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Please note: This is a transcription so there may be slight grammatical errors. 

Jennifer Doss: 

We hear about interest rates all the time in the news, but what are they and how are they calculated? 

An interest rate is either the reward for saving money or the cost of borrowing it. Interest is calculated 
as a percentage of the total money that you saved or borrowed. You'll see this term pop up in several 
different areas of your finances. One example can be in a savings account at a bank. Usually, if you keep 
your savings in a bank, that money will accrue a small amount of interest to reward you for saving. The 
higher the interest rate on your savings account, the more money you'll earn. 

You'll also hear about interest rates when it comes to the cost of borrowing money, for instance, on 
your credit cards, home mortgage or car loan. For the lender, typically a bank, the risk associated with 
every loan is whether the borrower will repay it. Interest encourages the lender to accept that risk. If 
you are a borrower who is considered low risk, that means you have a good reputation as a reliable 
borrower. Since the lending institution knows you are likely to repay the loan, you will likely receive a 
lower interest rate. On the other hand, if you are a borrower who is considered high risk, you will almost 
certainly have a higher interest rate. 

Your risk level is typically assessed by looking at your credit score. A high credit score indicates you are 
lower risk and usually means you'll have more choices between different lenders, interest rates, terms, 
and options. Credit scores range from 300 to 850. Generally, a score over 670 is considered good. Your 
credit score is determined by your payment history, total amount owed, types of credit, and length of 
credit history. 

Here's an example of how interest rates work. If you took out a one-year home improvement loan of 
$10,000 at 6% interest, that interest rate would cost you an extra $600 over the course of the next year. 
The higher the interest rate and the higher the original amount of money you borrowed, the more 
money you will pay as interest. This is how banks make their money. The same holds true for other kinds 
of loans. 

It's important to understand that interest rates have an impact on how you spend money. When you 
hear headlines on the news about interest rates being high, that means a loan from the bank will cost 
you more, which typically encourages people to borrow less and save more. So we see a drop in the 
number of people who are applying for loans. 

The opposite occurs when interest rates are low. In those times, you might borrow more and save less. 
A low interest rate on borrowed money is usually a good thing, but it shouldn't be the only factor when 
deciding whether to take out a loan. If interest rates are high or you have a low credit score, it might be 
a good idea to save more money before you borrow for a major purchase. 

If you're looking for guidance in your decision making process, call CAPTRUST. We're ready to complete 
a customized financial wellness plan called the Blueprint to help work towards your financial goals and 
plan for your future. 

 

Disclosure:  
Under the Investment Advisers Act of 1940, this video is defined as an advertisement and 
includes an uncompensated testimonial by a CAPTRUST client. However, CAPTRUST pays for 
travel and accommodations for clients who have traveled to Raleigh, NC in order to participate in 
this video. Please be advised that clients’ experiences as described in the video do not necessarily 
represent the experience of other clients.  
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CapFinancial Partners, LLC (doing business as “CAPTRUST” or “CAPTRUST Financial Advisors”) is 
an Investment Adviser registered under the Investment Advisers Act of 1940. However, 
CAPTRUST video presentations are designed to be educational and do not include individual 
investment advice. Opinions expressed in this video are subject to change without notice. 
Statistics and data have come from sources believed to be reliable but are not guaranteed to be 
accurate or complete. This is not a solicitation to invest in any legal, medical, tax or accounting 
advice. If you require such advice, you should contact the appropriate legal, accounting, or tax 
advisor. All publication rights reserved. None of the material in this publication may be 
reproduced in any form without the express written permission of CAPTRUST: 
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