Math 114
Sections 2.5 and 2.6 Review

Fall 2009

Section 2.5 Review

Part I: Using an Excel Spreadsheet, create a table similar to the given table below. Calculate the future amount for each principal, interest rate, compounds per year, and years invested. For the future amount value, make sure you use the formula given in class on Thursday. I gave you the first future amount so you can see if your formula is correct. Print your spreadsheet results and staple it to this assignment.
	Principal Invested
	Interest Rate (offered you by your Bank)
	Compounds per Year (offered you by your Bank)
	Years Invested
	Future Amount

	$2000
	0.04
	12
	5
	$2441.99

	$2000
	0.035
	4
	5
	

	$2000
	0.045
	52
	5
	

	$2000
	0.05
	4
	5
	

	$2000
	0.055
	2
	5
	

	$2000
	0.07
	1
	5
	


From the answers that you calculated for the future value, which choice would be the best deal for you? Is the change in interest offered or the number of compounds per year provide you with the best deal?

Part II: Nominal Interest Rate versus Effective Interest Rate

1. Calculate the effective interest rate if the nominal interest rate is given at 5% COMPOUNDED QUARTERLY.
2. Calculate the effective interest rate if the nominal interest rate is given at 7% COMPOUNDED MONTHLY.
Section 2.6: Present Value

1. An I. O. U. for $5000 can be cashed exactly five years from now. What is it’s present value, assuming a discounting rate of 4.5% compounded semi-annually?

2. Your grandparents purchased an education bond that will be worth $20,000 in 15 years. What is the present value of the bond given the bond pays a 6% discounted interest rate compounded quarterly?

