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Student Activity Sheet

Time Value of Money

Name






Student Objectives:

1. 
Compare costs at various interest rates and various periods of time.

2. 
Compare costs at various interest rates and investment periods.

3. 
Describe the advantages of using computer-based amortization tables.
Equipment and Materials:

· Computer with Internet access

Procedure:

1.
Review questions 1 through 6 on the next page.

2.
Access electronic calculators on the Internet to answer the questions. Suggested web sites are as follows: 


Auto loan calculator web sites:

<http://www.virtualbank.com/loans.asp> Click on the Calculators link.  

<http://www.kbb.com/household.html> Click on the calculator graphic.

<http://www.edmunds.com/edweb/loan/calculator.html>

Investment calculator web sites:



<http://www.waddell.com/fp/ifunding.html>



<http://www.bygpub.com/finance/InterestCalc.htm>



<http://www.directbanking.com/cgi-bin/savings>



Amortization table web sites:



<http://www.homeowners.com/new47.html>






<http://www.ewmortgage.com/mortgage/>






<http://www.virtualsalem.com/resources/amort.shtml> 


<http://www.record-eagle.com/lib/amortc.htm> 

Questions:


1.
You want to purchase a car that costs $10,000.  You have $1,000 in the bank that you plan to use as a down payment.  This will be your first vehicle, so you do not have a trade in.  You have contacted several banks and their annual percentage rates (APR) are 7% with collateral and 9% without collateral.  Using one of the auto loan calculator web sites, determine what your payments each month would be for:


a. 
24 months with an APR of 7% and 9%


b.
36 months with an APR of 7% and 9%

c.
48 months with an APR of 7% and 9%

2.
Calculate the total cost of the loan above for 24 months at 7% and 48 months at 7%. What is the advantage, if any, of paying off the loan in 24 months rather than 48 months?

3.
Your grandmother gave you $1,000 for your birthday.  She wants you to invest the money in something with a high return for at least 10 years.  The choices of investment vehicles are savings accounts, certificates of deposit, or money market accounts.  Using the web sites provided, determine which would be the best way to invest your money to get the most return. (Hint: The directbanking.com web site has this information readily available.)

4.
Your sister has just had a baby and she and her husband have decided to start saving for the baby’s college education.  They want to make an initial investment of $100. How much money would they have to save each month so that in 20 years at 8% APR there would be $50,000 in the account? (Use the waddell.com or directbanking.com web site to answer this question.)
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5.
Your family wants to buy a house.  Your father asks you to create two different amortization tables for him to analyze mortgage loans.  He plans to take out a loan for $95,000 to purchase the house.  The maximum monthly payment that he can afford is $800.  What is the highest interest rate he can afford for the following mortgages?


a. 
15-year mortgage


b. 
30-year mortgage

6.
List three advantages of using the computer to do amortization tables. 
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