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Simple nterest

objeat’we 1

Solve a Stmple Interest Problem

when we take a Loan frovme a bank we must
PAY an tnterest amownt on the loan amount.
The Lnterest avmount Ls a portion of the total
Loan amount.

Credit cards can sometimes have high
Lnterest vates sometbmes upwards of 20%! In
these cases the amount of interest You must
PaY can be very large.

Simple Interest is caleulated based on the
Loan anmount. With stmple tnterest problems we
refer to the Loan amouunt as the principal.

The formula for caleulating stmple interest
Ls glven below.

Interest = Principal < Rate « Time

! — P o R « T
“I vepresents the amount of Lnterest.
“P” vepresents the amount borrowed.
“R” represents the annual wnterest rate.
“T” vepresents the time tn Lears.
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" Note: tn finance caleulations such as A

simeple interest caleulations, it is assumed
that 1 year = 360 days or equivalently
1 wownth = 30 days,

Therefore, if You took out a loan for 1
month or 20 days (any mownth of the year),
the iciwve Ln years of Your Loan would be 33600
or 15 of a Yea.

if You took out a loan for & months or
120 days, the thwme tn years of your Loan

g
would be §—£ or = year. p

\_

Example 1: A student takes out a loan for
£700 at an annual bnterest vate of 14%. How
mueh does the student pay bn bnterest if the
student pays off the loan on 90 days?

| = P + R T

90

' FOO - 014 - Zzp
| = F00 + 014 025
! = 24.5
Therefore the student must pay $24.50 in
interest to pay off the loan in 90 days,
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Example 2: A student takes out an emergency
Loan for $600 to buy school supplies. If the
annual tnkerest vate Ls é%, now mueh must the
student pay to completely pay off the loan in
& months?

! = P« R T
00 -+ 0,0 - %
00 + 0,06 « 05

= 1L
After & wmonths, the student owes $18 in
interest. Therefore to completely pay off the

Loawn, the student must pay $618,

We can also use the simple Lnterest formula
to caleulate the amount of binterest we earn
when depositling money Lnko o savings
account. Although it should be noted that most
banks today do not use the stmple Lnterest
formula when caleulating interest oweol or
interest gained. A compounal tnterest formula
Ls generally used.
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Example 3: How much tnterest s gained after
1 year if $10,000 Ls put lnto o savings
account at an annual tnterest vate Of/i%?

Example 4: Bverlyn deposited £8,500 Linto a
savings account for 30 months at 5% interest
How much money Ls in the account after this
tlme?




