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LOANS
GBJECTlVﬁS

Read monthly payments from a table.

Compute monthly payments using a
formula.

Compute finance charges on loans.

° pregaymempenafty Thfs agreement requiras bemwersto pay
a fee if they wish to pay back an entire loan before the due date.

® wage assfgnm. This is a voluntary deduction from an
eniployee’s paycheck, used to pay off debts.

® wage garnishment - This is an involuntary form of wage
assignment, often enforced by courtorder. The employer
deducts monay from the employee’s paycheck to pay the
creditor.

® balloon payment - The [ast monthly payment on some loans
that is much higher than the previous payments.

® [ending institution - Organizations that extend loans.

; Key Terms_

' pmmissory note - An agremmyau sign whsch states ma
~ conditions of the loan whenever you borrow r money. Your
signature is your promise fo pay back the loan as ouiﬁned in the

- agreement.
® principal - The amount you borrow.
@ annual percentage rate - The interest rate (APR).

® cosigner - This person agrees to pay back the loan if the
borrower is unable to do so. People without an established
credit rating often need a cosigner.

@ prepayment privilege - This feature allows the borrower o

make payments before the due date to reduce the amount of
interest.

_Lending Institutions

* BanKks Most consumers apply for loans at banks. Sivings ks otfer
sood interest rates but require loar applicants to have good credit rat-
ings. Commercial banks are banks wsed by businesses, so they have large
amounts of money to lend. They alse regaire a good credit rating.

¢ Credit Unions A credit union pravides financial services for its
members only. Members may work in the same office, be in the
sune protession, or live in the same apartment complex. Members
deposit money in a credit union account. This money i made avail-
able to members who apply for foans from the credit union, usually
at an interest rate that 1s lower than a bank can offer.

* Consumer Finance Companies These businesses primarily Jend
money to people with poor credit ratings, whe cannot get a loan
anywhere else. High interest are charged rates for this service,




< 'I..endg Institutions

i+ Life Insurance Companies Life insurance
companics make foans to their policvholders,
The amount that can be borrowed is based
i on the amount of life insurance parchased
and the length of time the policy has been
held, The interest rate is good because the lite
INSURINCE CoMmpany is pot taking a trenwen-
dous risk because if the ean is not paid back,
it cant be deducted trom the life insarance
benetit when it is paid
* Pawnshops Pawnshops are known
for small, guick loans. A customer who
needs money feaves g personasl belonging,
called collaterat, with the pawn broker
in exchange for the loan. Most Joans are
30-, 60-, or 9O-day {oans. When the debtror
returps with the principal plus interest, the
collateral is returned.,

Table of monthly payments per $1,000 of principal

What information do you need to know before
taking out a loan?

® Why is it important to read the fine printin a
promissory note?

@ How does it affect a bank when a loan is paid
off early?

plet fir
~ Whatis the monthly paymen
~ with an APR of 8.@%‘?




Blovo
Juan is borrowing $41,000 for 5 years at an APR of
6.5%. What is the monthly payment?

[ CHECK YOUR UNDERSTANDING

The total of monthly payments for a 5-year loan is
$§7,171.20. The APR is 7 25%. How much money was
originally borrowad?

What is the total amount of the monthly paymerts for a
$4,000, two-year loan with an APR of 8.50%?

Find the finance charge for a $4,000, two-year loan with
an 8.5% APR?







4.2

Table of Monthly Payments per $1,000 of Principal

Rale 1yr 2yr Iyt 4 yr Syr W0y
8§50 86.30 44 55 3065 237 1957 11.35
£75 8641 i BB 3078 83 e 148

700 8653 | M.77 3088 | 2395 19,50 1161

725 BE.64 4080 | 3059 | 2406 8.9 11,74

T50% § 8676 | 45.00 EARE 418 | A 1187
.75 8687 | 4511 3122 | 2430 | 20,16 1260
80407 8600 § 4523 | 3134 | 2441 2026 | 1213

825% | 8710 | 45,348 | 3148 | 2453 | 2040 | 1227

100 8745 | 4508 3180 24.89 23.76 1267

1. Refer to the table above to find the monthly payments necessary to complete parts a - e.
a. What is the monthly payment for a $3,200 five-year loan with an APR of 9%?

b. Mia borrows$66,000 for four years at an APR of 7.25%. What is the monthly payment?

