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Unit 4C

Loan Payments, Credit Cards, and
Mortgages

Definitions

• Loan Principal
– The total amount of money owed at any given

time

• Installment Loan
– A loan that you pay off with equal regular

payments

– Often this is called an amortized loan

Loan Payment Formula

• P = starting loan principal

• PMT = regular payment amount

• APR = annual percentage rate

• n = number of payment periods per year

• Y = loan term in years
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Example 16a, page 265
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Example 20a, page 265
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Example 24, page 265
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Mortgages

• Down payment
– Typically between 10 and 20 percent of the

purchase price

• Points
– Each point is 1% of your loan

– You are paying higher up-front costs for a
lower interest rate

Mortgages
• Fixed-rate

– Guaranteed an rate that will not change over the
life of the loan

• Adjustable-rate Mortgage (ARM)
– Interest rate changes whenever prevailing rates

change

• Prepayment penalties

• Refinance
– Take out a new loan at a lower interest rate and

use this loan to pay off your original loan

Example 42, page 266
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Example 42

• Choice 2
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