Math 400 - Theory of Interest

NAME:__________________________________
Homework #7
1. If interest is 6% compounded monthly, find the accumulated value of $50 deposited at the beginning of each month for 4 years.
2. A person wishes to accumulate $5,000 by contributing a fixed amount at the end of each month for 5 years.  If the interest is 6% compounded monthly, find the monthly contribution that would be necessary.
3. A certain lottery prize is $1000 a month, starting immediately and continuing at the beginning of each month for the next 25 years.  Assuming 9% interest compounded monthly, find the present value of the prize.
4. An aunt wishes to set up a fund that would pay her college-bound niece $200 at the end of each month for the next 4 years.  If interest is 3% compounded monthly, find the amount she would need to set up the fund.
5. A new college dorm is being dedicated today.  A donor has been given naming rights for his pledge to give the college payments totaling to $1,000,000 at the rate of $50,000 a year with the first payment on the 5th anniversary of the dedication and the last payment on the 24th anniversary of the dedication.  Assuming 7% interest, find the present value of the donor’s gift.
6. A person wishes to accumulate $10,000 by contributing a fixed amount at the end of each month for 5 years.  If the interest is 12% compounded monthly, find the monthly contribution that would be necessary.
7. A person would like to endow an annual stipend of $2000 at the end of each year for the next ten years.  If the interest is 6.75% compounded annually, find the initial outlay necessary to establish the desired fund.
8. Today is the beginning of the month, and Anne has won a lottery.  The lottery prize is $500 a month, starting immediately after the prize is claimed and continuing at the beginning of each month for the next 20 years.  Assuming 12% interest compounded monthly, find

a)  the present value of the prize if Anne claims it today.

b)  the present value of the prize if Anne claims it six months from today.


c)  the accumulated value of the prize in 25 years if Anne claims it today.

9. Three children have just inherited an estate worth $100,000 from their father.  He has directed that the money be invested and that the interest for the first 5 years be paid to child #1, that the interest for the following 10 years be paid to child #2, and that at the end of 15 years the investment be terminated by giving $75,000 to child #3 and giving $25,000 to his church.  If the interest rate is 7%, find the present value of each child’s share.
