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Activity Name:  Saving Money


Grade level:  7
Skills/Goals:  Students will apply the formula Interest equals Principal times Rate times Time to find the value of money saved over a period of time.
Assessment Anchor(s) & Eligible Content addressed: 
M07.A-R.1.1.1 Compute unit rates associated with ratios of fractions, including ratios of lengths, areas and other quantities measured in like or different units.

M07.A-R.1.1.6 Use proportional relationships to solve multi-step ratio and percent problems.

Students:  whole class activity
Materials needed: 
worksheet provided and a calculator
Directions:  
· Students will be given a fixed amount of money, say five hundred dollars, that was placed into a savings account the day they were born.
· Assign a rate of interest, say something between four and seven percent, that the money in the account will earn annually.

· Using the simple interest formula I = prt, have students determine the interest earned and the balance in the account at various periods during their lives, for example, after one, two, five, ten, twelve, fifteen, and eighteen years.

· Students could be given an amount of interest to be earned, an annual interest rate, and a number of years, and be asked to find the principal that would need to be saved in order to earn the interest amount given the other conditions.

Extensions:

Students could be asked to calculate the interest after the first year, add it to the principal and calculate the interest for the second year.  They may then compare their answer with the one derived using simple interest asking the students why the answers were different.  You may extend the idea of compound interest for as many years as you feel are appropriate.  At some point, the formula for compound interest 
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 where A represents the amount in the account, P represents the principal saved, r represents the annual interest rate in decimal form, and t represents the number of years) could be introduced and used to calculate the amount in the account after eighteen years.  You may then compare it with the answer obtained using simple interest and discuss the power of compound interest.  Note, in the formula above, interest is compounded annually over the eighteen years.  The formula for compounding interest n times a year is  
[image: image2.wmf]1

nt

r

AP

n

æö

ç÷

èø

=+

.  You may also want to discuss the rule of 72.  A savings will double in value provided the interest is compounded whenever the product of the annual interest rate and the number of years the money is invested is 72.  For example, an investment of one thousand dollars will double in value if invested at a rate of 6% for a period of twelve years.
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