Short Term Loans WWIH/I MEL4E

Most of us borrow money at some time to finance the purchase of items we need to have now, but cannot afford
to pay in full. Homes, cars, student loans are common things that might be considered essential. Loans may be
necessary for any of these things.

However, we often borrow money for small purchases. Or we may need money for emergencies that come up
(car repairs, lost job, etc.). Today we will talk about 3 options for borrowing:

e Lines of Credit
e (Credit Cards
e Payday Loans

Lines of Credit: An arrangement between a financial institution, usually a bank, and a customer that
establishes a maximum loan balance that the lender permits the borrower to access or maintain.
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Short Term Loans Exit Quiz | MEL4E

Credit Cards:
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Example: Janelle purchased a pair of boots for $100 on her credit card. Her card charges her 18% interest
compounded monthly, and her minimum payment is $10. Janelle figures she will just make the minimum

payment until they are paid off.

a) Fill in 1(%), PV, Pmt, and PpY, and CpY

b) How many months will it take Janelle to pay off the boots?
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¢) How much did Janelle pay for the boots in total?
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d) How much interest did the credit card company
make off of Janelle?
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Payday Loans: A loan with a private lender, where you borrow a small amount (usually a few hundred
dollars) and agree to pay it back when you get your next paycheque.

Example: A Money Mart in Guelph will lend you $300 for only $20. This means you pay back 1 single payment of

$320 on your pay day (1 week from now). What is the effective interest rate you are being charged here? Use 52

for PpY and Cpy.
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