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Simple Interest

	Simple interest is a general idea that covers several cases:

1. interest

2. sales tax

3. tips

The first formula calculates only the amount of the interest, tax, or tip.

The second formula calculates the total amount including interest, tax, or tip.
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where:

i is the amount of interest

P is the principal

r is the annual interest rate

t is the time as a percent of year
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where:

A is the total amount

P is the principal

r is the annual interest rate

t is the time as a percent of year


Compound Interest

	With compound interest, the interest is being added to the principal at regular intervals (weekly, monthly, yearly, etc.).

Once the interest is added, the new amount is now the principal amount. Thus, you are earning interest on your interest.

That is what is meant by “compounded” interest.
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where:

A(t) is the amount after time

P is the principal

r is the annual interest rate

n is the number of compounding periods per year

t is the number of years


Effective Rate
	Effective rate refers to how much you are really earning. With compound interest, you are earning interest on your interest, so your money is actually growing faster. Effective interest rate is actually higher than the stated rate
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