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The amount earned or paid for the use of money is called

interest . The amount of money deposited or borrowed

is the principal . Interest that is earned or paid only on the

principal is called simple interest . The percent of the principal earneg

or pa1d per year is the annual interest rate .
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m Finding an Interest Rate

Solution
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QSummer Job You get a summer job at a bakery. Suppose you save
$1400 of your pay and deposit it into an account that earns simple
annual interest. After 9 months, the balance is $1421. Find the annual

B 0015

Because ¢ in the formula A = P(1 + rt) is the time in years, write
9 months as 1%, or % year. Then solve for r after substituting values
forA, P,and t in A = P(1 + rp.

A=P1 +rt

Write formula for finding balance.

Substitute. H L= [H00 ([ F000.25)

7 0.750)
Distributive pnl)i{e?;)! [L{O\O-(Z(_J'/’\

Subtract 1400 from each side.
Divide each side by 1050.

Answer The annual interest rate i
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Compound Interest Compound interest is interest that is earned on
both the principal and any interest that has been earned previously.
Suppose you deposit $50 into a savings account that earns 2% interest
compounded annually. The table below shows the balance of your

account after each of 3 years. g;mp les T =Fc1 ﬂ»?é [ +ct)

Year | Principal at start of year | Balance at end of year = e
1 | 50 50(1 + 0.02) = 50(1 + 0.02)' = $5|
2 | 50(1 + 0.02)! 50(1 + 0.02)! + (1 + 0.02) = 50(1 T 0.02)’
3 | 50(1 + 0.02)° 50(1 + 0.02)? « (1 + 0.02) = 50(1 + 0.02)°

Compound Interest Formula

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

A=P1 +nt

e ——
where P is the principal, r is the annual interest rate (written ag
decimal), and ¢ is the time in years.



Example 3 Calculating Compound Interest
0.024 B o

¥
You deposit $1500 into an account that earns 2.4% interest
compounded annually. Find the balance after 6 years.

5
Solution
A=P1+nt! Write formula.
= 1500(1 + 0.024)‘* Substitute.
Q = 1SS0 (1.024)°
=~ 1729.38 Use a calculator.

Answer The balance of the account after
6 years is about $1729.38.
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the halalweofﬁleawmult. L: evens, R: odds

4%, t=10years 9. P=$325,r= 7%, = 8 years

8. P= $1250' r=




15. The table shows three

ALL accounts that earn
simple annual interest.
Copy and complete the
table by finding the
unknown quantity.




Foranaocountthateamslnterestoompoundedamudy,ﬁndm
balance of the account. Round your answer to the nearest cent.

20. P=$1750,r=2.3%,t=4years 21. P=$680,r = 6.2%, { = 10 years




