Banking on Life Practice Test

Show all formulas and explain all of your work.

Imagine that you have invested $13,500 in a certificate of deposit (CD) for 8 years.

· Calculate the value of your investment after 5 years if the CD pays a simple interest of 7.5% per year.

· Calculate the value of your investment after 5 years if the CD offers an annual interest rate of 7.5%, compounded monthly.

· Explain why compound and simple interest yield different values for the investment. Support your response.
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