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COUNCIL DIRECTIVE
of 22 December 1986

for the approximation of the laws, regulations and administrative
provisions of the Member States concerning consumer credit

(87/102/EEC)

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economic
Community, and in particular Article 100 thereof,

Having regard to the proposal from the Commission (1),
Having regard to the opinion of the European Parliament (?),
Having regard to the opinion of the Economic and Social Committee (3),

Whereas wide differences exist in the laws of the Member States in the
field of consumer credit;

Whereas these differences of law can lead to distortions of competition
between grantors of credit in the common market;

Whereas these differences limit the opportunities the consumer has to
obtain credit in other Member States; whereas they affect the volume and
the nature of the credit sought, and also the purchase of goods and
services;

Whereas, as a result, these differences have an influence on the free
movement of goods and services obtainable by consumers on credit and
thus directly affect the functioning of the common market;

Whereas, given the increasing volume of credit granted in the
Community to consumers, the establishment of a common market in
consumer credit would benefit alike consumers, grantors of credit,
manufacturers, wholesalers and retailers of goods and providers of
services;

Whereas the programmes of the European Economic Community for a
consumer protection and information policy (*) provide, infer alia, that
the consumer should be protected against unfair credit terms and that a
harmonization of the general conditions governing consumer credit
should be undertaken as a priority;

Whereas differences of law and practice result in unequal consumer
protection in the field of consumer credit from one Member State to
another;

Whereas there has been much change in recent years in the types of
credit available to and used by consumers; whereas new forms of
consumer credit have emerged and continue to develop;

Whereas the consumer should receive adequate information on the
conditions and cost of credit and on his obligations; whereas this
information should include, inter alia, the annual percentage rate of
charge for credit, or, failing that, the total amount that the consumer must
pay for credit; whereas, pending a decision on a Community method or
methods of calculating the annual percentage rate of charge, Member
States should be able to retain existing methods or practices for
calculating this rate, or failing that, should establish provisions for
indicating the total cost of the credit to the consumer;

(1) OJ No C 80, 27. 3. 1979, p. 4 and
OJ No C 183, 10. 7. 1984, p. 4.

(2) OJ No C 242, 12.9. 1983, p. 10.

() OJNo C 113, 7. 5. 1980, p. 22.

() OJNo C 92,25.4.1975, p. 1 and
0J No C 133, 3. 6. 1981, p. 1.
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Whereas the terms of credit may be disadvantageous to the consumer;
whereas better protection of consumers can be achieved by adopting
certain requirements which are to apply to all forms of credit;

Whereas, having regard to the character of certain credit agreements or
types of transaction, these agreements or transactions should be partially
or entirely excluded from the field of application of this Directive;

Whereas it should be possible for Member States, in consultation with
the Commission, to exempt from the Directive certain forms of credit of
a non-commercial character granted under particular conditions;

Whereas the practices existing in some Member States in respect of
authentic acts drawn up before a notary or judge are such as to render the
application of certain provisions of this Directive unnecessary in the case
of such acts; whereas it should therefore be possible for Member States
to exempt such acts from those provisions;

Whereas credit agreements for very large financial amounts tend to
differ from the usual consumer credit agreements; whereas the
application of the provisions of this Directive to agreements for very
small amounts could create unnecessary administrative burdens both for
consumers and grantors of credit; whereas therefore, agreements above
or below specified financial limits should be excluded from the
Directive;

Whereas the provision of information on the cost of credit in advertising
and at the business premises of the creditor or credit broker can make it
easier for the consumer to compare different offers;

Whereas consumer protection is further improved if credit agreements
are made in writing and contain certain minimum particulars concerning
the contractual terms;

Whereas, in the case of credit granted for the acquisition of goods,
Member States should lay down the conditions in which goods may be
repossessed, particularly if the consumer has not given his consent;
whereas the account between the parties should upon repossession be
made up in such manner as to ensure that the repossession does not entail
any unjustified enrichment;

Whereas the consumer should be allowed to discharge his obligations
before the due date; whereas the consumer should then be entitled to an
equitable reduction in the total cost of the credit;

