Chapter 5 Review

1. State the simple interest formula.

2. How do we calculate the future value?

Future Value = ___________________ + __________________

3. $750 is invested in a 4-yeasr term deposit that pays 2.5% simple interest.  

a) What is the principal?  __________________

b) Calculate the interest earned on the investment. 

c) Determine the future value. ___________________________________________

4. Suppose $750 is invested in a 6 month  (not 6 year) term deposit that pays 2.5% simple interest

a) Calculate the interest earned.

b) Calculate the future value.  _____________________________________________
5. Suppose that $500 is invested in an account that pays 3% simple interest.  How long will it take the investment to double in value?

6. Complete the table.

	
	Method of Compounding

	
	Daily
	Weekly
	Monthly
	Quarterly
	Semi-Annually
	Annually

	Number of Times Interest is Calculated in 1 year
	
	
	
	
	
	


7. $700 was invested at 7% interest and compounded annually for 4 years. 

a) Complete the table to determine the future value after 4 years.

	Time
	Present Value
	Interest
	Future Value

	1
	$700
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	


b) Determine the amount of interest earned. _________________________________
8. Suppose that Alex invests $1500 in a bank account that pays 3% interest compounded quarterly for 5 years.  Fill in the boxes of the financial calculator as you would if you were trying to determine how much she has at the end of 5 years.
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9. Brittany in saving for a new car.  She deposits $25/week for 2 years.  Her bank offers her 2.5% interest compounded weekly. Fill in the boxes of the financial calculator as you would if you were trying to determine how much she has at the end of 2 years.
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10. Maitham has 3 choices for investing $5000 for the next 5 years.

CHOICE 1: He can put his money in an account that pays 4% simple interest per year.

How much will he have after 5 years with CHOICE 1? ___________________

CHOICE 2:  He can put his money in an account that pay 4% compounded annually.

Fill in the boxes of the financial calculator as you would if you were trying to determine how much he has at the end of 5 years.
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CHOICE 3:  He can put his money in an account that pays 4% compounded semi-annually. Fill in the boxes of the financial calculator as you would if you were trying to determine how much he has at the end of 5 years.
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11. Even though you cannot calculate the answer for choice 2 and 3, decide which choice is the best for Maitham. JUSTIFY YOUR ANSWER.

