Unit 6:  Financial Services
Lesson 3:  Credit
Assignment
/2	1.  Calculate the interest due on the following credit card balance:  an unpaid balance of $1629.53 at a rate of 19.50% for 21 days.

Principal = 1,629.53
Rate = 0.1950/365 = 0.0005342 per day
Time = 21 days



Interest = FV – Principal
Interest = 1,631.27 – 1,629.53
Interest = $1.74

/5	2.  On May 6, Tammy withdraws $1225 on her credit card.  This cash advance shows up on Tammy’s credit card statement on May 31 and she does not pay it.  If her credit card company charges 20.15% annual interest rate for cash advances, how much interest will have accrued on Tammy’s credit card by her next statement on June 30?

Principal = 1,225
Rate = 0.2015/365 = 0.0005521 per day
Time = 25+30 = 55 days



Interest = FV – Principal
Interest = 1,262.73 – 1,225
Interest = $37.73

/10	3.  On February 1, Penny had a balance of $1112.67 on her credit card.  During the next two months, she made the following purchases:
· Feb. 3 $38.50
· Feb. 11 $92.12
· Feb. 20 $26.74
· Feb. 29 $9.95
· March 5 $42.00
· March 14 $48.71
· March 26 $33.66
· March 30 $18.10
On February 14, she returned items worth $51.49.  If Penny made the minimum monthly payment of 6%, determine her balance on April 1 if the interest charge is 19.25% per annum.

Balance on Feb 3
N=2, Rate = 0.1925/365 = 0.0005274, p=1,112.67

Balance on Feb 11
N=8, Rate = 0.1925/365 = 0.0005274, p=1,113.84

Balance on Feb 14
N=3, Rate = 0.1925/365 = 0.0005274, p=1,118.55, Repayment $51.49

Balance on Feb 20
N=6, Rate = 0.1925/365 = 0.0005274, p=1,068.83

Balance on Feb 29
N=9, Rate = 0.1925/365 = 0.0005274, p=1,072.22, Payment = 6% of total balance

Balance on March 5
N=5, Rate = 0.1925/365 = 0.0005274, p=1,012.68

Balance on March 14
N=9, Rate = 0.1925/365 = 0.0005274, p=1,015.35

Balance on March 26
N=12, Rate = 0.1925/365 = 0.0005274, p=1,020.18

Balance on March 30
N=4, Rate = 0.1925/365 = 0.0005274, p=1,026.66

Balance on March 31
N=1, Rate = 0.1925/365 = 0.0005274, p=1,028.83, Payment = 6% of balance

Balance on April 1
N=1, Rate = 0.1925/365 = 0.0005274, p=967.61


/5	4.  Dan bought a bicycle for $318.00 plus tax (11%).  He put the purchase on his credit card that charges 2.25% per month.
	a.  Find the total cost of the bicycle.





	b.  If the minimum monthly payment is 5%, find how much he would have to pay in the first payment.

P= 352.98, r=2.25% per month, n= 1 month

Payment = 5% of 360.92 = $18.05

/6	5.  Monique’s credit card charges an interest of 20.85% per year on unpaid balances.  On her March 12 statement, she had a balance of $739.65.  By the due date, she made the minimum payment (5% or $10.00, whichever is greater).  On March 16, she made a purchase of $179.39.  If she makes no other purchases or payments, what will her balance be on her next statement, dated April 22?

Balance on March 16
N=4, Rate = 0.2085/365 = 0.0005712, p=739.65, addition = 179.39

Balance on March 31
N=15, Rate = 0.2085/365 = 0.0005712, p=920.73

Payment = 0.05*928.65 = 46.43 since its more than $10
Balance after payment = 928.65 – 46.43 = 882.22
Balance on April 22
N=22, Rate = 0.2085/365 = 0.0005712, p=882.22


/10	6.  Dexter is buying a new couch.  He has three payment options.
· Option 1:  Pay cash.  The couch costs $1000.00 plus 11% tax.
· Option 2:  Pay with a credit card.  The card charges 18.00% annual interest and Dexter expects to pay off the charge in 60 days.
· Option 3:  Take the store promotion of 12 monthly payments of $105.00 (including tax).
a.  Calculate the cost of each option.
Option 1
Cost = 1,000 + 0.11(1,000) = $1,110
Option 2:
N=60, Rate = 0.18/365 = 0.00049315, p=1,110

Option 3
Cost = 12*105 = $1,260

b.  Give one reason Dexter might choose each of the payment options.
Option 1: If he has immediate idle cash available
Option 2: If he does not have immediate cash but would want to settle everything when his financial status improves
Option 3: If he has a steady source of income.

c.  Which payment option do you recommend he choose?  Explain your answer.
Option 1: if he has immediate idle cash, he should purchase in cash to avoid committing to a future payment of which he may not be sure of his future financial status.

/10	7.  What are some long-term consequences of having too much credit card debt?  If you find yourself accumulating credit card debt, what are some options for paying down the money you owe?  There are not-for-profit credit counselling agencies in Canada that help people to create budgets, get out of debt, and use credit wisely.  Research some of these services.  Make a poster with 10 ideas on managing your credit and debt.
a) Long term consequences of having too much credit card debt
This situation may limit ones credit score as accumulation of debt is an indication of some financial difficulties.
b) Options for paying down the money you owe
Make constant payments at the end of every period
c) Ideas on managing credit card debt
a) Only go for debt when immediate cash is not available
b) Avoid using debt to acquire luxuries
c) Set a maximum debt thresholds
d) Research on cheap credit card providers before committing
e) Explore the availability of longer term loans which attract cheaper rates
f) Avoid expensive lifestyles
g) Avoid impulse buying
h) Know when you are getting addicted to credit
i) Do not go with your credit card everywhere
j) Determine emergencies which can be financed from credit card debt.
k) Seek debt advise if possible

/6	8.  Alan, Brent, and Carl each have different types of bank accounts and different credit cards.  The three bank accounts are: a chequing account, a line of credit account, and a savings account.  The three credit cards are: MasterCard, VISA, and American Express.  The following rules give information about which person has which type of bank account and credit card.
	Clue 1:  Alan and Carl do not have chequing accounts.  The person with the savings account does not have the American Express.
	Clue 2:  The person who has the line of credit account does not have a Mastercard or an American Express.
	Clue 3:  Alan does not have a savings account, and the person who has a VISA does not have a savings account.
	Use these clues to find the type of account and the type of credit card each person has.
Clue 1:  Alan and Carl do not have chequing accounts. Means Brent has the chequing account. The person with the savings account does not have the American Express. Means the one with savings account has either Visa or MasterCard
	Clue 2:  The person who has the line of credit account does not have a Mastercard or an American Express. Means the person with the line of credit has a Visa credit card
	Clue 3:  Alan does not have a savings account (So Alan has a line of credit account as Chequing is for Brent. Also means Carl has the savings account), and the person who has a VISA does not have a savings account. This means the Carl, who has a savings account, has a MasterCard
Summary:
	Name
	Type of account
	Type of card

	Allan
	Line of credit
	Visa

	Brent
	Chequing
	American Express

	Carl
	Savings
	MastercCard


Assignment Grade:  /54