Whereas the assignment of the creditor’s rights arising under a credit
agreement should not be allowed to weaken the position of the consumer;

Whereas those Member States which permit consumers to use bills of
exchange, promissory notes or cheques in connection with credit
agreements should ensure that the consumer is suitably protected when
so using such instruments;

Whereas, as regards goods or services which the consumer has
contracted to acquire on credit, the consumer should, at least in the
circumstances defined below, have rights vis-a-vis the grantor of credit
which are in addition to his normal contractual rights against him and
against the supplier of the goods or services; whereas the circumstances
referred to above are those where the grantor of credit and the supplier of
goods or services have a preexisting agreement whereunder credit is
made available exclusively by that grantor of credit to customers of that
supplier for the purpose of enabling the consumer to acquire goods or
services from the latter;

Whereas the ECU is as defined in Council Regulation (EEC) No
3180/78 ('), as last amended by Regulation (EEC) No 2626/84 (%);
whereas Member States should to a limited extent be at liberty to round
off the amounts in national currency resulting from the conversion of

(1) 0J No L 379, 30. 12. 1978, p. 1.
() OI No L 247, 16. 9. 1984, p. 1.



198700102 — EN — 21.04.1998 — 002.001 — 4

amounts of this Directive expressed in ECU; whereas the amounts in this
Directive should be periodically re-examined in the light of economic
and monetary trends in the Community, and, if need be, revised;

Whereas suitable measures should be adopted by Member States for
authorizing persons offering credit or offering to arrange credit
agreements or for inspecting or monitoring the activities of persons
granting credit or arranging for credit to be granted or for enabling
consumers to complain about credit agreements or credit conditions;

Whereas credit agreements should not derogate, to the detriment of the
consumer, from the provisions adopted in implementation of this
Directive or corresponding to its provisions; whereas those provisions
should not be circumvented as a result of the way in which agreements
are formulated;

Whereas, since this Directive provides for a certain degree of
approximation of the laws, regulations and administrative provisions of
the Member States concerning consumer credit and for a certain level of
consumer protection, Member States should not be prevented from
retaining or adopting more stringent measures to protect the consumer,
with due regard for their obligations under the Treaty;

Whereas, not later than 1 January 1995, the Commission should present
to the Council a report concerning the operation of this Directive,

HAS ADOPTED THIS DIRECTIVE:

Article 1

1. This Directive applies to credit agreements.
2. For the purpose of this Directive:

(a) ‘consumer’ means a natural person who, in transactions covered by
this Directive, is acting for purposes which can be regarded as
outside his trade or profession;

(b) ‘creditor’ means a natural or legal person who grants credit in the
course of his trade, business or profession, or a group of such
persons;

(c) ‘credit agreement’ means an agreement whereby a creditor grants or
promises to grant to a consumer a credit in the form of a deferred
payment, a loan or other similar financial accommodation.

Agreements for the provision on a continuing basis of a service or a
utility, where the consumer has the right to pay for them, for the
duration of their provision, by means of instalments, are not deemed
to be credit agreements for the purpose of this Directive;

VM1
(d) ‘total cost of the credit to the consumer’ means all the costs,
including interest and other charges, which the consumer has to pay
for the credit;

(e) ‘annual percentage rate of charge’ means the total cost of the credit
to the consumer, expressed as an annual percentage of the amount of
the credit granted and calculated in accordance with Article 1a.

Article la

1. (a) »M2 The annual percentage rate of charge which shall be that
rate, on an annual basis which equalizes the present value of all
commitments (loans, repayments and charges), future or exist-
ing, agreed by the creditor and the borrower, shall be calculated
in accordance with the mathematical formula set out in Annex II.
<

(b) Four examples of the method of calculation are given in Annex
III, by way of illustration.
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M1
2. For the purpose of calculating the annual percentage rate of charge,
the ‘total cost of the credit to the consumer’ as defined in Article 1 (2)
(d) shall be determined, with the exception of the following charges:

(i) charges payable by the borrower for non-compliance with any of his
commitments laid down in the credit agreement;

(i1) charges other than the purchase price which, in purchases of goods
or services, the consumer is obliged to pay whether the transaction is
paid in cash or by credit;

