
3-2 Loans
Advanced Financial Algebra



Some information you need to know before 
taking out a loan:

• Principal = amount you borrow at the beginning of the loan
• Cosigner = person who agrees to pay back your loan if you do not
• Prepayment Penalty = borrower pays a fee if they pay the loan 

back before the due date
• Balloon Payment = the last monthly payment on some loans can 

be much higher than the previous monthly payments
• Payday Loan = usually a smaller loan over a short period of time, 

often at a high interest rate



Example 1 – monthly payment (see table pg 159)

• What is the monthly payment for a $4,000 2-year loan with an APR of 4%?

• SOLUTION:
• Look at the table on pg 159 and you will see on the 5th line, in the second 

column, that the monthly payment per $1,000 of loan will be $43.42.
• Since the loan amount is $4,000, we must multiply by 4 = $43.42*4 = 173.68
• $173.68 monthly payments every month for two years



Example 2 – 
total 

payments

What is the total amount of the monthly 
payments for a $4,000, 2-year loan with an APR
of 4% according to the table in Example 1?

SOLUTION:  

The monthly payments were $173.68 and must 
be paid for two years which is 24 months.

$173.68 * 24 = $4,168.32 in total payments



Example 3 – finance charge

• Find the finance charge for a $4,000, 2-year loan with a 4% APR.

• SOLUTION:  
• Total amount paid during those two years was $4,168.32
• The original loan principal amount was only $4,000
• Subtract $4,168.32 - $4,000 = $168.32 finance charge



Monthly Payment Formula 
(do not memorize)

• You can use the monthly payment 
formula instead of the table we used in 
example #1.



Example 4 – using monthly payment formula

• Mark bought a new car. The total amount he needs to borrow is $28,716. He 
plans on taking out a 4-year loan at an APR of 3.12%. What is the monthly 
payment?

• SOLUTION:

• Use the monthly payment formula: M = 
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• M	 ≈  $637.13 is the monthly payment required on his car loan



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17

• #3

• #6



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17 con’t

• #8

• #14  



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17 con’t

• #15



Assignment:  pg 162 # 3, 6, 8, 14, 15, 17 con’t

• #17


