6.3 – Options for Borrowing Money

PART A: 

Jesse owns a small lawn mowing business. He is considering buying a 4 year-old pickup truck priced at $18 000, tax included.  He has arranged for a personal loan at his bank with monthly payments over 4 years at 7% interest compounded monthly.

1. Determine Jesse’s monthly payment.

http://www.mortgage-a.com/mortgage_financial_calculators/calculator.htm
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Jesse’s monthly payment is ______________________________.

2. How much will Jesse pay in total for his truck?

3. How much interest will he pay?  (SUBTRACT!!)

4. After making some calculations, Jesse feels that he could pay $500 per month for the truck.  Change the PAYMENT PER PERIOD to $500 and click CALCULATE on TOTAL#ofPAYMENTS to see how many months would take him to pay off the truck?  __________________

Is this shorter or longer than 4 years? _________________
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5. How much sooner will Jesse pay off the loan with this increase in monthly payment? ____________________

6. How much will Jesse end up paying for the van now?

7. How much interest will he pay?

8. If Jesse finishes paying off the loan ahead of schedule, how much money will he save?

9. The bank will be pleased if Jesse pays the loan off ahead of schedule.  Why will this make it easier for Jesse to borrow again the future?  Explain.

10. Why might Jesse want to borrow money again?

PART B:  
Nasra has a lot of debt. She has a credit card near its spending limit.  She has a personal loan for a used car that she bought 2 years ago, and she owes her mother a lot of money. 

· The credit card has a balance of $3000. The interest rate is 18% per year.

· The personal loan has about $1500 left.  Her monthly payments are $134.52 based on a 7% interest rate per year.

· She owes her mother $2500.  She has made no arrangements for making payments and her mother is not charging her interest.

1. Which debt do you think that Nasra should pay first?  Explain your thinking.

2. Which debt is costing her the most money?  Explain.

Nasra asks her bank for a loan to CONSOLIDATE her debt.  Consolidate means taking 1 ________ loan to pay a number of _____________ ones.
She has been offered a $7000 loan at 10% interest compounded monthly for 4 years. .  Or she can have a loan for 3 years with 9.5% interest compounded monthly.
3. How much will her monthly payments be for the 4 year loan?

4. How much will she pay in total for the 4 year loan?

5. How much interest will she pay for the 4 year loan?

6. How much will her monthly payments be for the 3 year loan?

7. How much will she pay in total for the 3 year loan?

8. How much interest will she pay for the 3 year loan?

9. Which loan should Nasra take?  Explain.

PART C:   

Brittany received a 3-year car loan for $3000 with interest of 9% per year compounded monthly.
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1. How much are her monthly payments?

2. How much does she pay in total for the loan?

After 10 months she still owes $2245.90.  She has just received her tax refund of $900.  She would like to use $750 of her tax refund to put towards her loan.

3. How much has Brittany already paid for her car?

4. If Brittany pays down the loan using $750 of her tax refund, calculate her new balance.

5. Her monthly payments remain $95.40.  Determine how many months it will take Brittany to pay off her new balance of this loan that you found above.
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6. How much will she pay for the car for the remaining part of the loan?
7. Determine the total amount that Brittany repays to the bank.

_______________________  + $750 + _______________________ = ______________

first 10 months



remaining balance
8. Compare this amount to the amount she would have paid for the car if she had not made the $750 payment (answer to #2).  How much less did she pay?

9. how many months did it take Brittany to pay the loan in full?

10.  By making the additional payment, how many months earlier was Brittany debt-free?