(iii) charges for the transfer of funds and charges for keeping an account
intended to receive payments towards the reimbursement of the
credit the payment of interest and other charges except where the
consumer doesn ot have reasonable freedom of choice in the matter
and where such charges are abnormally high; this provision shall not,
however, apply to charges for collection of such reimbursements or
payments, whether made in cash or otherwise;

(iv) membership subscriptions to associations or groups and arising from
agreements separate from the credit agreement, even though such
subscriptions have an effect on the credit terms;

(v) charges for insurance or guarantees; included are, however, those
designed to ensure payment to the creditor, in the event of the death,
invalidity, illness or unemployment of the consumer, of a sum equal
to or less than the total amount of the credit togehter with relevant
interest and other charges which have to be imposed by the creditor
as a condition for credit being granted.

M2

M1
4. (a) The annual percentage rate of charge shall be calculated at the
time the credit contract is concluded, without prejudice to the
provisions of Article 3 concerning advertisements and special
offers.

(b) The calculation shall be made on the assumption that the credit
contract is valid for the period agreed and that the creditor and
the consumer fulfil their obligations under the terms and by the
dates agreed.

M2

VM1
6. In the case of credit contracts containing clauses allowing variations
in the rate of interest and the amount or level of other charges contained
in the annual percentage rate of charge but unquantifiable at the time
when it is calculated, the annual percentage rate of charge shall be
calculated on the assumption that interest and other charges remain fixed
and will apply until the end of the credit contract.

7. Where necessary, the following assumptions may be made in
calculating the annual percentage rate of charge:

— if the contract does not specify a credit limit, the amount of credit
granted shall be equal to the amount fixed by the relevant Member
State, without exceeding a figure equivalent to ECU 2 000;

— if there is no fixed timetable for repayment, and one cannot be
deduced from the terms of the agreement and the means for repaying
the credit granted, the duration of the credit shall be deemed to be
one year;

— unless otherwise specified, where the contract provides for more than
one repayment date, the credit will be made available and the
repayments made at the earliest time provided for in the agreement.
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vB
Article 2

1. This Directive shall not apply to:

(a) credit agreements or agreements promising to grant credit:

— intended primarily for the purpose of acquiring or retaining
property rights in land or in an existing or projected building,

— intended for the purpose of renovating or improving a building
as such;

(b) hiring agreements except where these provide that the title will pass
ultimately to the hirer;

(c) credit granted or made available without payment of interest or any
other charge;

(d) credit agreements under which no interest is charged provided the
consumer agrees to repay the credit in a single payment;

(e) credit in the form of advances on a current account granted by a
credit institution or financial institution other than on credit card
accounts.

Nevertheless, the provisions of Article 6 shall apply to such credits;

(f) credit agreements involving amounts less than 200 ECU or more
than 20 000 ECU;

(g) credit agreements under which the consumer is required to repay the
credit:

— either, within a period not exceeding three months,
— or, by a maximum number of four payments within a period not
exceeding 12 months.

2. A Member State may, in consultation with the Commission, exempt

from the application of this Directive certain types of credit which fulfil

the following conditions:

— they are granted at rates of charge below those prevailing in the
market, and

— they are not offered to the public generally.

M1

3. The provisions of Article 1a and of Articles 4 to 12 shall not apply to

credit agreements or agreements promising to grant credit, secured by

mortgage on immovable property, insofar as these are not already

excluded from the Directive under paragraph 1 (a).

vB

4. Member States may exempt from the provisions of Articles 6 to 12

credit agreements in the form of an authentic act signed before a notary

or judge.
Article 3
M2

Without prejudice to Council Directive 84/450/EEC of 10 September
1984 relating to the approximation of the laws, regulations and
administrative provisions of the Member States concerning misleading
advertising (!) and to the rules and principles applicable to unfair
advertising, any advertisement, or any offer which is displayed at
business premises, in which a person offers credit or offers to arrange a
credit agreement and in which a rate of interest or any figures relating to

(1) OJL 250, 19.9.1984, p. 17. Directive as last amended by Directive 97/55/EC
(OJ L 280, 23.10.1997, p. 18).
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M2

the cost of the credit are indicated, shall also include a statement of the

annual percentage rate of charge, by means of a representative example if

no other means is practicable.
vB
Article 4

1. Credit agreements shall be made in writing. The consumer shall

receive a copy of the written agreement.

