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 301  

Saving and Investing 

Reteach 

As presented in this lesson, simple and compound interest formulas lead 

to two different outcomes. Both often require a second step to complete 

a problem. 

Simple interest 
The simple interest formula 

I  P  r  t 

gives the interest earned or paid, not the total 

amount borrowed or saved. To find the total 

amount, A, requires an additional step: 

A  P  I 

Compound interest 
The compound interest formula for annual 
compounding 

A  P  (1  r)t 

gives the total of the interest and the 

original amount borrowed or paid. To find 

the interest, I, requires an additional step: 

I  A  P 

The simple interest formula can also be re-arranged to give the total 

amount, A, if the interest is not known, but the other quantities P, r, and 

t are known. 

Substitute the expression for interest, I, in the formula A  P  I: 

A  P  (P  r  t) 

Factor out the P, which gives A  P  (1  r  t) or in more compact 

form: 

A  P(1  rt) 

This formula looks a little like the compound interest formula, but they 

are different and give different results. 

Use the formulas to answer the questions. Show your work. 

 1. Find the total amount owed on a loan of  2. Find the compound interest on $500 

$2,500 for 18 months with a simple   saved for 24 months if the interest rate    

interest rate of 12 percent.  is 8 percent. 

 _______________________________________   ________________________________________  

 _______________________________________   ________________________________________  

 3. Could you solve Exercises 1 and 2 using two steps instead? Explain. 

 ________________________________________________________________________________________  

 ________________________________________________________________________________________  

 ________________________________________________________________________________________  
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Saving and Investing 

Practice and Problem Solving: D 

Fill in the steps to find the answer. The first one is done for you. 

 1. The simple interest on $750 borrowed 2. The simple interest on $600 saved 

for 3 years at an interest rate of 15.   for 3 years at an interest rate of 6. 

  Amount borrowed, P: $750  Amount deposited in savings: 

  Interest  P  r  t  ____________________________ 

    $750  0.15  3  Interest  P  r  t 

    $337.50    _______  _______  _______ 

       _________________  

 3. The compound interest on $4,000 saved      4. The compound interest on $120,000                                                                

for 3 years at an interest rate of 15.  borrowed for 25 years at an interest rate 

  of 6. 

  Amount deposited in savings, S:  Amount borrowed: 

 _______________________________________   ________________________________________  

  Amount saved  S(1  r)t  Amount borrowed  S(1  r)t 

   _______  (1  _______) ______   _______  (1  _______) ______ 

   _______  (_______) ______   _______  (_______) ______ 

   $ ______________   $ ______________ 

  Interest  _______  _______  ____________  Interest  _______  _______  ___________ 

Calculate the simple and compound interest for each situation.  

The first one is done for you. 

 5. $25,000 borrowed for 4 years at 15 

  Simple interest: I  prt; I  $25,000  0.15  4  $15,000  

  Compound interest: A  S(1  r)t  25,000(1  0.15)4  25,000(1.15)4  $43,725.16,  

 so the compound interest is $43,725.16  $25,000, or $18.725.16 

 6. $750 saved for 10 years at 6 

  Simple interest: 

_________________________________________________________________________  

  Compound interest: 

_____________________________________________________________________  
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