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Chapter 1: Simple Interest

Simple interest is exactly that: simple. You apply the rate of interest always to the original
principal amount only. Contrast this to the concept in the next chapter, compound interest.

You can calculate the interest with the first formula below; or, by using the second formula, you
can figure the total to which a starting amount of principal grows.

Interest = Principal x Rate x Time

Amount = Principal x [1 + (Rate x Time)]

Problem 1-1:

You invest $6,000 at 4% annual simple interest for 3 years. At the end of the term, how much
interest have you earned in dollars?

Problem 1-2:

You loan $7,250 to a friend. He has agreed to pay you simple interest only, at 6% per annum.
How much do you expect to collect from him over two years?

Problem 1-3:

You borrow $8,500 from your mother-in-law on June 1. The interest rate is 8% per annum,
payable quarterly. Your payments are simple interest only and your first payment is due
September 1. How much interest will you have paid after you make your December 1 payment
the same year?

Problem 1-4:

You deposit $9,750 in a bank that pays 1.2% simple interest per year, payable monthly. How
much will you have in your account at the end of 3’ years?



