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Section 1.5 – Practice Problems 

Loans and Lines of Credit 

1. Ella is starting her own merchandising business, the bank extended her a line of credit up to 

$10 000. She withdraws money in different periods over the year, the interest rate is 

6.25%, compounded daily. Using the table below (two pages) calculate how much money 

Ella ended up paying in interest over the year. 

Withdrawn 
Amount 

Time Amount 

𝑨 = 𝑷 (𝟏 +
𝒓

𝒏
)

𝒏𝒕

 

Interest 
𝑰 = 𝑨 − 𝑷 

$5200 98 𝑑ays  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

$2800 174 𝑑𝑎𝑦𝑠  
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$2000 93 𝑑𝑎𝑦𝑠  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Total Amount of Interest Ella paid is: 

 

2. Scott is a contractor and he buys supplies on his line of credit. The interest rate is 8.5%/𝑦𝑟 

and is compounded daily. The Dover family that Scott was working for paid late, their 

invoice was for $3775.00. Scott took 45 days to pay his line of credit since he was paid late. 

He charges the clients for any interest accrued. How much interest did Scott charge the 

Dover family? 
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3. Jennifer and Maia are buying a new car, they need to finance it (use a line of credit). They 

are being offered two different options. 

 

Option 1: $37 500 vehicle, 2.9% 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡/𝑦𝑟, compounded monthly over five years 

Option 2: $37 500 vehicle, 2.5% 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡/𝑦𝑟, compounded annually over seven years 

 

Which option is the best and by how much money? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4. What are the advantages/disadvantages of a Home Equity line of credit? 
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5. Mark owes $42 000 in student loans. The interest rate is 16%/𝑦𝑟 and is compounded daily, 

paid monthly. Mark decides to get a personal line of credit of to pay the student loan off. 

The line of credit charges 5.6%/𝑦𝑟 compounded daily and paid monthly. How much money 

did Mark owe off of his first month (January – 31 days) payment by switching to the line of 

credit. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Credit Cards 

6. Sara’s credit card statement told her she could pay only a $23.00 minimum payment even 

though she owes $850. If her interest rate is 17.99%/𝑦𝑟 compounded daily and paid 

monthly, she only pays the minimum payment and spends another $200 before her next 

bill, how much will her bill be worth? How much interest did she pay? (26 days 

compounding period)(Refer to the example for starting steps). 
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7. Anil just got his first credit card, he went out and spent without thinking and was a little 

surprised when he received his first bill of $645. His annual interest rate is 14.99%, 

compounded daily. If he paid back $300, but did not spend any more money on the card 

the following month (Compound period 28 days), how much is his next bill going to be? 

How much interest did he pay? (Refer to the example) 

 

 

 

 

 

 

 

 

 

 

8. Nathalie is considering a credit card to pay for gas for her work vehicle. She spends 

$1450 on gas a year, the card offers a refund of 2% on all the gas she buys, but has an 

annual fee of $50. Should she get the card? 
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9. Why might you choose a card with a high interest rate or annual fee? 

 

 

 

 

 

 

 

10. Why is it important to pay off the entire credit card balance every cycle. 

 

 


