Math 195 Exam III Study Guide
(1) Gross Pay - amount of the paycheck before deductions
(2) Principal - the amount borrowed or invested
(3) Formula relating Interest, Rate, and Time:  I = P • R • T
(4) Maturity Value - the total amount due at the end of a loan -» the Principal + the Interest
Formula:  MV = P(1 + RT)
(5) Ordinary Time - assumes every month has 30 days and every year has 360 days
(6) Exact Time - based on the actual number of days
(7) Banker's Rule - uses ordinary interest and exact time
(8) Promissory note - a legal document signed by the borrower that he/she promises to repay the loan
(9) Maker - person borrowing the money
(10) Payee - person or agency lending the money
(11) Term - time period for which the money is loaned/borrowed
(12) Maturity Date - date on which the loan is to be repaid
(13) Face Value - the amount loaned/borrowed
(14) Simple Interest Note - interest is collected with the principal when the loan is due
(15) Bank Discount - interest that is collected at the time the loan is made
(16) Proceeds = face value — bank discount
(17) Simple discount note - a loan made where the interest is collected "up front"

(18) Installment Loan - a loan repaid with regular payments
(19) Finance Charges - interest associated with an installment loan (also, carrying charges) 

(20) Basic Installment Loan - a loan with a specified number of fixed payments (e.g. a car loan)
(22) Open-end Loan - a loan without fixed payments (e.g. a credit card) - also referred to as open end credit
(23) Cash Price - price of an item if paid-in-full at the time of purchase (sticker price or list price)
 (24) Down Payment - the part of the cash price that is paid at the time of purchase 

(25) Amount Financed - the cash price less the down payment
(26) Installment Payment — amount paid each period (including interest - e.g. a monthly car payment)
(27) Installment Price - the total paid including the down payment, all installment payments, and
finance charges

(28) APR - as it applies to installment loans, APR (annual percentage rate) is the annual -simple
interest rate equivalent that is being paid on the unpaid balance
(29) Rule of 78's - a method used to calculate interest and refunds of interest (finance charges) on
short-term loans

(30) Interest Period - the amount of time over which interest is calculated. For simple interest, there is one interest period. If the interest is compounded annually, there is only one interest period per year - if it is compounded semi-annually, there are two interest periods per year - quarterly would be four interest periods per year, etc.
(31) Compounded Interest - interest that is calculated more than once during the term of the loan or investment
(32) Compound Interest - the total interest that accumulates (also Future Value minus Principal)
(33) Future Value — the sum of the original principal plus the compound interest. It is also called the maturity value or the compound amount in the case of an investment. It is usually called the compound amount in the case of a loan.
(34) Period Interest Rate - the annual interest rate divided by the number of interest periods per year.
(35) Effective Interest Rate - the effective interest rate is the compound interest for the first year divided by the original principal. In the case of a loan, this is also called the annual percentage rate (APR). In the case of an investment, it is called the annual percentage yield (APY).
(36) Finding APR for an Installment Loan
Step #1: Determine the number on monthly payments
Step #2: Determine the finance charges (interest) for the entire time
Step #3: Determine the interest per $100 = 
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Step #4: Read down the chart in the "number of monthly payments" column and across to find the number closest to your answer from Step #3 then read up to the top of the table for the APR
(37) Finding the sum of the number of monthly payments for the Rule of 78s. Sum of months (denominator of fraction):
(number of monthly payments) x (number of monthly payments +1)
2
Refund fraction:
(number of payments REMAINING) x (number of payments remaining +1)

(number of monthly payments) x (number of monthly payments + l)
(38) Period interest rate =         
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Compound interest NOT in the table:  Future Value = PN = P0 (l + R )N
Where P0 is the principal or present amount, R is the period interest rate as a decimal, and N is the total number of periods.
(39) Effective interest rate =  
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Chapter 10 – we covered gross pay (10.1) only in this chapter.  Try problems:

Exercise Set B #1-14

Chapter 11 – we covered simple interest, ordinary and exact time and interest and promissory notes.  Try problems:


Exercise Set B #all

Chapter 12 – we covered open and closed end credit and the rule of 78s.  Try problems:


Exercise Set B #all

Chapter 13 – we covered compound interest, effective rate and present and future value.  Try problems:


Exercise Set B #all
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