¢. What is the total amount of the monthly payments for a $6,100, two-year loan with an
APR of 8.75%? Round to the nearest dollar.

d. The total of monthly payments for a 3-year loan is $19,668.60. The APR is 7.75%. How
much money was originally borrowed?

e. What is the finance charge for a $7,000, two-year loan with a 6.75% APR?

2. The Star Pawnshop will lend up to 45% of the value of a borrower’s collateral. Ryan wants to
use $4,000 worth of jewelry as collateral for a loan. What is the maximum amount that he

could borrow from Star?



3. Liz found an error in the monthly payment her bank charged her for a four-year, $19,500
loan. She took the loan out at an APR of 9%. Her bank was charging her $495.26 per month.
a. What is the correct monthly payment?

b. Liz noticed the error just before making the last payment. The bank told her that they
would credit all of the overpayments and adjust her last month’s payment accordingly.
What should her last month’s payment be after the adjustment? Explain.

4. Cecilia bought a new car. The total amount she nees to borrow is $29,541. She plans to take
out a 4-year loan at an APR of 6.3%. What is the monthly payment?

5. Claire needs to borrow $12,000. She compares the monthly payments for an 8.1% loan for
three different periods time. What is the monthly payment for a one-year loan? a two-year loan?
a five-year loan?



AND RE
OBJECTIVES

Calculate the present value of a
single deposit investment.

Calculate the present value of a
periodic deposit investment.
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I How can you calculate and model loan
: comp u.tations?

cHow does a loan payment work?
® Which of the following change monthly and
which remain the same each month?
® Monthly payments
® Monthly contribution to principal
® Monthly contribution to finance charges

. msnthly paymentcalwisatm give you asumafyoiﬂae an
balance over the afseﬁma of the loan ami ona monthly or ymriy
basas




e total interest owed on a 5-year $10,000
loan at 6% APR.

Loan Length Formula

m where M = monthly pavment
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Hannah is taking out a 4.3% loan te purchase an
$18,000 car. The length of the lcan is 8 years. How
much will she pay in interest?

er wants to borrow $20,000. Her bank offers
a 7.1% interest rate. She can afford $500 a month
for loan payments. What should be the length of
her loan to the nearest tenth of a year?




Claude wants to borrow $25,000 to purchase a car.
After looking at his monthly budget, he realizes that all
he can afford to pay per month is $300. The bank is
offering a 5.9% loan. What would need to be the length
of his loan be so that he can stay within his budgst?

BEovo : :
In Example 3, what impact would an increase in the

monthly payment of $50 have on the length of the
loan?




4.3

Use the table to answer questions 1-4,

Year Principal Interest Loan Year Principal Interest Loan
Paid Paid Balance Paid Paid Balance

$76,000.00
2011 $3.702.31 $3,158.45 $72,297.69 | 2019 | $5,198.46 $1,662.30 $36,279.09
2012 | $3.862.78 $2,997.98 $68,434.91 2020 | $5,423.74 $1,437.02 $30,855.35
2013 | $4.030.18 $2,830.58 $64,404.73 | 2021 $5,658.80 $1,201.96 $25,196.55
2014 | 54,204.85 $2,655.91 S60,199.88 | 2022 | $5,904.04 $956.72 $19,292.51
2015 | $4,387.07 2,473.69 $55812.81 | 2023 | $6,159.90 $700.86 $13,132.61
2016 | $4,577.18 $2,283.58 $51,235.63 | 2024 | S$6,426.88 $433.88 $6,705.73
2007 | $4,775.56 $2,085.20 $46,460.07 | 2025 | $6,705.73 S157.40 30.00
2018 | $4,982.52 $1,878.24 541,477.55

1. What is the loan amount?

3. What is the monthly payment?

2. What is the length of the loan?

4. What is the total interest over the loan's life?

5. What is the monthly payment for a 10-year, $20,000 loan at 4.625% APR? What is the total
interest paid on this loan?

6. Merissa wants to borrow $12,000 to purchase a used boat. After looking at her monthly
budget, she realizes that all she can afford to pay per month is $250. The bank is offering a
6.1% loan. What should the length of her loan be so that she can keep within her budget?
Round to the nearest year.

