APR or Annual Percentage Rate APR or Annual Percentage Rate is
a well intentioned but somewhat flawed formula that combines two
elements of financing (rate and closing costs) into one number .

The Idea

By using an "effective" interest rate to indicate the total cost of financing over the term of the loan, consum-
ers should be more readily able to determine which loan option or provider might offer the lowest total
expense.

The Formula

Certain closing costs are subtracted from the real loan amount and then your payment is factored as though
it were applicable to this fictitious loan amount. Unless there were no costs to subtract, this would always
result in an APR that's higher than the rate that you really pay. Ex. $100,000 loan amount @ 6% with $3000
closing cost = 6.29% APR. In essence, it's the interest plus costs expressed as an interest rate.

The Reality

Though this was designed to make it easy to compare loans, more often, it just adds to the confusion. The
reality is that you pay the actual rate of interest as it accrues against the balance of the loan and your
closing costs are a one time expense.

The Problems

APR would be just fine if you had your loan for it's entire term, yet, that rarely happens. If you paid more in
costs to obtain a lower APR and then only had that loan for a few years, it's rare that you would have
earned your money's worth. This is simply because it can typically take 5 or 6 years before you make up the
extra cost by way of a lower rate and payment.

As well, there are variances in the way APR is calculated and it can actually change on the same loan from
day to day and from lender to lender.

The Solution

While the government requires that lenders disclose APR, it doesn't mean that you have to be confused by
it. You are free to make your own comparison by considering rate and costs separately. Chances are good
you already are. | can also provide you with a True Percentage Rate© comparison. This takes into account
any specific number of years that you would expect to have your loan and as a result, provides real clarity
as to what's right for you. As it also contrasts APR, you can actually see how misleading relying on just that
might have been. Please reach out anytime using the contact information below and I'll be happy to walk
you through it.
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