2. The written agreement shall include:

(a) a statement of the annual percentage rate of charge;

(b) a statement of the conditions under which the annual percentage rate
of charge may be amended.

In cases where it is not possible to state the annual percentage rate of

charge, the consumer shall be provided with adequate information in

the written agreement. This information shall at least include the

information provided for in the second indent of Article 6 (1);
M1

(c) a statement of the amount, number and frequency or dates of the
payments which the consumer must make to repay the credit, as well
as of the payments for interest and other charges; the total amount of
these payments should also be indicated where possible;

(d) a statement of the cost items referred to in Article 1a (2) with the
exception of expenditure related to the breach of contractual
obligations which were not included in the calculation of the annual
percentage rate of charge but which have to be paid by the consumer
in given circumstances, together with a statement indentifying such
circumstances. Where the exact amount of those items is known, that
sum is to be indicated; if that is not the case, either a method of
calculation or as accurate an estimate as possibe is to be provided
where possible.

vB

3. The written agreement shall further include the other essential terms

of the contract.

By way of illustration, the Annex to this Directive contains a list of terms

which Member States may require to be included in the written

agreement as being essential.
M1
VB

Article 6

1. Notwithstanding the exclusion provided for in Article 2 (1) (e),
where there is an agreement between a credit institution or financial
institution and a consumer for the granting of credit in the form of an
advance on a current account, other than on credit card accounts, the
consumer shall be informed at the time or before the agreement is
concluded:

— of the credit limit, if any,

— of the annual rate of interest and the charges applicable from the
time the agreement is concluded and the conditions under which
these may be amended,

— of the procedure for terminating the agreement.

This information shall be confirmed in writing.
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VB
" 2. Furthermore, during the period of the agreement, the consumer shall
be informed of any change in the annual rate of interest or in the relevant
charges at the time it occurs. Such information may be given in a
statement of account or in any other manner acceptable to Member
States.

3. In Member States where tacitly accepted overdrafts are permissible,
the Member States concerned shall ensure that the consumer is informed
of the annual rate of interest and the charges applicable, and of any
amendment thereof, where the overdraft extends beyond a period of three
months.

Article 7

In the case of credit granted for the acquisition of goods, Member States
shall lay down the conditions under which goods may be repossessed, in
particular if the consumer has not given his consent. They shall further
ensure that where the creditor recovers possession of the goods the
account between the parties shall be made up so as to ensure that the
repossession does not entail any unjustified enrichment.

Article 8

The consumer shall be entitled to discharge his obligations under a credit
agreement before the time fixed by the agreement. In this event, in
accordance with the rules laid down by the Member States, the consumer
shall be entitled to an equitable reduction in the total cost of the credit.

Article 9

Where the creditor’s rights under a credit agreement are assigned to a
third person, the consumer shall be entitled to plead against that third
person any defence which was available to him against the original
creditor, including set-off where the latter is permitted in the Member
State concerned.

Article 10

The Member States which, in connection with credit agreements, permit
the consumer:

(a) to make payment by means of bills of exchange including
promissory notes;

(b) to give security by means of bills of exchange including promissory
notes and cheques,

shall ensure that the consumer is suitably protected when using these
instruments in those ways.

Article 11

1. Member States shall ensure that the existence of a credit agreement
shall not in any way affect the rights of the consumer against the supplier
of goods or services purchased by means of such an agreement in cases
where the goods or services are not supplied or are otherwise not in
conformity with the contract for their supply.