7. Neville is considering taking out a $9,000 loan. He went to two lending institutions. Sunset

Park Company offered him a 10-year loan with an interest rate of 5.2%. Carroll Gardens Bank

offered him an 8-year loan with an interest rate of 6.6%. Which loan will have the lowest
interest over its lifetime?
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CREDIT CARD
OBJECTIVES

Become familiar with the basic
vocabulary of credit cards.

Compute an average daily balance.

® debit card - P&o&acs@mrmamecafd becwse &’sermsnocrscﬂcr
extending credit. [f you open a debit acoount, you deposit money inlo
your account, and this card acts like an electronic check, You are
deducting morey directly from your account each time you make a
purchase using the debit card.

® average daily balance - The average of the amounts you owed each
day of the billing period It changes due to purchases made and
payments made.

® Truth-in-Lending Act - Protects you if your card is fost or stolen. f this
happens, nolify the creditor who issued the card immediately. You may
be partially responsible for charges made by unauthorized users of cards
you fose. The maximum fiability is $50. You are not responsible for any
charges that occur after you nolify the creditor.

t m& aa;d A plastic card that enmves its he%der to make pu;chasim and
pay for them later.

® impulse buying - When a consumer purchases something to which they
 suddenly were afiracted 1o and had no intention of buying.

® revolving charge account ~ The most commenly used credit card
accotnt where the entite bill does not have to be paid in full each month.
There is a minimum monthly payment. and there 18 a finance charge the
month following any month the bil is not paid in full,

® charge card - A special type of credit card. 1t allows the cardholder to
make purchases in places that accept the card. The monthiy bilf for all
purchases must be paid in full

Key Terms =

0 Fﬂir Cred!t Billing Act - pmiecis you if ihare are. any EIfors in your
monthly statement. It is your responsibility to netify the creditor about the
sfror. You do not have 1o pay the amount that is disputed or any finance.
charge based on that amount, until the prablem Is cleared up.

® Fair Debt Collection Practices Act - prohibits the creditor from
harassing you or using unfair means to collect the amounit owed.

@ Electronic Funds Transfer Act - protects debit card users against
unauthorized use of their cards. They are nol responsible for purchases
made with a lost or stelen card after the card is reported missing,




Advantages of credit cards used RESPONS/BLY

® There is no need to carry large sums of cash,

@ Helps a credit rating (FICO score).

® Customers receive or have access to a written
record of all purchases.

® Some cards have rewards programs such as
frequent fiver miles.

Credit card companies issue a monthly statement,
therefore APR (annuat percentage rate) must be
converted to a monthly percentage rate. If the APR
is 21.6%, what is the monthly interest rate?

Frank lost his creditcard in a local mall. He notified his
creditor before the card was used However, later in the
day, someone found the card and charged $700 worth
of hockey equipment on it. How much is Frank
responsible for paying?

~ Rebecca did not pay last month's credit card bill in full.
Below is a list of Rebecca's daily balances for her last
billing cycle. T v -
For seven days she owed $456.11.
For three days she owed $1,177.60.
For six days she owed $990.08.
For nine days she owed $2,115.15,
For five days show owed $2,309.13.

Find Rebecca's average daily balance.




Rebecca (from Example 3) pays a finance charge on
her average daily balance of $1.441.60. Her APR is
18%. What is her finance charge for this billing cycle?

