Chapter 14 Installment Buying, Rule of 78, and Revolving Charge Credit Cards 

Here are some sites that give the formulas used to determine loan payments based on interest rates and loan amount.

	
	

	
	

	Formula for the Rule of 78
	http://www.obre.state.il.us/CONSUMER/Tips/RULEOF78.HTM 



	
	This page defines the Rule of 78, describes how to use it, and gives an example of how to use it.



	From the Math Forum
	http://mathforum.org/dr.math/problems/chevellemn.7.4.96.html


	
	This answer to a student’s question gives a detailed explanation of the mortgage loan formula, which is a type of installment loan.  You probably need to know some algebra to understand the explanation, but the site also gives an example of how to use the formula.  
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These calculators can help to compute payments, or amortize a loan.

	Amortizing Loans
	http://www.mostchoice.com/global/calculators/amort0.cfm
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	You may use this calculator to get an amortization table for one of your loans.  You enter your loan amount, the interest rate you pay, and the number of payments in the calculator.

	Auto Loan Payment Calculator
	http://www.bankofamerica.com/financialtools/index.cfm?view=planning&calcid=auto07 

	
	This page allows you to compare two auto loans to decide which you should use.
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These pages contain information on financing costs and the Rule of 78.

	Federal Trade Commission
	http://www.ftc.gov

	
	Among other consumer information at this site you can find out about the Truth in Lending Act, related to the Fair Credit and Charge Card Disclosure Act.



	Rule of 78
	http://www.pine-grove.com/reading%20room/rule-of-78s.htm 

	
	An attorney explains the rule of 78.



	Rule of 78
	http://www.bankrate.com/brm/news/auto/20010827a.asp?prodtype=auto

	
	This article explains why auto shoppers should avoid the Rule of 78 since it amounts to a prepayment penalty.
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These sites contain consumer credit information.

	Consumer Loan Shopping
	http://www.banx.com

	
	This page allows you to get rate quotes on credit cards and other consumer loans.



	Credit Card Shopping
	http://www.cardweb.com/

	
	At this site you can look for credit cards sorted by a number of different parameters like highest limit, or lowest interest rate.



	Credit Reports
	http://www.equifax.com 

	
	You can order your credit report from this site.  Equifax is one of the companies lenders use when checking your credit history.



	Credit Reports
	http://www.experian.com 

	
	In addition to checking your credit report you may view educational brochures at this site.



	Credit Reports
	http://www.tuc.com 

	
	You can order your credit report from this site.  Trans Union is one of the companies lenders use when checking your credit history.



	Loan Rate Shopping
	http://www.bankrate.com 

	
	You can compare rates regionally and nationally for a number of different loans at this website.
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Project A

Go to http://www.bankrate.com.  Find an auto loan rate for a 3-year loan.  Then go to http://www.bankofamerica.com/financialtools/index.cfm?view=planning&calcid=auto07 
.  Calculate your payments if you borrow $23,000 for 3 years at the rate you found.  Suppose the auto dealer was offering a special 2.9% rate.  How much could you save over the life of the loan using the lower rate?

Project B

Go to http://www.bankrate.com.  Follow the "rates" link under credit cards and then to “Low rate.”  Choose a credit card that has a special low introductory rate.  Report the highest rate and the lowest rate card you see.  Suppose you kept an average daily average balance of $1000 on the credit card for an entire year.  How much interest would you pay on each of the cards you selected card?  (You may calculate compounding monthly assume the monthly rate is the annual rate divided by 12.  This is usually an excellent estimate.)  How much do you save by using the lowest rate card?

Project C

Go to http://www.mostchoice.com/global/calculators/amort0.cfm. Assume you are buying a house for $300,000.00 and putting a 10% down payment. You are considering a mortgage at a rate of 5.3% for 30 years and would like to find out your monthly payments. How much would you have to pay each month? Suppose you found a mortgage for 5.1% how would this change your monthly payment? 
Project C

Go to http://www.banx.com.  Under “Mortgages and Loans” choose “Home Equity Loan” from the pull down menus.  Find the benchmark rate for your area.  If you borrow $2000 at the benchmark rate and pay back $100 at the end of each month, amortize the loan and determine how many months it will take you to repay the bank.  Remember to use the U.S. rule.  To convert an annual rate to a monthly rate divide by 12.  You will probably pay less than $100 the last month.

Project D

Suppose your family is an average family that carries a balance on its credit card. In 2002 the average balance among those who carried a credit card balance was $9000.  The interest rate on the credit card is fixed at 18% and you aren't charged an annual fee.  You decide to stop using the credit card until you pay off the balance.  Your goal is to pay off the balance in 18 months and you think you can afford to pay $500 per month.  Will you pay off the balance in 18 months at that rate?  If not, what will it take?  
Project E

Go to http://www.bankofamerica.com/financialtools/index.cfm?view=detail&tools=loans&product=loancredit#bestcredit.  What are the signs of credit trouble?  How can you avoid credit trouble?

Project F

Use one of the credit bureau sites (found above) to obtain your personal credit report.  What can you do to improve your credit score?
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Amortization Calculator

Amortization s the gradual fimination of a lisbility, such as a mortgage, over a specified period of time. As
you pay off 2 loan the principal gradually decreases. An amortization table gives you a view of how your
eloan. Togetan

Forone of yourIoans, enier yourloan emovst,the interes ate you pay anc the aumber of payments inthe
caleutator below.

5000 Enter the total amount, in dollars, that you intend to borrow/finance.

[Term Life
Enterthe stated yearly interest rate on the loan, for example, 7.5

Disabiliy Insurance
=] JESENES

|Auta Insurance

Enter the term of the loan in [ months 7

—_— As youmay know, interest on home loans is generally tax deductible. If you would fike
® Interet