2. Where:

(a) in order to buy goods or obtain services the consumer enters into a
credit agreement with a person other than the supplier of them;

and

(b) the grantor of the credit and the supplier of the goods or services
have a pre-existing agreement whereunder credit is made available
exclusively by that grantor of credit to customers of that supplier for
the acquisition of goods or services from that supplier; and
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(c) the consumer referred to in subparagraph (a) obtains his credit
pursuant to that pre-existing agreement; and

(d) the goods or services covered by the credit agreement are not
supplied, or are supplied only in part, or are not in conformity with
the contract for supply of them; and

(e) the consumer has pursued his remedies against the supplier but has
failed to obtain the satisfaction to which he is entitled,

the consumer shall have the right to pursue remedies against the grantor
of credit. Member States shall determine to what extent and under what
conditions these remedies shall be exercisable.

3. Paragraph 2 shall not apply where the individual transaction in
question is for an amount less than the equivalent of 200 ECU.

Article 12

1. Member States shall:

(a) ensure that persons offering credit or offering to arrange credit
agreements shall obtain official authorization to do so, either
specifically or as suppliers of goods and services; or

(b) ensure that persons granting credit or arranging for credit to be
granted shall be subject to inspection or monitoring of their activities
by an institution or official body; or

(c) promote the establishment of appropriate bodies to receive
complaints concerning credit agreements or credit conditions and
to provide relevant information or advice to consumers regarding
them.

2. Member States may provide that the authorization referred to in
paragraph 1 (a) shall not be required where persons offering to conclude
or arrange credit agreements satisfy the definition in Article 1 of the first
Council Directive of 12 December 1977 on the coordination of laws,
regulations and administrative provisions relating to the taking up and
pursuit of the business of credit institutions (!) and are authorized in
accordance with the provisions of that Directive.

Where persons granting credit or arranging for credit to be granted have
been authorized both specifically, under the provisions of paragraph 1 (a)
and also under the provisions of the aforementioned Directive, but the
latter authorization is subsequently withdrawn, the competent authority
responsible for issuing the specific authorization to grant credit under
paragraph 1 (a) shall be informed and shall decide whether the persons
concerned may continue to grant credit, or arrange for credit to be
granted, or whether the specific authorization granted under paragraph 1
(a) should be withdrawn.

Article 13

1. For the purposes of this Directive, the ECU shall be that defined by
Regulation (EEC) No 3180/78, as amended by Regulation (EEC) No
2626/84. The equivalent in national currency shall initially be calculated
at the rate obtaining on the date of adoption of this Directive.

Member States may round off the amounts in national currency resulting
from the conversion of the amounts in ECU provided such rounding off
does not exceed 10 ECU.

2. Every five years, and for the first time in 1995, the Council, acting
on a proposal from the Commission, shall examine and, if need be, revise
the amounts in this Directive, in the light of economic and monetary
trends in the Community.

(1) OJ No L 322, 17. 12. 1977, p. 30.
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Article 14

1. Member States shall ensure that credit agreements shall not derogate,
to the detriment of the consumer, from the provisions of national law
implementing or corresponding to this Directive.

2. Member States shall further ensure that the provisions which they
adopt in implementation of this directive are not circumvented as a result
of the way in which agreements are formulated, in particular by the
device of distributing the amount of credit over several agreements.

Article 15

This Directive shall not preclude Member States from retaining or
adopting more stringent provisions to protect consumers consistent with
their obligations under the Treaty.

Article 16

1. Member States shall bring into force the measures necessary to
comply with this Directive not later than 1 January 1990 and shall
forthwith inform the Commission thereof.

2. Member States shall communicate to the Commission the texts of
the main provisions of national law which they adopt in the field covered
by this Directive.

Article 17

Not later than 1 January 1995 the Commission shall present a report to
the Council concerning the operation of this Directive.

Article 18

This Directive is addressed to the Member States.
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vB
»>M1 ANNEX | <
LIST OF TERMS REFERRED TO IN ARTICLE 4 (3)
1. Credit agreements for financing the supply of particular goods or
services:

(1) a description of the goods or services covered by the agreement;

(i1) the cash price and the price payable under the credit agreement;

(iii) the amount of the deposit, if any, the number and amount of
instalments and the dates on which they fall due, or the method of
ascertaining any of the same if unknown at the time the agreement is
concluded;

(iv) an indication that the consumer will be entitled, as provided in Article
8, to a reduction if he repays early;

(v) who owns the goods (if ownership does not pass immediately to the
consumer) and the terms on which the consumer becomes the owner of
them;

(vi) a description of the security required, if any;

(vii) the cooling-off period, if any;

(viii) an indication of the insurance (s) required, if any, and, when the choice
of insurer is not left to the consumer, an indication of the cost thereof;
M1

(ix) the obligation on the consumer to save a certain amount of money

which must be placed in a special account.
VB

2. Credit agreements operated by credit cards:

(i) the amount of the credit limit, if any;
(ii) the terms of repayment or the means of determining them;

(iii) the cooling-off period, if any.

