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The difference between simple interest and compound interest is that, the principal for the simple interest is constant throughout the period of which the interest is earned whereas the principal for the compound interest is the interest that accumulates being added to the principal, and the next interest calculation is done on both the principal and the interest until the period of interest calculation is completed.
The formulae utilized in calculation of the two Interests are given as:
Simple Interest

Compound interest

Where P is the principal amount, I is the interest, R is the rate of interest and T is the length of period of the interest.
Consider an example where Mr. White deposited $800 in an account that accrues interest at a rate of 3%. 
a. Calculate the simple Interest and compare with the compound interest accrued after 2 years
Solution
a 



b.



Clearly compound interest accrued is more than the simple interest. Compound interest is majorly used in a case where one expects more from the principal e.g having a savings account, hence suitable for an investor. Simple interest on the other hand would be preferred by a borrower since the interest they will pay will be lower than if it was a compound interest.
