MORE   FINANCE
Continuous  Compounding:
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Example:

5.2  -  Annuities

Annuity:  a sequence of payments made at regular time intervals
term:  time period in which these payments are made

simple:  payment period coincides with the interest conversion period

ordinary:  payments are made at the end of each payment period
*** we will work with ordinary, simple and certain

1.  fixed time intervals


2.  payments are equal


3.  payments are made at the end of a payment period


4.  payments coincide with interest conversion periods

Example:  Lora purchases a used car for $15,500 (including tax, title and license).  She makes a $3500 down payment and finances the balance of the purchase price for four years at 6.5% compounded monthly.  What are monthly payments?
Example:  Suppose Clarece has $3000 and she wants to purchase a used Jaguar.  She can afford to make payments of $525 per month for the next 5 years.  The local dealership is offering 6% financing, compounded monthly.  What is the maximum purchase price (including tax, title and license) that she can afford to pay?
Example:  Oscar and Yvette have decided to start a college fund for their 5 year old daughter.  They estimate that they will need $80,000 in thirteen years to pay for her education.  Based upon market trends, they estimate a nominal rate of 10% compounded monthly if the money is invested wisely in money market funds.  How much money should they place in the fund each month?
5.2  HW  # 1 - 13 (every other odd),  15 - 23 (odd)
5.3  -  Amortization  (amortized - principal and interest paid in full by the end of the term)
Periodic payment  R  on a loan of  P  dollars amortized over  n  periods with interest charged at a rate of  i  per period is given by
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Example:  A home loan of  $120,000  is borrowed from a bank at an interest rate of  9%  per year on the unpaid balance over a  30  year period compounded monthly.  How much should each payment be in the loan is to be amortized at the end of the term?  
Example:  The Smiths have determined they can afford a monthly payment for a home of $2,000.00.  Their bank charges 7.2% per year on the unpaid balance, compounded monthly, and will amortize the loan over 30 years.  What is the maximum amount the Smiths can borrow from the bank?
Sinking Fund:  an account set up for a specific purpose at some future date (we will think of it as future value).

Example:  A company has decided to set up a sinking fund for the purpose of purchasing a truck in 2 years' time.  They expect to pay $30,000 for the truck.  If the fund earns 10% interest per year compounded quarterly, determine the size of each quarterly payment to the fund.
HW  5.3  # 1 - 19 (every other odd), 23, 25, 27
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