Math 114

Practice Problems
Fall 2009
Section 2.4: Credit Card Debt

You have a credit card with an APR of 24%. You have paid off all but $1530 of your April balance that was due on May 10. Your May billing period runs from May 10 through June 9. You then had the following activity on your credit card for the month of May:

· You made a charge $654 on May 14

· You made a charge of $356 on May 21

· You made a payment of $150 on May 27
· You made a payment of $50 on June 2
· You made a charge of $144 on June 3

1. Make a table to summarize the credit card’s activity for the month.

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


2. Using the table above, compute your average daily balance for the May billing period.

3. Compute the finance charge on the card for the May billing period.

Section 2.5: Compound Interest and Effective Interest Rates

1. If you invest $5000 in a savings account compounded monthly at a 3% interest rate, how much will be in the account after 10 years? How much interest did you earn?

2. If you deposit $10,000 in a savings account compounded semi-annually at a 4% interest rate, how much will be in the account after 5 years? How much interest did you earn?

3. Calculate the effective interest rate for an account that is compound quarterly at a nominal interest rate of 2%.
Section 2.6: Present Value
1. If an education bond is to be worth $20,000 in 10 years, how much is the bond worth today if it is compounded quarterly at an interest rate of 6%?

2. How long will it take $5000 to grow into $7500 in an account that is compounded semi-annually at an interest rate of 6%?
Section 2.7: Monthly Payments
1. If you borrow $60,000 for a new SUV at a rate of 7% and have 5 years to repay the loan, answer the following questions:
a. How much are your monthly payments?

b. How much (total) do you repay the bank for the loan?

c. How much interest do you pay the bank for the loan?
2. If you have a $200,000 loan for a home mortgage and your monthly payments are $1190, how much of your first monthly payment goes toward interest and how much goes towards the principal if the interest rate is 5%?