~ Vincent had these daily balances on his credit card for hisfast
hilling period, He did nof pay the card in full the previous month,
50 he will have to pay a finance charge. The APR is 19.2%.
nirie days @ $778 12
eight days @ $1,676,00
four days @ $Z 112.50
ten days @ $1,544.31

a. What is the average daily balance?
b. What is the finance charge?




oo
Juliana is taking out an $8,700, 3 5-year loan with an
APR of 9.31%. What will be the monthly payment for
this loan?

~ Solomon is taking out a $15,320, two-year loan with
an APR of 10.29%. What will be the finance charge
for this loan to the nearest dollar?
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1. If the APR on a credit card is 22.2%, what is the monthly interest rate?

2. The average daily balance for Dave’s last credit card statement was $1,213.44, and he had to
pay a finance charge. The APR is 20.4%. What is the monthly interest rate? What is the

finance charge for the month?

3. Mrs. Fagin’s daily balances for the past billing period are given below.
For five days she owed $233.49. For three days she owed $651.11.
For nine days she owed $991.08. For seven days she owed $770.00.
For seven days she owed $778.25.

Find Mrs. Fagin’s average daily balance.

4. Mrs. Cykman’s credit card was stolen, and she did not realize it for several days. The thief
charged a $440 watch while using it. According to the Truth-in-Lending Act, at most how
much of this is Mrs. Cykman responsible for paying?

5. Brett and Andy applied for the same credit card from the same bank. The bank checked both
of their FICO scores. Brett had an excellent credit rating, and Andy had a poor credit rating.
a. Brett was given a card with an APR of 12.6%. What was his monthly percentage rate?

b. Andy was given a card with an APR of 16.2%. What was his monthly percentage rate?

c. If each of them had an average daily balance of $7,980, and had to pay a fi nance charge,
how much more would Andy pay than Brett?



6. Mrs. Imperiale’s credit card has an APR of 13.2%. She does not ever pay her balance off in
full, so she always pays a finance charge. Her next billing cycle starts today. The billing period is
31 days long. She is planning to purchase $7,400 worth of new kitchen cabinets this month.

She will use her tax refund to pay off her entire bill next month. If she purchases the kitchen
cabinets on the last day of the billing cycle instead of the first day, how much would she save

in finance charges? Round to the nearest ten dollars.

7. Tomika’s credit rating was lowered, and the credit card company raised her APR from

18% to 25.2%.
a. If her average daily balance this month is $8,237, what is the increase in this month’s

finance charge due to the higher APR?

b. If this amount is typical of Tomika’s average daily balance all year, how much would
the rise in interest rate cost her in a typical year? Round to the nearest ten dollars.
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CREDIT (

OBJECTIVES

To identify and use the various entries
in a credit card statement.

~ ® previous ba!am- wmmwmmntm period.
® payments/credits - Total smountrecened by the credtor,
® new purchases - The sum of purchases {debis} on the current bil
@ |ate charge - The penaly for lats payments Tom a previous manth.
# finance charge - The cost of using the credit card for the current biing period.
@ new balance - The amount you currently owe
®

minimum payment - This amountis the lowsst payment the credit card company
wil accept for the current biling period
® average daily balance - The average amountowed per dey during he biing
cycle

@ pumber of days in billing cycle - The amountof tme. in days. covered by the
cufrent bil
® monthly periodic rate - The APR divided by 12.

' hi"hgsycie Ammmamwm«msemmmmmmmt
used for ceoutslng your credtoard b z

® credit card statement -Mawwnmgo!youwedhmﬂd&uha&meemm
mmmhwuwmm&wﬁm

L amu_nt number - Each credit card sccount has & unique number.

® credit line - The maximum emount you can awe & any time wihout penaty,

@ available credit - The difference between the maximum amount you can owe and
the achial amounl you ows.

® billing date - The date the bif (stalement) was writlen.

@ payment due date - On this date the monthly payment must be received by the
credior.

@ transactions - A Ist of purchases made and the date.

@ debit/credit - A debi is the amouni charged to your account. A credd is a payment
made to reduce your debt Credds are Wentified by a negative (-) sgn

- ® How might a credit card company benefit from a
shorter billing cycle for a college student who
has yet to establish a credit track record?

