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Calculating Interest Worksheet

Handout for Exercise 1.5: Understanding Credit
Interest is calculated using the following equation:

Principal X Interest Rate X Time = Interest Paid

Principal = the amount you deposit or borrow.

Interest Rate = the rate at which you will earn or pay interest on the principal.

Time = the period of time you for which you will be paid interest.  Interest is expressed on a yearly basis.  So, if you want to figure out interest for less than a year, you must use a fraction of a year.

6 months = 183 days/365 days

3 months (quarter) = 90 days/365 days

1 month = 30 days/365 days

Questions:

1.  You plan to deposit $500 in a savings account.  You will be paid 4% annually.  How much interest will you earn in one year?

2.  You plan to deposit $700 in a savings account and learn you will be paid 5% annually. How much interest would you earn in 3 months?

3.  You plan to deposit $700 in a savings account and learn you will be paid 5% annually. How much interest would you earn in 6 months?

Compound Interest

Compound interest is where your interest earns interest.

4.  You deposit $1000 in a CD for five year at a rate of 5%.  If interest compounds annually, how much will you earn in interest at the end of 5 years?  

What is the balance your account?

How much will you earn in interest at the end of 10 years?

What is the balance your account?



















� The interest rates DO NOT reflect actual interests; they are included to teach the concept of interest only.
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