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You borrow $50 and have to pay
interest of 15%. You repay the
loan after 2 years. How much

interest do you owe?

You borrow $50 and have to pay
interest of 15%. You repay the
loan dafter 2 years. How much

interest do you owe?

|=$50*.15*2
= $15.00
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Balance =B
S50 + S15 = S65
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B = 50(1 +.15%2) = $65
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Your Grandmother starts a college
savings fund for you by depositing
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B = 400(1 + .04 * 5)
= $480
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Interest is earned only
on the Principal

Compound Interest
Interest is earned on
the Principal and the
previously earned
Interest
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$ &%irnple and Cam[“:ound Interest -
You just have fio have fhis — :
falbulous fur coat that costs

$500. You pay for fhe coat with @ store
eharge accouvnt fhat charges 18% interest,
compounded annudlly, You make he
meonthly payments, but affer 3 years you
have saved enough o pay off the loan.
Heow mueh do you owe?

Year 1: B = $500(1+.18*1) = $590
Year 2; B = $590(1+.18*1) = $696.20
Year 3: B = $696.20(1+.18*1) = $812.52
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malke ne payments
thea?

Year 1: B = 7001 + .18%*1) = $826
Vear 2: B = 826(1 + .18%1) = $974.68
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