MAT151 – Nature of Mathematics
Compound Interest Exercises

1. Billy Bo Bob is looking to buy a truck in four years, but because of bad credit he must have cash-in-hand.  He knows that he can get some type of savings account that earns 6.5% compounded monthly at a local S&L.  How much would he have to put away today to make the $8,000 Billy expects to pay?

2. Jane decides that since her Great-Aunt Gertrude past on and left her $6789.10 in her will, she should invest that money for an around-the-world trip for her 50th birthday in 15 years.  She finds a money market account that pays 7.25% interest compounded quarterly.  How much will be in the account on Jane’s 50th Birthday?  What is the effective rate of the account?

3. Everyone wants to be a millionaire! (Well, I’d be happy being a ‘thousandaire’ :P)  Suppose we know we will retire 40 years from the time we start our job and that we can get an account that averages 7.95% interest compounded monthly.  Answer the following questions:

a. How much do we have to put away to begin with to have a $1,000,000 in the bank 40 years later?

b. What is the effective rate on the account?

c. How much do we have to put away each month to achieve our goal?
4. Let’s revisit Billy Bo Bob.  He’s getting a little wiser. (Especially since he doesn’t have a Great-Aunt Gertrude leaving him any money!) He has the same account as before, but he knows that he can only save $225 a month to put towards his future vehicle.  How much will he have after the 4 years of saving?
