LSP 120 - Quantitative Reasoning

Winter 2011
Activity 14 – Credit Cards

All group activities must include a statement signed by all members of your group that each group member fully participated in the activity. Save it to the desktop and save frequently during the hour.

Learning Goals for this Activity 

1. You will be able to calculate an amortization table for a credit card loan in Excel

2. You will be able to calculate how much you need to pay in order to pay off a credit card loan in a set amount of time.

3. You will be able to model various realistic scenarios involving a credit card loans.

4. You will be able to appreciate that, because of the high interest rates and very low minimum payments, credit card loans can be very costly and can take a very long time to pay off.

1a. You make a purchase for $2,500 on your credit card which has an annual interest rate of 21%. If you pay the minimum payment of 2% per month (but not less than $25), what is your balance after 3 years, assuming you make no other purchases with your credit card?  Hint: Create an amortization table that looks like the following:

	.Month
	Credit card balance at beginning of month
	Payment at end of month
	Interest for month
	Credit card balance at end of month

	1
	 $2,500.00
	=MAX(B2*0.02,25)
	=B2*0.21/12
	=B2-C2+D2

	2
	=E2
	=MAX(B3*0.02,25)
	=B3*0.21/12
	=B3-C3+D3


The MAX thing is another Excel function.  You are telling Excel to take the maximum of either B2*0.02, or 25, whichever is larger.  In other words, your monthly payment will never drop below $25 until the credit card balance is paid off.

b. Paste the first 10 rows of the table you use for this calculation into your Word document   
c. How long would it take to pay off the entire balance?  How much interest would you pay altogether?

2. You only use your credit card in the case of an emergency. You charge $2,000 in auto repairs to a credit card which has an annual interest rate of 12.99%.  

a. What should your monthly payment be if you would like to pay off your balance in full after one year?  (Use the PMT function.)
b. What would be your total payments on the credit card loan?  (Note: Most credit cards do not apply the interest rate to a simple balance but use something called Average Daily Balance.  Let’s not worry about that at this point.)
3. You take a vacation once a year and charge it to your credit card and pay it off in 6 months. You have the option to apply for two different credit cards. One credit card has an annual rate of 7.99% with an annual fee of $20 and the other credit card has an annual rate of 9.99% with no annual fee. The total cost of your vacation was $3,350. Assuming that this is the only purchase you make all year, which credit card should you apply for? Explain. (Hint: Assume that the credit card fee is paid separately and is added to the total interest paid after six months.) 

Tips to avoid credit card trouble
1.  Use only one card.

2.  Pay balances in full each month.

3.  Know your credit card rate. Watch for teaser rates.

4.  Don’t make a late payment!!

5.  Don’t use your credit card for a cash advance unless it is an emergency.

