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http://www.youtube.com/watch?v=OMF0q2bli08
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SIMPLE 
Interest

I = Prt
Interest = Principal x rate x time

Based on the principal (original amount) that is 
invested/borrowed.  Interest is a certain percentage 
per annum (year).  Often used for personal loans and 
short­term investments.  The length of time for the 
investment/loan is called the term.

•   I ­ interest earned 
•   P ­ principal (original investment/loan)
•   r ­ interest rate as a percent (change to a decimal)
•    t ­ is ALWAYS time in years 
(how long the money is invested/borrowed)
•   A ­ amount of money including interest

A = P + I
&

OR
A = P + Prt

A= P(1 + rt)
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p. 446

NOTE: 

Means that interest is paid only in 
yearly increments.
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EXAMPLE #2: 
Betty­Ann's bank offers  a simple interst rate of 4% per 
annum. How much interest would Betty­Ann earn on her 
investment of $4000 after 8 months.

I = Prt
I = 4000 (0.04) (8/12)
                           

Time
   in
    years!!

I = $106.67
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Rearranging...
You earned $107.42 simple interest on a 
$671.37 investment over four years.  

What was the interest rate? I
P r t
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p. 448
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HOMEWORK...

p. 452:  #1 ­ 6, 10, 11
I = Prt

A = P + I
&

OR
A = P + Prt

A= P(1 + rt)
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A = final value of the investment ...(principal + interest)
P = principal
r  = annual interest rate
n = number of compounding periods in a year
t  = term of the investment or loan in number of years

COMPOUND
Interest

Interest is added to the principal periodically
throughout the year.  New interest may be paid on the 
principal plus the interest.  The interest rate is stated per 
annum and is divided by the number of compounding periods.

I = A ­ P
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Answer each of the following… 
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