Chapter Three: The Mathematics of Finance
3.1 Simple Interest

Definition — The simple interest on an investment (or loan) of PV dollars at an annual interest rate of r
for a period of t years is INT = PVrt.

Definition — The future value of an investment of PV dollars at an annual simple interest rate of r for a
period of t years is given by F'V = PV + INT which can be simplified to FV = PV(I + rt).

Example: Compute the simple interest and find the future value.

1. $2000 is invested for 10 years at 4% per year.
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2. 51000 is invested for 6 months at 5% per year.
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3. You try it: $10,000 is invested for 3 months at 11% per year.

Example: Find the present value.
1. An investment earns 2% per year and is worth $10,000 after 5 years.
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2. An investment earns 7% per year and is worth $1000 after 6 months.
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3. You try it: An investment earns 6% per year and is worth $30,000 after 20 months.



Example: The simple interest on a $1000 loan at 8% per year amounted to $640. When did the loan
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Example: You take out a 2- year, $5000 loan at 9% simple annual interest. The lender charges you a $100
fee. Thinking of the fee as additional interest, what is the actual annual interest rate you will pay?
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