A Standards
NS 1.7

simple and Compound
interest ¢

Goal: Use percents to calculate simpie and compound interest.

Vocabulary |

Interest:

Principatl: |

Simple interest: ¢

Annual interest rate:

Balance

Compound interest:

Simple Interest
Words To find | si

p1emterest I, find the product of

the prm(:lpal P, the | annual mterestrate rwritten as a decimal,

:
i
:
1

and the | tirme | t in years.

Algebra | =
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~1from a bank, you pay the

VS

When you borrow mora\_
bank interest as
well as the amount you

borrowed.

Think:
How can
30 months

CEIXTITRD Multiple Choice Practice

Loans You borrow $2500 and pay a simple interest rate of 3.5% per year.
How much interest will you pay after 30 months?

@) $87.50 $218.75 © $1750.00 (D) $2625.00
Solution
>
= Prt Write formula for simple interest.

Substitute values.

O
= Multiply.
Answer: You will pay n interest.
The correct answer is | ® © @

be written in
years?

EXAMPLE 2

Finding the Balance

Mowing Lawns You earn $500 mowing lawns. You deposit the money into
a savings account that pays 4% simple annual interest. Find your account
batance after 6 months.

Solution

To represent t as a time in years, write 6 months as
year. :

Then substitute values for P, r, and t in the formula A = P(1 + rt) and solve,

A=P1+rt) Write formula for finding the balance.

- ] Substitute values.

Simplify.

Answer: Your account balance after 6 months is 10"

Compound Interest

When an account earns interest compounded annually, the balance A is
given by the formula

B

where P is the prlncnpal ,ris the annual | iriterest rate.

“time:

(written as a decimal), and t is the in years.
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EXAMPLE 3 Calculating Compound Interest

| Savings Account You deposit $400 into an account that pays 4% interesk -
'f compounded annually. What is your palance at the end of 3 years?

i Solution
f Method1  Solve using a table.

Beginning balance

’ N

Solve using the compound interest formula.
Write formula for compound interest.

Substitute values. @‘ 3

Simplify.

Answer: Your account balance at the end of 3 years is $449 95 .

Find the specified amount for an account that earns
simple annual interest.

count AR T
r 54 months.

3. '3u'pbgé_e_.ihe' account in }E'i_é‘lfhpl_eﬂ 3 pays 4.5% _‘tﬁ{ér’est 't.:'o_nﬁﬁo'q_ngj'ed_:._

_-__'anhual'ly;:,Wh;étr;is_'y'qu(-pé}’é_nqg*@tﬁﬁthe?;"e_n_;x'rfiq‘ of 2.5 years?
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