Algebra II – Money, Money, Money: Is interest really worth it?

Answer the following questions on a separate sheet of paper.  You’ll use the TVM Solver on your calc (APPS ( Finance).  Assume that all loans are compounded monthly and payments are made monthly.
Taking out a Student Loan

1) You complete your FAFSA and are offered an unsubsidized student loan (while you are in school, you do not make any payments on this loan, but the interest starts adding up).  The government will provide you with $13,500 for your first year of school at an annual interest rate of 7.75%.  .  After your freshman year, how much do you owe the government?
2) After four years of school you finally graduate and get a statement in the mail with your new balance; how much do you owe the government at the end of four years?

3) As soon as you graduate you enter a 10 year payment plan.  How much is each monthly payment?  Remember, the government is still charging interest as you pay off the debt.

4) How much will you have paid in interest over the lifetime of the loan?  Add up all your payments and subtract the initial loan amount.
Buying a Car

1) You need to finance $10,250 to buy a new car.  What is the monthly payment for a 60 month loan at with 11% annual interest?

2) Over the 60 months, how much will you pay the bank in interest?

3) Is it still worth it to finance this much?

4) If you decided to double your monthly payment, how long would it take you to pay off the loan?

5) How much would you pay in interest over the course of the loan if the payment was doubled?

Buying a House

6) You’re looking into purchasing a new house for $245,000.  You’ve saved $25,000 for a down payment.  How much would your monthly payment be if you took out a 30 year mortgage at an annual interest rate of 5%?

7) Over the lifetime of the mortgage, how much interest would you pay on the house?

8) If you make some bad decisions and have a poor credit rating, banks will offer you higher interest rates on mortgages.  The lowest interest rate you can receive is 8.5%   For a 30-year mortgage at this rate what would your monthly payment be?
9) How much interest would you pay over the life of an 8.5% mortgage

10) Compare the interest paid for a loan at 5% vs. 8.5%?  Does this surprise you?  


Using a Credit Card (may require some Excel spreadsheet work)

1) You make a $1500 purchase on your credit card (a new 1080p lcd tv, perhaps?).  The annual interest rate is 23%.  If you make the minimum monthly payment each month, how long will it take you pay off the debt?  (You’ll need to make a table and determine the finance charges and minimum monthly payment for each month – I’ll try to post up an example on my website).
2) How much in interest will you have paid the bank?

3) Does this surprise you?  Is your purchase still worth it?

If there is time…








