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BUSINESS MATH EXAM IV, Fall 2005
(1) An account into which periodic payments of equal amounts are made is called either
or
(2) If the annuity payment is made at the beginning of each period, it is called a(n) ______________; however, if the payment is made at the end of each period, it is called a(n) ____________________
(3) If the annuity is paid over a fixed number of periods, it is called a(n) _______________________________. If the annuity is paid over an uncertain number of periods, it is called a(n) _______________________
(4) The difference between the market value of a home and the balance owed on the
principal is called the
(5) The account established by your bank to collect money for taxes and home-owner's
insurance is called the
(6) The calculations of how much the monthly mortgage payment is and how much is interest and how much is applied to the principal is called ________________

(7) What is the future value of a semiannual ordinary annuity of $450 for 7 years at an annual rate of 6% compounded semiannually?

(8) Suppose you invest $900 twice a year - once at the beginning of each year (on Jan 1st) and again at the beginning of the second half of the year (on July 1st) into a fund that pays an annual rate of 6% compounded semiannually. How much would you have at the end of the 8 years?
(9) (a) Suppose we have a three year old child and we want to accumulate $75,000 in 15 years (for college). What would the semiannual sinking fund payment have to be to reach our goal if the fund pays an annual rate of 6% compounded semiannually? Explain your answer - i.e. how much would you have to pay, how often, and when?

(9) (b) Again, suppose we want to accumulate $75,000 in 15 years (for college). What would the semiannual sinking fund payment have to be to reach our goal if this time the fund pays an annual rate of 4% compounded semiannually? Again, explain your answer.

(10) What lump sum would give us the $75,000 from the previous two problems in 15 years if we get 4% compounded semiannually?

(11) James Ruthfred wants to establish a scholarship fund that will pay $2,000 a year for students at CCAC. How much will he have to set aside (lump sum) earning 8% compounded semiannually to make the $2,000 available every year for 20 years?

(12) Rich wants to retire soon and have an annual income of $40,000 fro 25 years. How much will he have to set aside (lump sum) if it earns 8% compounded quarterly to accomplish his goal?

(13) Suppose you buy a house for $189,400 and you put $20,000 down, (a) What is the monthly payment for a 30-year mortgage at 6% ? (b) What is the total amount that you will pay the bank in those 30 years? (c) What is the total interest that you will pay?

(14) For the first two payments on this 30-year mortgage, how much of each payment goes toward the principal and how much of each payment is interest?

lstPayment:

Interest?

Paid on principal?

New principal?

2nd Payment:

Interest?

Paid on principal?

New principal?

(15) Suppose, for the same mortgage as in problem (7) on the previous page, we choose a 15-year mortgage and the rate is 5%. (a) What is the monthly payment? (b) What is the total amount that you will pay the bank in those 15 years? (c) What is the total interest that you will pay?

(16) If we can afford the 15-year mortgage payment and the real estate taxes on the house are $3,200 per year and the insurance is $685, what will the monthly payment be including the mortgage, taxes, and insurance?

(17) What is the future value of a monthly ordinary annuity of $250 if the annual rate is 6% compounded monthly for 10 years? What is the total interest? Hint: the number of periods is 120.

(18) If the $250 is invested at the beginning of each month (i.e. an annuity due), what is the future value?