3. Credit agreements operated by running account which are not otherwise
covered by the Directive:

(1) the amount of the credit limit, if any, or the method of determining it;
(ii) the terms of use and repayment;

(iii) the cooling-off period, if any.

4. Other credit agreements covered by the Directive:

(i) the amount of the credit limit, if any;

(i) an indication of the security required, if any;
(iii) the terms of repayment;
(iv) the cooling-off period, if any;

(v) an indication that the consumer will be entitled, as provided in Article
8, to a reduction if he repays early.
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M2
- ANNEX II

THE BASIC EQUATION EXPRESSING THE EQUIVALENCE OF LOANS
ON THE ONE HAND AND REPAYMENTS AND CHARGES ON THE
OTHER

o C o ,
Zm Ak Zm AK/t
e (I L - R R

Meaning of letters and symbols:

K is the number of a loan

K’ is the number of a repayment or a payment of charges

Ag is the amount of loan number K

A is the amount of repayment number K’

z represents a sum

m is the number of the last loan

m’ is the number of the last repayment or payment of charges

tx is the interval, expressed in years and fractions of a year, between the date

of loan No 1 and those of subsequent loans Nos 2 to m

tx’ is the interval, expressed in years and fractions of a year, between the date
of loan No 1 and those of repayments or payments of charges Nos 1 to m’

i is the percentage rate that can be calculated (either by algebra, by
successive approximations, or by a computer programme) where the
other terms in the equation are known from the contract or otherwise.

Remarks:

(a) The amounts paid by both parties at different times shall not necessarily be
equal and shall not necessarily be paid at equal intervals.

(b) The starting date shall be that of the first loan.

(c) Intervals between dates used in the calculations shall be expressed in years or
in fractions of a year. A year is presumed to have 365 days or 365,25 days or
(for leap years) 366 days, 52 weeks or 12 equal months. An equal month is
presumed to have 30,41666 days (i.e. 365/12).

(d) The result of the calculation shall be expressed with an accuracy of at least
one decimal place. When rounding to a particular decimal place the following
rule shall apply:

If the figure at the decimal place following this particular decimal place is
greater than or equal to 5, the figure at this particular decimal place shall be
increased by one.

(e) Member States shall provide that the methods of resolution applicable give a
result equal to that of the examples presented in Annex III.
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M2
— ANNEX IIT

EXAMPLES OF CALCULATION

A. CALCULATION OF THE ANNUAL PERCENTAGE RATE OF
CHARGE ON A CALENDAR BASIS (1 YEAR = 365 DAYS (OR 366
DAYS FOR LEAP YEARS))

First example

Sum loaned: S = ECU 1 000 on 1 January 1994.

It is repaid in a single payment of ECU 1 200 made on 1 July 1995i.e. 1 12
years or 546 (= 365 + 181) days after the date of the loan.

1200
54

The equation becomes: 1000 = %
(1 + @)%

or:
(1 4+ )55 = 15

1+ = 1,1296204

i = 0,1296204

This amount will be rounded to 13 % (or 12,96 % if an accuracy of two
decimal places is preferred).

Second example

The sum loaned is S = ECU 1 000, but the creditor retains ECU 50 for

administrative expenses, so that the loan is in fact ECU 950; the repayment

of ECU 1 200, as in the first example, is again made on 1 July 1995.
1200

The equation becomes: 950 = TS
(1 + i)

or:

(1 + i)™ = 1263157

1+ 1,169026

i 0,169026

This amount will be rounded to 16,9 %.

Third example

The sum loaned is ECU 1 000, on 1 January 1994, repayable in two
amounts, each of ECU 600, paid after one and two years respectively.

