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1) You want to buy a house. What is the most expensive house you can afford, given that you
will have a 30 year loan at 3% interest compounded monthly and you can pay $500/mo. at
the end of each month?(10 pt)

. 2o\ | PETCT AT N
O T :BOO(U*% -\)

0% /12

24700 o= 2913684473 /
'L‘\S@%’\ | ANILE

Y= § 1Ly 5an.u




[ 090

2) Penney Bank pays 2% interest, compounded annually. On January 1 my balance was

10,000. I plan to withdraw $1,000 at the end of each year until my balance is less than

$1,000 at which point I stop withdrawing money. ‘How many withdrawals can I make?
Hint: Find how many withdrawals it will take to make the balance 0.
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3) Ideposited $1,000 in an account. Over the first two years the discount rate for the account
was 3%, over the next three years the force of interest was 4%, and over the last two years
the interest rate was 5%. What was my final balance?(10 pt)
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4) You borrow $500,000 to buy a house which you finance with a 20 year loan at 5% interest,
compounded monthly. What are your monthly payments, paid at the end of each month?
(10 pts)
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5) You take out a loan for $300,000 at 4% interest compounded monthly for which you pay
$1500 at the end of each month. You plan to refinance the loan immediately after the
120th payment. How much will you need to borrow to pay off your original loan?(10 pts)
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6) Southside Music Company offers a “rent to own” program which charges the customer
$200/month rental on a new Howitzer piano paid at the end of the month. After 5 years the
customer can buy the piano for only $P. Find P given that Southside wants the present
value of all of the payments the customer makes over the 5 year rental period (monthly rent
together with P) at 3% interest compounded monthly to equal the price of a new Howitzer,
which is $15,000. (10 pts)
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7) Ibought $60,000 of STAT 170 stock on January 1, 2015. Isold $5000 worth of STAT 170
stock on February 1 and bought $P worth of STAT 170 stock on July 1. On January 1,
2016, I sold all of my STAT 170 stock for $58,000. Find P, given that the rate of return on
my investment for the year was 3%. (10 pts)
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8) What price should you pay for a $5,000 redemption value, 8 year bond which has $300
coupons paid quarterly (four time a year), assuming that you want a 2% yield,
compounded annually? (10 pts)
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9) The bond in question (8) is sold after 3 years, immediately after the payment of the
coupon, to an investor wanting a 1% yield, compounded quarterly? What should the
selling price of the bond be? (10 pts)
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10) From January 1, 2008 to December 31, 2012, The Piggy Bank paid 2% interest,
compounded monthly. On January 1, 2013, they raised their rate to 3% interest,
compounded monthly. I deposited $300 at the end of each month starting in January,

2008. How much will I have in my account immediately after my deposit on December
31, 2016? (10 pts)
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