® Describe the types of errors a credit card user
might find on his or her monthly credit card
statement.

@ How can you establish credit responsibly?




What information does a credit card Statement

53 dan | Paymaot Gun | 2 Fe0
OEBITE : CHIEQNE

Fexoae tirw Wi,
Lo [
$383 [ETET] $20 10
- reerey

AP Fassio

R

[ CHECK YOUR UNDERSTANDING

Suppose you create the following spreadsheet that
models the stafement summary and input the
values in row 2. Write the spreadsheetformuia to
compute the new balance in cell F2,

Previows | |  New late  Fioace | New
1 Balance | Pagmenls | Purchases , Charge  Charge I Balarce

2
&

frevows | Pamerts e Bt Fngne hew Misdmum
SUMMARY Balrce | iCredls | Pudhases | Chorgs Charge Balgnoo | Payment

$130 5 §1500 $28445 $0.00 88 §35348 B

The summary portion of Jane Sharp's credit card
statement shown is above.
a. Explain how the new purchases amount was determined,

b Explain how the new balance amounl was determined.

ampl 3 :
Paul has a creditline of $15,000 on his credit card.
His summary looks as follows. How much available

credit does Paul have?
Pravious Payments New Late Finarce
suMMARY | Balance ! Credits | Purchases Charge Charge
£4.508.12 $4.000.00 $£1.368 565 $20.00 4578




mp
Myrna is examining the summary section of her credit
card statement. Myrna has checked all the entries on
her bill and agrees with everything except the new
balance. Determine where the error was made.

Previous | Payments New Lale Finance Mew
SUMMARY Balance [Credits | Purchases | Chame Charge Balance
§1.748.00 10060 $830.00 $815 §1800 3257645

Determine the error that was made using the following
summary statement .

Previous Paymants New
Balance ! Credits Purchases

$850.00 $560.00 $300.00

SUMMARY
Late Fintanca New
Charge Charge Baance
300 3476 3604.78







Date

edit Card Statement

Exercises
1. The summary portion of Manny Ramira’s credit card statement is shown. Determine the

New Balance amount.

Previous Payments = Late Finance New | Minimum
SUMMARY Balance { Credits | Transactions| Charge. Charge Balance Paym?nt
1,237.56 $1,200.00 $2,560.67 | $0.00 $9.56

2. Lizzy has a credit line of $9,000 on her credit card. Her summary is shown. What is
her available credit balance?

Finance New Minimum

Previous P%menia Late
SUMMARY | Balance /Credits | Transactions| Charge Charge Balance Payment

$6,500.56 | $5,200.00 $978.45 $20.00 $12.88

3. Rich had a previous balance of x dollars and made an on-time credit card payment of
y dollars where y < x. He has a credit line of 10,000 dollars and pays an APR of 15.4%.
Rich made purchases totaling $1,300.30. Write an algebraic expression that represents
his current available credit.

@ Determine the error that was made using the following summary statement.

Previous Payments Late Finance New Minimum
SUMMARY | Balance / Credits | Transactions| Charge Charge Balance | Payment
$350.90 $200.00 $200.00 $0.00 $8.68 $750.58 i

Marianne has a credit card with a line of credit at $15,000. She made the following
purchases: $1,374.90, $266.21, 39.46, and $903.01. What is Marianne’s available credit?

Luke has a credit line of $8,500 on his credit card. He had a previous balance of
$4,236.87 and made a $3,200.00 payment. The total of his purchases is $989.42.
What is Luke’s available credit?

@ The APR on Ramona's credit card is currently 24.6%. What is the monthly periodic rate?

Sheiia’s monthly periodic rate is 2.41%. What is her APR?

