 x 3%) ÷ 12 = $.50

	3
	($201.00 x 3%) ÷ 12 = $.50

	4
	($201.50 x 3%) ÷ 12 = $.50

	5
	($202.00 x 3%) ÷ 12 = $.51

	6
	($202.50 x 3%) ÷ 12 = $.51

	7
	($203.00 x 3%) ÷ 12 = $.51

	8
	($203.50 x 3%) ÷ 12 = $.51

	9
	($204.00 x 3%) ÷ 12 = $.51

	10
	($204.50 x 3%) ÷ 12 = $.51

	11
	($205.00 x 3%) ÷ 12 = $.51

	12
	($205.50 x 3%) ÷ 12 = $.51


*At the end of the year, you will have $206.08 ($200 + $6.08 = $206.08).  You have earned $6.08 in compounded interest for the year.
Follow-Up Question:  
How much interest would your account earn you earned interest only once for the whole year?

(answer:  $6  ($200 x .03= $6))
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