Z’Sccuon 9.5: Installment Buyng

Objectives nd the finance charge !gh
i . a 2
l. Determine the amount financed, the installment price,
for a fixed loan.
2. Determine the APR. ment for
d ; hly pay
3. Find the interest, the balance due, and the minimum monthly P

credit card loans. ’ d
4. Calculate interest on credit cards using three methods.

mFixed Installment Loans

*  The amount financed is what the consumer _/"ﬂL___"‘Lsi

I : T
Z Amount financed = cash price — down payment.

: q ants a nt
* The total installment price is the 5L(i| _of all monthly payments plus the down payme
Total Installment Price = Total of all monthly payments + down payment. ]

* The -554&«1(( Cl‘\arf(/ is the interest on the installment loan: fj .A—hre# ,
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Finance charge = Total installment price - Cash p@
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Example 1: The cost of a used pick-up truck is $9345. We can finance the truck by paying 3300 down and o™
$194.38 per month for 60 months. ) o= e -

a. Determine the amount financed. - c2sh /orfce- — dpia /4‘7"”‘/7"" o
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b. Determine the total installment price. —
¢ total

e nmn\i(«h mu/HS. + don }oa wmet
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*11¢c2.80 +300= | /I,962 .20 | Tokal

¢. Determine the/finance charge.

| Taterest; // %2,80 Total
= — 9,345.00 cash price
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B Annual Percentage Rate (APR) i
. Steps in using the APR table below: r’lyw—x $100
. I Compute the finance charge per $100 financed: | Amount {inanced
2. Look in the row (in table below) corresponding to the number ofipu_vmcms to be made and find the entry
closest to the value in step |.
. Find the APR at the top of the column in which the entry from step

the nearest ¥%:2%.

7 is found. This is the APR rounded to

o

Annual Percentage Rate APR Table

TABLE 8.3 ANNUAL PERCENTAGE RATE (APR) FOR MONTHLY PAYMENT LOANS

Number Annual Percentage Rate
of Monthly | -, ('\I‘VR)h ) B TS L e S
Payments | 10.0% | 10.5% | 110% | 115% [ 120% [ 125% | 130% [135% | 14.0% | 105% | 15.0% [ 15.5% | 16.0%
(Finance charge per $100 of amount financed) L W]
6 [ 291 [ 5308 | 5323 | 338 | 5353 | $368 | $383 | $397 | s412 | s427 | sa4z [ A 57 | $AT2 |
12 550 | 578 | 606 | 634 | 662 | 690 | 718 | 746 | 774 | 803 | 831 | 859 | 888
18 | 10| 852 | 893 | 935 | 977 | 1019 | 1061 (1103 | 1145 | 1187 | 1220 | 1272 | 134
2 1075 | 1130 | 1186 | 1242 | 1298 | 1354 | 1410 | 1466 | 1523 | 1580 | 1637 | 1694 | 1751
30 1343 | 1413 | 1483 | 1554 | 1624 | 1695 | 17.66 | 1838 | 1910 | 1981 | 2054 | 2126 | 2199
| 36 [ 1646 | 1700 | 1786 | 1871 | 1957 | 2043 | 2130 | 2217 | 2304 | 2392 | 2480 2568 | 2657
18 2174 | 2290 | 2406 | 2523 | 2640 | 2758 | 28.77 | 2097 | 3117 | 3237 | 3359 | 3481 | 3603
60 2148 | (2895)| 3045 | 3196 | 3347 | 3499 | 3652 | 3806 | 3961 | 4117 | 4274 | M 1591

£33

® Example 2: In the previous example, we found that the amount financed for the truck was $9045 and the
finance charge was $2617.80. The borrower financed the truck with 60 monthly payments. Use the table
to determine the APR.

Solution: Step 1. Find the finance charge per $100 of the amount financed.

- M dA
Finance charge 26/ 1,80 2
Finar h 0 fi d= % Rl SN
1ce charge per $100 finance e —— $100 Z07S > I8
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This means that the borrower pays $ 27(,4 [ interest for each $100 being financed.

Step 2. We look for 60 in the left column since we make 60 monthly payments. Move to the right until you find
the amount closest to the finance

charge of § | E; QQ

Step 3. Find the APR. Look at the corresponding APR for $28.96 at the top of the column.

Thus, the APR for the fixed installment truck loan is approximately 10, S %.




® Open-end Installment Loans

* Using a credit card is an example of an open-end installment loan, commonly
called _reply: na red, + ; :
* Customers receive astatement, called an 4 ¢ 12 u(' b ” K |

®mMethods for Calculating Interest on Credit Cards:
— Y S Y

Use | = Prt, wherg'r lS the monthly rate and't is one month. )
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Unpaid balance method: The principal, P, is the balance on the first day of the billing period
less payments and credits.

Previous balance method: The principal, P, is the unpaid balance on the first day of the billing
period.

Average daily balance method (this is the most .o 6. method used l?y credit
cards): The principal, P, is the average daily balance. This is determined by adding the
unpaid balances for each day in the billing period and dividing by the number of days in
the billing period.

i )
/ Average Daily Balance =
(balance)(# of days)+ (balance)(# of days)+ ..
# of days inthat month
p:
\
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Example 1: Christian’s credit card company starts each billing period on the first day of each m}nn:'hl,I ik
uses the unpaid balance method. His starting balance in January was $300.00. € hristian made the following

.. Purchases and payments in January: i {

[

@ o) What is Christian’s unpaid balance for January?

\
v

00
_Date [ Description | Amount | ) S
January 6™ College Textbooks $450 | A (f ’; (:‘,l"/l) a ('r l)e eﬂc' nCe
January | 1" Car Insurance Payment $l_54
January 15" (" Payment Received S3ﬁ
January 20™ Dinner and a movie $79 b) Christian’s credit card has an aﬂ_mlill ln_lLrL_slIilE of
18%. What is the monthly interest rate? How much interest will he pay in January? (Hint: divide the annual
interest rate by | .7 and then use the simple interest formula.)
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= 3.13
¢) What is Christian’s balance on the credit card by the end of the January billing period?
- - gl /) 1CY // - <) 9%
Al S‘s T Ssl g @ L{CO 7 g L. / \ g [\\ /’ f’%
l ) | - ] L . gAiTann: \
/_m/JaeA f‘_.“lx‘\, “l,(",, ), eha i {(_:
L balarce J

d) This credit card requires a $10 minimum monthly payment if the total balance owed on the last day ofthe

billing period is less than $360.Otherwise, the minimum monthly payment is 1/36 of the balance owed on the
last day of the billing period, rounded to the nearest whole dollar. What is the minimum monthly payment due

by February 15?
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e) Christian will make the minimum payment in February, and decides not to make any other purchases. His

payment is received on February 15". How much interest will Christian pay in February? What is his balance

at the end of February? ‘ T = 475 .54
O i L 1 o)
151. 18 ‘ S e

T e = zs.st)(os)(1)
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KV = 1338 | 939,42

f) In March, Christian makes no purchases and pays the minimum monthly payment on March 15", What is
his balance by the end of March? (Be certain to find the interest paid and include this in his balance.)
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et) 913.32

|z |z

bﬂ,Oﬂ»/"/C | I nteres+ N }] New é](l-oﬂ//é

@ (Wi foyr




