Name: _________________________________________________________________

How Banks Make Money 

The bank lends out 1,000 at a 10% interest rate. To find the bank’s profit (how much money they make) you must follow the following steps. 

1. Take the interest rate and move the decimal place to the left two places. EX: 10% becomes .10 

2. Multiply the amount of money borrowed by the decimal you just found. EX: 1000 X .10 = $100

3. Your answer ($100) is the profit the bank made off of that loan.   

4. The person who borrowed the money must pay the bank back the amount of money they borrowed plus the interest rate. EX: 1,000 + 100 = $1,100
Answer the following questions. SHOW ALL OF YOUR WORK! 

You want to borrow $200 from the bank for a new bicycle. The bank is charging you a 15% interest rate. 

1. What is the profit the bank will make off of your loan? 

2. How much money will you have to pay the bank? 

Christmas is coming and you want to buy great presents for your friends and family. You need to borrow $600 from the bank, but the interest rate is 25%. 
3. What is the profit the bank will make off of your loan? 

4. How much money will you have to pay the bank? 

5. If you get paid $10 to baby sit your neighbor, how many hours will you need to baby sit in order to pay back the loan?

You are ready to buy your first house! You need to borrow 200,000 dollars from the bank at a 5% interest rate.   

6. What is the profit the bank will make off of your loan? 

7. How much money will you have to pay the bank? 

8. If you want to pay the loan back in 30 years, how much will you have to pay the bank each year?  

