Time Value of Money Problems

1. If you take out a 30-year mortgage for $250,000 at a fixed interest rate of 7.5% (APR), what will your monthly payments be? What is the payoff on your mortgage ten years later – immediately after you make your 120th payment? 


2. You plan to retire in 30 years. You have $50,000 currently saved and you plan to save an additional $500 every month (starting one month from now) until you retire. If you expect your retirement savings to grow at 7 percent per year (APR with monthly compounding), how much money do you expect to have saved when you retire?


3. You have just taken out a 15-year fixed rate mortgage with a balance of $200,000. The interest rate (APR) is 6 percent. If, instead of making your scheduled monthly payments of $1,687.71 each month, you decide to pay an even $2,000 each month, how much sooner will you be able to pay off your mortgage?


4. If you deposit $4,000 into a bank account today, how much will it have grown to in ten years if the money is earning 6 percent APR? What is the EAR? Assume your earnings are compounded  A) Annually B) Quarterly  C) Daily   D) Continuously


5. After earning your degree from the Freeman School of Business, you decide to purchase a new car. The price of the car is $40,000. You decide to take out a four-year loan to finance your purchase at an APR of 6.5%. How much will your monthly payments be? With your first monthly payment, how much will be principal and how much will be interest?


