6.2 Paying Back Borrowed Money
Compounding interest ______________ you more money on investments than ___________ interest.  When you need to borrow money, compounding interest will ___________ you more than paying simple interest.

If it costs you more, it means that the lender (e.g. the bank) ____________ more.

http://www.mortgage-a.com/mortgage_financial_calculators/calculator.htm
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1. Suppose you borrow $5000.  The interest rate is 8% per year compounded monthly.  You make monthly payments to repay the loan over 2 years.  

Enter the following numbers in your financial calculator to determine the monthly payment – the payment per period.
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Notice: you are making monthly payments, payments that happen repeatedly, so the monthly payments must be the “PAYMENT PER PERIOD”

Notice:  You borrow the $5000 at the beginning so it is the PRESENT VALUE.

What is you monthly payment? _______________

How much have you paid back in total? ____________________

How much interest did you pay? ________________________

2. Suppose you borrow $4500.  The interest rate is 8.5% per year compounded monthly.  You make monthly payments to repay the loan over 4 years.  
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What is you monthly payment? _______________

How much have you paid back in total? ____________________

How much interest did you pay? ________________________

3. Suppose you borrow $500 from Money Mart.  The interest rate is 28% per year compounded monthly.  You make monthly payments to repay the loan over 1 year.  
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What is you monthly payment? _______________

How much have you paid back in total? ____________________

How much interest did you pay? ________________________

4. Elenica recently graduated from high school. She works full-time and just moved out on her own.

Elenica purchased $1800 worth of furniture – a sofa, loveseat and a TV for her apartment from SMART CHOICE.  
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She makes monthly payments of $129.88 for 24 months. 

a) How much does she pay in total?

b) How much interest does she pay? 

5.  She realizes this is not enough furniture so she buys $1000 more worth of furniture. She doesn’t have cash to pay for it, so she borrows the amount and pays it back over 36 months. She is charged 28% interest compounded monthly.
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a) How much is her monthly payment?

b) How much does she pay in total?

c) How much interest does she pay?

6. What is the problem with relying on places like Money Mart or Smart Choice?
