General Education Mathematics
Class Notes 0 O
Consumer Math: Consumer Loans (Section 8.3)
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If you take out a simple interest loan, you will pay back the amount you borrowed plus a

percentage, called interest or finance charge. You mi pay it back in equal payments
] _ﬂ_____.___' . .
(maybe monthly). This is called an installment loan. Each payment is an installment.

Onit general formulas are below.

This second forriula just makes it clear that the amount of money you repay is the amount you

borrowed plus any interest. You may remember learning about compound interest; we will not
cover that. b —

Eflfon/_thly_liaymmt:

Ot agree o pay this loan back in 7 equal payments, then your monthly payment would be-
+ . found by following this formula. PR S A monthly payme
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a.) How much interest will he pay‘?
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i"Mmeum Monthly Pa

( ) Sometimes the minimum payment changes as time goes by. The bank may use a different
formula to determine the um monthly payment than what we used in the previous

Sxample redpal -
( expl 2: Maria owes $8,840 on her student loan as of last month. Her annual interest rate if 6%. )
@MMGM isc calculated as"iﬁ—ance charg + : S
month’s minimum payment. : e

T = PRT
REUO ¥ 0.06% | /12
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examples. You pay monthly unfil no balance rcmams, making at least the minimum payment.
This is also called revolving credit. T
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inance charges (interest owed _plus other miscellaneous fees) are based on the balance on an

accoumt, by finding some percent of it. There are two main methods banks use to ﬁnd a credit
— T . '
card’s'balanceztotal amount owed). They are.
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Paid balance method: The stated balance is the unpaid balance at the end of the previous
nth. We will need to find the unpaid balance for the current month.

@verage daily balance method: The balance is found at the end of eack day: and then those

“balances are averaged for the whole month

L




Finding Finance Charges for Accounts: :
"You will be asked to find the finance charge for an account. We will only cover the average daily </
balance method that credit cards employ.
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Average Daily Balance Method:

expl aor the following account, first find the average daily balance. Second, find the finance
~“Charge if the amzual interest rate is 21 % Lastly, ﬁncl the new bala.n'ce for ﬂ]lS account.
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Pievious month’s balance: $240 @
‘Month: April (30 days)

/ April 3 Walmart charge $135 1

[ April 13 Payment $150 —

| April 23 Music store charge $30 —
April 28 Restaurant charge $28 —

k this | ;‘gl:’,lenzl,step-lf;yrstel:-;,«Furst3 we-will-find the average daily balance. For that, W/
we need to know what the balance was for every day from April 1 to April 30 (one month). Fill

out the table to summarize the daily balances.

Dates ~ Number of days Balance during this time
April 1 — April 2 2 $ 2
1A 40
April 3 — April 12 %
l O Z2HO+I138 = A 1TE

April 13 — April 22

Qa—13+| = O |2*Fs-[50 ':$225
F-03t1 =5 |22+ = o
April 28 — April 30 3 ZSS’ DR = {’2 23

To find theaverage daily balanc?, we average these balances, but need to take into account that
the balances each sto several days. For instance, the balance was $240 for 2 days. We use

what they call a weighted average.

April 23 — April 27
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~ tmued) Next, we will find the finance charge with simple interest. We were given

Ly that interest is 21% per year on the average daily balance. The time (7) WlILbe 3 / 365 for 30

e

days out of a year (365 days). Remember a dollar sign and proper rounding.
T =FPRT
286.80 4 .21 % 30/36
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If you are asked to find the new balance, we take the last balance from our table and add the

interest (finance charge). Do it now. Remembera dollar SIgH. _ =
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