The equation becomes:
600 600 600 600
1000 = ~ + 0 = -+ 3
AT+ qypges 1+ (1+9)

It is solved by algebra and produces i = 0,1306623 rounded to 13,1 % (or
13,07 % if an accuracy of two decimal places is preferred).
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M2
Fourth example

The sum loaned is S = ECU 1 000, on 1 January 1994, and the amounts to
be paid by the borrower are:

After 3 months (0,25 years/90 days): ECU 272
After 6 months (0,5 years/181 days): ECU 272
After 12 months (1 year/365 days): ECU 544
Total: ECU 1 088

The equation becomes:

272 272 44
1000 = ! oy + ’ T > 365
(1 4 @365 (1 + 0)365 (1 + i)365

This equation allows i to be calculated by successive approximations,
which can be programmed on a pocket calculator.

The result is 7 = 0,13226 rounded to 13,2 % (or 13,23 % if an accuracy of
two decimal places is preferred).

B. CALCULATION OF THE ANNUAL PERCENTAGE RATE OF
CHARGE ON THE BASIS OF A STANDARD YEAR (1 YEAR = 365
DAYS OR 365,25 DAYS, 52 WEEKS, OR 12 EQUAL MONTHS)

First example

Sum loaned: S = ECU 1 000.

It is repaid in a single payment of ECU 1 200 made in 1,5 years (i.e.
1,5 x 365 = 547,5 days, 1,5 x 365,25 = 547,875 days, 1,5 x 366 = 549 days,
1,5 x 12 = 18 months, or 1,5 x 52 = 78 weeks) after the date of the loan.
The equation becomes:

1200 1200 1200 1200

1000:(1“)%:(1“)%: 1+ 08 1+ 0P
or:
@+ =12
1+ ~ 1,129243
i — 0,129243

This amount will be rounded to 12,9 % (or 12,92 % if an accuracy of two
decimal places is preferred).

Second example

The sum loaned is S = ECU 1 000, but the creditor retains ECU 50 for
administrative expenses, so that the loan is in fact ECU 950; the repayment
of ECU 1 200, as in the first example, is again made 1,5 years after the
date of the loan.

The equation becomes:

1 200 1200 1200 1200
950 = 5475 4T85 8 78
1 + i) (1 + )33 (1 + i) 1+ i)
or:

(1 + )% = 1200/950 = 1,263157

1+ 1,168526

0,168526

This amount will be rounded to 16,9 % (or 16,85 % if an accuracy of two
decimal places is preferred).

i
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Third example

The sum loaned is ECU 1 000, repayable in two amounts, each of
ECU 600, paid after one and two years respectively.

The equation becomes:

600 600 600 600
1000 = 36 T NE 55 730.5
(T + 3 (1 + 0% (1 4 )35 (1 4 )55
_ 600 600 600 600
A+aB a+at a4+ F @+
600 600

1+ a4+

It is solved by algebra and produces i = 0,13066 which will be rounded to
13,1 % (or 13,07 % if an accuracy of two decimal places is preferred).

Fourth example

The sum loaned is S = ECU 1 000 and the amounts to be paid by the
borrower are:

After 3 months

(0,25 years/13 weeks/91,25 days/91,3125 days): ECU 272
After 6 months

(0,5 years/26 weeks/182,5 days/182,625 days): ECU 272
After 12 months

(1 year/52 weeks/365 days/365,25 days): ECU 544
Total: ECU 1 088

The equation becomes:

272 272 544
1000 = 55+ s T N
(1 + i)36s (1 + i)3 (1 4 i)365
272 272 544
= 913125 wes T 36525
(1 + i)3%53 (1 + )35 (1 + )33
272 272 544
= e s Z
1+ i (1 + i 1+
_ 272 n 272 n 544
A+92 a+d® 1+
272 272 544
= 05+ 05 T 1
1+ 9" 1+ 9 1+ 9

This equation allows i to be calculated by successive approximations,
which can be programmed on a pocket calculator.

The result is i = 0,13185 which will be rounded to 13,2 % (or 13,19 % if an
accuracy of two decimal places is preferred).



