6.8 Simple and
Compound Interest

Interest: the money you are paid for
putting money in the bank (or R Loreoued

Interest Rate: the percent used to
calculate interest

Principal: the original amount
deposited or borrowed




(Simple|Interest
is calculated only
on the Principal

Formula: W
I : Interest

I =D Tt p: Principal (o g S)
r: Interest Rate (96) deé na)
t: Time 1n years

Example 1.
A student deposits $225 in an account.
The simple interest rate is 6.5% per
year. Find the interest earned over
four years.
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Example 2.
You deposit $120 in an account that

earns 5% simple interest. Find the final
balance in the account after 3 years.

p= 120
I: F""f r= 0,65
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Example 3.

You deposit $120 in an account that earns
5% interest compounded annually.
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Compound Interest

is interest paid on the original principal
and on any interest that has been left in
the account.

Compound Interest Formula

B : Final Balance
_ n p : principal
B= p(1 + r) r : interest rate per year
n: # of years

PE-MD.A/S




Example 4

You have $578 and decide to invest it
for 4 years at an interest rate of 6.25%
compounded annually. What will your

final balance be? p= §s575
_ + N r*: 0.0C:{S—
B=p«(1 +r) N =4
b sn[l& WK\

= 595 (( 0(.'15'\ ‘-l'—,;]-“,,;‘--: 130,25

= 575 (1,97) _

Homework

Show Wik (oemulas)
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