Interest
Banks, credit cards, furniture stores and car dealers are just a few places that charge interest.

Interest is what you pay to use other people's money. The rate charged varies widely from 2% for a new car to 300% at check loan companies.

The principal is the amount borrowed.

Simple Interest

Example: Joan borrowed $250 for one year at 21% interest.  What is the interest for the year?  How much does she pay back in all?

	Use the same method learned so far.


	Part
	=
	%
	In this question the 21 will go on the top right.  The 250 is the whole amount.

	
	Whole
	
	100
	

	$52.50 is the interest for one year.
	x
	=
	21
	She will pay back interest plus the original amount borrowed.  52.50+250 = $302.50

	
	250
	
	100
	


What if she borrowed for 2 years?  She would have to pay twice the interest, 2 x 52.50=$105
What if she borrowed the same amount for 5 years?  5 x 52.50 = $262.50

This shows that after you find the interest for one year you multiply by the time in years to find the total interest owed.

What interest would Joan pay for three months?  Three months is 1/4 of a year.  Multiply 52.50 by 1/4.   52.50 x 1/4 = 6.375 Round this for money. $6.38
Try a few simple interest problems using this method.

Steps:  Find the interest for one year.  Multiply by the time the money is borrowed.
	a)
	Fluffy Furniture will sell you a paisley couch for $475 at 28% interest for one year.  How much interest will you pay?

	
	Luck Lemmon will sell a used car for $2100 at !2% interest for one year.  How much interest will you pay?

	b)
	Jack bought a used car for $15,00 with simple interest of 15 %.  He will pay the loan off in four years.  How much interest will he pay?  How much will he pay in all for the car?
	
	Patty bought furniture for $350.  Her loan was for four months at 18% interest.  How much did she pay in interest?  How much did the furniture cost altogether?



	c)
	If you put $500 in the bank at 5.4% for three years, how much interest will you earn?
	
	Larry told Mo to put $2540 in the bank at 6% for 1 1/2 years.


Note: Banks do not use simple interest.  Interest is compounded which means you earn interest on interest. We will look at compound interest briefly at the end of this unit.
Another, more common way is to use the formula I=Prt.  This looks a little hard, but it means multiply the Principal times the rate times the time in years to get the Interest.
One catch: the rate or percent must be written as a decimal to use the formula.

Example: Jose bought a $350 table at 15%.  He paid it off in 2 years.  What is the interest paid? 
The rate, 15% is written as 0.15 to use the formula.

The principal is 350 and time is 2 years.

Using I= Prt we have I= 350 x 0.15 x 2 = $105

Yolanda spent $2,300 on a used car.  She agreed to pay 14% interest for 2 1/2 years.

	I=
	P
	r
	t

	
	What is the principal?


	What is the rate?

Write it as a decimal.
	What is the time?

	=
	x
	x
	


Multiply the principal by the rate and time to get the answer.
Try a few using the formula.  Find the interest for each of the following.
	d)
	$3526 at 25% for 2 years.


	$465 at 25% for 3 years.

	e)
	$10,000 at 15% for 4 years.


	$685 at 18% for 1 year.

	f)
	$1245 at 14.6% for 1 years.


	$3821 at 19.5% for 2 years.

	g)
	$8721 at 12% for 3 1/2 years.


	$234 at 280% for 3 months.

	h)
	$1005 at 8% for 8 months.


	$5000 at 5% for 3 years.


Compound Interest

A customer has an account that is compounded monthly 7% per year.  She puts $500 in the account.  The bank figures the interest after the first month.

I=500 x 0.07 x 1/12 = $2.92   Her interest is added to the $500 already in her account.
$502.92 is now in the account.  Another month goes by and now the bank figures the interest again.

I = 502.92 x 0.07 x 1/12 =$2.93    Now there is $508.85 in the account.  You can see that after several months and figuring the interest time and again, the banks are glad they have computers.  

There are formulas that figure compound interest for several months at a time that you will see in future math classes.