@ Examine the summary section of a monthly credit card statement. Calculate the

new balance.
Previous Payments Late Finance New Minimum
SUMMARY Balance { Credits Transactions Charge Charge Balance Payment
$876.34 $800.00 $1,009.56 $30.00 $29.67 $18.00
1 ing. All Rights B ! i 5 y
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Name

Date

10. Jack set up a spreadsheet to model his credit card statement. The summary
statement portion of the spreadsheet is shown. Write the formula for available
credit that would be entered in cell J32.

D E F G H I J
31 Previous Payments New Late Finance Credit Available
Balance Purchases Charge Charges Line Credit
32
@ Use the credit card statement to answer the questions below.
Liam DeWitt 6915 Maple Creek Dr.
West Chester, OH
ACCOUNT INFORMATION
Account Number 4-10700000 Billing Date 13 Sept| Payment Due 30 Sept
TRANSACTIONS DEBITS / CREDITS (—)
22 Aug Propane Home Heat $250.50
23 Aug TJ Marsha’s Department Store $87.60
25 Aug Brighton University $1,300.00
1 Sept Middle Island Auto Parts $470.63
2 Sept Payment - $2,000.00
3 Sept Al's Mobal Gas Station $34.76
5 Sept Stop, Shop and Go $102.71
10 Sept Federal Express $45.90
12 Sept Computer Depot $848.60
Previous Payments ‘ Late [ Finance New Minimum
SUMMARY | Balance { Credits | Transactions Charge Charge Balance Payment
$3,240.50 $0.00 -$30.00
el Average # Days Monthly
Total Credit Line $ 5.000.00 Daily in Biliing APR Periodic
Total Available Credit $ 5,000.00 Balance Cycle Rate
Credit Line for Cash $4,000.00
Available Credit for Cash $ 4,000.00 30 19.8%

62

a. How many purchases (debits) were made during the billing cycle?

b. What is the sum of all purchases (debits) made during the billing cycle?

c. When is the payment for this statement due?

d.

What is the minimum amount that can be paid?

e. How many days are in the billing cycle?

==

. What is the previous balance?
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AVERAGE DAIL!

BALANCE
OBJECTIVES

Calculate the average daily balance
using the credit calendar,

Calculate the finance charge using the
credit calendar.
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'stammemtovenfyﬂze accuracy of her average daily
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CHECK Y(}UR EJNDERS?A&BNG .

time during the billing cycfe when
Eﬁem could have made her payment so thatthe
average daily balance would have been less?




Determine the finance charge for Elena's billing cycle.

- CHECK YOUR UNDERSTANDING

When might Elena have made her purchases during
the billing cycle in order to decrease her finance
charge?




Name Date

4-6 Average Daily Balance

Exercises
Use Liam DeWitt’s FlashCard statement and the blank credit calendar for Exercises 1 - 4.
liamDeWilt = s el o 6915 Maple Creek Dr.
e : i ' / 2 sy - West Chester, OH
ACCOUNT INFORMATION
Account Number 4-10700000 Billing Date 13 Sept | Payment Due 30 Sept
TRANSACTIONS DEBITS / CREDITS (-)
22 Aug Propane Home Heat $250.50
23 Aug TJ Marsha’s Department Store $87.60
25 Aug Brighton University $1,300.00
1 Sept Middle Island Auto Parts $470.63
2 Sept Payment - $2,000.00
3 Sept Al's Mobal Gas Station $34.76
5 Sept Stop, Shop and Go $102.71
10 Sept Federal Express $45.90
Computer Depot $848.60
R 5
Total Credit Line $5.000.00 A‘Efarﬁ?e ir? El!)iﬁ?;\sg APR yﬁéﬁ%
Total Available Credit $5,000.00 . Balance Cycle Rate
Credit Line for Cash $4,000.00
Avallable Credit for Cash $4,000.00 30 19.8%
A4 W4 W4 WaW4d e
A A4 A4 4
A4 4 W4 W4 W4 Wa
A A A 44 4 4
A A A A/ 7]
1. What is Liam’s average daily balance? 2. What s Liam's monthly periodic rate?
3. What s Liam’s finance charge? 4. What s Liam's new balance?

5. What is Liam’s available credit?

B
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