ECO 113

Test 1
Name: ____________________

Spr. 2009, Prof. Clayton
Version A

MULTIPLE CHOICE. Mark your answers directly on the test. [5 pts. each]
1. By federal law you are entitled to a free copy of your credit report from each of the credit bureaus
a) once every five years

b) once every year

c) once quarterly

d) whenever you want it

2. If you have a credit card with an interest rate of 18% and you make only the minimum monthly payment each month (or $20, whichever is more), how high can the overall dollar amount you are paying back climb compared to the principal borrowed?
a) More than twice of what you owed.

b) Around fifty percent more than what you owed.

c) More than four times of what you owed.

3. You need to dispute a charge on your most recent credit card statement. How should you resolve this? 
a) Entirely over the phone.

b) By text-messaging.

c) In writing. (It is perfectly appropriate to call first, but make sure to follow up in writing.)

d) No need to act; they will catch the mistake and correct it.

4. What is the name of the current Federal Reserve Chairman? 
a) Arnold Schwarzenegger

b) Joe Biden

c) Timothy Geithner

d) Henry Paulson

e) Ben Bernanke

(Choose all that apply)

5. Which of the following are added in to determine if you are over your credit limit?

a) regular purchases made recently
b) cash advances made recently
c) balance transfers made recently
d) fees of any kind (including late fees)

(Choose all that apply)

6. Which of the following does a person’s credit report contain?

a) The person’s current income.
b) The person’s last place of employment.
c) The person’s FICO score.
d) The person’s credit card accounts.
e) All accounts in this person’s name that have been reported 30 days “past due”.
7. Where did the Fair Isaac Corporation get its name?
a) It was originally the Independent Security Accounting and Auditing Company.

b) Its founders: Bill Fair and Earl Isaac.

c) From the law which establishes credit reporting
(Choose all that apply)

8. Which types of accounts/loans use compound interest compounded monthly?

a) CDs

b) mortgages

c) car loans

d) savings accounts

(Choose all that apply)
9. What will you owe if you pay your credit card balance after the due date?
a) interest on the entire balance.

b) an annual fee

c) a late fee 

d) an over-the-limit fee
10. A credit card card holder agreement (credit card contract) states that the credit card company can raise your rate to a higher level if you get behind in your payments to another company. This is called a 
a) penalty clause

b) universal default clause
c) forfeiture clause
d) damages default clause

Fill in the BLANKS/Give a SHORT ANSWER.  Write legibly. [5 pts. each]

11. Briefly explain what compound interest means.
_______________________________________________________________________________
12. State two distinctly different actions that debt collectors may not take:
· They may not _________________________________________________________

· They may not _________________________________________________________

13. Give two good reasons why you should pay off credit card balances in full each month: 
· __________________________________________________________________
· __________________________________________________________________

Fill in the BLANKS/Give a SHORT ANSWER.  [3 pts. each]

14. Other than taking out dollars, give one example of a transaction that also counts as a cash advance in the eyes of the credit card company whose card you are using:

________________________________________________________________________________
15. Give a reasonable estimate of today’s APR on a 1 year CD. _______ %
16. If you want to take out a car loan, give a reasonable estimate of how much higher your APR would be if instead of a very high FICO score of 820 you had a low FICO score of 520.

(Give the answer as the difference in percent.)

Fill in the BLANKS/Give a SHORT ANSWER.  [2 pts. each]

17. What percentage of the total balance on a credit card 
is usually agreed upon as a minimum payment? 

________ %
18. The initials FTC stand for: 
F __________________  T ______________   C ___________________
19. Give a reasonable estimate on a late fee on a credit card account $ __________


CALCULATION PROBLEMS [ 7 points each]: Use the formula sheet and your calculator (no sharing of calculators with any other student, no use of non-calculator devices.) Include the set-up of your calculation, do not just give an answer. You may want to start by making a list of given variables.

20. In an account $6400 is invested at 3.5% compounded monthly. How much is the accumulated balance in this account after 7 years? (Round answer to the closest cent using rounding rules.)
21. An account offers 7% interest compounded monthly. How much money do you have to put into this account today if you want it to grow into $12,000 in 4 years? (Round answer to the closest cent using rounding rules.)
Explain the following. Write legibly [6 points]

22. Pete is carrying a balance of $400 on his only credit card, on which he has a credit limit of $2000. The credit card company gives him notice that his credit limit will be reduced to $500 (of which he already is using $400.) Explain what this means in terms of “utilization”. What effect will this have on Pete’s FICO score? (Assume he does not have the resources to pay off the balance in full when this is happening, but continues minimum payments.) [Don’t be too brief in your answer.]
_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________

_________________________________________________________________________________
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