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While Mary Corens was a student at the University of Tennessee, she borrowed
$12,000 in student loans at an annua] interest rate of 9%. If Mary repays $1,500 per
year, then how long (to the nearest year) will it take her to repay the loan?

You need to accumulate $10,000. To do so, you plan to make deposits of $1,250 per
year—with the first payment being made a year from today—into a bank account
that pays 12% annual interest. Your last deposit will be less than $1,250 if less is
needed to round out to $10,000. How many years will it take you to reach your
$10,000 goal, and how large will the last deposit be?

What is the present value of a perpetuity of $100 per year if the appropriate discount
rate is 7%? If interest rates in general were to double and the appropriate discount
rate rose to 14%, what would happen to the present value of the perpetuity?

Assume that you inherited some money. A friend of yours is working as an unpaid

Assume that your aunt sold her house on December 31, and to help close the sale she
took a second mortgage in the amount of $10,000 as part of the payment. The mort-
gage has a quoted (or nominal) interest rate of 10%; it calls for payments every 6
months, beginning on June 30, and is to be amortized over 10 years. Now, 1 year
later, your aunt must inform the IRS and the person who bought the house about
the interest that was included in the two payments made during the year. (This inter-

-

Your company is planning to borrow $1 million on a S-year, 15%, annual payment,
fully amortized term loan. What fraction of the payment made at the end of the sec-
ond year will represent repayment of principal?

a. Itis now January 1. You plan to make a total of 5 deposits of $100 each, one
every 6 months, with the first payment being made today. The bank pavs a
nominal interest rate of 12% but uses semiannual compounding. You plan to
leave the money in the bank for 10 years. How much will be in your account
after 10 years?

b. You must make a payment of $1,432.02 in 10 years. To get the money for this
payment, you will make S equal deposits, beginning today and for the tollowing
4 quarters, in a bank that Ppays a nominal interest rate of 12% with quarterly
compounding. How large must each of the § payments be?

Anne Lockwood, manager of Oaks Mall Jewelry, wants to sell on credit, giving cus-
tomers 3 months to pay. However, Anne will have to borrow from her bank to ca
the accounts receivable. The bank will charge a nominal rate of (5% and will




